Advanced Placement Macroeconomics Review Sheet

Measurements of Economic Performance
1) What is the circular flow of money/income?

2) What is the difference between Micro and Macro?

3) What is/is not counted in GDP?

4) What is the difference between Gross Investment and Net Investment?

5) What is a price index?

6) What are the three most commonly used price indexes?

7) How do you calculate Real GDP from nominal or current GDP?

8) What is a “Real wage” or “Real interest rate”?

9) How can you calculate the percentage change in prices from a price index?

10) What is inflation?  Who is hurt/helped by inflation?  Why?

11) How is the unemployment rate calculated?

12) What are the 4 categories of inflation?

13) Who is counted as “employed”?  “Unemployed”?  “Not in the work force”?

14) What is a business cycle?  Describe the 4 phases of the business cycle.

15) Define the following terms:  National Income Accounting, Consumption, Gross Investment, Gross Domestic Product, Final Goods, Intermediate Goods, Net Investment, Double Counting, Net Exports, Indirect Business Taxes, Frictional Unemployment, Okun’s Law, Expenditure and Income Approach, Net Domestic Product, Structural Unemployment, Capital Consumption Allowance, National Income, Cyclical Unemployment, Personal Income, Labor Force, Seasonal Unemployment, Disposable Income, Rule of 70 or 72, Real GDP, Nominal GDP, Real Interest Rates, Nominal Interest Rates, Discouraged Workers, Consumer Price Index, Producer Price Index, Deflation, Business Cycle, Natural Rate of Unemployment, GDP=C+I+G+NX, Anticipated Inflation, Unanticipated Inflation, GDP Price Deflator, Demand-Pull Inflation, Cost-Push Inflation, Wage-Price/Price Wage Spirals, Inflation, Nominal Income/Wages, and Real Income/Wages.

AD/AS…. Fluctuations of Outputs and Prices

1) Illustrate (using AD/AS) how various policies and events affect changes in price level and real output.

2) Illustrate (using the Keynesian AE model) how various policies and events affect changes in price level and real output.

3) Why is an AD curve downward sloping (negative slope)?

4) What slope(s) might an AS curve have and what defines the slope?

5) What causes the AS curve to shift and what are the consequences of these shifts?

6) What causes the AD curve to shift and what are the consequences of these shifts?

7) What things cause the AE curve to shift in the Keynesian Model, and what are the consequences of these shifts?

8) Illustrate the same market dynamic using both the AE and AD/AS models.

9) What is autonomous spending and why is it important?

10)  List and calculate multipliers.

11) Which graphic model is the easiest to use when trying to predict the effect of a multiplier on national output?  Illustrate this dynamic with the appropriate graph.

12) Given data, calculate the Marginal Propensity to Save and Marginal Propensity to Consume.

13) What is Fiscal Policy?

14) What should the gov’t do with taxes, spending, and the deficit to eliminate an inflationary gap?

15) What should the gov’t do with taxes, spending, and the deficit to eliminate a deflationary gap?

16) What are the assumptions of the Keynesian model and how do they differ from the assumptions of the Classical model?

17) Compare and contrast Keynesian and Classical Long-Run Equilibrium.

18) What is the Balanced-Budget Multiplier?

19) What are the automatic stabilizers and how do they work?

20) If given a Keynesian AE model:  Calculate the inflationary or deflationary gap, Calculate the MPS or MPC, Describe the multiplier, describe how to correct an inflationary or deflationary gap, and identify the output where there is no saving.

21)  Define the following terms:  AD, AS, interest rate effect, wealth or real balances effect, foreign purchases effect, non-price determinants of AD and AS, AS curves (Keynesian, classical, and intermediate ranges), productivity, ratchet effect, equilibrium price level, real output level, Classical theory, Keynesian theory, Say’s Law, wage-price flexibility, sticky-prices and wages, consumption schedule, savings schedule, investment schedule, APC, APS, MPC, MPS, multiplier, 45 degree line, equilibrium GDP, demand gap, inflationary gap, recessionary gap, planned and actual investment, savings vs. dissavings, paradox of thrift, built-in stabilizers, discretionary fiscal policy, full-employment budget, leading indicators, political business cycle, expansionary fiscal policy, crowding-out effect, supply-side fiscal policy, contractionary fiscal policy, balanced-budget multiplier, and adverse supply shocks.

Money, Monetary Policy, and Economic Stability

1) What are the functions of money?

2) Why is monetary policy referred to as being “Neutral”? 

3) What are the components of M1, M2, and M3?

4) What is the equation of exchange, and what is its significance?

5) How is money created and destroyed?

6) What is the money multiplier, and how is it calculated?

7) Describe the Federal Reserve System.

8) What 3 actions can the Fed use to increase the money supply?

9) What 3 actions can the Fed use to decrease the money supply?

10) What is tight money policy?  What is easy money policy?

11) Explain how Keynesians believe an easy money policy can correct a deflationary or recessionary gap.

12) Explain how Keynesians believe a tight money policy can correct an inflationary gap.

13) What policy tool does the Fed use most often?

14) Describe the relationship of monetary policy to interest rates.

15) Which Fed policy tool is the most powerful?

16) Why do Keynesians believe that fiscal policy is more effective than monetary policy in stimulating the economy?

17) Illustrate the effects of an easy money policy and a tight money policy by using the AD/AS model and the Keynesian AE model.

18) How does monetary policy affect the value of the dollar and net exports?

19) Define the following terms:  Medium of exchange, standard of value, store of value, M1, M2, M3, fiat money, commodity money, representative money, checkable deposits, demand deposits, time deposits, legal tender, transaction demand for money, asset demand for money, Board of Governors, Federal Open Market Committee, legal reserves, reserve ratio, actual reserves, required reserves, excess reserves, money multiplier, fractional reserve system, reserve requirement, monetary policy, MV=PQ, discount rate, open market operations, velocity of money, net export effect, easy money policy, and tight money policy.

Monetary and Fiscal Combinations

1) Analyze an economic situation and recommend the correct combination of monetary and fiscal policies to improve the economy.

2) Illustrate the effects of any output combination of monetary and fiscal policies by using the AD/AS model and the Keynesian AE model.

3) Compare and contrast the Keynesian, Classical, Rational Expectations, and Supply-side models of the economy.

4) Use AD/AS graphs to illustrate the Keynesian, Classical, Rational Expectations, and Supply-side models of the economy.

5) What is the Phillips Curve, and do the data support or reject Phillips’ assumptions?

6) How do AD changes affect the Phillips Curve?

7) How do AS changes affect the Phillips Curve?

8) What is the difference between adaptive expectations and rational expectations?

9) What is the difference between short-run and long-run AS?

10) What is an “incomes policy” and are incomes policies effective?

11) What is the difference between a budget deficit and the national debt?

12) What is economic growth?

13) Use AD/AS analysis to illustrate economic growth.

14) Use a PPC to illustrate economic growth.

15) What is happening to the rate of economic growth in the US?

16) What factors affect the rate of economic growth?

17) What is productivity and how does it differ from production?  How does it differ from efficiency?

18) What factors affect productivity?

19) What is happening to the rate of productivity growth in the US?  Why?

20) Is economic growth a good or bad thing?  Why?

21) Define the following terms:  Keynesians, Monetarists, equation of exchange, velocity of money, crowding-out effect, monetary rule, quantity theory of inflation, rational expectations theory, stagflation, supply shocks, Phillips Curve, inflationary expectations, Reaganomics, “Voodoo” economics, Natural rate hypothesis, theory of adaptive expectations, Keynesian economics, neo-classical economics, long-run AS curve, short-run AS curve, economic growth, neo-Keynesian economics, Laffer curve, budget deficit, national debt, public debt, cyclically balanced budget, labor productivity, leakage, Lorenz Curve, and infrastructure.

The U.S. in a Global Economy
1) What is the Law of Comparative Advantage, and what are its implications on international trade?

2) What is the difference between absolute and comparative advantage?

3) When given data on international trade, identify which nation has an absolute advantage and comparative advantage.  Determine what product the nation will export and import.  Identify whether the data is in terms of – output per unit of input or input per unit of output.

4) Use PPC’s to illustrate the gains from trade.

5) What is a tariff, and what are some of the effects of tariffs?

6) Use supply and demand graphs to illustrate the economic effects of tariffs and quotas on price levels and output.

7) Describe and evaluate the 6 arguments in favor of protectionism.

8) What is the current account?

9) What is the capital account?

10) How do various transactions affect the current and capital accounts?

11) Describe how exchange rates are determined.  Calculate them.

12) How does the appreciation or depreciation of the dollar affect international trade, specifically imports and exports?

13) How do fiscal and monetary policies affect international trade?

14) What are some causes of the large U.S. trade deficit?

15) Define the following terms:  Comparative advantage, absolute advantage, revenue tariff, protective tariff, import quotas, Smoot-Hawley Tariff, non-tariff barriers to trade, dumping, WTO, EC or EU, NAFTA, balance of payments, balance of trade, current account, capital account, floating exchange rate (or flexible), depreciation, appreciation, balance-of-trade deficit, fixed exchange rate, debit, credit, balance-of-trade surplus, balance-of-payments deficit, devaluation, and balance-of-payments surplus.

