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Unit 6: Economic Growth and International Trade
Exam Date: 

Graphing:  Friday, April 29th
Multiple Choice:  Monday, May 2nd
Advanced Placement Macroeconomics Exam

Unit 6 - Economic Growth & International Trade
Test Dates (Within a day or two)
Graphing Tests:  Friday, April 29th

 

Multiple Choice:  Monday, May 2nd

(NOT TO BE OUTLINED) Total Textbook Pages covered 
1.  Chapter 15, pages 291 - 295 "The Phillips Curve" to "Taxation and Aggregate Supply"
2.  Chapter 16, pages 302 to 306 beginning of chapter to "U.S. Economic Growth Rates"

3.  Chapter 5, pages 92 to 95 "The Foreign Exchange Market" to "Government and Trade"
4.  Chapter 36, pages 696 to 706 beginning of the chapter to "Exchange Controls and Rationing"

Crucial Activities

1.  Guided Reading - Economic Growth - Chapter 16 (page 303)

2.  Guided Reading - The Phillips Curve - Page 291 - 295
4.  Macroeconomics Lesson 4, Activity 47 Economic Growth and the Determination of Productive Capacity

3.  Powerpoint Notes - International Trade

4.  Problems in International Trade

5.  Powerpoint Notes - Balance of Payments

6.  Lesson 3 Activity 52 Imbalance of Payments
7.  Lesson 3 Activity 53 Exchange Rates

8.  Practice Test

Unit 3 Key Concepts

Investment, human capital, physical capital, research and development, technological development, longrun

economic growth, productivity, determinants of growth, the Phillips curve: short run verses long run, Balance of payments, balance of trade, current account, capital / financial account, foreign exchange

market, demand for foreign exchange, supply for foreign exchange, exchange rate, determination

of the exchange rate, currency appreciation, currency depreciation, net exports, equilibrium exchange rate, currency demand, currency supply

Key Graphs

Up to 36 (The rest of the packet)

Name ______________________________________________ Hour ___________

Guided Reading - Economic Growth - Chapter 16 (page 303)

1.  List the 4 Supply Factors that cause economic growth which is an increase in real GDP or real GDP per capita:

a.


b.

c.

d.

2.  Copy the explanation of the Demand Factor that causes economic growth:

3.  Now, explain what this means in your own words (reading the rest of this short section will help.) 

4.  Finally, copy the explanation of the Efficiency Factor that causes economic growth:

5.  Explain what this means in your own words.  

6.  Which describes the relationship between the supply, demand, and efficiency factors of economic growth?


A.  The factors change independently of each other to affect the rate of economic growth


B.  The factors are interrelated.  Changes in one can cause changes in the others.

	7.  Fully draw figure 16.1 in the box to the right

8.  So, graphically, improvements in the supply factors are shown how?  

9.  However, if the economy is not using all of its resources efficiently (it has a poor efficiency factor), or consumers are not purchasing all of the new goods and services the economy could be producing (a poor demand factor), where on figure 16.1 might the economy be?
	Economic Growth and the PPC




7.  Which of the 3 kinds of factors do discussions of economic growth tends to focus on?

8.  What are 2 ways that society can increase its real output (real GDP) and income?

a.

b.

9.  If we focus exclusively on one particular input for now, labor, what formula captures the truth of question number 9?

10.  According to this formula, Real GDP will increase if either of what to things increases?

11. What determines the number of hours worked?

a.

b.

12.  What determines labor force productivity (how much each worker makes each hour that he works)?

a.  

b.

c.

d.

	13.  Draw economic growth using the long run aggregate supply curve in the box to the right (figure 16.3, graph (b) only). 

14.  Which factors cause this shift from ASLR1 to ASLR2? 

16.  According to the text, if the long-run aggregate supply curve shifts to the right and aggregate demand does not shift also, what would happen to…

A.  Real GDP?






B.  The Price Level?
	


	17.  Let's graph this point from question 16.  You must read the next question also before you begin drawing.  Turn to page 288.  Draw long run equilibrium by fully copying figure 15.2 in the box to the right (Be sure that your demand curve extends far enough to the right so that you can do what you need to do in the next question).  

18.  Now, on the same graph, assume that any of the supply factors has improved and there has been economic growth.  Leave the demand curve alone, but draw a new long run aggregate supply curve (ASLR2) that intersects AD1 at a new equilibrium point.  Then, draw a new short supply curve AS2 which also intersects your new equilibrium point.


	Long Run Equilibrium and normal economic growth




19.  What has happened to each of the following as a result of the economic growth you have graphed?

A.  Real GDP?




B.  Price Level?                

20.  Does this analysis support or refute the point made about economic growth by question 16?

21.  Now, back to page 305.  When we look at the actual U.S. economic growth experience, which of these two expected outcomes has not occurred?

22.  Explain why?

	23.  Draw actual U.S. economic growth by fully copying figure 16.4 with its AD curve shifted to the right.  




24.  So, actual U.S. growth has seen which effects on each of the following?

A.  Real GDP?




B.  Price Level?              

Name ____________________________________________________ Hour ___________

Guided Reading - The Phillips Curve- Page 291 - 295

Directions:  If you get lost answering these questions, you must read the section carefully!

1.  According to A.W. Phillips, what trade-off exists between inflation and unemployment?

	2.  Sketch figure 15.7 here.  
6.  Sketch the Phillips Curve from the left side of figure 15.6


	3.  As demand is shifting up in figure 15.7, what is happening to the price level and output of GDP?

4.  Keep in mind that producing more GDP requires hiring more workers.  That said, as demand is shifting up in figure 15.7, what is happening to the price level and to unemployment?  

5.  So, according to this graph, what kind of relationship exists between price level and unemployment?  

6.  To the left, sketch the Phillips Curve (the left graph of figure 15.6 is fine.)

7.  I know that this is getting repetitive, but what is the graph of the Phillips Curve showing about the relationship between inflation and unemployment?

8.  Circle one:  Today, economists agree with the conclusions of the Phillips Curve when?

a.  In the short-run

b.  In the long-run

9.  One reason for rejecting the idea of a stable, predictable Phillips Curve was the experience of the 1970s and 1980s.  During those years, what was true of inflation and unemployment rates?

10.  What term did the media use to describe this situation?

10a. Think of how would you shift the Phillips Curve to show higher inflation and higher unemployment.  Over on the left, draw the shift. 


11.  Name and define what caused this (your answer to the last question) in the 70s and 80s?

12.  Think back.  What "kind" of inflation is this that we have already studied?

13.  What do economists believe about the conclusions of the Phillips Curve in the long-run?

14.  Complete the sentence, "Economists point out that when decades as opposed to a few years are considered …

	15.  Sketch figure 15.9


	16.  Background information for the following questions (your lost if you don't read this!):
a.  Assume that the Natural Rate of Unemployment (NRU) is 5% (where the long-run Phillips Curve ends up being).  

b.  Assume that employers and employees expect inflation to be 3% and negotiate wages accordingly.    

c.  With that in mind, we begin our analysis at point a1 along Phillips Curve 1 (PC1) which shows us at the NRU of 5%.  Find point a1 now and answer the following questions.  

17.  If actual inflation ends up being 6% instead of 3, employers will want to increase output and must hire more workers to do so.  What point along PC1 shows the actual inflation rate of 6% and the lower unemployment rate of 4%?

18.  However, from your background knowledge, in the long run, what happens to wages as prices rise?

19.  Once this happens, do employers still have the same motivation to increase output and keep the extra workers that they hired employed?




20.  So once these extra workers are laid off, we have to create a new short run Phillips Curve based on the new 6% inflation rate.  We end up leaving PC 1 altogether, and going to what point along PC 2?  

21.  Now, what is the unemployment rate?

22.  In the long run, has the high inflation rate of 6% resulted in the lower unemployment rate that Phillips originally predicted it would?

23.  If inflation continued to rise unexpectedly to 9 or 12%, this cycle would continue, moving us from point a2 to b2 to a3 to b3, and so on.  Since all of these cycles caused by rising inflation end up leading back to the NRU, what can we ultimately say is the relationship between high inflation and unemployment in the long run?

24.  Now, let us begin again and say that inflation is expected to be high at 9%.  Employers and employees negotiate wages accordingly and we begin at a3 with the NRU of 5%.  If the inflation rate ends up being 6% instead of the expected 9%, employers will no longer wish to produce as much output since it is selling at a lower than expected price.  So they reduce output and lay off workers, increasing unemployment.  What point along PC3 shows this higher unemployment rate at a 6% inflation rate?

25.  However, once workers realize that the inflation rate has gone down (disinflation), they will accept lower wages (especially the unemployed ones!).  Lower wages will lead to more hiring.  So, unemployment decreases, and at a 6% actual inflation rate, we eventually end up at what point?    

26.  Now, what is the unemployment rate?

27.  In the long run, has the lower inflation resulted in the higher unemployment that Phillips originally predicted it would?

28.  So in the end, what relationship, if any, exists between the rate of inflation and the unemployment rate?

29.  Circle the correct answers:  So, Phillips was RIGHT / WRONG in the short run but RIGHT / WRONG in the long run
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Powerpoint Notes - International Trade

I.  Trade Deficits and Surpluses

A.  A Trade Surplus exists when a nation…

B.  A Trade Deficit exists when a nation…

a.  When a nation has a trade deficit, it is buying / consuming more in imports than it is earning / selling in exports.




b.  Nations can only do this by _______________________to pay for the difference.

c.  Because this debt must be repaid some day with interest, the debtor nation's future consumption will INCREASE / DECREASE.    

d.  For the past several years, the United States has had huge trade deficits in the hundreds of billions of dollars.

II.  







- The market in which one nation's currency, like US dollars, are exchanged for another nation's currency, like Japanese yen.  

A.  Why exchange currency?


1.  To buy foreign made products (imports), we must pay for them using...



a.  Japanese products must be paid for with …



b.  US products must be paid for with …



c.  Therefore, to buy Japanese imports, we must exchange our ...

	B.  Supply and Demand for Currency - Example:  The British Pound in the foreign exchange market

1.  SUPPLY OF / DEMAND FOR pounds comes from British citizens who want to exchange their pounds for dollars so that they can buy US exports.  

2.  SUPPLY OF / DEMAND FOR pounds comes from US citizens who want to exchange their dollars for pounds so that they can buy British imports.


	3.  Graph - Supply and Demand of British Pounds




C.  Exchange Rates - 

1.  Formal Definition - The rate at which the currency of one nation can be exchanged for the currency of another nation

2.  Exchange rates are determined in the foreign exchange market by the interaction of ____________

__________________________ for the foreign currency.

D.  Appreciation and Depreciation

1.  Appreciation - When it costs MORE / LESS US money to buy a British pound, then the dollar has appreciated and the pound has depreciated.  

a.  Example:  $2 = £ 1  
( 
$1 = £1 

2.  Depreciation - When it costs MORE / LESS US money to buy a pound, then the dollar has depreciated and the pound has appreciated.  


a.  .  Example:  $2 = £ 1  
(  
$3 = £ 1

	3.  Increased US demand for the pound causes the pound to appreciate and the dollar to depreciate.
	4.  Decreased US demand for the pound causes the pound to depreciate and the dollar to appreciate.
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E.  Factors that determine the demand for pounds - 


1.  Changes in Consumer Tastes

a.  If US consumers develop a taste for British goods, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES appreciates, and the dollar APPRECIATES / DEPRECIATES.

b.  If US consumers lose their taste for British goods, demand for pounds shifts to the LEFT / RIGHT, the pound depreciates, and the dollar appreciates.


2.  Income Changes

a.  If American's incomes go up, they will demand more of everything, including foreign made goods.

b.  If US incomes go up, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

c.  If US incomes go down, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

3.  Relative Price-Level Changes

a.  If prices rise in the United States but not in Britain, Americans will demand more of the cheaper British goods.

b.  If prices rise in the United States, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

c.  If prices drop in the United States, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

4.  Relative Interest Rates

a.  If interest rates are high in Britain, people will want to invest in interest-earning investments there and will need to buy pounds to do it.

b.  If interest rates are high in Britain, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

c.  If interest rates are low in Britain, demand for pounds shifts to the LEFT / RIGHT, the pound APPRECIATES / DEPRECIATES, and the dollar APPRECIATES / DEPRECIATES.

5.  Speculation



a.  Currency speculators buy currency if they believe that it is going to APPRECIATE / 



DEPRECIATE in the future.



b.  If many speculators believe that pounds will appreciate, they will demand more pounds as an 


investment.



c.  This increased demand for pounds by speculators causes the very appreciation that they 


believed was going to occur, a self-fulfilling prophecy.



d.  If speculators purchase a lot of pounds, demand for pounds shift to the LEFT / RIGHT, the 


pound APPRECIATES / DEPRECIATES and the dollar APPRECIATES / DEPRECIATES.



e.  If speculators sell a lot of pounds, demand for pounds shifts to the LEFT / RIGHT, the pound 


APPRECIATES / DEPRECIATES and the dollar APPRECIATES / DEPRECIATES.

III.  Finding Exchange Rates


A.  Exchange rates are found by using the same math you would use to solve for any variable.


B.  Always find the price of 1 unit of the currency you are looking for.


C.  Variable Example:  200 X = 50 Y



1.   200X = 50Y

          
         50       50



2.  




D.  Currency Example:  $200 = £50



1.   $200 =  £50

          
         50       50



2.  

IV.  Exchange Rate Systems

A.  





- Like the one we just described, it is 

a system that allows exchange rates to be determined by the interaction of supply and demand.

B.  





- A system in which the government buys and sells currency or exercises other controls to determine exchange rates as it sees fit.  

Name ______________________________________________________ Hour  _________

Problems in International Trade
Directions:  Simplify international exchange rates by assuming that there are only two trading nations:  The United States whose currency is the dollar, and Great Britain whose currency is the pound.  

	Supply and Demand for pounds in dollar prices with an exchange rate of $2 = £ 1
	1.  Draw Supply and Demand for dollars in pound prices with an exchange rate of £ .50   = $1
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	2.  Americans develop a taste for British goods

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	3.  The British develop a taste for American goods

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	4.  A 6 month certified deposit in a US bank has a 6% interest rate as opposed to only 3% in Britain.  

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	5.  Speculators believe that the dollar will greatly appreciate soon.  

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	6.  Britain experiences extreme deflation while the United States does not.  

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	7.  American cars are determined to be more reliable, safe, and fuel efficient than British cars.  

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	8.  Speculators believe that the dollar will depreciate soon

	Circle the curve that will shift
	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


	9.  Tourism to America increases greatly increases

	Circle the curve that will shift


	Circle the direction the curve will shift
	Circle the effect on the dollar
	Circle the effect on the pound

	Demand for dollars

Demand for pounds
	Left

Right
	The dollar will Appreciate

The dollar will depreciate
	The pound will appreciate

The pound will depreciate


10.  One more step - Because pounds are bought with dollars and dollars are bought with pounds, each time the demand curve for dollars shifted to the right, what happened to quantity of pounds supplied to the foreign exchange?

11.  Each time the demand curve for pounds shifted to the right, what happened to the quantity of dollars supplied? 

Find the following exchange rates.  

10.  $1 = 200 yen.   $ _____  = 1 yen?



11.  $1 = 140 yen; 1 Swiss franc = $.10.    _______ yen = 1 Swiss franc?  

Powerpoint Notes - Balance of Payments

I.  Balance of Payments - 

A.  The U.S. Balance of Payments Statement


1.  A report by the Bureau of labor statistics which tracks:



a.  Payments to the United States



b.  Payments from the United States


2.  Two accounts on the U.S. Balance of Payments Statement:



a.  



b.  

B.  The Current Account - An account that summarizes trade primarily in …

1.  Examples:



a.  Cars



b.  Clothes



c.  Financial Advice


2.  Items on the Current Account



a.  Exports - exports of goods and services are entered in the current account with …


b.  Imports - Imports of goods and services are entered in the current account with a …


c.  The Balance on Goods and Services = 




1.)  Trade Surplus (aka a favorable balance of trade) - When US _________________ are 




 greater than US __________________ and the balance on goods and services is 




_________________. 




2.)  Trade Deficit (aka an unfavorable balance of trade) - When US ______________ are 








greater than US __________________ and the balance on goods and services is 




_________________.

d.  Net Investment Income - Income earned by American owned financial and capital



investments that operate in other countries minus …



1.)  Profits from Disneyland, Paris (which is owned by US based Walt Disney Company) 



would be added to Net Investment Income.




2.)  Profits from a Japanese auto company's facilities operating in the US would be 



subtracted from Net Investment Income.




3.)  Dividends from ownership of a German based company's stock held by an American 



would be added to Net Investment Income

 

e.  Net Transfers - Money "given" to Americans by foreigners minus money "given" to 



foreigners by Americans.




1.)  This includes things such as foreign aid or money sent to families back home by 








immigrants (called "​​__________________")



f.  Balance on the Current Account - 




1.)  A positive balance on the current account means that more goods and services (in 



monetary or dollar terms) flowed out of the US than flowed in from foreign countries.





a.)  




2.)  A negative balance on the current account means that more goods and services (in 



monetary or dollar terms) flowed in to the US than flowed out to foreign countries.





a.)  

C.  The Current Account – see attached graphic items 1 through 10

D.  The Capital / Financial Account - ________________________________________________________


1.  ____________________ - Items of financial value that are tangible like gold, land, or capital of any 
kind like factories or office buildings.  


2.  ____________________ - Items that are not tangible whose financial value is represented on paper 
such as stocks, bonds, or currency.


3.  Items in the Capital / Financial Account



a.  The Capital Account - The amount of debt that foreigners forgave to Americans minus …



1.)  This is an asset transaction in that the creditor essentially gives the borrower the 



IOU which is a financial asset.




2.)  Note - "Capital" is a terrible name to use for this account since we are always telling 



you that financial assets like money are not capital because financial assets do not 




produce anything.  Only machinery does.  Nevertheless, what do they call the account 



that keeps track of the handing over of a purely financial asset like an IOU?  




The Capital Account.  




Go figure.



b.  The Financial Account - Real and financial assets bought by foreigners from Americans 


minus …


c. Balance on the Capital / Financial Account - 




1.)  A positive balance on the capital / financial account means that more 





assets flowed OUT OF / IN TO the US than flowed OUT TO / IN FROM foreign 




countries.




2.)  A negative balance on the capital / financial account means that more 





assets flowed OUT OF / IN TO the US than flowed OUT TO / IN FROM foreign 




countries.

E.  The Capital / Financial Account – see attached graphic items 11 through 15

F.  Zeroing out the Balance of Payments.


1.  The sum total of the current account and the Capital / Financial Account must add up to _______



a.)  All currently produced goods and services in the Current Account must be paid for with 


financial assets from the Capital / Financial Account.  



b.)  If the United States imports $500 worth of goods from Japan (- $500), it must pay for them 


by "exporting" currency, a financial asset, from the Capital / Financial Account (+$500).  



c.)  So deficits in the current account lead to …


d.).  Surpluses in the current account led to …

2.  The Official Reserves Account



a.)  The US Federal Reserve and the central banks of other nations have supplies of foreign 






currency called, ____________________________



b.)  If there are insufficient funds in the Capital / Financial account to balance out with the 






current account (_____________________________________), the Fed supplies funds to the 


foreign exchange so that the accounts can zero out.  



c.)  If there is a surplus of funds in the Capital / Financial account 










(_____________________________________) the Fed uses them to replenish its supply of 


official reserves.  



d.)  Because of this, some resources refer to the Balance of Payments as consisting of 3 



accounts instead of two.




1.)  




2.)  




3.)  

THE US BALANCE OF PAYMENTS

[image: image10.jpg]Current account
(1) US. goods exports
(2) US. goods imports
(3) Balance on goods
(4) US. exports of services
(5) U
(6) Balance on services

ports of services

(7) Balance on goods and services
(8) Net investment income
(9) Net transfers
(10) Balance on current account
Capital and financial account
Capital account
(1) Balance on capital account
Financial account
(12) Foreign purchases of assets in the United States
(13) USS. purchases of assets abroad
(14) Balance on financial account
(15) Balance on capital and financial account

$+1149
—1965

+479

-2

+74
~104

+1905*
~ 1164t

$-816

+107
~709

-739

+741
+739
$0





[image: image11.emf]
Name __________________________________________________  Hour ____________

[image: image12.emf]
[image: image13.emf]
[image: image14.emf]
DIRECTIONS:

[image: image15.emf]
Assignment on  next page (
Name ________________________________________________________  Hour _____________

Directions on Previous Page

[image: image16.emf]
[image: image17.emf]
Name _____________________________________________________  Hour __________
[image: image18.emf]
[image: image19.emf]
[image: image20.emf]
[image: image21.emf]
[image: image22.emf]
[image: image23.emf]
