Note on the Midterm Exam
Time and Location: Tuesday, October 22nd in Class at 12:15 pm.
Duration: 2 Hours
Questions: 60 Multiple Choice questions.
Material: Lecture 1 to Lecture 6 (up to slide #18) or Chapter 1, Appendix to Chapter 1, Chapter 2 and Chapter 4 to Chapter 9.2. Materials that never covered in the lecture will not be on the exam.
Practice Questions: Lyryx Labs 1-6, Connect Quiz 1 and 2 and additional questions posted on the blackboard.
Office Hour:  In order to make our communication more effective,  I will hold an on line office hour on Tuesday, October 15th, from 1pm to 3pm, you can send me emails or join the Discussion Board on the blackboard (to access the discussion board, login to the blackboard, click Tools then Discussion Board).
I also have additional office hour on Monday, October 21st, 12:30pm – 2:30pm and Tuesday, October 22nd, 10pm – 12pm, in my office JOR217, at Ryerson extension 4795.
TA will hold their regular office hour during the reading week.
STUDENT STUMBLING BLOCKS:
The following list is a summary from each lecture regarding the most difficult content/material.  Please review it. If you have any questions, please feel free to ask me.
Lecture One:
1. Microeconomics and Macroeconomics 
A.	Microeconomics looks at specific economic units.
a) It is concerned with the individual industry, firm or household and the price of specific products and resources.
b) It is an examination of trees, and not the forest.
       B.    Macroeconomics examines the economy as a whole.
a) It includes measures of total output, total employment, total income, aggregate expenditures, and the general price level.
b) It is a general overview examining the forest, not the trees.
2.	Production possibilities tables and curves 
A.	  A production possibilities table illustrates some of the possible choices (Slide #14).
B.	A production possibilities curve is a graphical representation of choices (Slide #14.#15).
a) Points on the curve represent maximum possible combinations of robots and pizza given resources and technology.
b) Points inside the curve represent underemployment or unemployment.
c) Points outside the curve are unattainable at present.
C.	Optimal or best product-mix:
a) It will be some point on the curve.
b) The exact point depends on society 
D.	Law of increasing opportunity costs (Slide #18-20, very important):
a) The amount of other products that must be foregone to obtain more of any given product is called the opportunity cost.  
b) Opportunity costs are measured in real terms rather than money (market prices are not part of the production possibilities model.)
c) The more of a product produced the greater is its (marginal) opportunity cost.
d) The slope of the production possibilities curve becomes steeper, demonstrating increasing opportunity cost.  This makes the curve appear bowed out, concave from the origin.
e) Economic Rationale:
i. Economic resources are not completely adaptable to alternative uses.
ii. To get increasing amounts of pizza, resources that are not particularly well suited for that purpose must be used.  Workers that are accustomed to producing robots on an assembly line may not do well as kitchen help.
*	Need to know how to calculate opportunity costs based on the production possibility table or production possible curve.
3.	Graphs and Linear Function (Slides #11, #12)
A. Constructing a two-dimensional graph involves drawing a horizontal and a vertical axis.
B. Direct and inverse relationships
C. Dependent and independent variables:
a) Economists are often interested in determining which variable is the “cause” and which is the “effect” when two variables appear to be related.
b) Mathematicians are always consistent in applying the rule that the independent variable or “cause” is placed on the horizontal axis and the dependent variable or outcome (effect) is placed on the vertical axis.
c) Economists are less tidy, and traditionally have put price and cost data on the vertical axis.
D. Note that inverse relationships are downward sloping to the right and direct relationships are upward sloping to the right regardless of which variable is placed on the horizontal or vertical axis.
E. The slope of a straight line is the ratio of the vertical change to horizontal change between any two points on the line.  Some students will remember this as “rise over run.”
F. Economic analysis is often concerned with marginal changes, the relative change in one variable with respect to another; it is this rate of change that is measured by the slope.
G. Lines that are parallel with either the horizontal or vertical axis indicate that the two variables are unrelated, that is, a change in one variable has no effect on the value of the other.
a) A vertical line has an infinite slope.
b) A horizontal line has a zero slope.
H. The vertical intercept of a line is the point where the line intersects the vertical axis.
I. Equation of a linear relationship
a) If the vertical intercept and the slope are known, the general form y = a + bx describes the line.
b) y represents the variable on the vertical axis (the dependent variable in standard mathematical form) a is the vertical intercept, b is the slope of the line, and x represents the variable on the horizontal axis (the independent variable in standard mathematical form).

Lecture Two
1. Circular Flow Model
Understand the direction of the flows.
2. GDP
A.	GDP is the monetary measure of the total market value of all final goods and services produced within a country in one year.
a) Money valuation allows the summing of apples and oranges; Price*Quantity
b) GDP includes only final products and services; it avoids double or multiple counting, by eliminating any intermediate goods used in production of these final goods or services. 
c) GDP is the value of what has been produced in the economy over the year, not what was actually sold.
B.   Expenditures Approach (Slide #13)
a)   GDP is divided into the categories of buyers in the market; household consumers, businesses, government, and foreign buyers.
b)   Summary:  GDP = C + Ig + G + Xn (Note: Inventory is treated as business investment, Xn = Export – Import)
        3.	Nominal versus Real GDP
A.	Nominal GDP is the market value of all final goods and services produced in a year.
B.	To measure changes in the quantity of output, we need a yardstick that stays the same size.  To make comparisons of real output, a dollar must keep the same purchasing power.
C.	Nominal GDP is calculated using the current prices prevailing when the output was produced but real GDP is a figure that has been adjusted for price level changes.
a) One method is to first determine a price index, (see Slide #23) and then adjust the nominal GDP figures by dividing by the price index (in hundredths) (see Slide #23).
b) An alternative method is to gather separate data on the quantity of physical output and determine what it would sell for in the base year.  The result is Real GDP.  The GDP deflator is implied in the ratio:  Nominal GDP/Real GDP.  Multiply by 100 to put it in standard index form (see Slide #26).
Note: Make sure that you know how to calculate nominal GDP, real GDP and understand the relationship of the two: Real GDP = Nominal GDP/Price Index*100

Lecture Three
1.    Measure economic growth
A. Understand how to calculate real GDP growth rate and real GDP per capita growth rate
B. Understand how to use Rule 72 or Rule 70

Lecture Four

1. Identify four-phase of business cycles and has some knowledge about the recent recessions.
2. Measure output gap: the difference between potential output and actual output
3. Measuring unemployment (slide #16):
a) The population is divided into three groups:  those under age 15 or institutionalized, those “not in labour force,” and the labour force that includes those age 15 and over who are willing and able to work, and actively seeking work (demonstrated job search activity within the last four weeks).
b) The unemployment rate is defined as the percentage of the labour force that is not employed.  (Note: Emphasize not the percentage of the population.)
c) Part time workers are counted as “employed.”
d) “Discouraged workers” who want a job, but are not actively seeking one, are not counted as being in the labour force, so they are not part of unemployment statistic.
Note: must know how to calculate labour market participation rate and unemployment rate.
4. Types of unemployment:
a) Frictional unemployment consists of those searching for jobs or waiting to take jobs soon; it is regarded as somewhat desirable, because it indicates that there is mobility as people change or seek jobs 
b) Structural unemployment: Due to changes in the structure of demand for labour; e.g., when certain skills become obsolete or geographic distribution of jobs change.
c) Cyclical unemployment is caused by the recession phase of the business cycle, which is sometimes called deficient demand unemployment.
d) Seasonal unemployment: Predictable fluctuations in jobs due to weather/seasons (eg. Summer work, etc.
Note: please find some examples of different types of unemployment.
5.     Definition of “Full Employment”
a) Full employment does not mean zero unemployment.
b) The full employment unemployment rate is equal to the total frictional, structural unemployment and seasonal unemployment.
c) The full employment rate of unemployment is also referred to as the natural rate of unemployment.
d) Recently the natural rate has dropped from 7.5% to 6 to 7% as demographic factors, job search methods, and public policies change.
6. GDP gap and Okun’s Law:  
Economist Okun quantified relationship between unemployment and GDP as follows:  For every 1 percent of unemployment above the natural rate, a 2 percent GDP gap occurs.  This has become known as “Okun’s law.”
Note: must know how to use Okun’s Law (Slides #22-24)
7. Calculate Inflation (CPI approach vs. GDP Deflator approach)
8. Deflate nominal variable (Real quantity = nominal quantity/price index*100, real interest rate = nominal interest rate - inflation)

Note: review Lyryx lab 3, question 4.

Lecture 5 and Lecture 6 (up to slide #18)
Lecture 5 and 6 are very important, it explains the basic aggregate expenditure model, please review all of the slides and examples, you must understand:
1. AE = Y derive the short-run equilibrium level of output
a) AE = C + I (in the private, closed economy)
b) Y is measure by real GDP
c) It is the point where the 45 degree line intercepts AE Function.
2. The Consumption Function C = C0 + cY, which is a relationship between aggregate consumption spending and real income (measure by real GDP) and C0 is the autonomous expenditure, c is the marginal propensity to consume.
3. The Saving function S = Y – C and S = S0 + sY, s is the marginal propensity to save and c + s = 1.
4. The Investment function I = Ig, gross investment spending is not a function of real GDP, it is determined by investment demand. Investment demand and real interest rate is negatively related.

Note: Review Lyryx Lab 5 

5. AE = C + I = C0 + cY + Ig = (C0 + Ig) + cY, note that, AE function is also a linear function, it relates the aggregate spending with real output (measured by real GDP), the intercept of the AE function is given by (C0 + Ig), which is also called autonomous expenditure; the slope of the AE function is given by c, the marginal propensity to consume.
6. The equilibrium output is that output which creates total spending just sufficient to produce that output (Y = AE) where GDP is (Y) 
a) Saving equals planned investment (S = I)
b) No unplanned changes in inventories
c) AE = Y, Ye = (C0 + Ig)/(1-c); equilibrium output is equal to autonomous expenditure divided by (1 – MPC)
7. The Multiplier
a) Multiplier = 1/(1-MPC) = 1/MPS
b)  Multiplier = change in equilibrium output/change in autonomous expenditure
c) Multiplier = ΔYe/ΔAE
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