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Macro Economics Test 2:

	1. 3 Major goals of  an economy
	1.    High and Sustained (Long-Run) Eco. Growth

2. Low unemployment Rate

3. Low Inflation Rate

	2.  Difference  between Micro & Macro Economic:
	· Micro: study of individuals, single firm and single industry
· Macro: Economy as a whole 

	3.  What is GDP?
	Gross (Total) Domestic Product

· Geography Matters

Final value of Goods & Services produce in an economy in a period of time

	4. What is GNP?
	Gross National Product

· Nationality Matters

· Final value of Goods & Services produce by the citizens of the  country

	5. What GDP omits?
	1. Intermediate Goods

2. Certain domestic items

3. Both legal & illegal underground transactions

Ex: Legal: Paid cash for Gold w/o tax

       Illegal: drug

4. Transfer payments:

Ex: Welfare, SSI, unemployment checks 

5. Re-sale items 

6. Leisure time

	7. 3 Methods  to compute GDP are:
	1) Expenditure Method (Expenditure approach)
2) Income Method (Income approach)
3) Value-Added Method

	8. What are the 4 Sectors of an economy?
	1) Household sector 
2) Firms/Business sector 
3) Government sector 
4) Foreign Sector 

	9. Expenditure Method is:
	Adding all the  expenditures  done by the  4 sectors  
· Sectors                Expenditure
· Households          Consumption (C)

· Firms                     Investment (I)

· Government        Gov. Purchases (G)

· Foreign                 Net Export (X – M)

· Formula:       C+ I + G + X -M

	10. 3 Major  Consumptions
	Durable goods = cars, computer (last > 1 Yr)

Non-Durable goods = Foods, clothes (last < 1Yr)

Services = Doctors, Lawyers

	11. # of countries in the world =
	196

	12. # of Well-Developed countries =
	30

	13. Amount of worldwide Product ion = 
	107.5 Trillions

	14. Amount of US production=
	17.14Trillions

	15. 2014 US per Capita GDP =
	$54,000

	16. What is Nominal GDP?
	Current Dollars Amount

Formula: Current Year Quantity  x Current Year Price = GDP

	17. What is Real GDP?
	Adjust to Inflation Rate

Formula: Current Year Quantity x Base Year Price = GDP

	18. Four basic factors of production
	Land, Labor, Capital, Entrepreneurship

	19. Income Method:
	Major (*): Salaries, wages, compensation to the employees +Rents+ Profits + Interests of the country

	20. What is Recession?
	Real GDP  decreases  in 2 quarters ,  Unemployment Rate increases ( Can be called as downturn or contraction) 

	21. Business Cycle:
	From Trough to Trough (or)  Peak to Peak

Lasts from 11 months- 5 years

Growth Trend

	22. Business Phases:
	Peak : High Real GDP => Low unemployment Rate (Prosperity)
Recession: Real GDP decreases => Unemployment increases (Contraction)
Trough  : (Waiting Time): Lowest Point of Real GDP => High unemployment Rate

Recovery: Real GDP increases => Unemployment Rate Decreases (Expansion)

	23. What is Labor Force?
24. Not in labor force
	People who are  employed & unemployed 

Homemakers

Full-Time student

Children under 16

Retirees

Armed  Forces

People who are in V.A Hospital mental hospital and prisons.


	25. Who are discouraged workers?
	People who are out of job and not looking for one: 

Not included in unemployment rate 
Current # of Discourage Workers: 635, 000

	26. What is Unemployment?
	People who are  out of job and still looking for a job

	27. Current Unemployed Rate:
	5.1%

	28. Employed Rate Calculation:
	= (Total Employed / Total Labor Force) x 100

	29. Unemployed Rate Calculation:
	= (Total Unemployment / Total Labor Force) x 100

	30. Reasons for Unemployment:
	Job Losers, Job Leavers, Re-entrants, New-entrants

	31. 4 Types of Unemployment:
	1) Frictional: Short-Term & caused by frictions  in the economy

2) Structural: Long-Term & due to Technology changes

3) Seasonal : Short-Term

4) Cyclical: Long-Term & due to changes in real GDP

	32. What is inflation?
	Maintain Price Stability

Price Level ↑→Value of Money (Purchasing power of money )↓

	33. What is Deflation?
	Price Level ↓  Value of money (Purchasing power of money)No demand on supply

Less Jobs

Happened: in 1955 in US

	32.  What is Disinflation?
	Inflation rate  decreases gradually

	33. Winners during Inflation:
	Borrowers & people who live on flexible income

	34. Losers during Inflation:
	Creditors, Savers, & people who live on fixed  income

	35. What is CPI?
	Consumer Price Index

An index measures the prices of a fixed “market basket” of goods and services brought by a “typical” consumer.

	36.Calculate Price Indices:
	1) Consumer Price Index: CPI
Purchases made by Urban Customers

2) Product Price Index:

Purchases  made by Producers

3) GDP deflators

(Nominal GDP / Real GDP) x 100

Include both CPI & PPI

	36. What is NDP?
	Net Domestic Product

= GDP – Deprecation Cost

	37. Classical Economists 
	 From 1850 till 1950

Leader of class economists : Adams Smith
 Ex:  David Ricardo, & J.B. Says (French)

                 Stable Economy

                   Self-regulating Economy

                   Long-run

                   Flexible Price & Wages
                  Supply side policy

Non  Government invention   

	38. J.B. Says famous quote:
	“Supply creates its own demand”

	39. Who was Keynes?
	British Economist

 Wanted  Government intervention  in economic matters
Wrote: “ The General Theory of Employment, Interest, and Money”  published in 1936

Famous quote: “In the Long-run, we all be dead”

Opposite to  classical Economy

	40. Current Wage:
	$ 7.25

	41. What is Consumption function?
	C = Yd – S

	42. What is Savings function?
	S = Yd – C

	43. What is Disposal Income?
	DI = PI – Tax

	44. How to calculate DI?
	DI (Yd) = C + S 

	45. MPS
	Marginal Propensity to Save = ∆ S / ∆ Yd

	46. MPC
	Marginal Propensity to Consumer = ∆ C / Yd ∆

	47. MPS & MPC
	MPS + MPC = 1

	
	

	
	

	
	


