A-LEVEL ECONOMICS « HOLIDAY HOMEWORK B3ifEk

11 Balance of payments — Part 1

Name: - (Class: —— Date:

Vocabulary JajjL

Write each word three times. FUAF BRI F0E =k .

English 3 Write it 3 times (English)
balance of pay- [EPrilZ

ments

expenditure- b

reducing

expenditure- G

switching

depreciation [P IEN

current account éﬁéf%ﬂ*&)ﬂ

Recall

A country that imports far more than it exports has a balance of payments [E Rl %
problem. How can it fix one?

New ideas

Read these first, then do the Practice.

B 1 Two kinds of policy
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exports cheaper

weaker
currency

/
\

imports dearer

« expenditure-reducing 3 HJi/> policies cut total demand, so people buy fewer
imports;

« expenditure-switching 7 H#£#t policies move spending towards home goods
—mainly a lower exchange rate (a depreciation IIZ{H), which makes exports
cheaper and imports dearer.

B 2 The J-curve

A depreciation

better later

current account

time

worse first

The J-curve effect says that just after a depreciation the current account 2%k
F first gets worse (imports cost more at once), then improves as buyers slowly switch
—tracing a letter J.

Watch out: expenditure-reducing policies cut total demand (so fewer imports);
expenditure-switching policies (a depreciation) make exports cheaper and imports
dearer. By the J-curve, a depreciation first worsens the current account, then im-
proves it.

Practice

Try these in order.
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11.1 What is the balance of payments? 1]

11.2 How do expenditure-reducing policies cut imports? 1]

11.3 What is the main tool of expenditure-switching? 1]

11.4 After a depreciation, what happens to the price of exports abroad? 1]

11.5 In the J-curve, does the current account get better or worse just after a deprecia-
tion? 1]

11.6 Challenge. Just after its currency depreciates, a country’s current account deficit
gets worse before it gets better. Explain why, using the J-curve. 2]
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