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SAMPLE FIRST EXAM

ECON 325

1.
For each of the balance of payments transactions below:

· Write the categories (use the names from the chart in question 2) and the amounts for the CREDIT and DEBIT entries as they would appear in the U.S. Balance of Payments Account.

· Indicate in which of the three major sections of the U.S. Balance of Payments Account (current account, financial account, or official reserves account) each credit and debit entry would appear.

(12 points)

a.
A Japanese resident purchases $1,000,000 of U.S. government securities directly from the U.S. Treasury Department and pays with a yen-denominated check drawn on a Tokyo bank.











Section











of U.S.


Category


Credit (+)
  Debit (-)

Account

b.
A U.S. resident writes a $500 check on his deposit at a Washington, D.C. bank to pay for a three night stay in a Geneva, Switzerland hotel.

Section











of U.S.


Category


Credit (+)
  Debit (-)

Account

2.
The chart below shows the international transactions between the U.S. and China in 2006.
	FLOWS AND BALANCES
	CREDITS (+)

(in billions of $)
	DEBITS (-)

(in billions of $)
	CREDITS minus DEBITS = NET

SURPLUS OR DEFICIT

	Merchandise Trade (Goods) Flows
	Exports of Goods

$55
	Imports of Goods

- $288
	

	Service Flows
	Exports of Services

$11
	Imports of Services

- $7
	

	Income Flows
	Income from Foreigners

$6
	Income to Foreigners

- $32
	

	Unilateral Transfers 
	Transfers from Foreigners


	Transfers to Foreigners


	-$2

	Asset Flows or Finanacial Flows

--- Private and Official combined, including statistical discrepancy
	Exports of Assets or Financial Inflows 

	Imports of Assets or Financial Outflows


	+$258


a. Find the U.S. – China:
i. Merchandise Trade Balance.

ii. Goods and Services Balance.

iii. Current Account Balance.

SHOW CALCULATIONS.





(15 points)

b.
Suppose that the exchange rate between the U.S. dollar and the Chinese yuan (or renmimbi) is 7.77 yuan per $1.   How many dollars is one yuan worth?  SHOW CALCULATION.







(3 points)
c.
Calculate the size of the U.S. current account balance (that you found in part a in U.S. dollars) with China in yuan.  SHOW CALCULATION.












(4 points)

3.  
I.  “In 2007, the (U.S.) dollar lost 7.5% of its value against a group of 26 currencies, according to a Federal Reserve ….index.”






 II. “…The size of the current account deficit has started shrunk for three consecutive quarters.”



Wall Street Journal, Jan. 2, 2008
Explain how and why statement II results logically from statement I.













(8 points)
4.
a.
The Current Account Balance is the difference between domestic savings and investment.  What is the current account balance for the nation of Tropicana, which has a government budget deficit of $128 billion, private saving of $806 billion, and domestic investment of $777 billion?  SHOW WORK.


(8 points)


b.
Economists forecast that Tropicana’s government budget deficit will rise above $128 bilion over the next three years.  Other things constant, in what direction will Tropicana’s current account balance move (no calculations)?  Explain your reasoning.









(8 points)

 5.
Consider the foreign exchange market between the U.S. dollar and the Japanese yen (Y).  For each event below:

· Shift the appropriate curve and clearly label the new exchange rate ($ per Y1).

· Provide a brief explanation for why you shifted the curve.

· Indicate whether the yen appreciates or depreciates (against the U.S. dollar) and whether the dollar appreciates or depreciates (against the yen).

a.
The Japanese government bans its citizens from importing American movies.








(10 points)

Price of yen ($ per Y1)















    Syen (pvt. US XGSA)


        $0.10






     A









 Dyen (pvt. US MGSA)












Y1 trillion


# of yen

The yen appreciates/depreciates (circle one).The $ appreciates/depreciates (circle one).


b.
U.S. residents buy fewer automobiles made in Japan.

(10 points)

Price of yen ($ per Y1)















    Syen (pvt. US XGSA)


        $0.10






     A









 Dyen (pvt. US MGSA)












Y1 trillion


# of yen

The yen appreciates/depreciates (circle one).The $ appreciates/depreciates (circle one).

6.
a.
Define THE U.S. OVERALL BALANCE.  Which specific balances from the Balance of Payments Account does it include?




(4 points)


b.
Consider the foreign exchange market between the U.S. dollar and the Swedish krona (Kr) as illustrated below.

Price of krona ($ per Kr1)















    Skr (pvt. US XGSA)


       $0.15


        $0.14






     A


        $0.10









 Dkr (pvt. US MGSA)












Kr1 trillion


# of krona


If the current exchange rate is $0.15 per krona, what is the condition of the US OVERALL BALANCE with Sweden?  What is the condition of the SWEDISH OVERALL BALANCE with the U.S.?  Explain briefly but clearly.

(6 points)


c.
Referring to the graph on the previous page, if the exchange rate between the krona and the dollar is floating, how will it change compared with the initial level of $0.15?  Would the krona appreciate or depreciate (against the dollar)?  What would happen to the U.S. OVERALL BALANCE as a result?  Explain your reasoning briefly.








(6 points)


d.
If, on the other hand, Sweden desires to maintain a fixed exchange rate at $0.15 per krona, what action must the Swedish Central Bank take to maintain it?  Explain clearly.








(6 points)

SELECTED ANSWERS TO SAMPLE FIRST EXAM
1.  a.  Exports of Asset/Financial Inflows – private (Gov’t Security) +1,000,000 (Financial Account)

          Imports of Asset/Financial Outflows – private (Check) – 1,000,000 (Financial Account)

     b.  Imports of Services –500 (Current Account)

          Exports of Assets/Financial Inflows – private +500 (Financial Account)

2.  a.
Merchandise Trade Balance = -$233 billion

Goods and Services Balance = -$229 billion


Current Account Balance = -$257 billion

      b.
7.77 yuan per $1 ( $(1/7.77) per yuan = $0.1287 per yuan

      c.
-$257 billion x 7.77 yuan = - 1,996.89 billion yuan

3.  Dollar depreciation will make the dollar cheaper for foreigners to buy.  This will make U.S. exports of goods and services cheaper, thus increasing U.S. exports.  Dollar depreciation (foreign currency appreciation) will also make it more expensive for U.S. residents to buy foreign currencies and therefore foreign goods and services.  This will decrease U.S. imports.  Since dollar depreciation increases U.S. exports and decreases U.S. imports, the Current Account Deficit will decrease (move toward surplus).

4.  a.  CAB = (Spvt + (T – G)) – Id 


       

                         dom./nat’l savings

                   = ($806 - $ 128) - $777  =  - $99 million ( current account deficit 

     b.  The increase in the budget deficit will reduce national savings relative to investment, necessitating more borrowing from foreigners and therefore a larger current account deficit.

5.  a.   $ per Y1

     S’yen
     Syen


b.










          Dyen



Yen appreciates
/$ depreciates  

          Yen  depreciates/$ appreciates

6. a.  Overall U.S. Balance includes private exports and imports of goods, services, and assets =                

         FAB+KAB.

    b.  Excess supply of krona ( pvt. US X > pvt. US M or US surplus; pvt. Swedish X < pvt. Swedish M ( Swedish deficit.

    c.  The krona will depreciate to $0.14, the equilibrium exchange rate.  This brings the U.S. overall balance to zero by making US exports more expensive (and therefore decreasing exports) and US imports cheaper (and therefore increasing imports).

    d.  Since there is excess supply of krona at $0.15 per krona, the Swedish Central Bank must buy up the    excess supply with dollars from its foreign exchange reserves at the “promised” exchange rate of $0.15 per krona.

See #1 on p. 396 of text.





Current/initial rate








