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LESSON 6 – CLASSROOM ACTIVITIES AND SIMULATIONS:  
BALANCE OF TRADE AMONG STATES
Lesson Overview 
In this paper-and-pencil exercise, students track the flow of trade among 3 states in the U.S., learning that the flow of goods and services into and out of any single state is always accompanied by a balancing flow of money and financial assets.  As students record and tally the simple transactions, they must distinguish between current account and capital account flows.  In the process they rediscover that the balance of trade always balances.  This realization prepares them to objectively describe what is meant by a trade deficit, helping to prepare them for current events discussions that consider the questions of “What’s good?” and “What’s bad?” about a deficit or surplus in our balance of payments accounts.

Economic Concepts
Balance of payments

Capital account

Current account

Export

Import

Trade deficit

Trade surplus

Content Standards
Standard 5:  Students will understand that:  Voluntary exchange occurs only when all participating parties expect to gain.  This is true for trade among individuals or organizations within a nation, and among individuals or organizations in different nations.

· Students will be able to use this knowledge to:  Negotiate exchanges and identify the gains to themselves and others.  Compare the benefits and costs of policies that alter trade barriers between nations, such as tariffs and quotas.

Benchmarks, Grade 12:  At the completion of grade 12, students will know
· A nation pays for its imports with its exports.

Materials
· Copies of 4-page student handout – 1 per student or 1 per student pair
· Overhead transparency of 1st, 2nd, and 4th pages of student handout, pp. 200, 201, 203
Time   One-half - one class period

Procedures

1. Ensure that students have the background knowledge about trade as an economic phenomenon.  The balance of payments activity is designed for students who already understand the basic concepts of trade – scarcity, voluntary exchange, specialization, interdependence, and comparative advantage.  In demonstrating the balance-of-payments process with trade among states, the purpose of the activity is to create a useful analogy for discussing and analyzing trade among nations.  Teachers are encouraged to expand on the activity by having students read and discuss current events issues around the balance of payments.

2. Allow students to work in pairs so that they may discuss the tasks and assist each other.  (Optional – allow students to work individually.)

3. Distribute the student handout (4 pages, 200-203).  Display the overhead transparency of page 200 and explain the task.

4. Allow time for students to complete the work and to discuss their conclusions with their partners.  

5. Conduct a large group discussion of the handout questions, or ask various groups to propose their answers for group consideration and reactions.

6. Monitor the discussion to be sure that students understand why it is true that “the balance of trade always balances.”

7. Focus on question 10, using the overhead transparency of p.203 to help students see the similarity of state trade and trade among nations.

Trade Flows:  California, Texas, and Washington
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Balance of Payments:  State Trade 

#2.  Complete the Balance of Payments Accounting for each of the 3 states.  Categorize flows of goods or money out of a state as exports.  Categorize a flow of goods or money into a state as imports. Record all the transactions depicted in your trade diagram.  (The oil transaction has been entered for you.)  Then, calculate the totals.  (Hint:  Don’t forget the ― and + signs when you subtract imports from exports.)

	Washington

Exports

(out of 

WA)

Imports

(into  WA)
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Current Account

(Goods)

Oil 
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$20,000

Totals

Exports ― Imports = 

Capital Account (money & financial assets) 
To TX 
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Totals

Outflows - Inflows = 
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Current Account + Capital Account =
	California

Exports

(out of 

CA)

Imports

(into  CA)

Current Account

(Goods)


Totals

Exports ― Imports = 

Capital Account (money & financial assets)


Totals

Outflows - Inflows =


Current Account + Capital Account =
	Texas

Exports

(out of 

TX)

Imports

(into     TX)


Current Account

(Goods)

Oil 

$20,000


Totals

Exports ― Imports = 

Capital Account (money & financial assets) 
from W

$20,000

Totals

Outflows - Inflows =


Current Account + Capital Account =


#3 - What do you notice about the sum of the current account total and capital account total for each state?  Do you think this is always the case?  Why? 

#4 - A deficit exists if a state imports more than it exports.  A surplus occurs if a state exports more than it imports.  Decide whether each state has a deficit or surplus in each of its trading accounts:

	
	Current Account 

(Goods and Services)
	Money Account



	
	Deficit
	Surplus
	Deficit
	Surplus

	Washington
	
	
	
	

	California
	
	
	
	

	Texas
	
	
	
	


#5 - In plain words, what does it mean to have a current account deficit?  A current account surplus?  Is one better than the other?  Explain.

#6 - Was trade “balanced” between each pair of states?  _________  Can you tell which state came out the best (gained the most) in this example? Explain.

#7 - Total the value of ALL the goods exchanged in this example:  
$______________

#8 - Total ALL the money spent in this example:


$______________

#9 - Was trade “balanced” among all 3 states?  ___________

#10 - What would happen to the analysis of the trades if we were looking at the countries of Japan, Saudi Arabia and the United States?  Would the total flows of goods and money into a country always balance the total flows of goods and money out of the country? _______________________


Trade Flows:  California, Texas, and Washington



Balance of Payments:  State Trade

#2.  Complete the Balance of Payments Accounting for each of the 3 states.  Categorize flows of goods or money out of a state as exports.  Categorize a flow of goods or money into a state as imports. Record all the transactions depicted in your trade diagram.  (The oil transaction has been entered for you.)  Then, calculate the totals.  (Hint:  Don’t forget the ― and + signs when you subtract imports from exports.)

	Washington

Exports

(out of 

WA)

Imports

(into  WA)


Current Account

(Goods)

Oil 


$20,000

Comp.

  $5,000

apples
$5000

apples

$5000

Totals

$10,000       $25000

Exports ― Imports = 

- 15000

Capital Account (money & financial assets) 
To TX 
$20,000

To CA

$5000

From C

$5000

From T

$5000

Totals

$25,000
$10,000
Outflows ―Inflows=

+15000

Current Account + Capital Account =
	California

Exports

(out of 

CA)

Imports

(into  CA)


Current Account

(Goods)

Apples


$5000

Oil

$5000

Comp

$5000
Comp

$5000

Totals

$10000

$10000

Exports―Imports=

0

Capital Account (money & financial assets)
To TX

$5000
To WA

$5000

From W

$5000

From TX

$5000

Totals

$10000

$10000

Outflows -Inflows=

0


Current Account + Capital Account =
	Texas

Exports

(out of 

TX)

Imports

(into  TX)


Current Account

(Goods)

Oil 

$20,000


Oil

$5000

Apples

$10000

Comp

$5000

Totals

$25000

$15000

Exports ―Imports=

+10000

Capital Account (money & financial assets) 
from W


$20,000

From C

$5000

To WA

$10000

To CA

$5000

Totals

$15000

$25000

Outflows –Inflows=

-10000


Current Account + Capital Account =


#3 - What do you notice about the sum of the current account total and capital account total for each state?  Do you think this is always the case?  Why?   The sum is 0 because any purchases made are paid for by money going out of the state and sales made bring money into the state.
#4 - A deficit exists if a state imports more than it exports.  A surplus occurs if a state exports more than it imports.  Decide whether each state has a deficit or surplus in each of its trading accounts:

	
	Current Account 

(Goods and Services)
	Money Account



	
	Deficit
	Surplus
	Deficit
	Surplus

	Washington
	Yes
	
	
	Yes

	California
	No
	No
	No
	No

	Texas
	
	Yes
	Yes
	


#5 - In plain words, what does it mean to have a current account deficit?  A current account surplus?  Is one better than the other?  Explain.

A current account deficit means that people in the state have changed their wealth from the form of money to the form of goods and services.  They’ve sent their money out of the state to pay for those purchases.

A current account surplus means that people in the state are holding onto their wealth in the form of money rather than buying goods and services.  They are getting the money by exporting, selling the things they make to consumers in other states.

No, there is no objective way to determine whether a deficit or surplus is better.  It depends on what the people in the state want – the merchandise or the money.

#6 - Was trade “balanced” between each pair of states? – no.  Can you tell which state came out the best (gained the most) in this example? Explain.  Trade between California and Washington was balanced if we mean that each sent the other the same dollar value of goods. For the other pairs of states, there was an imbalance in terms of merchandise and/or money exchanged.
No, it’s not possible to tell which state came out better.  Since the trade was voluntary, we’d have to assume that the traders in all 3 states were happy.
#7 - Total the value of ALL the goods exchanged in this example:  
$45,000
#8 - Total ALL the money spent in this example:


$45,000
#9 - Was trade “balanced” among all 3 states? – yes
#10 - What would happen to the analysis of the trades if we were looking at the countries of Japan, Saudi Arabia and the United States?  Would the total flows of goods and money into a country always balance the total flows of goods and money out of the country? –          yes





































































































































#1.  The diagram below illustrates trade among 3 states.  The current account (flow of goods and services merchandise) is indicated by the solid arrows.  Draw in the capital account (flow of money and/or financial assets) using dotted arrows.  (One has been completed for you.)
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#1.  The diagram below illustrates trade among 3 states.  The current account (flow of goods and services merchandise) is indicated by the solid arrows.  Draw in the capital account (flow of money and/or financial assets) using dotted arrows.  (One has been completed for you.)
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