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 Econ 520 F11
Homework 9
11/22, 29, due 12/2
As announced in class 11/17, since we did not finish Lecture 15 on Bank and Thrift regulation, question 12 from HW8 has been moved to HW9:  
1  (40 HW points)  Connect each legislation in the left column with one of its effects in the right column

Glass-Steagall Act of 1933


Strengthened capital standards for federally insured 






  banks & thrifts

Riegle-Neal Act of 1994


Authorized “Net Worth Certificates” to keep 






  insolvent thrifts in business.

FIRREA Act of 1989



Funded purchases of preferred stock in bank 







  holding companies

FDICIA Act of 1991



Permitted interstate branching 

DIDMCA Act of 1980


Separated Commercial and Investment Banking – 






  repealed 1999

Garn-St Germain Act of 1982
Restricts Fed from using emergency lending to bail

   out individual companies 



TARP Act of 2008



Bailed out FSLIC-insured depositors at taxpayer 






  expense

Dodd-Frank Act of 2010 


Eliminated deposit interest ceilings on savings 






  accts.

2.  (10 HW points) If US inflation is 6%, while European inflation is 4%, what percent change in the foreign exchange value of the dollar (expressed in terms of €/$, i.e. euros per dollar) is predicted by Purchasing Power parity?  Show your calculation:

3.  (10 HW points) Show, with a diagram, the effect on the foreign exchange demand and/or supply of dollars of an increase in demand by foreigners for investment in the United States.  What will be the effect on the equilibrium foreign exchange value of the dollar (expressed in terms of foreign currency per dollar)?

4 (20 HW points)


a) If the European Central Bank (ECB) undertakes to fix the value of the Euro (€) in terms of the Japanese yen (¥) at a rate that undervalues the euro, which country, “Euroland” or Japan, will tend to have a balance of payments deficit?  


b)  Which will tend to have a balance of payments surplus?  


c) Which Central Bank (Bank of Japan, ECB, both, or neither) will tend to lose foreign reserve assets?


d) Which Central Bank (BOJ, ECB, both or neither) will tend to accumulate foreign reserve assets?  


e) Which Central Bank (BOJ, ECB, both, or neither) will tend to have a Balance of Payments Problem?

