2. The United States and South Africa are trading partners with flexible exchange rates, and the United States
current account balance with South Africa is zero.

(a) Assume real income in the United States increases while real income in South Africa remains the same. Will
United States net exports increase, decrease, or remain unchanged? Explain.
(b) Based on your answer to part (a), what will happen to each of the following?

(1) The capital and financial account balance in the United States
(i1) Actual unemployment in South Africa in the short run. Explain.



