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PRODUCTION POSSIBILITIES 
Curve For Each Country
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TRADING POSSIBILITIES LINES 
The Gains from Trade 
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THE MARKET FOR CURRENCY 
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Bond Market 
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THE MONEY MARKET 
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Average and Marginal Propensities 
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THE MULTIPLIER EFFECT 
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DETERMINANTS OF AGGREGATE DEMAND 
Change in Consumer Spending
• Consumer Wealth 
• Consumer Expectations 
• Consumer Indebtedness 
• Taxes 
Change in Investment Spending 
• Real Interest Rates 
• Expected Returns 
• Expected Future Business 
Conditions 

• Technology 
• Degree of Excess Capacity 
• Business Taxes 



DETERMINANTS OF AGGREGATE DEMAND 
Government Spending 

Net Export Spending 
• National Income Abroad 
• Exchange Rates 

Changes in Aggregate Demand Shifts 
and the Aggregate Expenditures Model 

Illustrated… 



AGGREGATE SUPPLY 
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DETERMINANTS OF AGGREGATE SUPPLY 

Change in Input Prices 
Domestic Resource 
Availability 
• Land 
• Labor 
• Capital 
• Entrepreneurial Ability 

Prices of Imported Goods 
Market Power 



DETERMINANTS OF AGGREGATE SUPPLY 

Change in Productivity 
Real Output 

Productivity = Input 

Change in Legal-Institutional 
Environment 
• Business Taxes and 
Subsidies 
• Government Regulation 



Equilibrium output short of full employment 
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SHORT-RUN AGGREGATE SUPPLY 
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LONG RUN AGGREGATE SUPPLY 
A higher price level results in higher nominal wages and 
thus shifts the short-run aggregate supply to the left 
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THE DEMAND FOR MONEY 
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THE MONEY MARKET 
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THE PHILLIPS CURVE 
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THE LAFFER CURVE 
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