Review for the Final Exam in “BECO II” Spring 2013
What affects Long Run Aggregate Supply (Long run growth)? – Land, labor, physical and human capital, technology, savings rates – productivity (be able to explain), standard of living 
(Ch. 25)
Conditional Convergence – how it differs from the Convergence Hypothesis (Ch. 25 – end)

Solow Growth Model – What are the variables (Productivity – dependent, Capital per worker – or capital and labor are the independent variables)  See bottom of p. 592.

Problem Set
What is the steady state?  Be able to calculate the amount of capital and

   and quizzes  
output per worker.  Graphing the steady-state and Golden Rule of Capital 
   in April classes 
Accumulation – be able to calculate the savings rate the government might use.

Loanable Funds Market Graphs     

Change in tax policies affecting the markets – personal interest tax

 Problem Set 7
Government budget deficit – borrowing 


Investment tax credit


Capital flows

AD/SRAS/LRAS Graphs


Fiscal Policy – increasing G, increasing T … AD shift


Self correcting mechanism (wages, business costs, SRAS shift)


International Affects Domestically (Export led countries especially)

Monetary Policy – a change in the required reserve ratio or OMO, rr – 



Money Market graph – effects of OMO (sale or purchase)


Beginning with a recessionary or inflationary gap 


Adverse supply (or demand) shock, Animal Spirits (Keynes’ words) …


(that is, Consumer & Business optimism or confidence) … shocks


Policy mix – fiscal and monetary policy together

Classical Model of the Price Level – Make sure to follow the concepts neutrality of money and classical dichotomy (separation into real and nominal variables)
ISLM
Keynesian Cross from Chapter 28 is expanded to include interest rates

A little algebra model – calculate IS, LM, equilibrium interest rate, real GDP

(Problem
Comparative Statics – change in fiscal or monetary policy algebraically

    Sets 8, 9,
Calculate the budget deficit, national savings, and private savings (Chapter 26)
     & 10)
Expenditure multiplier (Autonomous Aggregate Spending multiplier)


Consumption function, Investment – interest rate, Autonomous spending


Policy Mix – Be able to graphically show ISLM  (See AD I and II on my website)
MPS and MPC

A budget deficit may be paid for two ways – borrow or print money  (Ch. 33)
Sticky wages (Ch. 32)
Fisher Effect and real interest rate (p. 684)
Natural rate of unemployment and the 
3 types of unemployment – frictional, structural and cyclical

Stagflation

Hyperinflation – including a country currently experiencing it

Logic of Hyperinflation

Monetizing the debt (Chapter 33)

Seignorage – Inflation Tax relationship  seig. = ∆M,    Real seigniorage = ∆M/P = (∆M/M)x(M/P)

Disinflation

Okun’s Law – Output gap and the unemployment rate

Liquidity Trap and deflation relationship and Debt deflation

Balance of Payments

Appreciation or depreciation of a currency – calculations and effects graphically in forex market

Capital inflows and outflows – how do they affect the domestic economy
Role of the Exchange Rate
Purchasing Power Parity

Real exchange rate

Fixed versus floating exchange rate regimes

Pressures on the yuan to appreciate
Monetary Policy in a Fixed Exchange Rate Regime

