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Different possibilities
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Problem 4.2
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Problem 4.3
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Problem 4.3
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Problem 4.4
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Additional exercise

Assume that the FX-curve is affected by a random shock 𝑢𝑡 in 
period 1. Let the shock be white noise such that it is 
independent and identically distributed 𝑢𝑡~𝐼𝐼𝐷 0, 𝜎2 . This implies 
that today’s shock will not persist in period 2. In period 1, the 
shock shifts the FX-curve downwards.

a. Explain the adjustments in period 1 and 2.

b. Describe how managed floating can help to prevent the 
disturbances.
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