b)
The exchange rate overshooting model argues that the foreign exchange rate will temporarily overreact to changes in monetary policy to compensate for sticky prices of goods in the economy. In the time plots, this is depicted by the exchange rates reacting to ensure that prices of goods and services are adjusted and providers of goods and services are compensated.
c)
The exchange rate overshooting model is quite significant as many termed it as a model, which marked the birth of international macroeconomics. The model explained the exchange rate volatility during a time when the world was moving from fixed to floating exchange rates.
d)
Purchasing Power Parity (PPP) also known as the law of one loop argues that the price of a good should be the same throughout the world. It also asserts that the exchange rates between any two currencies will adjust to reflect the changes in the price levels of the two countries. For example if the peso price level rises by 10%, the dollar will appreciate by 10%. This is seen in the time plots when exchange rate is high for one currency, the other appreciates and the two meet at an equilibrium point.
e)
[bookmark: _GoBack]The Uncovered Interest Rate Parity (UIP) is a financial theory that postulates that the difference in the nominal interest rates between two countries is equal to the relative changes in the foreign exchange rate over the same period. It is quite similar to the law of one loop as it claims that the price of an identical commodity or a financial security should have the same price when exchange rates are taken into consideration. 
This is depicted in the nominal interest rates and expected peso returns against the dollar adjusting to an equilibrium point.
 
