Review for the Final Exam in BECO I, Economics I, Fall 2013
Chapters 12, 13, 22 – 24, 27 – 31

Chapter 12:
Inputs and Costs
Production Function and total product curve

Variable and fixed inputs

Short-run and Long-run

Marginal Product of Labor

Diminishing Returns to an input

Thomas Robert Malthus – what is did he predict and why was he wrong

Short-run Cost curves – MC, ATC, AVC – be able to draw them easily



Know how they are calculated, derived, etc. including AFC

Long-run Average and Marginal Costs – know their meaning and how they relate to increasing, decreasing and constant returns to scale

p. 323 Concepts and Measures Summary!

Chapter 13: Perfect Competition

4 Basic Concepts:


1. Price Taker – very small market share


2. Standardized Product – everyone produces the same commodity


3. Free Entry & Exit – each firm can readily ramp up production or quit


4. Perfect Information – everyone has the same info, advantage not possible

Optimal Output Rule:

MR = MC
Price-taking Firm’s Rule:  
P (=MR) = MC

Short-run Profit/Loss
-
Know how to draw the Perfectly competitive firm in each of 4:



Profit, Loss, long-run equilibrium and shutdown – 3 cost curves

Short-Run Supply Curve – the MC curve above AVC, zero below AVC minimum.
Long-Run Industry Supply Curve – Increasing Cost and Constant Cost Industries:


4 Panel Diagram – you must understand and be able to draw this homework


See the website for the answer key.

Macroeconomics:
Chapter 22 – 24: Basic Data and Information
Recession, expansion (boom), business cycle (peak and trough)

Long-run Economic Growth, 3 Goals of Any Macroeconomy

NIPA (National Income & Product Accounts):  All those great identities: Personal Income, National Income (wages, rent …), Spending (GDP = C + I + G + NX), etc.

Calculating GDP, Real and Nominal (Problem Set #)

3 methods of calculating GDP (Value Added, Spending and Income)

What’s out of GDP: Illegal, etc.

Calculating Price Levels: GDP deflator versus CPI, what are the differences, inflation rate

Is the CPI biased?  P. 607

Labor Force versus Population, calculations and rates, p. 617
Discouraged versus marginally attached workers

Natural Rate of Unemployment – Frictional and Structural  (Cyclical fluctuates around natural)

Real wage – calculations

Economic Costs of Inflation on Society: Shoe Leather, Menu, Unit of Account Costs

Winners and Losers from Inflation: Borrowers or Lenders win or lose?  

Disinflation

Chapter 27: Introduction to the Multiplier and Aggregate Spending
Marginal Propensity to consume and save

The Expenditure Multiplier (notice the Government Spending and Tax multipliers are different)  Autonomous Spending (= AC – MPC* TLS + I + G + NX)

Income Expenditure Model – little algebra model (Appendix)

Paradox of Thrift

Chapter 28:
AD SRAS and LRAS

The wealth effect and interest rate effect of a price level change on output, AD Curve
Shifts in AD, see page 737 for a good summary

Short-Run AS (SRAS): 3 shifters:  Nominal Wages, Commodity Prices (Oil) and Productivity

Upward sloping due to the sticky wages (what are these?)

Long-Run AS (LRAS):  Vertical, the price level has no effect on production in the LR

Shifters: Land (Natural Resources), Labor (Immigration), Capital and Technology

Positive and Negative (Adverse) Shocks: Demand and Supply (Animal Spirits?)

Stagflation

Long-run Macroeconomic Equilibrium:  Where the question often begins. .. p. 755

Inflationary Gap versus Recessionary Gap

The Self-Correcting Mechanism (Quiz)

Stabilization Policies

Chapter 29:  Fiscal Policy

Basic purchases and incomes
Closing a recessionary or an inflationary gap – government spending or taxes

A balanced budget change (government spending that is paid for by tax income) … (Quiz)

Lags in Fiscal Policy
Fiscal Policy and the multipliers 

Lump-sum taxes

Automatic stabilizers

Discretionary Fiscal Policy

The Balanced Budget Constraint: See my PPT – must use words: G – T =  Bonds +  MB

Debt versus Deficit, Debt/GDP ratio
Chapter 30: Money, Banking, And the Fed

Currency in Circulation and Reserves (same thing but reserves are in the bank or CB)

3 Roles (Functions) of Money

Two Types of Money: Fiat Money and Commodity Money

M1 versus M2

A Bank’s Balance Sheet

Two Types of Bank Failure: Illiquidity and Insolvency

Bank Runs

Deposit Insurance (FDIC)

Capital Requirements

Reserve Requirements

Discount Window

How Banks Create Money

The simple Money Multiplier and total deposit creation (Ms = C + D)

Monetary Base

Fed: Structure, 3 tools (OMO, rr, DW) Assets and Liabilities


Fed’s new balance sheet and U.S. history

Chapter 31: Monetary Policy

Short-term interest rates (the opportunity cost of money)

Money Demand (Income shift and other shifters)

Money Supply (CB shifts and determines)

Equilibrium model of Liquidity Preference

Target Federal Funds Rate

Expansionary and Contractionary Monetary Policy


Know how to graph these on an AD/SRAS/LRAS graph

Taylor Rule for monetary policy

Monetary neutrality

