Chapter 17 – Common Currency

1. A common currency area is: 

a. a geographical area in which one currency is exchanged for others at flexible rates.
b. a geographical area through which one currency circulates and is accepted as medium of exchange.
c. a system involving taxes and fiscal transfers across countries.
d. a geographical area in which the benefits of having one currency outweigh the costs.


2. It is said that common currency areas bring benefits to a country that trades intensely with other members of a currency area because: 
a. there is a reduction in transaction costs that are a deadweight loss.
b. interest rates are equalized.
c. the exchange rate is allowed to vary more freely.
d. there is a marked reduction in price discrimination after a currency union is formed.


3. The main cost of joining a monetary union is: 

a. the resulting increase in labour mobility.
b. the reduction in capital mobility.
c. the loss of an independent fiscal policy.
d. the loss of an independent monetary policy.


4. Short-run macroeconomic adjustment costs will be lower, the lesser: 

a. the degree of real wage flexibility.
b. labour mobility.
c. capital mobility.
d. the members of the currency union suffer from asymmetric demand shocks.



5. An optimum currency area consists of a group of countries with: 

a. high trade integration, high factor mobility, real wage rigidity and that does not suffer from asymmetric demand shocks.
b. high trade integration, high factor mobility, real wage flexibility and that does not suffer from asymmetric demand shocks.
c. high trade integration, low factor mobility, real wage rigidity and that does not suffer from asymmetric demand shocks.
d. high trade integration, low factor mobility, real wage flexibility and that does not suffer from asymmetric demand shocks.



6. The Euro Area is characterized by: 

a. high degree of trade integration and high labour mobility.
b. high degree of trade integration and low labour mobility.
c. low degree of trade integration and high labour mobility.
d. low degree of trade integration and low labour mobility.



7. The Euro Area is characterized by: 

a. low real wage flexibility and relatively synchronized business cycles.
b. high real wage flexibility and relatively synchronized business cycles.
c. low real wage flexibility and asymmetric business cycles.
d. high real wage flexibility and asymmetric business cycles.


8. Fiscal federalism: 
a. does not require a common budget.
b. is easily implemented.
c. does not involve cross-subsidization.
d. may alleviate the problems of adjustment within a currency area that is not an OCA.



9. The free-rider problem with national fiscal policies in a currency union: 
a. is not very important.
b. is overstated.
c. may lead to interest rate spillovers.
d. cannot be dealt with.




10. The mobility of _______________ may be useful in cushioning economies from short-term output shocks; while the mobility of __________ can help by expanding productive capacities in countries experiencing a boom. 
a. financial capital; physical capital
b. physical capital; financial capital
c. financial capital; social capital
d. physical capital; social capital



11. Labour mobility cushions a currency union from asymmetric shocks because:
a. workers move from high unemployment areas to low unemployment areas.
b. workers move from low unemployment areas to high unemployment areas.
c. the flexibility of nominal wages is increased.
d. the flexibility of nominal wages is decreased.




12. Trade integration has ____________________ between 2003 and 2012. 
a. increased for almost all countries in the E.U., including those that did not join the euro.
b. increased for the countries that joined the euro and decreased for the countries in the EU that did not join the euro.
c. decreased for the countries that joined the euro and increased for the countries in the EU that did not join the euro.
d. generally decreased.




13. The ECB controls _____________ interest rates, _________ interest rates. 

a. short-run; but not long-run.
b. long-run ; but not short-run.
c. short-run; as well as long-run.
d. none of the above.



14. When economic agents revise their expectations of inflation downwards: 
a. the aggregate demand curve shifts rightwards.
b. the aggregate demand curve shifts leftwards.
c. the aggregate supply curve shifts rightwards.
d. the aggregate supply curve shifts leftwards.



15. Exchange rate movements tend to 
a. alleviate fluctuations in aggregate demand.
b. exacerbate fluctuations in aggregate demand.
c. fix the aggregate supply.
d. fix the aggregate demand.



16. After joining a common currency a country can still: 
a. run an independent exchange rate policy.
b. conduct fiscal policy.
c. run an independent monetary policy.
d. print money.



17. The reduction in uncertainty about future exchange rates is most likely to affect:
a. cross-border investments.
b. investments within a given country.
c. the international price dispersion of goods.
d. the internal price dispersion of goods.



18. According to the European Commission, the introduction of the euro should have brought about savings in the order of:
 a. 0.1% of the Euro Area GDP.
b. 0.25 to 0.50% of the Euro Area GDP.
c. 1 to 1.5% of the Euro Area GDP.
d. 5 to 10% of the Euro Area GDP.



19. Arbitrage is not made more difficult:
a. by transaction costs.
b. by the need of after-sales services.
c. by the use of different currencies.
d. by the large value of underlying goods.




Answers

1b - See Section 17-1

2a - See Section 17-2

3d - See Section 17-3

4d - See Section 17-3

5b - See Section 17-4

6b - See Section 17-4

7a - See Section 17-5

8d - See Section 17-6
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9c - See Section 17-6

10a - See Section 17-4

11a - See Section 17-4

12a - See Section 17-5

13a - See Section 17-6

14c - See Section 17-3

15a - See Section 17-3

16b - See Section 17-6

17a - See Section 17-5

18b - See Section 17-2

19d - See Section 17-2
