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Exchange Rates

KOM, Ch 14, pp. 350-360:

Is an exchange rate the price of one country’s goods in terms of another’s, or the
price of one country’s assets in terms of another’s?

How important are foreign exchange transactions by individual consumers as part
of the foreign exchange market?

How big must an exchange market transaction be in order to qualify for the
exchange rates reported in the newspapers?

What hours of the day are the exchange markets open?

What is a vehicle currency, and what currency is most likely to play that role in
today’s world? How are exchanges of two non-vehicle currencies accomplished?
In the context of the foreign exchange markets, what are examples of “arbitrage”
and “hedging”?

Economist, “The Big Mac index: What the Big Mac index says about the dollar and

the dong,” 2021

On what basis does this article rank countries?

What exchange rate theory is this applying or testing, and what does it say?

Why does this article focus on the Vietnamese currency, the dong?

What criteria do the US Treasury use to identify an undervalued currency
“currency manipulation,” though that term is not mentioned here)?

Is Vietnam’s poverty relevant to this?

Economist, “Burgernomics: The Big Mac index: where to buy a cheap hamburger,”

The Economist, August 7, 2024.

What does Purchasing Power Parity say that exchange rates should reflect?
Why is the Big Mac hamburger a good choice to measuring PPP, if one needs to
do it with only a single good?

What currencies are most under- and over-valued among those reported here?
Why has Argentina’s position changed so much since January?

Is this a good measure of PPP? What would be better, and why no use it?

Economist, “What comes after Bretton Woods 11?” 2019.

What names and characteristics describe the three international monetary regimes
that this article describes, the last of which may be coming to an end?

Why did the world not shift to using dollars, euros, and renminbi more equally for
transactions and reserves?

Why is currency stability so hard to achieve?

What are the two scenarios that the author sees may happen next?



McDougall, Mary, "US Dollar to Maintain Dominance Over Next Decade, Say
Central Banks," Financial Times, June 27, 2023.
e Why do central banks hold foreign-currency reserves?
e Has holding of US dollar reserves by central banks declined over time, and what
is expected in the near and farther future?
e Who is mentioned as wanting reduced reliance on the dollar?
e What currency is most likely to expand being held?

Eichengreen Barry, “The fate of dollar rests on the US election,” Financial Times,
July 1, 2024.
e How did Biden’s policies in his first term effect the dollar, and why?
e What does the author expect from a second Biden term?
e How did Trump’s election effect the dollar in 2016?
e  Why might the dollar rise in a Trump second term?
e  Why might the dollar fall in a Trump second term?



