Brief Review of 

Topics from Micro & Macro Principles
Microeconomics
Definition of economics, microeconomics, macroeconomics

Points to remember when evaluating problems using economic analysis

Positive vs. Normative economics

Opportunity Cost


Production Possibilities Curve

Specialization & Trade according to the law of comparative advantage

Economic efficiency = technical & allocative

Theory of Exchange

3 basic economic questions

3 basic institutional arrangements used to answer economic questions = market, political, social
Property rights as a complement to the market process
Adam Smith – invisible hand

Selfish vs. self-interest

3 criteria used to evaluate market, political & social processes = equity/fairness, efficiency, liberty

Rational behavior

Scarcity ( competition ( rationing ( discrimination
Markets

Relative vs. Monetary prices

Law of demand

Law of supply

Demand & supply shifters

Equilibrium, shortages & surpluses

How markets return to equilibrium if actual price is above or below equilibrium price

Functions of prices

Elasticity: 
P  elasticity of demand



P  elasticity of supply



Income elasticity

Short-run business decisions:


Short-run cost curves


Profit maximizing or loss minimizing level of output (Q*)

Shut-down point

Long-run business decisions:


Long-run cost curves

Market structures = Pure Competition, Monopoly, Oligopoly

Economic efficiency within each type of market structure

Macroeconomics
Rationale for using political process to solve economic questions:

I
Production Decisions:



Lack of competition


	Externalities
	}
	Market Failure

	Public goods
	
	



Poor Information


Economic Instability

II
Redistribution of Income:


Problems with political process


Employment Act of 1946


Output = GDP:



(A)  Expenditure Approach ( GDP = C + I + G + NE



(B)  Income Approach ( NI = wages & salaries + interest + rents + profits


Differences between GDP & NI


Real vs. Nominal GDP


Problems with GDP as a measure of output


Price indices:


GDP deflator, CPI, PPI


Laspeyres vs. Paasche index


Problems with using p indices to measure changes in prices

Inflation, (t  = Pt – Pt – 1      where P = P index



         P t  - 1

Effects of inflation on economy

Hyperinflation

Unemployment, u = no. unemployed         where LF = U + E




        LF

Frictional, structural, & cyclical U

Full employment

Problems with using U to measure labor market conditions

Business Cycles

Natural Rate of U vs. Actual Rate of U

Potential GDP vs. Actual GDP

Goods and Services Market:


AD & AS curves, equilibrium, AD & AS shifters

Labor Market 

Money Market - MD + MS curves

Credit Market – MD depends on income, interest rates & institutional factors

Definition of Money

Function of  Money

Nominal vs. Real Money

Federal Reserve System:


12 district banks


Board of Governors


Federal Open Market Committee (FOMC)


Member banks

Banking system = money creation

Equation of exchange

Neutrality of money

Fiscal policy = definition, how it affects economy, effectiveness

Monetary policy = definition, how it affects economy, effectiveness

Int’l Trade = effects of tariffs, quotas, & voluntary exchange restrictions

