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Export Ratios

For countries other than the United States, open economy considerations have
substantial effects on economic performance.

Country Export Ratio Country Export Ratio

United States 13% Switzerland 54%

Japan 15% Austria 55%

United Kingdom 30% Netherlands 78%

Germany 46% Belgium 81%
Source: OECD Economic Outlook Database
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Openness in the goods markets means that domestic residents are able to buy
foreign goods and sell domestic goods abroad.

>

>

In closed economy models people face one decision: Save or Buy.
In an economy open to imports, people have three choices:

> Save
» Buy domestic
» Buy foreign
The latter decisions depend on the nominal exchange rate and the prices? in

each country.

The decision to import is only available for tradable goods (e.g. electronics,
cars) and not for non-tradable goods (e.g. haircuts, most medical services).
60% of aggregate output in the United States is estimated to be tradable
goods.
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» The current account records trade in goods and services, interest payments,

and transfers of cash.

Current Account

Exports 1838
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and transfers of cash.

» The current account records trade in goods and services, interest payments,

» The capital account records changes in the ownership of productive assets.
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Increase in U.S. holdings of foreign assets (5) 1005
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Statistical discrepancy 216
Source: Survey of Current Business, August 2011, Table F2
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» The table shows that the US imports more goods and services than it exports
which suggests that more currency is flowing out of the US than is flowing in.

» It also shows that foreign countries purchase more US assets than vice versa
suggesting that more currency is flowing into the country than is flowing out.
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» The table shows that the US imports more goods and services than it exports
which suggests that more currency is flowing out of the US than is flowing in.
» It also shows that foreign countries purchase more US assets than vice versa
suggesting that more currency is flowing into the country than is flowing out.
> The difference between these flows is the statistical discrepancy.
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Interest Rates and Exchange Rates
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n Recall that i = i* — %A EP. Which
currencies are expected to appreciate

Business Fluctuations

Country Interest Rate
Denmark -0.75
Germany 0.05
Greece 0.05
United States 0.25
Mexico 3
Philippines 4
China 5.35
India 7.5
Russia 14
Argentina 20.52
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Label each of the following statements true, false, or uncertain. Explain briefly.

1.

If there are no statistical discrepancies,countries with current account deficits must
receive net capital inflows.

While the export ratio can be larger than one, as it is in Singapore, the same cannot
be true of the ratio of imports to GDP.

That a rich country like Japan has such a small ratio of imports to GDP is clear
evidence of an unfair playing field for U.S. exporters to Japan.
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Label each of the following statements true, false, or uncertain. Explain briefly.

1.

If there are no statistical discrepancies,countries with current account deficits must
receive net capital inflows.

While the export ratio can be larger than one, as it is in Singapore, the same cannot
be true of the ratio of imports to GDP.

That a rich country like Japan has such a small ratio of imports to GDP is clear
evidence of an unfair playing field for U.S. exporters to Japan.

Uncovered interest parity implies that interest rates must be the same across
countries.
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If there are no statistical discrepancies,countries with current account deficits must
receive net capital inflows.

While the export ratio can be larger than one, as it is in Singapore, the same cannot
be true of the ratio of imports to GDP.

That a rich country like Japan has such a small ratio of imports to GDP is clear
evidence of an unfair playing field for U.S. exporters to Japan.

Uncovered interest parity implies that interest rates must be the same across
countries.

If the dollar is expected to appreciate against the yen, uncovered interest parity
implies that the U.S. nominal interest rate will be greater than the Japanese nominal
interest rate.
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Label each of the following statements true, false, or uncertain. Explain briefly.

1.

If there are no statistical discrepancies,countries with current account deficits must
receive net capital inflows.

While the export ratio can be larger than one, as it is in Singapore, the same cannot
be true of the ratio of imports to GDP.

That a rich country like Japan has such a small ratio of imports to GDP is clear
evidence of an unfair playing field for U.S. exporters to Japan.

Uncovered interest parity implies that interest rates must be the same across
countries.

If the dollar is expected to appreciate against the yen, uncovered interest parity
implies that the U.S. nominal interest rate will be greater than the Japanese nominal
interest rate.

. Given the definition of the exchange rate adopted in this chapter, if the dollar is the

domestic currency and the euro the foreign currency, a nominal exchange rate of 0.75
means that 0.75 dollars is worth 0.75 euros.
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Label each of the following statements true, false, or uncertain. Explain briefly.

1.

7.

If there are no statistical discrepancies,countries with current account deficits must
receive net capital inflows.

While the export ratio can be larger than one, as it is in Singapore, the same cannot
be true of the ratio of imports to GDP.

That a rich country like Japan has such a small ratio of imports to GDP is clear
evidence of an unfair playing field for U.S. exporters to Japan.

Uncovered interest parity implies that interest rates must be the same across
countries.

If the dollar is expected to appreciate against the yen, uncovered interest parity
implies that the U.S. nominal interest rate will be greater than the Japanese nominal
interest rate.

Given the definition of the exchange rate adopted in this chapter, if the dollar is the
domestic currency and the euro the foreign currency, a nominal exchange rate of 0.75
means that 0.75 dollars is worth 0.75 euros.

A real appreciation means that domestic goods become less expensive relative to
foreign goods.
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Label each of the following statements true, false, or uncertain. Explain briefly.
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rate is 6.35 Venezuelan Bolivars per US Dollar, what is the exchange rate expected to

be next year?

Label each of the following statements true, false, or uncertain. Explain briefly.
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rate is 6.35 Venezuelan Bolivars per US Dollar, what is the exchange rate expected to

be next year?

Label each of the following statements true, false, or uncertain. Explain briefly.
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2. If everyone expects the exchange rate on the dollar to rise from 54 Russian Rubles per

US Dollar to 60 R/$ and the interest rate in the US is 1%, what is the interest rate in
Russia?
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