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Further instructions:

· This term paper is compulsory.

· You must use a printed front page, which will be found at http://www.oekonomi.uio.no/info/EMNER/Forside_obl_eng.doc 
· It is of importance that the term paper is delivered by the deadline (see above).  Term papers delivered after the deadline, will not be corrected.*)  

· All term papers must be delivered to the place given above.  You must not deliver your term paper to the course teacher or send it by e-mail.  If you want to hand in your term paper before the deadline, please contact the department office on 12th floor.

· If the term paper is not accepted, you will be given a new attempt.  If you still not succeed, you will not be permitted to take the exam in this course.  You will then be withdrawn from the exam, so that this will not be an attempt.

*)  If a student believes that she or he has a good cause not to meet the deadline (e.g. illness) she or he should discuss the matter with the course teacher and seek a formal extension.  Normally extension will only be granted when there is a good reason backed by supporting evidence (e.g. medical certificate).

(For all problems assumptions should be stated clearly and conclusions derived analytically using a suitable model where feasible. Please be concise.)

1. Mr. Greenspan, the chairman of the United States Federal Reserve Board, recently stated that the US current account deficit of around 5-6 percent of GDP was not a matter of concern, since it would eventually be resolved by the private sector. 

a. Establish the validity of this claim for an economy with a fixed exchange rate regime, and high but not perfect capital mobility. 

b. How would your answer be affected by the presence of a large fiscal deficit? 

c. Which monetary policy regime would promote private sector adjustment most and why?

d. How would the adjustment process be affected if you had perfect capital mobility?

e. What difference does it make to adjustment responses if the economy’s currency is widely sought after by non residents?
2. Explain whether or not Mr. Greenspan’s claim would hold for an economy with a floating exchange rate system. 
3. Define “perfect capital mobility” and provide a measure of it.

a. What circumstances ensure perfect capital mobility?

b. How is perfect capital mobility related to (a) uncovered interest parity, (b) covered interest parity, and (c) forward parity? 

c. How are the assumptions of perfect capital mobility, and alternatively of imperfect capital mobility introduced in a model?

d. What sorts of factors reduce capital mobility?

e. How would policy making be affected if you move from perfect to less than perfect capital mobility?
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