
Global Economics 
 
 
1. Explain how a) trade reduces the number of domestic jobs, and b) how trade creates jobs. 
 Use the information in chapter 4 to explain how job gains and job losses are a normal part of the 

economy.  About how many jobs are gained and lost in a normal year. 
 
2. What are some of the factors that cause job losses.  Of these, is trade one of the most import ones? 
 
3. Explain what information the diagram below gives you about the assertion that imports cause 

unemployment. 

  
 
4. Has employment in manufacturing in the US decreased in the last few decades?  Does this mean that 

manufacturing production in the US has decreased?  How is it possible that employment in 
manufacturing has decreased but manufacturing production has increased? 

 
5. Generally, would you describe the decrease in manufacturing and agricultural jobs in the US as a 

good or bad thing?  For the individuals who lose their jobs?  For the country as a whole? 
 
6. What was H. Ross Perot referring to when he described a “great sucking sound”?  Did we hear it? 
 
7. What is the primary determinant of real wages and living standards?  Does international trade affect 

wages and living standards significantly? 
 
8. When the US imports low wage items and exports high wage items, does this tend to increase or 

decrease the general level of productivity?  Explain. 
9. The gap between the incomes of high school graduates and college graduates has increased.  Is trade 

a major factor in this increase?  A minor factor?  Explain. 
 
10. Workers who are displaced by trade tend to have what characteristics?  If workers are displaced by 

trade, are they condemned to stay home all day and watch Jerry Springer?  Is there any help for these 
people? (TAA?) 

 
11. China maintains very large surpluses in its current accounts.  Is its currency undervalued?  How does 

this lead to large surpluses? 
 
12. If we restricted imports from China, would this increase employment in the US?  Would our exports 

change as a result (Lerner Theorem). 
 
13. Supply and demand in the foreign exchange markets: 
 
    What determines the demand for dollars in the foreign exchange markets?  (Who buys what?) 



Global Economics Study Questions, Lesson 4 2 

    What causes a change in the quantity demanded of dollars? 
    What causes a change in demand (a shift) for dollars? 
    What determines the supply of dollars in the foreign exchange markets? (Who buys what?) 
    What causes a change in the quantity supplied of dollars. 
    What causes a change in the supply of dollars? 
 
14. In the dollar/SOC market (the market in which dollars are exchanged for SOCs) show and explain 

the effects of the following events. In each case determine: 
 
    whether the transaction is a debit or a credit (from the US point of view) 
    which account is affected, 
    whether it affects the supply or demand for dollars, 
    does the value of the dollar increase or decrease, 
    which currency appreciates and which currency depreciates.  
 

 
    I buy a pound of brie cheese from SOC. 
    SOC people buy Hunger Games DVDs by the millions (Try to imagine.) 
    US people spend their summer in London at the Olympics games 
    The Greek government sells Greek bonds to kink hearted Americans. 
    The U.S. gives foreign aid to SOC. 
    SOC buys Detroit (including the Pistons and Tigers). 
 
15. If there is current account deficit, there must be a capital account ______________ . 
 
16. Use the relationship:  Current Account Balance = Domestic Savings – Domestic Investment 
 If the US has a current account surplus, it must be investing in some other country?  Or is some other 

country investing in the US? 
17. Can you explain how the foreign exchange (FX) markets tend to equalize trade between two 

countries?  For instance, if US residents dramatically increase the amount of SOC goods, services or 
assets they want to buy, but SOC residents do not increase their purchases,  

 a. What will happen in the FX markets? 
 b. Will the supply or demand for dollars be primarily affected?  Will it increase or decrease? 
 c. What will happen to the exchange rate?  Which currency will appreciate?  Depreciate?   
 d. Explain how changes in the relative values of the currency will tend equalize trade between the 

 US and SOC. 
 
 
 


