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1. A) 	The reduction in government spending could be the cause of depreciation of the PLN in the long run, even if the prices will still be flexible. This occurs because currency depreciation is usually characterized by the supply of currency on the foreign exchange market. In this case, the Polish government could have supplied more money during the time it was spending more especially on the importation of goods and services than the export it was making that resulted to payment imbalances in the long run. This payment imbalance could also be linked to the aspect of higher economic recovery in Poland than abroad. In most case, when government expenditure increases, it means that it can be spending more on importation that increases the supply of the currency on the foreign exchange market. It is, therefore, reasonable to relate a deficit in current account with an excessive supply of PLN currency that caused a fall on the value of PLN. 

B) 	The permanent reduction in government spending will harm the economy of Poland because reducing government spending reduces the supply of currency in the marketplace. As a result, most of the economic activities will, and the net export will automatically be very law. First and foremost, government spending is also part of the aggregate demand and reducing it would have a significant effect on the aggregate demand as well as the total supply of the Polish economy but depending on particular elements of expenditure reduced. However, it can cause a fall in the aggregate demand that would, in turn, lead to slow economic growth in Poland, making it produce goods for exportation.

C) 	From the information presented in the article, permanent reduction in Polish government spending would either have a positive or negative impact on the profitability level of the company. On the positive side, the Polish government could have reduced expenditure on other services and focused on improving companies productivity by giving additional advantages like subsidies and capital. This will make the company have an increased level of production that will, in turn, increase the level of profit. Also, reduced government spending and taxation policies that were kept constant could increase people income making then to have the ability to purchase more goods and services that will increase the company's sales hence more profit. Additionally, increasing the level of government expenditure mostly is disadvantageous to the private sector; therefore, it is potentially harmful to company's but reducing spending favor many areas of the economy as well as companies by enabling them to have a conducive business environment that will make it have high level of profit.  
Concerning the current economic situation in Poland, I would recommend the implementation of the company's project because the policies that have been placed into action are not that harmful to the operation of the company. It would also enable it to operate under profit provided that other factors like management are not included in the service.

2. A) 	The real exchange rate of the US economy will automatically depreciate in the long run. This is because the US government will have increased spending on an infrastructure plan that can cause a trade deficit, thus a real devaluation of the US domestic currency. The argument behind this is that the infrastructure plan can take up to a minimum of three years for it to be complete to service people, this time is long for it to give back to the economy within the time stipulated. 
Under the base case where assumptions are made that the goods and services used in the project are non-tradable, eventually investing in the plan increases the supply of non-tradable in the US economy. This, however, this may make the real exchange rate to remain at a reasonable rate or increase in the value.
As discussed earlier on the real exchange rate that it can cause currency depreciation, the impact is mutual because nominal exchange rate will also fall giving other neighboring currencies to be expensive than US dollar because it will be based on how much of one unit of US dollar can buy one unit of the other countries currency like euros. In simple terms, it is in the most case expressed in the monetary value of the country.
However, in the case, the nominal rate is not affected by the value of goods and services, but it is affected by changes in the US dollar as a result of devaluation. There will no intensive impact in both the real and nominal rates in the base case because even goods and services used in the project plan are non-tradable.

B) 	The effect that will arise in nominal rates as the result of the US government selling its bond to support the project financially is that it is likely to decrease the money supply by absorbing cash from the economy in exchange for bonds. In this case, the government will hold more money, and in the short run, the nominal rate will be high because there will be less money in supply in the economy.

C) 	The nominal rate will eventually appreciate If the government decides to finance the project by selling bonds because it will have accumulated more money from the economy. Also, interest rates will increase because giving out of bonds will increase the demand for loanable funds in the marketplace. This will then bring about an increase in the need for U.S. dollars, therefore, propelling the relative price of net exports and increasing the trade deficit in the US economy. On the flip side, the real exchange rate of the US economy will depreciate in the long run. This is because the US government will have increased spending on an infrastructure plan that can cause a trade deficit, thus a real devaluation of the US domestic currency. Finally, the real exchange rate can depreciate under the condition in the case study because of excessive expenditure by the US government on a project that has no faster return. The nominal exchange rate in the economy will also depreciate because of excessive government expenditure, and also it is affected by changes in the US dollar as a result of currency devaluation.  
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