Lecture 13
1. What drove hyperinflation in Venezuela?
Venezuela is currently experiencing a mix of nearly all factors that cause price inflation including government actions and economic reasons. On the political reasons, factors such as food shortages, shortages in electricity, food and other necessities are creating riots which consequently are causing political instability. Regarding the economic factors, the lower oil prices are creating price inflation. This is because the drop in oil prices has significantly reduced the Venezuela’s revenues that come from oil exports. Therefore the currency is marked as worthless hence creating difficulties for the government to service its foreign debt. As a result inflation keeps spiraling rapidly hence hyperinflation. 
2. What is macroeconomics?
Macroeconomics studies the economy behavior and performance at large. This is done through analyzing all the aggregate indicators that influence the economy such as inflation, unemployment changes, GDP and rate of growth. 
3. Describe three main goals in an economy?
In an economy, there are three primary goals which are low inflation, economic growth and low unemployment. All these goals are important in an economy as they have a significant influence on the standard of living.  Inflation basically refers to the increase in the general price level of goods and services in an economy. Unemployment refers to the condition where one wants but not have a paid job. Economic growth determines the standard of living as it is a measure of an increase in standard of living in a country. 


4. What are the two ways in which a government can alter an economy?
The government can alter an economy through the monetary and fiscal policies. Through the monetary policies, this can be done through changing the interest rates and affecting the money supply. In order to encourage economic growth and increase spending the government may cause interest rates to be lowered and increase money supply.  Through fiscal policies, the government can alter economy through changing the taxation and changing the government spending in order to influence the aggregate demand. In order to increase economic growth (increase aggregate demand) the government may lower taxes and increase its spending. 
5. What is GDP?
Gross domestic product measures the economy of a country. GDP is the summation of all the goods and services produced in the country’s economy during a given period of time. 
6. How do we measure GDP?
GDP is measured through comparing the figures of one year or a quarter with GDP figures of the same period in previous years. This is done using the financial metrics of Nominal and Real GDP to evaluate the economic growth and development for a country.
7. Explain real versus nominal GDP
Nominal GDP is a measure of the country’s GDP at the current prices.  It represents the GDP at the current market prices before inflation. Real GDP is a measure of the country’s GDP adjusted to the general price level. It indicates the economic value of gods and services produced in an economy after evaluation of inflation and deflation factors. Nominal GDP always appears higher that Real GDP because the values in Real GDP are adjusted for inflation whereas the Nominal values do not consider inflation. 
8. What does GDP not capture?
GDP does not capture the distribution of growth. Therefore, it cannot reflect inequality in an economy. 
9. What is the business cycle?
Business cycle explains the changes in economic activities involved in production of goods and services in an economy. The changes in economic activities comprise of expansions and contractions which are measured by Real GDP.in a business cycle, an economy grows, shrinks, peaks and bottoms out and this is represented by the four primary faces including Expansion, Recession, Peak and Trough. 
10. What is a recession?
A recession is a period in the economy cycle where an economy declines for more than a few months. The significant decline in the five key economic indicators namely employment, real GDP, manufacturing, income and retail trade indicates a recession period. 
11. What is an institution and why are they important to growth?
Institutions refer to the set of rules including laws, regulations, contracts, Procedures and constitutions that are put in place to shape the behavior of individuals and organizations in a society. The institutions are important for economic growth as they help maintain rule f law, operate macroeconomic policies effectively, protect the property rights for businesses and individuals and they promote easiness of doing business. 
12. Explain comparative advantage and absolute advantage?
Comparative advantage and absolute advantage are both two concepts in international trade. They influence significantly on how nations commit their limited resources to production of certain goods. Comparative advantage is based on opportunity cost. When goods can be produced at lower cost in terms of other goods the country is said to have a comparative advantage. A country has an absolute advantage when it can produce a good at a higher quality and faster rates than another. 
13. What does trade do?
Trade is essential in promoting economic growth, improving standards of living and supporting employment. It is also essential in providing individuals with goods and services that are affordable. 
                                     Lecturer 14
1. What is money and why do we use it?
Money refers to any object which has a unit of value and store of value. We use money as a medium of exchange in order to facilitate transactions.  Money is also used because it has a unit of value, and acts as a store of value. 
2. Where does money come from (besides printing it)?
Besides printing, money comes from buying bonds in the treasury market. Another way of how governments get money is through taxation. 
3. Explain the difference between fiat and commodity money?
Fiat money is a legally declared currency for economic transaction by the law. The value of currency comes from the law or the government. Commodity money derives its value from the commodity or the goods of which it is made. Commodity money can be exchanged for a specific commodity on demand. 
4. Name the three ways money reduces transaction costs?
· Money acts as a store of value
· Medium of exchange 
· [bookmark: _GoBack]Unit of account
5. What is “liquidity?” 
Liquidity is a measure of the degree to which a security or an asset can be quickly converted to cash to meet the short term and immediate obligations. 
6. What do banks do? 
Banks basically accept deposits made by customers, raise capital from lenders and use the money to make loans. They also provide security, convenience and other financial services to their customers. 
7. How do banks reduce transaction costs? 
Banks act as intermediaries in assisting in price discovery since they have knowledge about the players and information on market prices which is beneficial to both sides of the deal. Transaction costs are reduced because of the banks expertise and economies of scale. The economies of scale make it cheaper to divide cost among many individuals. 

8. How do banks go bankrupt? 
Banks go bankrupt when they end up owing more money than it owns whereby their assets are less than their liabilities. Secondly, banks can go bankrupt is they cannot pay their debts or meet their obligations hen the fall due even when their assets are more that its liabilities because of lack of liquidity.
9. What is crypto currency? 
Crypto currency refers to the virtual currency which is designed to function as a medium of exchange. To secure and verify transactions, it uses cryptography as a security feature hence making it difficult to counterfeit. 
10. How did banks contribute to the 2008-2009? 
In 2008-2009, banks encouraged high mortgage approval rates to many pool of homebuyers which led to an increase in housing prices. As a result, the appreciation in value led to increased number of homeowners to borrow against their homes. When the value of these assets skyrocketed, the buyers for these securities disappeared and banks who had invested heavily in these assets experienced liquidity crisis. 
Lecture 15
1. Name four services financial markets provide. Financial markets provide services such as derivatives, equities, bonds and currencies.
2. What is “consumption smoothing”?  Consumption smoothing describes ways in which people optimize standard of living by making sure there is a proper balance of saving and spending during their earning years. 

3. Why are many products in financial markets essentially insurance policies? This is because the insurance sector is quite capable of raising sufficient amounts of equity in the market. Also, the credit spread of a debt transaction in insurance policies is almost similar to credit spread in banking system. 
4. What is a “derivative”? A derivative is a contract made between two parties based on the assets and derives its value from the underlying asset. Common types of derivatives are futures, swaps, options and forwards. 
5. What is present value? Present value (PV) is a financial calculation that measures the worth of money in the future given a specified rate of return. It essentially compares the value of money and purchasing power of money in the future and purchasing power of money today. 
6. What is compound interest? Refers to interest calculated on the initial principal as well as on the accumulated interest of previous periods of a deposit. 
7. What is a “random walk” and what does it have to do with financial markets? Random walk refers to the occurrence of random events that cannot be predicted. It is important in financial markets because it suggests that stock prices change randomly hence making it difficult to predict the stock prices. 
8. What is the efficient market hypothesis? EMH describes that in a liquid market, at any given time the security prices are true reflection of all the available information. Efficient market hypothesis exists in three phases as weak, semi strong and strong.


                                                   Lecture 16
1. What is inflation?  Inflation describes the increase in general price levels of goods and services in an economy.
2. What causes inflation?  Inflation is caused mainly by increased aggregate demand and cost push factors. Other causes of inflation are devaluation which causes increment in cost of imported goods, raising wages and expectations of inflation which results in workers asking for increased wages and firms pushing the prices up.
3. How do we track the cost of living?  The cost of living can be tracked using the cost of living indexes which compare the expenses an average person is expected to incur for acquisition of basic facilities such as food, shelter, clothing transport, healthcare education and entertainment. 
4. Describe three consequences to inflation.
Inflation results in many impacts in an economy. Firstly, high inflation increases the cost of borrowing for individuals and businesses needing loans. Secondly, inflation causes business uncertainty. High inflation lowers business confidence as businesses are not sure of what the prices and costs will likely be. As a result the uncertainty lowers the level of capital investment spending. Thirdly, high inflation causes negative real interest rates. When the interest rates on the savings account are lower than the inflation rate, people who depend on the interest from their savings will become poorer. 
5. Are there benefits to inflation? Yes. Inflation may effectively enable adjustment of relative prices when in moderate inflation. A moderately high inflation can also boost growth especially in an economy that is stuck in recession. 
6. What is the difference between “real” and “nominal”? Nominal interest rate does not include inflation whereas the real interest rate takes inflation into account. It adjusts for inflation and provides the real rate of a loan or a bond.  
7. What is purchasing power and why do we care about it? Purchasing power is the value of a currency that is reflected in the amount of goods and services that can be acquired by one unit of money. It is important because inflation causes a decrease in the amount of goods and services that one can buy provided everything else is held constant.
8. What is deflation? Deflation is described as the general decline in the prices for goods and services in an economy when inflation rates falls below zero percent.
9. Why does printing more money usually lead to higher prices? Printing more money basically leads to inflation. As a result of inflation the value of currency declines. Also, when more money is printed, it means that individuals will have more money to spend on buying goods. When aggregate demand for goods increases, firms will put the prices up. 

                                                        Lecture 17
1. What is the labor force? The labor force is a representation of the number of people who are able and willing to be employed and those who are already employed.  
2. Where does short-run unemployment come from?  Short term unemployment comes from Cyclical unemployment where workers lose their jobs due to the forces of business cycle
3. Why are wages “sticky downwards”? Wages are sticky downwards due to the economic laws and constitutions. Low skilled workers who get minimum wage cannot get further reduced wages and union workers with contracts cannot have wage cuts as this may cause wage violation.  
4. What does the unemployment is “cyclical”? Cyclical unemployment describes the unemployment that is caused by the changes in the business cycles. Cyclical unemployment is low when the business cycles are at their peak because the economic output is being maximized. Decline in the economic output will cause low business cycle hence cyclical unemployment will rise.
5. Explain implicit contracts, the efficiency wage theory, and adverse selection. 
Implicit contract is a wage setting behavior where an employer will keep wages from falling especially when the economy is declining and the employee will not expect to have huge increases in salary when the economy is strong. Efficiency wage theory describes that workers productivity is dependent on the pay and therefore employers will necessarily pay their employees often more than what the market conditions dictate.  Better paid employees will be more productive and motivated to work harder as well as stay with the current employer. The adverse selection describes that if an employer reduces the wages for all workers due to the weak business conditions, then the best workers who have alternatives at other firms will most likely leave hence leaving least attractive workers who have fewer employment alternatives. Therefore, firms will likely choose the employees that should leave through firing and layoffs instead of cutting wages for all workers. 
6. What is the natural rate of unemployment? 
The natural rate of unemployment describes the rate of unemployment when labor market is in equilibrium. It is caused by a mix of frictional, structural, and surplus factors of unemployment. 
7. Compare structural and frictional unemployment.  
Frictional unemployment occurs in an economic system when people are looking for new jobs. Structural unemployment occurs due to the shifts in the economy that creates difficulties for workers to find employment. It is regarded as voluntary unemployment since workers choose to remain unemployed despite the oversupply of jobs. This may be because they do not have the right skills to match the jobs.
8. What are “search costs”? 
Search costs are costs involved in looking for products that consumers want. Refers to the time, money and energy used by a consumer as they are searching for a product or service to purchase. 
9. How can public policy reduce or increase unemployment? 
Demand side policies and supply side policies can effectively reduce unemployment. Demand policies can reduce unemployment caused by demand deficiency such as unemployment caused by recession. Supply polices will reduce the natural rate of unemployment. 
Lecture 18
10. What is the goal of monetary policy? 
Monetary policy primary goal is to promote maximum sustainable employment, enhance price stability and ensure moderation of the long term interest rates in order to ensure the economic system operates efficiently.



11. Who conducts monetary policy? 
Monetary policy is conducted by the central bank or other regulatory authorities. In the United States, the Federal Reserve is responsible for monetary policy to determine the rate of growth of money supply and influence short term interest rates. 
12. What is interest and why is it important?   
Interest is what is charged for borrowing money and is expressed as a percentage rate. Interest is important because it has a significant impact in the economy. Interest rates determine the borrowing costs of a consumer and also impact the government’s deficit.
13. Describe three ways in which the Fed can implement monetary policy. 
The Fed can achieve its monetary policy goals through engaging in open market operations, using the discount rate, and changing the reserve requirements. These tools affect the amount of funds that are available in the banking system. 
14. What is the federal funds rate and how does it compare to the discount rate? 
The federal funds rate and the discount rate are tools used in setting monetary policy in the U.S. the discount rate is similar to federal funds rate however, the interest rate in discount rate exhibits few key differences. 
15. Compare expansionary monetary policy and contractionary monetary policy  
An expansionary monetary policy is used to stimulate the economy and is focused on increasing the supply of money in an economy. It increases money supply, aggregate demand and lowers the interest rates. Contractionary monetary policies are focused on lowering the money supply in the economy. Contractionary monetary policies increase interest rates and decrease the bond prices. 
16. What is the tradeoff between expansionary and contractionary policy with respect to inflation and unemployment? 
Both inflation and unemployment should be as low as possible in an economy since they reduce the welfare of individuals. There is a relationship between unemployment and inflation in the short run. They arise as shifts in the aggregate demand curve shifts the economy along the short run aggregate supply curve. 
17. What is deflation and why does it make it harder to implement monetary policy during a recession?
Deflation is the general decline in the prices of goods and services in an economy. It usually occurs during the periods of deep recession. It is difficult to implement monetary policy during the recession period because there is sustained fall in demand and economic output. 
18. What is the problem of “excess reserves”? 
Excess reserves are a big problem for the Federal Reserve and the general public due to their potential for inflationary factor. 
                                                         Lecture 19
1. What is the difference between fiscal policy and monetary policy? 
Monetary policy is mainly focused on the management of the supply of money and interest rates in an economy. Fiscal policy is focused on the taxation and spending actions of the government. Monetary policies stimulate an economy and check its growth while fiscal policies aim is to target the level of spending and consumption by the government in an economy. 
2. What is the purpose of fiscal policy?
Fiscal policy primary goal is to create a healthy economic growth by focusing on taxation and spending by the government. 
3. What type of expenditures does it not include? Does not include private sector expenditure.
4. Explain the difference between contractionary, expansionary and discretionary fiscal policy, and under what conditions each policy might be used. 
Expansionary fiscal policy stimulates the economy and causes increased government spending and lower taxes. It is used during the recession periods and times of unemployment in the business cycle.  Contractionary fiscal policy focuses on slowing down the economic growth especially when the inflation is increasing rapidly. Contractionary fiscal policies unlike the expansionary fiscal policies raise taxes and cuts spending.  Discretionary fiscal policies refer to the changes in government spending or taxes with the intentions of influencing the levels of economic activity.
5. What are automatic stabilizers? 
They are economic policies that are designed to offset the economic activity fluctuations without the intervention by the government and policy makers. When the economy slows down, they slow down the decrease in aggregate demand and increase aggregate demand when the economy speeds up without intervention by the legislation.  
6. How does the government generate revenue? Government generates revenue primarily through taxation. Also through borrowing, printing, court fines and penalties. 
7. What types of goods does government consume? The government consumes public goods particularly health and education expenditure which comprises the government consumption.  
8. What is the difference between debt and deficit?  
Debt is refers to the total amount that a government owes. It comprises of the summation of past deficits less surpluses. Deficit is the difference between government spending and revenue. 
9. Is it always necessary for a government to have a balanced budget?  
It is not necessary for a government to have a balanced budget because having a balance budget as necessity would prevent the automatic stabilizers from working and as a result this would make the economic fluctuations more severe
10. What are the main tradeoffs to fiscal policy in terms of employment and inflation?
The expansionary efforts made to decrease unemployment below the natural rate of unemployment will cause inflation. When unemployment is decreased it can lead to increased inflation in the short run.  
11. How can fiscal policy crowd out consumption?
As explained in the multiplier effect, when expansionary fiscal policy is implemented, the government spending will shift the aggregate demand further. When the expansionary fiscal policy is financed by a budget deficit, it will result in less private sector spending hence crowding out the private sector. 















