Chap28

1. Suppose the quantity of Japanese yen demanded at each price (in dollars) of a yen is as follows:

--------------------------------------------------------------

Quantity Demanded                Price of a Yen

(Billions of yen)                        (In dollars)

20 0.007

15 0.008

10 0.009

5 0.01

Plot this demand curve on a graph.  What sorts of groups, organizations, and individuals are part of the demand side of this market?

2. Suppose that the quantity of Japanese yen supplied at each price (in dollars) of a yen is as follows:

-------------------------------------------------------------

 Quantity supplied                    Price of a Yen

8 0.007

9 0.008

10 0.009

11 0.01

Plot this supply curve on the same graph as the demand curve in question 1.  What sorts of groups, organizations, and individuals are part of the supply side of this market?

3. On the basis of the information is questions 1 & 2, what is the equilibrium value of the exchange rate if it is completely flexible?  Why?  Is the exchange rate between the U.S. dollar and the Japanese yen completely flexible at present?

5.   During the 1950’s and 1960’s, the British government reacted to deficits in its balance of payments by adopting deflationary monetary and fiscal policies (temporarily, at least).  Was this sensible?  Why or why not?

7.  “Under flexible exchange rates, reserves play a much less important role that under fixed exchange rates.”  What does this mean?  Do you agree?  Why or why not?

