
Final Exam Review

Format: 60 multiple choice questions + extra credit Free Response Questions
Basic Macroeconomics Topics

∙ Absolute advantage, comparative advantage, and opportunity cost


∙ Computation of comparative advantages, both input and output methods


∙ Components of  Capital: labor, natural resources, and entrepreneurship.

∙ Production Possibilities Frontier/Production Possibilities Curve Model

∙ Opportunity costs and Trade-offs


∙ Scarcity: limited resources and unlimited wants

Inflation


∙ Consumer Price Index (CPI) and its “basket of goods”


∙ Inflation rate


∙ Supply shock
Unemployment & Employment


∙ Full employment / Natural rate of unemployment / NAIRU


∙ Types of workers: employed, unemployed, discouraged, institutionalized, labor force, working age pop.

∙ Types of unemployment: frictional, structural, cyclical, and seasonal


∙ Unemployment rate = (#unemployed ÷ labor force) * 100

Business Cycle Theory


Model: ∙RGDP v Time: Recession
/ Expansion /  Peak / Trough

∙ Productivity


∙ Business cycles undergo shifts with changes in planned net investment.


∙ Phillips Curves: short-run Phillips Curve (SRPC) and long-run Phillips Curve (LRPC)



∙ Determinants that shift either the SRPC and the LRPC

Aggregate Demand (AD) and Aggregate Supply (AS)

Model: Price Level v. RGDP: AD, SRAS, and LRAS curves

Short-run and long-run macroeconomic equilibrium

Determinants that shift the LRAS: improved technology and increases in the capital stock
Gross Domestic Product (GDP, or Y)


Model: Circular Flow Diagram

∙ GDP = C + G + I + NX (expenditure)


∙ Consumption, Government Expenditures, Net Investment, and Net Exports

∙ GDP = W + R + I + P (income)


∙ Wages, Rents, Interest, and Profts

∙ Rule of 70 for economic growth: Years to double = 70 / rate of growth

Market for Loanable Funds
Model: real interest rate v. quantity of loanable funds

∙ “Crowding out” v. Barro-Ricardo effect


∙ Investment Demand (ID) shifts from change in technology & change in capital stock


∙ Savings Supply (SS) shifts when disposal income & money supply changes.


∙ Real interest Rate (RIR, r) = Nominal interest rate (i) – inflation rate (π)  [Fisher Effect]
Fiscal Policy


∙ components of: government expenditures (G) and taxes (T)


∙ expansionary v. contractionary


∙ effects on employment, GDP, and price level

∙ budget surplus v. budget deficit ( national debt

∙ laws passed that affect fiscal policy



∙ Glass-Steagall Act (1935)     ∙ Federal Reserve Act (1916)
∙ Gramm-Bliley-Leach Act (1999)

Monetary Policy


∙ The Federal Reserve System: 12 branches


∙ tools of the Fed: OMO, discount rate, federal funds rate, and required reserve ratio


∙ effects on money supply and interest rates


∙ easy money policy v. tight money policy

∙ liquidity trap and the zero bound

Barriers to International Trade


∙ tariffs


∙ quotas

∙ reasons for/fallacies of imposing trade restrictions


∙ infant industry fallacy
∙ national security fallacy
           ∙ job creation fallacy

International Trade


∙ Imports


∙ Exchange rates


∙ Exports


∙ Capital flows


∙ Effects of a nation's interest rates on international trade


∙ Current account balance

∙ Currency exchange

∙ Purchasing power parity

∙ Appreciation of a currency
∙ Depreciation of a currency

Growth Theories


∙ Classical

∙ Keynesian

∙ Monetarist
∙ Supply-Side Economic Theory
History and Macroeconomics

∙ Panic of 1907—led to creation of the Federal Reserve

∙ Great Depression—led to rise of Keynesianism and passage of the Glass-Steagall Act

∙ Economic boom of 1990s—led to passage of Gramm-Bliley-Leach Act

∙ Great Recession—know the causes and effects
New Ideas from Dead Economists
Know the backgrounds and economic philosophies of the following:


Milton Friedman


Karl Marx


John Maynard Keynes

David Ricardo


Thomas Malthus

Adam Smith


