Chapter 25 Balance of Payments and Exchange Rate

Study Guide

25.1  The Balance of Payments Account
1. The balance of payments account consists of the current account and the        
                                     .
2. The components of the current account are                          ,
                     ,                      and                      .
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4. When the value of total exports of goods is smaller than the value of imports of goods, the balance of visible trade is (positive / negative) and there is a visible trade (surplus / deficit).
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6. In the current account, the component of income is also known as                
                     . The difference between the income receivable from abroad and the income payable abroad is known as the                              .

7. The difference between the current transfers from abroad and the current transfers to abroad is known as the                                .
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9.                            is equal to the sum of balance of current account and balance of capital and financial account (excluding changes in reserve assets).

10. The following table shows the information in the balance of payments account of a country.
	
	$ billion

	Total exports of goods
	30

	Imports of goods
	45

	Exports of services
	25

	Imports of services
	10

	Net income from abroad
	10

	Net current transfers
	-30

	Decrease in reserve assets
	5


According to the above information,
- there is a balance of current account (surplus / deficit) of $           billion.

- there is a balance of payments (surplus / deficit) of $           billion.
25.2  Exchange Rate

11. An exchange rate is                                                  .

12. There are two main types of exchange rate systems:                         
        system and fixed exchange rate (                           ) system.

13. When a currency (appreciates / depreciates), each unit of the currency can be exchanged for more of another currency.
25.3  Effects of a Change in the Exchange Rate
14. The following table shows the change in the exchange rate between the Hong Kong dollar (HKD) and the Australian dollar (AUD).
	Year X
	Exchange rate

	September
	HKD1 = AUD5.7

	November
	HKD1 = AUD5.5


During the above period, 

(a) the Hong Kong dollar has (appreciated / depreciated) against the Australian dollar;

(b) the price of imported goods from Australia to Hong Kong (in terms of HKD) will (increase / decrease / remain unchanged) and the import volume will (increase / decrease / remain unchanged);

(c) the total value of imported goods from Australia to Hong Kong (in terms of HKD) (will increase / will decrease / will remain unchanged / may increase, decrease or remain unchanged).

25.4  The Linked Exchange Rate System in Hong Kong
15. Under the linked exchange rate system in Hong Kong,

- the note-issuing banks can sell Hong Kong dollars to the                        in return for US dollars at a fixed rate of US$1 to HK$7.8.

- when the US dollar depreciates against other currencies, the Hong Kong dollar (appreciates / depreciates) against other currencies.
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