Suggested Study Material for the Final Exam Econ150

The Exam

 A portion of the final exam will cover material on your first 3 exams. 

 The other portion of the exam will test you on material covered since the third exam

Since new material is part of the exam, start by studying it in depth.  In particular be sure you understand: 

Review:  Aggregate Demand and Aggregate Supply  (covered on the last exam, but used throughout the new material)

· What problems can exist with a macro equilibrium?  How does a recessionary gap differ from an inflationary gap? From stagflation?  

· What factors shift each component of GDP?  What factors shift AD and AS and in which direction will they shift the curves?  What Macroeconomic problem if any results.

What happens to P-level and unemployment when each curve shifts?

Fiscal Policy, Debt, and Deficit

· How do the opinions of liberals, conservatives, and libertarians differ in regards to fiscal policy?

· How would each political party address a recessionary gap, inflationary gap, or stagflation?

· What happens in each of the 3 macro problem situations if nothing is done?  (hint:  think about how real wages will change and how this will affect AS)

· How does the national debt differ from a deficit?

· What are the cons of a balanced budget amendment?

· What are the consequences of the government borrowing?  What is Crowding out?  Is a deficit always bad?

· Why is the national debt problematic from an economist’s perspective?  What can we say about public concerns dealing with National debt?

Money, The Federal Reserve System and Monetary Policy

· What are the 3 characteristics of money?  Why is a credit card not money?  How do we define M1?

· What are required reserves, excess reserves, and the required reserve ratio?

· How do banks create money? How do you solve for the potential money creation from a new deposit?  What is the money multiplier?

· What is the structure of the federal reserve?  (How many governors, FOMC members, district banks, etc… and what do their terms look like.)

· What are the 3 policy tools the fed can use?  Which ones are powerful?  Which one is used most often?  How do each of the 3 policy tools adjust the money supply and subsequently alter the interest rate and AD?  What effect does altering each one have on RGDP, price level, and unemployment?

· When might the fed want to buy bonds?   When might they want to sell bonds?  What effect will this have on interest rates, unemployment, RGDP, and the price level?  Be able to work through an example of each case.

· What are the 3 time lags and which one is larger for fiscal and monetary policies respectively?

International Trade

· What is absolute advantage?  What is comparative advantage?  How do the two differ?  Which one is used to decide who produces what in an open (trading) economy?

· Differences between intranational trade and international trade

· Be able to solve comparative advantage problems such the one on your handout.  

· What determines the terms of trade?

· What are arguments commonly used to restrict trade?  What are counterarguments for those arguments?

· Know the mechanisms for restricting trade. 

Now that you are familiar with new material, go back and review old material.  In particular look over your old exams and quizzes.  Do you understand what you missed on previous exams and quizzes?  How might the questions be altered to be asked a little differently?

This should give you a good review.  See also the following problems for extra practice.

Problems for Extra Practice

1.  Suppose that we have are in a recessionary gap  

a.  What is the appropriate fiscal policy proposed by liberals and conservatives respectively?

b.  What would be the appropriate monetary policy if the Fed wishes to use open market operations?

c.  What would be the adjustment process if neither fiscal nor monetary policy is implemented?

d.  What are the main pros and cons of using tax changes or changes in G vs. monetary policy vs. doing nothing?

2. Can you answer #1 if it were instead an inflationary gap or stagflation?

3.  What happens to the national debt if the government runs a budgetary deficit? Would crowding out occur and how?

4. I decide to hold $1,000 less in currency and deposit that money into my checking account.  If the required reserve ratio is currently 10%, how much of the $1,000 is required reserves?  How much is excess reserves?  What happens to the money supply and why?

5.  What happens to the interest rate (for a,c,d,e,f), level of unemployment, RGDP, and price level if each of the following occurs.

(hint, think about which curve shifts and the direction of the shift for each case.  You can then graph these to see what the effect is on unemp, RGDP, and price level.   AD will shift if fiscal or monetary policy is used and AS will shift if nothing is done)


a.  the government borrows money so that it can increase government spending


b.  the government increases the tax rate


c.  the Fed buys bonds


d.  the Fed sells bonds


e.  the Fed lowers the required reserve ratio


f.  the Fed raises the required reserve ratio


g.  nothing is done but we are in a recessionary gap


h.  nothing is done but we are in an inflationary gap


i.  nothing is done but we are experiencing stagflation

6.  When would the policies given in a through f be appropriate (inflationary gap or recessionary gap or stagflation)?

7. Explain the process which occurs when the Federal Reserve Sells bonds by filling in the following blanks with either ( or (.  As the federal reserve sells bonds, 

Bank Reserves_____________________

Loans made ______________________

Money Supply ____________________

Interest rates ____________________

AD ___________________________

8.  The numbers below illustrate how many units of a good can be produced in one day by one person in each country if they only produce one type of good.






US

Ireland

5 lb. Bags  of Potatoes

8

6

Bushels of Apples

1

2

a.  Which country has a absolute advantage in apples?

b. Which country has the absolute advantage in potato production?

c. What is the opportunity cost of 1 bag of potatoes in the US?  In Ireland?

d. What is the opportunity cost of 1 bushel of apples in the US?  In Ireland?

e. Which country has a comparative advantage in apple production?

f. Which country has a comparative advantage in potato production?

g. Would these countries be willing to trade?  If so, how many bags of potatoes would be traded for one bushel of apples?

9.  The numbers in the following table illustrate how many bushels of a good can be produced in one day by one person in each country



US
Canada

Tobacco
12
4

Soybeans
4
2

a.  Which country has the absolute advantage in tobacco production?

b.  Which country has the absolute advantage in soybean production?

c.  What is the opportunity cost of 1 bushel of tobacco in the US?  In Canada?

d.  What is the opportunity cost of 1 bushel of soybeans in the US?  In Canada?

e.  Which country has a comparative advantage in tobacco production?

f.  Which country has a comparative advantage in soybean production?

g.   How much tobacco would be traded for one bushel of soybeans?

The table below presents the demand and supply curves for microcomputers in Japan and the US.  

10.  Price in 1,000s

Qd US

Qs US
   
Qd Japan
Qs Japan

$1



90

30

50

50

$2



80

35

40

55

$3



70

40

30

60

$4



60

45

20

65

$5



50

50

10

70

$6



40

55

0

75

a. If there is no trade between the US and Japan, what is the equilibrium price and quantity in the computer market in the US?  In Japan?

b. If trade is allowed, what will be the equilibrium world market price for computers?  Why?

11.  Assume that salt is currently imported from abroad at a market price of 30cents per pound.  

a. What happens to the price of imported salt and quantity of imported salt sold if a tariff of 5 cents is placed on imported salt?  Would your answer differ if instead a quota was placed on salt?

b. What happens to the price and quantity of domestically produced salt?  Why

