Unit 6 Graphing Activity: Bringing ForEx and Current Accounts to the Macro Graphing Party

Directions: Answer each of the following questions on a separate sheet of paper.

1. Apple sells $15 million worth of iPhones to China where the currency is the yuan.

(a) How will the transaction above affect China’s aggregate demand? Explain using an AS/AD graph with a
determinant.

(b) Assume that the United States current account balance with China is initially zero. How will the transaction
above affect the United States current account balance? Explain.

(c) Using correctly labeled graphs of the foreign exchange market for the United States dollar and the Chinese
yuan, show how the transaction above impacts the following:
(i) The supply of United States dollars
(ii) The value of the United States dollar relative to the yuan
(iii) The demand for the yuan

2. Suppose that the inflation rate is 5 percent in the United States and 9 percent in India. What will happen to the
value of the dollar relative to the rupee. Explain by drawing both currency’s ForEx graphs.
(a) How will the event above impact India’s aggregate demand? Explain using an AS/AD graph with a
determinant.
(b) Assume that the US capital(financial) account is initially zero. How will the current account balance be
impacted. Explain.

3. Assume that as a result of increased political instability, investors move their funds out of the country of North
Korea which is Best Korea. '

(a) How will this decision by investors affect the international value of North Korea’s currency the won
(what else would those master’s of governance call it?) on the foreign exchange market relative to the
US dollar? Explain using ForEx graphs for each country.

(b) Using a correctly labeled graph of the loanable funds market in Best Korea, show the impact of this
decision by investors on the real interest rate in North Korea.

(c) Given your answer in part (b), what will happen to North Korea’s unemployment rate using an AS/AD
graph.

4. The Fed sells bonds.
(a) Show the resulting impact on an AS/AD graph in the US.
(b) Using your answer in part (a) and the resulting impact on national income, what will happen to US
demand for Japanese goods like anime, Yu Gi Oh, Pokemon, Hello Kitty, and Ichiro Suzuki?
(c) Using your answer in part (b) and the determinant of relative national income, what will happen to the
value of both the dollar and the yen. Use ForEx graphs for each currency.

5. The US Federal Government is operating with a balanced budget (look, it’s an imaginary scenario, work with me
people) and decides to increase government spending with no additional tax revenues.

(a) Using a correctly labeled graph of the loanable funds market, show the impact of this decision on real
interest rates in the United States.

(b) Based on the results of real interest rates in part (a), what will happen to the value of the US dollar
compared with the Euro, a major trading partner of the US. Use a ForEx graph for US dollars to show
the changing value of the US dollar relative to the Euro.

(c) Based on the changing value of the US dollar in part (b), what will happen to US GDP? Use a properly
labeled graph of aggregate supply and aggregate demand to support your answer.

(d) Based on this change in GDP illustrated in part (c), what happens to the US unemployment rate? Use a
graph of the Phillips Curve to support your answer.



Answers

1. Apple sells $15 million worth of iPhones to China where the currency is the yuan.
(a) How wili the transaction above affect China's aggregate demand? Explain using an AS/AD
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(b) Assurne that the United States current account balance with China is initially zero. How will
the transaction above affect the United States current account balance? Explain.
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{c) Using correctly labeled graphs of the foreign exchange market for the United States dollar
and the Chmese yuan show how the transaction above impacts the following:
(i) The %fé‘pi'&of United States dotlars
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2. Suppose that the inflation rate is 5 percernit in the United States and § percent in India. What will
heppen to the value of the dollar relative to the rupee. Explain by drawing both currency’s
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{b) Assurne that the US capital(financial) account is initially zero. How will the current account P

balance be impacted. Explain.
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Assume thzt as a result of increased political instability, investors move their funds out of the
country of North Korea which is Best Korea.

(a) How will this decision by investors affect the internationa! value of North Korea's
currency the won (what else would those master’s of governance call it?) on the foreign

exchange market relative to the US dollar? Explain using ForEx graphs for each country.
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(b) Using a correctly laueled graph of the loanable 1unns markel in Best Koreg, show the
impact of this decuon by investgrs on the real interest rale in North Korea
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{r} Given your answer in part {b), what wili happen to North Korea’s unemployment rate
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4. The Fed sells bonds.

{a) Show the resulting impact on an AS/AD graph in the US.
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(b} Using your answer in part {a) and the re w.t:n;, imgzct on nationeai incerme, what will
happen to US demand for Japanese goeds iike anirne, Yu Gi Oh, Pokeimon, Hello Kitty,
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(¢} Using your answer in part (b) and the determinant of relative national income, what will
happen to the value of both the dollar and the yen. Use ForEx graphs for each currency.
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