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Figure 1: US dollar-Mexican Peso foreign exchange market during the second quarter of 2019
i. D0 - demand curve for US dollars that derives from the Mexican demand for US goods and services
S0 - supply curve of US dollars that derives from the US demand for Mexican goods and services

ii. E0 - The second quarter 2019 equilibrium exchange rate
iii. Q0 - The second quarter 2019 level of US exports from Mexico
iv. See graph below
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Question 1b). 
i. The dollar appreciates 
ii.  Increase in US exports increases the demand for the dollar as US owners of Mexican assets need to convert Pesos to dollars hence appreciation
iii. The increased exchange rate means that the interest rate differential comes into play when the supply and demand for goods and services remains the same. The trade balance between the two countries would be greatly dependent on this interest rate differential. 

    Question 2
We have that:
UK pound-dollar exchange rate = 0.78 pounds sterling per US dollar
yen-dollar exchange rate = 110 yen per dollar
Mexican peso-dollar exchange rate = 19 pesos per dollar
US trade with Mexico: $73.5 billion exports; $99.6 billion imports
US trade with Japan were: $47.1 billion imports , exports $30.9 billion
US trade with UK: $31.4 billion imports, $34.6 billion exports 
a.  




Whereby CER = country exchange rate; therefore;


b.  New value 




c. The US dollar strengthened by 2.1 %
	Question 3
a.  The percentage change is 0.41%
b.  The percentage changes in inflation and exchange rates are not consistent with the PPP theory since they are short term while the theory is effective in explaining long term trends in the exchange rates. 
c. 
d. 

Question 4
a. Spot exchange rate = $1.1 per euro 
French bond =  3% interest
US government bond = 1% interest
 f = $1.08 per euro, n = 1
using interest rate parity;


The actual exchange of 1.1% means that the US dollar depreciated more than predicted by the interest rate parity hence it is better to invest in the French bonds. 

b. As calculated above, the one year forward exchange rate that is consistent with the covered interest parity is 1.079%
c. U.S interest rate = 0.5%, France interest rate = 3%, forward exchange rate = 1.079; the new spot rate is obtained as follows:



Therefore, there is a slight increase in the spot rate. 








Question 5a).
If the Swiss Central Bank decreases the money supply while the US government maintains the same interest rate, the domestic currency will appreciate while the demand for the dollar is reduced due to increased supply of the dollar currency as result of reduced supply of Swiss francs. The exchange rates will therefore 
b). The figure below depicts the above information. The supply curve moves to S1. The new equilibrium is E1Q1
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c). there will be an increase in the import goods from Switzerland. This is because of the increased supply of the dollar when the Swiss owners of US assets convert their income from the dollar to the Swiss franc. 

