AP Macroeconomics (Jones)





Name ________________________

Unit 6
(Ch.35  p.675-693, Ch. 36 p.696-714)



Period _____   Date _____________

International Economics
“International Trade”, “Exchange Rate, Balance of Payments, and Trade Deficits”

Organize your unit assignments into a three-brad folder in the order in which they appear on this unit sheet, with this sheet being the first page.  Each unit portfolio should represent your highest quality effort.

1)  Terms:  Select one of the following options:  Divide paper into six squares OR make flash cards. Label each square or card with the idea/term.  On one side, define the term.  On the other side use a picture, practical example, headline from a newspaper, or current event topic to demonstrate your knowledge of the term and its’ application to our society.

Chapter 35 
1. trade deficit/surplus
2.labor/land/capital intensive goods
3. absolute/comparative advantage
4. opportunity cost ratio
5. terms/gains of trade
6. world/domestic price
7.  equilibrium world price
8.  revenue tariff



9.  protective tariff
10. import quota
11. nontariff barrier (NTB)
12. voluntary export restriction (VER)
13. dumping
14. offshoring
Chapter 36
15. balance of payments
16. current account
17. capital account
18. financial account
19. flexible/floating exchange rate
20. fixed exchange rate
21. appreciation/depreciation
22. purchasing power parity theory
23. currency interventions
24. gold standard

25. devaluation

2)  Current Events:  Search the internet, newspaper, or magazines for a current event article that focus on the main topics of this unit (international trade, trade agreements, WTO, IMF, or anything related to international economics) and complete the following assignment: Write a paragraph summarizing the main ideas in the article, write a paragraph explaining how these ideas or concepts relate to everyday life (give an example of practical application in the real world), and a paragraph explaining your personal opinion.

3) “Made in …” Pamphlet: Select a nation and make a pamphlet or brochure describing the international economic situation of that nation. Include details on their economic system, relevant historical info, information on resources/products/trade, and current issues the nation faces. Be sure to include images and your opinion. Make sure your pamphlet is informational AND pretty!
4)  Handouts: worksheets, video guides, class activities, etc.

5)  Notes:  class notes, book notes, etc.

6)  Unit Questions: Answer the following questions with thoughtful, complete sentences. You do not need to re-write the questions. Quality responses will be several sentences or a small paragraph.
1. Distinguish among land-, labor- and capital-intensive commodities, citing one nontextbook example of each.  What role do these distinctions play in explaining international trade?  
2. Suppose nation A can produce 80 units of X by using all its resources to produce X or 60 units of Y by devoting all its resources to Y.  Comparative figures for nation B are 60 of X and 60 of Y.  Assuming constant costs, in which product should each nation specialize?  Why?  Indicate the limits of the terms of trade.
3. “The United States can produce product X more efficiently that can Great Britain.  Yet we import X from Great Britain.” Explain.
4. Assume that the graph depicts the U.S. domestic market for corn.  How many bushels of corn, if any, will the United States export or import at a world price of $1, $2, $3, $4, and $5?  Use this information to construct the U.S. export supply curve and import demand curve for corn.  Suppose the only other corn-producing nation is France, where the domestic price is $4.  Which country will export corn; which will import it?
5. Draw a domestic supply and demand diagram for a product in which the United States does not have a comparative advantage.  What impact do foreign imports have on domestic price and quantity?  On your diagram show a protective tariff that eliminates approximately one-half the assumed imports.  What are the price-quantity effects of this tariff on (a) domestic consumers, (b) domestic producers, and (c) foreign exporters?  How would the effects of a quota that creates the same amount of imports differ?
6. Indicate whether each of the following creates a demand for, or a supply of, European euros in foreign exchange markets:

a.
A U.S. airline firm purchases several Airbus planes assembled in France.

b.
A German automobile firm decides to build an assembly plant in South Carolina.

c.
A U.S. college student decides to spend a year studying at the Sorbonne in Paris.

d.
An Italian manufacturer ships machinery from one Italian port to another on a Liberian freighter.

e.
The United States economy grows faster than the French economy.

f.
A United States government bond held by a Spanish citizen matures, and the loan is paid back to that person.

g.
It is widely believed that the euro will depreciate in the near future.
7. Alpha’s balance of payments data for 2006 are shown below.  All figures are in billions of dollars.  What are (a) the balance on goods, (b) the balance on goods and services, (c) the balance on current account, and (d) the balance on capital and financial account?  Suppose Alpha needed to deposit $10 billion of official reserves into the capital and financial account to balance it against the current account.  Does Alpha have a balance of payments deficit or surplus?  Explain.
	
	
	
	

	Goods exports

Goods imports

Service exports

Service imports

Net investment income
	+$40

-   30

+  15

-   10

-     5
	
	Net Transfers

Balance on capital account

Foreign purchases of Alpha assets

Alpha purchases of  assets abroad
	+$10

      0

+  20

 -  40


	

	
	
	
	


8. Suppose that a Swiss watchmaker imports watch components from Sweden and exports watches to the United States.  Also suppose the dollar depreciates, and the Swedish krona appreciates, relative to the Swiss franc.  Speculate as to how this would hurt the Swiss watchmaker.
9. Explain why the U.S. demand for Mexican pesos is downward-sloping and the supply of pesos to Americans is upward-sloping.  Assuming a system of flexible exchange rates between Mexico and the United States, indicate whether each of the following would cause the Mexican peso to appreciate or depreciate:

a.
The United States unilaterally reduces tariffs on Mexican products.

b.
Mexico encounters severe inflation.

c.
Deteriorating political relations reduce American tourism in Mexico.

d.
The United States’ economy moves into a severe recession.

e.
The U.S. engages in a high interest rate monetary policy.

f.
Mexican products become more fashionable to U.S. consumers.

g.
The Mexican government encourages U.S. firms to invest in Mexican oil fields.

h.
The rate of productivity growth in the United States diminishes sharply.
10. Explain why you agree or disagree with the following statements:

a.
A country that grows faster than its major trading partners can expect the international value of its currency to depreciate.

b.
A nation whose interest rate is rising more rapidly than interest rates in other nations can expect the international value of its currency to appreciate.

c.
A country’s currency will appreciate if its inflation rate is less than that of the rest of the world.
11. Diagram a market in which the equilibrium dollar price of one unit of fictitious currency zee (Z) is $5 (the exchange rate is $5 = Z1).  Then show on your diagram a decline in the demand for Zee.

a.
Referring to your diagram, discuss the adjustment options the United States would have in maintaining the exchange rate at $5 = Z1 under a fixed exchange-rate system.

b.
How would the U.S. balance of payments surplus that is created (by the decline in demand) get resolved under a system of flexible exchange rates?





