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Module ¢

Solutionsappear at the back ofte ook,

Check Your Understanding

1. Which of the balance of payments accounts do the following
events affect?
3. Bocing,a U.S-based company, slls 3 newly buile airplanc
to China.
b. Chinese investors buy stock in Bosing from Americans.

APReview

€. AChinese company buys a used airplane from American
Airlnes and ships i to China.

. A Chinese investor who owns property in the Usited.
States buys a corporate jet, which he will keep in the
United Steates so he can travel around America.

Tackle the Test: Multiple-Choice Questions

1. The current account includes which of he following?

L payments for goods and services
IL transer payments.
L factor income

a Tonly

b Tonly

< Monly

d Tand Honly

e LiLandmr

The balance of payments on the current account plus the
balance of payments on the financial account s equal to.
b one.

<. the trade balance.

. ner capital flows.

. the size of the trade deficic.
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3. The financial account was previously known as the
a. gross national product.

capital account.

erade defice

trade balance.

4. The trade balance includes which of the ollowing?

Limports and exports of goods
IL imports and exports of services.
L nee capital flows

a Tonly

b Tonly

< Monly

d Tand Honly

e LiLand1l

b.
d@

5. Which of the following will increase the demand for loanable
funds ina country?
3 cconomic growth
b. decreased investment opportuities
. decreased private savings rates
e, government budget surpluses

Tackle the Test: Free-Response Questions

1. & Howwould a decrease in real income in the Uited Seates
affect the USS. current account balance? Explain.
b. Suppose China decides that i needs 3 huge program of
infrastruccure spending, which it will finance by borrowing.
‘How willthis program affect the US. balance of payments?
Explain

2. Use two correcly labeled side-by-side graphs of the loanable.
funds market in the United States and China to show howa.
higher interest rae in the United Seates will ead to capital
flows between the ewo countries. On your graphs,be sure to
el ehe searting and ending interes raees and the size of the
capicalinflows and outflows.




