
Macroeconomics

• Scarcity causes = (unlimited human wants)+(limited resources)
- Categories of resources: natural resources (things that come from the earth), human resources

(labor), capital resources (man - made things that are used to produce other goods and services,
entrepreneurial ability (risk takers bring together all other types of resources in order to make a
new or different product).

• If there is an alternative use of a resource there is an opportunity cost associated with using it. It is the
value of the next best alternative that is forgotten when the choice is made.

• Marginal analysis → comparing the additional benefits of something to the additional costs.
- Scarcity leads to economic choices with costs.
- Money and consumer goods are not productive resources.
- factors of production → land (natural sources), land, capital, and entrepreneurship.

PPF/PPC

- In a production possibilities curve as production of one good íncreases the opportunity cost or
the amount of the other good that could be produced increases.

- If curve shift outward, this means economic growth growth is occurring, which can occur because
of additional resources, better quality resources, or improvement in technology

- If at a point below curve there is an under use of resources (human resources), which cause rate
of unemployment to be greater than the full employment rate of unemployment (which means
economy is in recession)

- In PPC/PPF all resources are being used to their fullest potential
Demand

Demand (role of the consumer): The amount of a good or service that consumers are willing to buy at
various prices in a given time period.
• Law of demand: (as price increase, quantity demanded decrease)
• Non-Price Determinants of Demand (cause demand curve to shift)

1. Change in Tastes and Preferences
2. Change in Income
3. Change in # of potential buyers (change in market size)
4. Chance in consumer expectations
5. Change in the price of a related good(substitute good or complementary good)

•Change in demand/supply means that the entire demand/supply curve shifts
•change in quantity demanded refers to movement along the demand curve (which is caused only by a
change in price)

•AD=C+I(g)+G+X(n)
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Loanable Funds Market (Financial Markets)
- Purpose: Financial intermediation (getting funds from savers to investors)
- Major savers/lenders: households and foreign entities
- Major investors/borrowers: firms and the government
- when nominal interest rate increase, the value of existing bonds decrease (inversely related)
- Reserve Requirement: Fed mandated minimum percent of reserves that must be held onto
- Excess reserves: bank’s reserves that can be loaned out or be used to buy government bonds.

• Causes for supply of loanable funds to increases:
- change in consumer preferences in favor of saving
- if foreigners decide to make more funds available in our economy
- more saving due to a change incentives
- increase in income
- increase in inflationary expectations (cause people to save less)

• Causes for demand of loanable funds to increase
- expected future sales increase or more business opportunities present themselves (which

increase the amount businesses willing to invest)
- New technologies are adopted (which are expensive to implement)
- Government borrowing increases (crowding out).

Loanable funds market vs Money Market
- Loanable funds supply determined by savers and financial intermediaries
- Money Market Supply determined by Fed
- Loanable funds demand determined by borrowers
- Money Market demand determined by everyone, not just borrowers

Phillips Curve
• Unemployment and inflation have an inverse relationship in the short run but there is no relation in the
long run.
•Outward shifts in SRPC (stagflation) occur if there is an increase in key input prices, decrease in labor
productivity, or an increase in inflationary expectations.
•If SRAS shift left,SRPC shift outward
•If SRAS shift right,SRPC shift inward

Price Index
• percent change in price index represent inflation
• Price Index for for both consumers and producers is calculated by by dividing the
current cost of a “market basket" of goods and services by the cost of the basket in a
given base year.
• The contents of the “market basket" are fixed (this can be a problem because buying patterns and
changes in quality are obscured)
• Real Value for wealth, income, wages, GDP, and Money Supply = (Nominal Value)/(Price Index)

Inflation
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