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Correcting an imbalance

expenditure-reducing

i

cut demand — fewer imports

expenditure-switching
X iR
lower exchange rate
— home goods

Balance of payments

The Marshall-Lerner condition & &i/R#)405%/+: a lower rate helps only if
PEDexports + PEDimports > 1.
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The J-curve

urrent account
depreciation then better E h
The J-curve effect J #iZ37 [ just Xc ange rates
after a depreciation [z {#, the
current account first gets worse
balance =0 .
(imports cost more at once), then
improves as trade volumes adjust.
~
~
first worse

time
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L Exchange rates

Measuring exchange rates

trade-weighted

Development

nominal real
BT - SRRFICE - i —
the everyday adjusted o1

market rate for prices e v elll i e

Floating: appreciation 7{&/depreciation [I5{&. Fixed: deliberate
revaluation ;%7 71{E /devaluation £ ENZ{E.
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L Development

Growth vs development and the HDI Comparing countries

income (GNI
per person)

education (school-
ing & literacy)

Growth £:571E4< is more
income; development %57 % &
is wider — health, education &

expectancy % &
education into one number
(0-1).

A

% of workers

= primary (farming, mining)
= secondary (making goods)
= tertiary (services)

developing developed
country country

A developed %i%[E5K vs a
developing % EH[E 5 country
differ in income, birth rate & life
expectancy.

health (ife ) H|D' freedom. The HDI A 3% @i5%
a single num- . .
expectancy) ber, 0 to 1 rolls income, life As a country develops, work-

ers shift primary &— 7=l —

secondary =\ — ter-
tiary 5 ==k,

Globalisation

Relationships between countries

trade — raises income, but volatile primary-export prices

aid $ZB) & debt {%45 — fund development, but risk dependency &

repayment drain

FDI 4pE E#:4# — money, jobs, technology, but profits may flow

abroad

migration FE — eases unemployment & sends remittances {7,

but can drain skills
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LGlobalisation

Globalisation

Globalisation 435 {}, ties economies
together; countries join a trade
bloc 254 (e.g. the EU).

m + lower prices, faster growth,
larger markets

m — lost jobs, wider gaps, more
pollution
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L Recap

Worked example — Marshall-Lerner Topic 11 — key takeaways

After a depreciation, PEDx = 0.6 and

PEDy; = 0.7. Will the current account o J-curve e Exchange rates
improve?
L depreciation: worse first, then nominal, real, trade-weighted
m Marshall-Lerner: a depreciation improves Add the two elasticities [
the current account only if and compare with 1. Sum
PEDx + PEDy > 1. < 1 = the higher import
m 0.6+0.7=1.3>1 = yes, it improves. prices outweigh the extra o Development o Globalisation
m Exports are cheaper abroad and imports export volume and the
dearer at home, and demand responds account worsens. HDI: income, health & education ties economies — gains shared
enough overall. unevenly

m In the short run demand is inelastic, so it
worsens first: the J-curve.
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o Just after a depreciation, the J-curve first
does what?

Which rate adjusts for prices between
countries?

Workers shift from primary to which sec-
tors as a country develops?

(2]
9 Name the three parts of the HDI.
[+

Answers 1. gets worse 2. the real exchange rate 3. income, health, education
4. secondary then tertiary




