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1.

a. What is the interest rate parity condition?

b. Use the interest rate parity condition to discuss equilibrium using the
Nigerian Naira and another currency of your choice.

c. How have changes in Nigeria’s current exchange rate today affected
deposits in US dollars "when interest rates and the expectations about
future exchange rates do not change?

2.

a. Examine why exchange rate is considered an asset price.

b. Explain how the appreciation of a country’s currency affects its trade.

c. Discuss any two types of foreign exchange transactions.

3.

a. Explain how changes in money supply affect the exchange rate.

b. How is a change in the expected future price of Naira against the dollar
related to the depreciation rate of the Naira?

c. Using asset demand theory discuss two reasons why people hold money.

4.

a. Discuss any two of the components of the balance of payment accounts.

b. What is balance of trade and explain its relationship with the balance of
payments.

c. Explain the effects of weakened oil prices on Nigeria’s balance of trade.

5. Discuss the major participants on the foreign exchange market.
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What is purchasing power parity?
Distinguish between absolute and relative purchasing power parity.
Explain the relationship between the law of one price and purchasing.

power parity.
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