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Final Exam
1. According to your readings, and from what you have learned in Module 5, how could war stimulate the economy? Explain in detail, making sure to mention the impact government purchases have on Gross Domestic Product (GDP). Also, make sure you make mention of how government purchases affect the private sector. Finally, describe how government purchases, in your opinion, have helped to stimulate or hinder the U.S. economy. You must provide sound economic analysis in your answer.
War and military spending are attributed to positive economic outcomes for the U.S. economy. This is as a result of additional economic activity, development of new technology and employment created due to the heightened government spending on military outlays. Throughout most of the war periods, United Sates of America’s GDP grew significantly. Specifically, the World War II is cited to have established the appropriate conditions for future growth as well as degenerating income inequality in the U.S which led to the end of the great depression. The dramatic growth of cities like California and Los Angeles is also associated with war spending. The war against Japan made California the center of aircraft industry while Los Angeles rose from a film industry to a center of shipyards and aircraft plants. Funds to cater for increased military spending came from either debt or taxation. This has led to increased burden on the taxpayer as well as constrained consumption and investment in the private sector. Other negative consequences include larger budget deficits, higher taxes, and growth above trend resulting to inflation pressure. These effects run in to the future or develop as residual effects afterwards thereby harming the economy over the longer term. Therefore, irrespective of the way a war is financed, the overall macroeconomic effect on the economy tends to be negative.

2. Do you think the government, using both fiscal policy and monetary policy, faces any trade-offs in trying to control for inflation vs. unemployment. What do you believe is more of a problem towards long-term economic growth: persistent inflation or unemployment? Make sure to use your readings and what you learned in the modules to justify your arguments.
When using fiscal and monetary policies both for encouraging growth, there will be tradeoffs. The use of fiscal policy will involves increasing taxes and lowering spending. This will be useful in reducing the budget deficit. Monetary policy on the other hand will involve raising interest rates thus reducing the pressures of inflation. High interest rates increase cost of borrowing hence slowing economic activity and vice versa. 
The issues of high inflation and unemployment affect economic growth significantly and each has tremendous effect in the long-run if left to continue. The issue of unemployment however is more problematic in the long-run. Long term problem of unemployment will not only affect the finances of the unemployed currently but also the future earnings power of the children. Prolonged unemployment also causes erosion of skills hence robbing the economy of useful skills and talents. The low skilled workforce will affect the long term productivity of the economy. 
3. According to your readings, it will always make economic sense for you to start a business if your business can make economic profit. How does economic profit differ from accounting profit? Have you ever considered starting a business? If you were to start your own business someday, describe the revenues and costs you would consider (make sure you are describing economic profit in your analysis). 
Accounting profit is commonly used because it is the figure presented at the financial year of a business. It is obtained by calculating the business revenue less cost of its sales and operating expenses. In case a business incurs non operational gains or losses, those are also included when calculating accounting profit. Accounting profit figure is often higher than that of economic profit since economic profit involves several categories of income and expenses often accompanies by assumptions. Unlike accounting profit, economic profit is determined by economic principles. Economic profit is obtained by subtracting opportunity cost from accounting profit. An opportunity cost is the benefit that would have been obtained from the taking the best alternative choice out of available choices.
If were to start a business, the costs I would consider are explicit and implicit costs. The explicit costs include wages, rent, equipment rent, and telephone and advertising expenses. The implicit costs include the costs of resources already owned by the firm which could be used in other use. Such include costs of materials, equipment and depreciation of goods. The revue should include the sales from the products obtained by calculating the unit price times the number of units sold.
4. Suppose you wanted to open a new business in your hometown. Based on what you learned about the different market structures:
a. Describe your business (the product or service, the ideal size of your firm, the requirements needed to enter this market, etc.).
Restaurant
The restaurant business competes on food quality and price. Therefore product differentiation is a key factor. The business will maximize its profits by offering takeout service and delivery service besides the normal services offered during breakfast, lunch and dinner. The restaurant will ensure provision of excellent services in terms of food quality, ambiance and price. Since it is a small to medium size restaurant, the ideal size will be a 40-seat restaurant. To enter this market, it is easy since there are o barriers to entry and exit from the market and competition is based on differentiation.  
b. Describe the market you would operate in, making sure to detail the characteristics of the market structure and also the opportunities and challenges you might face.
I would be operating on a monopolistic market structure. In this type of market structure, there is freedom of entry and exit since there are no barriers. The central feature in this market s product differentiation
Firms make their independent decisions regarding prices and output according to its market and costs of production
 
5. As noted in the video Stalag 17 and in your readings, many things have been used as money over time: cigarettes, gold, paper currency (like the U.S. dollar), etc. Describe the functions of money and consider the U.S. dollar as an example. Although the U.S. dollar has little or no intrinsic value, why do people want it so much? Can you think of other examples of things that act as “money” in our society?
Functions of money
Medium of exchange- money plays the role of intermediary between the buyer and seller.
Store of value- money can be saved, stored and retrieved reliably. The value of money also remains stable overtime.
Unit of account- money is used as a tool by which other values are measured. 
Standard of deferred payment- if money is useful today in making purchases, it should also be acceptable to make purchases today which can be paid in the future
While the dollar has no intrinsic value, people still demand it because it has value which can e ascribed overtime. It also has value in a sense which can be used as medium of exchange in obtaining other things which have value.
Other things that act as money in our modern society
Demand deposits
Digital currency such as bit coin.

 

