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Ceteris Paribus
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Increase Supply = (Down) Right Shift
Decrease Supply = (Up) Left Shift |

Equilibrium Price [ Quantity Demandsd = QuantitySupplied

| PE =»Equilibrium Price

o Aggregate Demand
v Goods and services product in an economy are
purchased and demanded by these 4 sectors
| v {AD=C+I+G+(X-M}>0Open |
| AD =>Price Level and Real GDP€AS | economy |
| v Downward sloping
| v Price Level and Real GDP have an Inverse relaionship

|
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|
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| ‘Economy has 2 side:

v Price Level Decreases = Quantity Demanded Increases
- Aggregate Supply
| v Goods and services produced by all the fimsin an
economy
v Upward sloping
v Price Level and Real GDP have a posifive refafionship
v Price Level Increasing =Quantity supply increase

[ Expenditures of the 4 sectors in an economy

Consumption < Household
Investment = Business = 18%
Government < Government Purchases = 16%
Net Export & Foreign = -2%

Short-Run
Positive Slope |
+ Long-Run (Steeper) |
Fully Productive
Full Employment = Natural Rate of Unemployment
= Does not equal to 0% unemployment |
Vertical slope |
Maximum Capacity of Land, Labor, Capital, and
Entrepreneurship

‘Aggregate Supply
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[ Scarcity

Fundamental Economic problem
of: Unlimited wants and Limited Resources

| Opportunity Cost

asifice o get something |

Next best}’!temati_v»e ou sacrifice to get something

| Goods
¢ Free Goods
|
| ¢ Economic Goods

Ex: Air, Sunshine, Water
1. Consumer Goods. Final Use
2. Capital Goods: Further use
Any finished product if you use it to
produce other goods.
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| Production Possibilities
|
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| Different combination of goods and services in an

economy can produce with given resources in a given
period of time |
Law of Increasing Opportunity Cost

A. Efficient Production

B. Inefficient Production (not using all resources)
C. Unattainable Goals (Can’t Produce)

/¢ Frontier

Economy Growing
US population - 5%

US Production — 20%
195 countries — 80%
30 developed countries

Macro Economics

Study of economy as a whole

Study of individuals , single firm and single industry |

Micro Economics

Exports . Shipping out Goods to other countries |
Imports Shipping in Goods to our country
_Net Exports Export — (Less) Import

3 Major Macro Economic Goals
|

1. High and Sustained (Long‘F{‘u}i) Eco. G
2. Low Unemployment Rate |
3. Low Inflation Rate

| The most important Macroeconomic goal is

High and Sustained (Long-Run) Eco. Growth

What is GDP? Gross (Total) Domestic Product
o Geography Matters
Final value of all Goods & Services produce in an
- economy in a period of time
What is GNP? Gross National Product

= Nationality Matters
» Final value of all Goods & Services produced
by citizens of the country

produced by the US in the world

The total percentage of goods and services

20%

Ceteris Paribus

All other things remain unchanged ( constané)‘

Market
¢ Sellers

¢ Buyers

¢ Govemment

Where goods and services are exchanged
Maximize Profits ====== Supply |

Maximize Satisfaction ----- Demand |

Maximize Welfare of the people
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Tlght Monetary Policy

| Loose Monetary Palicy

|

1 3 Functions of Money

Fiat Money

Government Expend/wre & P Taxest 90/5;7055/
Income\, SLess Money=»Less Spending

S Employment |

Using Inflationary Gap (Overproduction ) to
correct the economy

Decrease Money Supp/y

e Open Market Sale

o Increaser.r.r.

Increase Discount Rate

Increase Money Supply

e Open Market Purchases

e Decrease r.r.r.

«__Decrease Discount Rate
Medium Exchange
Store of Value
Unit of Account
No Alternative value
Government ordéred to use It &s a medium of exchange

Commodity Money )

“Sir Gresham’s Law” = "Bad money chases good
| money away from an economy”.

- S
i ousehold
|

Firms

Consumptiol
One head income
Business

| Production unit

Demand for Normal GOOdS increases
Demand for Inferior Goods decreases

Demand for Normal Goods increases
Demand for Inferior Goods decreases

Pep5| Vs. Coke. .

_Complementary (Go-together) Goods:

| Shoe & Sock

| Short-Run

Are Credit Cards Money?

No, just helpmg the exchange transaction between
sellers and buyers

[ What is the banking system used in the US at

Fractional Reserve System=»

present? (only a fractional of money require to do transaction;
Per Capita GDP = Per head i - 45000
306 mil
adjusting economy Classical economy

Supply side fiscal policy

|

Provide more incentive <» create more job
Decrease in Taxes (Tax Break)
Alsg called Reaganomics





[image: image4.png][ Classical Economics

Warked well until the Great Depressian in 1929
Based on: Stable Economy

Self-regulating Economy
Long-run
Flexible Prices and Wages
Supply side policy
No Government intervention
Found by: 1. Adams Smith (Scottish)
Father of economics
Laissez Faire (Don't touch)
“Wealth of Nationsin 1776
Closed Economy (C + I + G)
No Trade
Division of Labor
Self interest
David Ricardo (British)
Open Economy (C + I + G + (X = M)
Comparative Advantage Theory
(Producing with less opportunity cost)
3. 1.B. Says (French)
o “Supply creates its own demand”

ooMNooooocoo

“Keynesians economics

Leader : John Maynard Keynes (British)
o “The General Theory of Employment,
Interest, and Money” in 1936
o “Inthe long run, we all be dead”
o _Demand side policy

Stabilizing Policies were Keynes' idea:

o Monetary Policy
Controlling Money Supply
Federal Reserve System - Central Bank in the US) The
Fed is the most independent agency in the US)
o Fiscal Policy
Controlling Real GDP
President and Conaress
2 Tools: Using
| 1. Government Expenditures
2. Taxes
To Achieve Certain Macro Economic Goals

FRS-Fed System

Board of Governors

7 members

Appointed by President with Senate’s approval

Serve for 14 years

Present Chairman of Board of Governors is

Ben Bernarke

= Past Chairman of Board of Governors is Allen
Greenspan (?)

[ Expansionary Fiscal Policy

Government Expenditure 4 = Taxes |, Disposal
Incomet
Stimulate the economy with Tax cut =*More Money
D More Spending = Employment™
Using Recessionary Gap (Underproduction) to
correct the economy





