Study Guide Test 3  Ecpo 285

1. What is the difference between household savings and national savings?

2. Why is national savings important?  What good will come from increased national savings and what bad might occur is national savings decreased?

3. What are capital gains and capital losses?  How are they related to wealth?

4. How is savings related to wealth?

5. How is life expectancy related to savings?

6. How is early retirement related to savings?

7. How do changes in the real interest rate affect savings?  

8. Why have Japanese savings rates tended to decline after 1990?

9. Be able to work should Larry buy a riding lawnmower? on pages 259-260.

10. Know how changes in real interest rates affect the decision of whether to invest in new capital.

11. Know how changes in the price of capital affect the decision of whether to invest in new capital.

12. Know how improvements in technology affect the decision of whether to invest in new capital.

13. Know how changes in business taxes affect the decision of whether to invest in new capital.

14. Know how changes the price of a firms output affects the decision of whether to invest in new capital.

15. Know how interest rates are determined by using savings and investment graphs.

16. Be able to show how the items mentioned in 10 through 14 affect the savings and investment graphs.  Show what the resulting change in interest rates will be.

17. Show how an increase in the Federal budget will affect interest rates using the savings and investment graphs. 

18. 1 What are M1 and M2?

19. What are the thee principle uses of money?  Explain them.

20. Why do banks keep reserves?

21. What is meant by a fractional reserve system?

22. Are bank reserves counted as part of the money supply?

23. Is currency held by banks as reserves counted as part of the money supply?

24. Is currency held by the public counted as part of the money supply?

25. If George gets a $50,000 loan from a bank and takes the $50,000 out in currency, what happens to the money supply?

26. What happened to the publics desire to hold currency rather than demand deposits during the Great Depression?  Why?

27. What happened to the bank reserves during the Great Depression?  Why did this occur?

28. What happened to the money supply during the Great Depression? Why?

29. Why happened to banks ability to make loans during the Great Depression?  Explain?

30. Explain what will happen to the money supply if reserves in the banking system increase?

31. Why will an open market purchase of government bonds increase the money supply?

32. What is potential GDP?

33. What is the natural rate of unemployment?

34. What sort of gap will occur if actual GDP exceeds potential GDP?  What will happen to inflation?  Will the actual unemployment level be greater or smaller than the natural rate?

35. What sort of gap will occur if actual GDP is less than potential GDP?  What will happen to inflation? Will the actual unemployment level be greater or smaller than the natural rate?

36. Be able to use Okun’s law.

37. What is the difference between autonomous and induced spending?
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38.  Suppose

       Find the equilibrium level of income.

39. How big is the multiplier in problem 38?

40. Suppose that potential GDP for the economy in problem 38 is 1000.  Would this be a recessionary gap or an inflationary gap? Why?

41. Use Okun’s law to determine how much the actual unemployment rate would differ from natural unemployment rate in problem 38.

42. How much would government spending have to change by in order to close the gap in problem 38?

43. How much would taxes have to change by in order to close the gap in problem 38.  Assume the government spending change in problem 42 did not occur.
44. Suppose 
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.  Find the equilibrium level of income.

45. Work problems 38--43he economy in problem 44 Assume that full employment GDP = 1200.

46. What are the fiscal policy tools? Explain how they can be used to change income and output.

47. Explain how the multiplier effect works.
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