Exercise walk-through

Changes in the Foreign
Exchange Market and Net
Exports

AP Macroeconomics



Open Economy: Trade & Finance

L Net exports

Exchange rates and net exports

An exchange-rate move feeds into net
exports (NX = X— M) and so into
aggregate demand ;

Stronger currency = X |, M 1
= NX ] = AD left

Weaker currency = X 1, M |
= NX 7T = AD right

A very strong currency can slow
an economy — its exports get too
dear.

A $-priced machine at 900 euros becomes
1000 euros when the dollar appreciates —

Europe buys fewer.



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the effect of a currency appreciation on net exports.

2.2 State the effect of a currency depreciation on net exports.

2.3 Explain how a currency appreciation affects aggregate demand.



AP Macroeconomics

Exercises 2.1:2.3

2.1 State the effect of a currency appreciation on net exports.

2.1

o they fall

2.2 State the effect of a currency depreciation on net exports.

2.2

e they rise

2.3 Explain how a currency appreciation affects aggregate demand.

2.3

o an appreciation lowers net exports, which shifts aggregate demand to the left



AP Macroeconomics

Exercises 3.1-3.2

3.1 A currency appreciation makes a country’s exports

D A cheaper abroad

B dearer abroad
C unchanged in price
D free

3.2 A depreciation of the currency

D A raises net exports
B lowers net exports

C has no effect on net exports
D lowers the price of imports



AP Macroeconomics

Exercises 3.1-3.2

3.1 A currency appreciation makes a country’s exports

D A cheaper abroad

B dearer abroad
C unchanged in price
D free

3.1B

o dearer abroad.

3.2 A depreciation of the currency

D A raises net exports
B lowers net exports

C has no effect on net exports
D lowers the price of imports

3.2 A

e raises net exports.



AP Macroeconomics

Exercise 3.3 (a)

3.3 A country’s currency depreciates.

(a) State the effect on the price of its exports abroad.



AP Macroeconomics

Exercise 3.3 (a)

3.3 A country’s currency depreciates.

(a) State the effect on the price of its exports abroad.

(a)

e they become cheaper



AP Macroeconomics

Exercise 3.3 (b)

3.3 A country’s currency depreciates.

(b) State the effect on net exports.
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Exercise 3.3 (b)

3.3 A country’s currency depreciates.

(b) State the effect on net exports.

(b)

e net exports rise



AP Macroeconomics

Exercise 3.3 (¢)

3.3 A country’s currency depreciates.

(c) State the effect on aggregate demand.



AP Macroeconomics

Exercise 3.3 (¢)

3.3 A country’s currency depreciates.

(c) State the effect on aggregate demand.

()

o AD shifts right (increases)



