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Section 1 (12 points)
Answer all questions:

1) UIP is an example of riskless arbitrage condition 
True….         False……

Why?

2)   Assuming capital mobility and fixed prices, to avoid changes in output, a flexible exchange rate regime is desirable for countries subject to trade shocks whereas a fixed exchange rate regime is desirable for countries subject to monetary shocks.

True….         False……

Why?

3)   Minsky defined a “speculative borrower” as a borrower whose anticipated operating income is insufficient even just to pay interest on his/her debt as well as to pay the principal. Therefore a “speculative borrower” has to rely on the appreciation of the assets purchased through leverage to repay interest and principal

True….         False……

Why?

Section 2a (6 points)

Answer one of the following questions
     4)  Describe the law of one price and the various versions of PPP: Are they empirically valid?

OR

5) Describe the differences of monetary and fiscal policies in a Mundell-Fleming model with flexible exchange rate
Section 2b (6 points)

Answer one of the following questions:

6)  a)  Explain the main determinants of a currency crisis according to the so-called first and second currency-crisis generation models.
b) Briefly describe how the Multilateral Development Banks and the IMF finance their activities.
OR

7) a)   Briefly describe the short and long run effects on the exchange rate, the price level and the interest rate of a permanent decrease in the stock of money according to the Dornbush's model
b) Briefly describe the IMF response to the recent economic and financial crisis. 
Section 2c (6 points)

Answer one of the following questions:

7) Describe and comment the four phases of a financial crisis - from the build up of financial excesses to the bursting of the bubble and the ensuing panic and economic collapse

OR
8) List and comment the major bubbles and the warning signs that preceded the Great Financial Crisis of 2007-2008 in the US

