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Instructions:  You may use any material you believe necessary to answer each question, to include lecture notes, the recommended readings, or other materials.  You may not collaborate in any way with another student in this class.  The deadline for this exam is Tuesday, December 18, 2001 at 6pm.  You may email your answers before the deadline or present your completed exam in person.  The instructor will not accept exams that are turned in late.

Structure:  Read each question carefully.  In some cases, a question may be dependent upon your answer to a previous question.  Answer each question to the best of your ability.  Each answer will be graded completely, that is, if you include supplemental information in your answer that is not correct, the supplemental information will also be graded.  Complete, concise answers have historically received higher grades than complete, rambling answers.  Finally, the student should completely edit their exam to ensure that no significant style, grammar, or content errors remain before submitting the exam for grading.

1. Discussing Marginal Utility, Indifference Curves, Law of Demand (20 Points)

a. In your own words, briefly discuss the relationship between marginal utility, indifference curves, and the law of demand.

b. In your own words, how would you convey these concepts to a policymaker who did not have a background in economics?  

c. Why it is important to have an understanding of the concepts in when thinking about international trade and international finance?

d. In your own words, explain the linkage(s) between offer curves and demand and supply curves.  

2. Policy Question 1: Financial Markets (30 Points)

a. In your own words, explain why capital controls may be unable to prevent significant capital flight in the presence of a developing financial or currency crisis.

b. Assume that you are providing technical assistance to the Ministry of Finance of a developing country with a current account surplus and a capital account deficit.  The developing country currently exports a primary commodity whose price is currently near the historical high.  The major trading partners of this country float their currency.  Would you recommend floating, pegging, or some other method of currency management and why would you recommend your course of action?  

c. In your own words, briefly discuss how you would present the concepts of herding and contagion to a non-economist policymaker.  Provide examples of each type of behavior to support your discussion.

3. Policy Question 2:  International Trade (30 Points)

a. Why are the concepts of the Marginal Rate of Substitution and Marginal Rate of Transformation important in trade policy theory and analysis?  How would you explain these concepts to a non-economist policymaker?

i. Five Bonus Points:  In your own words, discuss how these concepts can also be applied in the operation of international financial markets.
b. In your own words, discuss how you might use factor endowment theory to formulate policy options for a small, open, developing country.  What are the strengths, in your opinion, of factor endowment theory?  In your opinion, what are the weaknesses of factor endowment theory?

c. Assume that you have been tasked to provide technical assistance to the Ministry of Economy of Tanzania.  Using the readings provided in class, provide two policy recommendations in terms of international technical assistance (expert advice without financial assistance) to strengthen the Tanzanian export sector.

4. Policy Question 3:  International Trade and International Finance (20 Points)

a. What is meant by a current account deficit?  What is meant by a capital account deficit?  Can a country have a simultaneous deficit in the current and capital accounts?

b. Using the readings and discussion on Argentina, briefly discuss why the Argentinean Peso was pegged to the United States Dollar.  Continue your discussion how why the currency peg is thought to have a significant impact on the Argentinean current account.  Conclude your discussion with a brief analysis on why devaluation is not a viable policy option.

c. In your own words, briefly discuss how changing terms of trade may influence a country’s exchange rate.

