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Exercise 8-

1. absolute advantage = able to use fewer resources to produce a good

comparative advantage
=

able to produce at a lower opportunity cost

all countries will gain from free trade + specialization
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3. CA surplus : trade surplus ( X > M) , primary & secondary income inflows > outflows

KA deficit : increase in ownership of foreign assets
, money is flowing out

BOP identity : in theory , CA + KA = 0

4. B devaluation :
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5. floating ER regime : equilibrium exchange rate is purely determined by demand & supply
model with no government intervention

- XP , DP , appreciation
- SP , depreciation
- unstable economic / political situation , discourages foreign investors , Dlv , depreciation

6. inflation ⇒ appreciation : i = r -1 IT so it → attracts foreign investors → DM

depreciation
: domestic goods become more expensive → ✗ Iv

,
MR → DX

7. PPP = 400USD : 300 GBP

1.33USD : 1.00GBP = 1.33$ / £

8. NER = 40$ /£ 1 apple = 20131 & 1£

RER ( 1311£) = 40×210 = 2

9. LOP assumes that transportation costs are small ⇒ price of similar goods are

almost the same in different countries


