ECON3171 Name:
Fall 2007
Homework #4

This final homework is due at the beginning of class on Wednesday, December 5, 2007.
1. Find the price the music CD of your choice at Amazon — UK (www.amazon.co.uk).

a. What is the name of the CD you selected? What is the price in pounds?

b. If the US-Pound exchange rate is 0.483 pounds per dollar, determine the U.S. domestic
currency price of this CD. Is this price higher or lower than you would have expected to
pay for this CD in a U.S. store?

c. List three ways any price difference could persist.



2. Read Elizabeth M. Boschee's essay on "Floating Exchange Rates: The Only Viable Solution."”
This essay was the first-place award winner in the 1995-1996 essay contest sponsored by the
Federal Reserve Bank of Minneapolis available at
(www.minneapolisfed.org/econed/essay/results/1-96.cfm)

a. According to the essay, what are the problems associated with attempting to maintain a system
of fixed exchange rates?

b. What are the problems associated with monetary unification?

c. Why does Boschee argue that a system of floating exchange rates is the best available option?

d. What are the problems associated with a floating exchange rate system? What are the
advantages?



