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International Economics – Finance 
Prof. Maurizio Pugno 

Exam – 17 Jan. 2022 - Program 2021/22 (B) 
 
Notes: 
- Only this text should be handed. 

Underline the correct answer for each 
exercise. No answer, wrong answer, 
more than one answer means 0 points. 

- The final grade will be calculated by 
summing scores on the 6 best answers 

 
 
Exercise 1. (5 points)  
a) The Balance of Payments consists of the 
following: the Current Account, the Trade 
Account, and the Financial Account. 
b) Arbitrageurs buy and sell currencies in 
different location in order to dampen exchange 
rate fluctuations. 
c) The formula E = P/P* defines to the relative 
PPP theory. 
d) The forward exchange rate is the price of a 
currency that will be delivered in the future. 
e) None of the other statements are true. 
 
Exercise 2. (5 points) 
If the exchange rate system is perfectly flexible, 
what are the possible (consequent) changes of (i) 
the equilibrium exchange rate, (ii) the official 
reserves, and (iii) the supply of domestic money? 
The answer could be ‘increases’, ‘decreases’, 
‘neither increases nor decreases’, ‘either increases 
or decreases’. 

(i)      ‘either increases or decreases’ 

(ii)     ‘neither increases nor decreases’ 

(iii)    ‘neither increases nor decreases’ 
 
Exercise 3. (5 points)  
If the programmed domestic real investments 
increase, does the trade balance improve or 
worsen? Explain each step to achieve the final 
answer. 
Since   ∆Y = k∆*Ip 
 and since  ∆M = m2∆*Y 
 then  ∆M = m2 k∆*Ip 
 so that  ∆X - ∆M = - m2 k∆*Ip 
The trade balance worsens. 
 

 
 
Exercise 4. (5 points)  
Which is the effect of a rise of the exchange rate 
€/$ on imports in a country of the EuroZone? 
a. the units of imported goods increase 
b. the cost of each unit of imported goods 
decreases 
c. imports in domestic currency immediately 
diminish if imported goods are necessary (like oil) 
d. imports do not change because price changes 
fully compensate the rise of the exchange rate 
e. none of the other answers are true 
 
 
Exercise 5 (5 points) 
Which of the following statements is true? 
a) Depreciation and inflation are two mutually 
exclusive processes. 
b) The reduction of imports (M) shifts the 
Aggregate Demand (AD) on the left. 
c)An advantages of the fixed exchange rate 
system is that it saves official reserves in case of 
tendency to depreciation. 
d) International capital flows are less volatile than 
merchandise trade 
e) None of the other statements are true. 
 
 
Exercise 6 (5 points) 
Which is the effect of an increase of taxes in the 
(perfect) flexible exchange rate regime (if capitals 
are very mobile)? 
a) The exchange rate appreciates. 
b) Income (Y) increases. 
c) The Balance of Payments worsens. 
d) Official reserves do not change. 
e) None of the other answers are correct. 
 
 
Exercise 7 (5 points) 
Which of the following statements is true? 
a) Growth with equilibrium CA is led by world 
demand for exports 
b) An increase of the income elasticity of demand 
for exports in the ‘CA constrained growth model’ 
triggers a permanent depreciation of the domestic 
currency. 
c) The export-led model of growth is based on the 
(absolute) PPP theory. 
d) None of the other statements are true. 


