
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 

 
 
 
 

 
 
Description: A tariff on imported automobiles raises the price and quantity supplied by 
American firms, decreases the quantity demanded, and reduces output by foreign car 
makers. DWL occurs, tariff revenue is collected. 



 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Description: USA: 3 apples cost 1 cellphone, 1/3 cellphone costs one apple 
Korea: 2 apples cost one cellphone, 1/2 cellphone costs one apple 
Terms of trade: (maximize product) 
USA produce apples, Korea produce cellphones. Trade based on comparative advantage. 
 
 
 
 
 
 
 

 
 
Description: From trade based on comparative advantage, USA and Korea's PPC shift 
beyond domestic PPC. Korea can now get 36 units of apples and USA can get 19.5 units 
of cellphone because of trade. 



 
 
 
 
 

 
 
Description: The exchange rate is determined by where Supply for dollars intersect 
Demand for dollars. 
 
 
 



 
 
Description: When the RMB price of $ goes up, the $ appreciates. When the RMB price 
of $ falls, the dollar depreciates. 
 

 
 
Description: Demand of dollars increases by as much as supply of dollars decreases; 
quantity of dollars stays the same, while the USD appreciates as 1 USD is now worth 7.4 
RMB after the shift. 
 



 
 

 
 
Description: As the demand for Euro increases against the dollar, Euro appreciates and 
dollar depreciates. The determinants of exchange rates are change in tastes, relative 
interest rates, political stability, relative income level, relative prices, and speculation. 
 
 
 
 
 
 



 
 
Description: There is an inverse relationship between inflation and unemployment. In 
other words, if inflation decreases, unemployment increases. This is only true in the short 
term. The curve shifts out (to the right) if AS shifts left. 
 
 
 
 
 
 
 
 
 
 



 
 
Description: If short run AS shifts to to the left, price levels will increase, and 
unemployment will also increase. This is also known as a supply shock. If cost of 
production increases, firms will cut down production and hire fewer workers. 
 
 

 
 
 
 
 
 



 
 
 

 
 
Description: Workers recognize their nominal wages haven't increased as fast as 
inflation, wages will increase. Business profits fall to prior level and no more workers 
will be employed. Unemployment returns to natural level and inflation occurs. 



 

 
 
 
 
 
 
 
 
 
 
 



 
 

 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 
 
 
 

 
 
 
 
 
 



 
 



 
 

 
 
 
 

 
 



 
 

 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 

 
 
 
 
 
 



 

 
 
 
 

 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 

 
 
 
 


