Note: given the fact that you’re ‘obliged’ to answer the weekly questions, try to profit the most from the task:

- Start by reading the lecture notes.

- Looking at them as little as possible, answer the questions.

The answers to Week 10’s questions should be handed to me at the beginning of the exam. They should be manuscript (not typewritten) and preferably based on schemes (as I do in the whiteboard). Keep a copy for yourself.

Please write WEEK  11 in bold at the beginning of your answers.
L19: A decline in external demand in fixed rates
1. Explain the activities of the four sorts of IFI analyzed in the lecture.
2. Consider a country in fixed rates that suffers a sharp decline in its exports.

a) What happens if the country remains in the new position for some years? 

b) Knowing that, how will IFI react if the country remains in the new position for just a few years?

c) What must then the government do to prevent a capital flight? Explain the two alternative routes.

3. Explain the several reasons why a devaluation tends to lead to a sharp increase in unemployment in the short-run.
L20: A decline in external demand in fixed rates (continuation)

4. How did the Argentine government respond in 2000-1 to the decline in net exports?
5.a) What is speculation against a currency in fixed rates?

b) Why is that speculation a ‘one-way bet’?

6.a) In 2000-1, the increase in unemployment led to an increase in interest rates. Why?

b) In turn, the increase in interest rates led to an increase in unemployment. Why?

7. Why did the Argentine budget deficit increase so much in 2001?
8.a) In 2002, what happened to the dollar value of Argentine exports? Explain.
b) In 2002, what happened to the dollar value of Argentine exports?

 c) In 2002, what happened to the peso value of Argentine exports? Explain.

d) Explain the two reasons why Argentina’s GDP fell by 11% in 2002.

9. Explain the two reasons for the boom in exports that occurred in Argentina in 2003-8.

10. Explain the effect of that boom on Argentina’s trade balance, investment, GDP and budget deficit.

11. What happened to Argentina´s public debt held by foreign creditors?
