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o Export and Import: Taiwan 1903-2003
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This table shows the three possible outcomes for an open economy.

Trade Deficit Balanced Trade Trade Surplus
Exports < Imports Exports = Imports Exports > Imports
Net Exports < 0 Net Exports = 0 Net Exports > 0

Y < CEl =G Y=C+I+G Yi=C b G
Saving < Investment Saving = Investment Saving > Investment

Net Capital Outflow < 0 Net Capital Outflow = 0 Net Capital Outflow > 0 @
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® Real exchange rate = e x P/P*, where

P = domestic price, P*=foreign price (in foreign currency)
e = nominal exchange rate, i.e., foreign currency per unit of domestic currency
(% B A B F %7 00 R 3 B R R R
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® 5- i 2 P (Law of one price)
® = | arbitrage - ex : B L el g

® Implications
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® Example: PPP and inflation

o b EAR A R PR R R

s Inflation & Depreciation in a Cross-Section of 31 Countries
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‘When the central bank prints large quantities of money, the money
loses value both in terms of the goods and services it can buy and in
terms of the amount of other currencies it can buy.

Money supply

Price level
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s 4 % 545 % (The Economist)

rER BEER Sy
FERER B (2010.7.21) 144

=g $3.73 - -

ikl Yuan 13.2 35 6.8 —47.8%
EclE Euro3.38 1.1 1.3 -14.1%
=E HKS 14.8 40 7.8 —49.0%
HE HE 220 85.7 87.2 -1.7%
#E Rouble 71.0 19.0 30.4 —-37.5%
g 5$4.23 11 14 -17.5%
L Won 3,400 911.0 12040  —243%
Ht SFr6.50 1.74 1.1 65.7%
== & 97500 201 321 —37.4%
£ (20.1- 32.1)/32.1= —37.4% = @,
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Economics” 6th edition. P.673 - ix 5 ¥ i*
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