

















































































Economics102 final review
By RehafAlastad
Lec 10

Keynsianconsumptiontheorynumerical question

C 100 0 6 income
Draw a graph to explainthemeaning of Keynesian

consumption theory
Slope MPC 0 6 Income

L

s c if Δincome 1 thenDC 0.6
100

Income

In some

Draw a graph forKeynesian consumption theory

Consumption

Intercept

Income

Income

consumption saving




















































































Writetheconsumptionfunction
Intercept

Consumptionfunction y a pf
Income

Consumption Sloped

c too offsy
5 100 0254
MPC MPS 1

What are theassumptionsofKeynesianconsumptiontheory
Keynesian consumptiontheory

SlopeTo Income Consumption

Slope 1 ΔConsumptionThanA Income

Explainthemeaningof MPC

Consumption a bIncome

Marginalpropensity to consume 1MPC

Changeing b
y L DIncomeIncome consumption




















































































NumericalQuestion

Writethesaving function

100 0 6 income
Income S

SubstituteEq 1 into Eq 2
Income 100 0 6 income S

S 100 income o 6 income y 0 by
5 100 0 4 income

Savingfunction

Draw thesaving functiongraph
8june 0.4 income

EEamettsIs ss 0.4

Income
100




















































































Themultiplier InvestmentMultiplier

at b Y T 1

y LIE G NÉ 2

y a b T ITG 3

y a by bT ITG 34

y by a bT I G 5

y 1 5Pa bT ItG 6

Δy 11 Da bΔT DI DG 7

by 11 o o DI o 8

DY 11 DI a

8 Is to

3 MPC
11

1 12

If MPC 0.75 whatis the Multiplier

Answer

MDS 1 0.75 0.25

TheMultiplier 4

if I 1 DY 1 4 4

Δ I 1000 by 4000




















































































DervingMultiplier8 Governmentspendingmultiplier

C a b Y T I 1

y EI G NE s 2

y a 5M I G 3

y a by bt It G 4

y by a bT I G 5

y 11 51 a bT I G 6

y 11 a bT I G 7

for G
BY 11 DG 8

11 9

3 11byMPC
1
1 MPC Mfg 11




















































































TaxMultiplier

5 1 Tax Multiplier

DY
11 b OT

by
DT

Tax Multiplier

What ifTaxes Government are simultaneouslyincreasedbythe same
amount TaxMultiplier
Answer GovernmentspendingMultiplier
BalancedbudgetMultiplier 11 11

b 1

1

if DT G 1 BY 1

TheMultiplier Tps
G Multiplier If mts
T Multiplier 3 IS

Balanced BudgetMultiplier 1




















































































Lec 11

Money is a commoditythat is generally accepted as

a methodof payments

FunctionsofMoney
Medium of Exchange
Exchange themoney for G S Goods services

tobuygoods services

Unitof account

Toprice G S

Allprices are quotes in monetary unit

Storeofvalue
People storetheir saving

Q1 ATM card is Money

CreditcardisMoney

IS NOT MONEY
becausecredit card is a methodof deferringpayments not a methodofpayments




















































































MeasuresofMoneySupply

Measuresofmoney supply

MI MI
Checking currentaccount

M1 Currencyoutside Demandcheckable Trunderschecks
Tansaction thebank
Money r deposit account

coinsNotes
othertypeofbankaccounts

M2 MI NearMoney
Brold
one State Thane Smile

dgesieiitiane.EEest Vygable

lessthan 100,000
























included in MI MZ
notincluded in MI onlyv12

included in MI MZ

1-Which of the following three expressions uses the economists'  
definition of money?  
a. "How much money did you earn last week?"  
b. "When I go to the store, I always make sure that I have  
enough money."  
c. "The love of money is the root of all evil."  
 
 
2-Rank the following assets from the most liquid to least liquid  
a. Houses  
b. Checking account deposits  
c. Saving deposits  
d. Common stock  
 
 
3-For each of the following assets, indicate which of the  
monetary aggregates (MI and M2) includes them:  
a. Currency  
b. Small-denomination time deposits  
c. Checkable deposits  
 




















































































What are the links betweenGoodsmarket moneymarket
2 links

Negative relation between

Quelput Interestrate

Mainatakarite Mmanigment

Positive relation between

Output Interestrate

First Link

InterestRate I Y
Investment output Negativerelation

Int Y
uy C I G Nx

Macroeconomic Y C I G Nx
guepul Total spendingEquilibrium

aggregatesupply AggregateDemand

Totaloutput TotalIncome Totalspending

Cellphone looks 100spendingbyconsumers 1100incomeforselling 100Output

SecondLink

Manan
INT PE 9Ents LmhtIaay Md

hehehe teams

Md MS

MoneymarketGraph
MS MoneySupply
controlled INT Md

A decreasing

paintA Moneymarket Equilibrium
MMoney Moneysupply Moneydemand




















































































Lec 12

Gwhatis theimpact on Goods money markets
Whatis theimpact on output Interest rate
Answer Investment Saving

step1 which curve will change I's or LM

Thevirable e.g G is relatedto Goodsmarket or Moneymarket

EquilibriumTy C I FG Nx MS Md

Is curve L Curve

Step2 8The curve will change to right or left
IN Increasing

a
β

ISz

IS1

G Y me Ite
Y C I GNx Second link




















































































MS whatistheimpact on Goodsmarket Moneymarket or Output Interestrate
Income Expenditure

Answer Which curve will change

MSwill change
INTn MSI MS2

becauseMSis apartofMoney market

MS IN

BY
moneyv

s LM willchange torightor left
INT n LMI

LM

v

Output

MS LINT I TY

Moneymarketgraph first link

y CTTI G Nx




















































































Lec 13
How can thecentral bank control themoney supply

3
ways
Required reserve Ratio

Discount rate

Open market Operations

ICentral bank MS Money

Market
L J graph

Commercial Bahmic
MoneyBank

control the Moneysupply

v

Requiredreserve Diggunt OpenMarket Operations

ratio R

Q Explainthe meaningofMd function
Answer Md f INT prie Income L

Moneydemandfunction




















































































Whatis therequired reserve ratio
Theprecentageof totaldepositthata bankmust

keep atthecentralbank

c s
Toenguereath.attheyBanking TocontroltheMS

Example Supposethat r 10 Initialdeposit 100

Assest
FirstBank Liabilities Souged

RequiredRes e 10 a
deposit 100

Loam 90 a

Assest
5ᵗʰ Bank

Liabilities

RequiredReserve 19
deposit 9

Loam 81
Assest Liabilities

RequiredReserve 2.1
deposit 81

Loam 72.9 a

Totaldeposits 100 90 81

totaldeposit 100 100 5 500mTMS

iiiIIIII viii yr MS

Q1DrawEpigraphtoshowrelationbetweenrequiredreserveratio Msmn as

mean t on
100 I MoneyMultiplier

Money
100

re 1000
INT Saving consumption

Ms v10times 15bn100 10 1000




















































































Discount rate
Example Suppose that manypeople come to a bank ask

forloans forthebank to makeprofit

borrowthemoneyfromthe borrowthemoneyfromanother
central bank pay INT bank payINT

Discount rate federal funds rate
isdeterminedbythecentralbanks

Discount rate
it will discourage banksfromborrowingthemoney

Items MS
U2
MS

n A

Md

Money

Discountrate uMS INT

Saving Consumption

Infethham
problem

can be solved




















































































Open Market Operations

Selling government bonds buying bands ownedbyfirms

Band A contract between borrowers lenders in which borrowns

agree topay theamountofbonds with INT

if a government issues a band
Government sellsthebond topeople firms

Treasurybill short run band
1month 3months 6months

Example ifthegavegymenhgs.es bands to peopleffge
firms will write a check will withdraw themoneyfromits bank account

MS

Selling government bonds MS

Buying bands ownedbyfirms MS









Question 1: Money Supply 
 For each of the following assets, indicate which of the monetary 
aggregates (M1 and M2) includes them: 
· Money market account 
· Traveler’s checks 
  
Question 2: Money Market 
  
Illustrate each of the following situations using supply and demand curves 
for money. In each case explain what happens to the equilibrium interest 
rate. Below each graph, write a simple economic analysis. 
a. The Fed increases the discount rate during high inflation. 












Review Questions

DicountRate borrowing fromthe Fed becomes more expensive

Banks will borrow less

MS
Results in Money market

INT
Quantityof money

Equilibrium INT will rise



Typesofinflation

Demandpull Costpush

inflation inflation

Inflation A pricelevel GDPdeflator
CPI

Inflation rate 50 Hyperinflation

Deflation s pricelevel is negative

Draw a graph toexplainthedifference betweenDemand pull cost push
Inflation

Demand DullInflation Theinflation comesfromdemand

Duetmonsoon in Emma
AS Aggragate

Price Supply
SRASlevel or

ifcostof production
it a a

β

productionto

PD
AD

ADAggragteDemand
SRASShortrunAggragle

Redpp 2191s
longrunAggragte

Thewageisthecostofproduction Tuppearonfullemployment
PointA MacroeconomicEquilibriumpoint

A B Moneygrowth A É
A

RealGDPcalled
1price ofwage costofproductiontosupply SRAS SRAS2 SPotentialGDP

SRASShifttotheleft



Cost pushinflation Theinflation comesfromsupply
costofproduction

wage Trawmaterials Oil

If Inflationrate is higher or
equal to 50

on
its called HyperInflation

A

Deflation is whentsprice
level isnegative

pail costof production production supply

A B

stagflation

Tp RealGDP
Unemployment

G TAD ADA AD B C cost push
Inflation
P2 p3





Draw a graphforthePhillips curve belowthegraph write a simple
economicanalysis

Unemployment Inflation

ShortRun Long Run

In Short Run ifthereis an unemployment problem how can thegovernment
solveunemployment problem

tosolvetheunemploymentproblemthegovernment will increase it spending

IG

y consumption
Unemployment willbe prices

solved

Inflationproblem

Short run philips curve long run philips curve
Inflation Inflation

20 Negativerelation 10 Norelation

5 51 f
5 20 Unemployment t Inemployment11.1

Atfullemployment

Example if a governmentwants to solve recession
y C I IG Nx



Thedifferencebetween Islamic Economics Vs Economics

Economics
it focuses on efficiency

Mincastt Maxprofit

Islamic Economics
itfocuses on efficiency

BothRich Poor will benefit
Economics

Economicproblemlikepoverty hungeraredueto Scarcity limitedresources

Islamic Economics

Economicsproblems aredueto unequaldistributionofincome and resources
relativescarcity

Example Europeanfarmersdumpmilk to protest lowprice
Ethicalprinciplesof IslamicBanks

IslamicBank Commercial Bank
Client Buyers seller Borrower lender

Interest

Enticement RiskSharing NoRisksharing

Equality
Bates's 2Psyarmerhance OnlyRich

fit y i I it ci.EE tnx

ExplaintheEthicalprinciplesof Islamic finance
Whichcountryteam



Efficiency

Totalspending consumption Investment Governmentspending Netexport
Output spendingbyindividual standingby spendingby ExportsImpor

Income forpersonaluse firmstomake government

profit
T.EEt:usa E:EImport Buyingforeginproductsfromforegincountries

frogath
cellpho

Export Sellingdomesticproductstoforeigncountries

y C I G Nx

commercial Bank y III G Nx
Jusing

Tawarrug

Islamic Bank y III G Nx

UsingTawarrug doubleimpact

onEconomicgrowth



Exchangerate prices
Introduction
Whichcountryischeaper

R epNominalexchangerate
Realexchange p foreigncountry
rate

Example

InUSABigMac 2.5

InJapanBigMac 400yen
Yen 120

Whichcountryischeaper
R ep

120 EÉ 9.75 USA is cheaper

R 1 Domesticcountryischeaper
R 1 foreigncountryischeaper
1 1 longrun

Lawof one price
R 1 of ep pt

prices in domesticcountry
prices in foreigncountry

leggangeAbsoluteversionofpurchasingpowerparitytheory
ppp theory1 inprice

basedon pricesindomestic
forigencountries



based on ppptheory will appreciate Is the previousStatementcorrect

Answer

4
Y 160
1 160 yen
will appreciate againstyen
from 1 120 yen

to 1 160yen
based on ppptheory

Relative versionofppp theory
De

se PI
t.be p SP

Inflationin
foreigncountry

Inflationin

1 Domesticcountry

InflationDifferential

prove that t.se InflationDifferential
Answer e

conventfrom absoluteversionto relativeversion weneedto use logrules
firstlogrule 2 log logy log

loge LogPE logPe

Secondlogrule loght log7 02

LogE logE log log logPe LogPe
t.se opt 1 D P InflationDifferential



Exchange rate InterestRate
E INRI

Example Should youdeposityour money in KD or

3 factors 8

INR an

INR on KD

D exchange rate

Ct Ctt x 100
Ce 1

if youhave 1s Should youbuy 500 or keep your funds

in dollar deposit

1 2

if youdeposit yourmoney in

2 3
100 11 1010

if youdeposit your money in
1 2

1000

100 1 goof 510

ifyoudeposit yourmoney in pound 510 12
1

500 500 2 510 1000

L



whatif 1 1.5

soo

5101 1.5 765

YOUSHOULDDEPOSITYOURMONEY IN

1010 765

3 factors

INTdomestic INTforeign Exchangerate

currency currency risk

i If erisk

t.se

expected e
100

e1 2 1.522 100

1 2 25

1 23

1 If t.se

Interestayette

UncoveredInterestpanity CoveredINTparity
Wehave a risk



is 1ft eexpected e too if 1 forward e too

I 2 1 1
Cforward 2.02

Do wehavecoveredINTparity
Answer

1 If f e 100

2 11 2.022 3 100

coveredINTparity

Whatif INTparitydoesnothold
Arbitrageurcan profitbyborrowingat lowerINTandlendingathigherINTwithexchangeratefully
covered viaforwardhedging

hedgeriskbyusing

forward e

CoveredINTAribtrage

1 5 1 8 Spote 1 1.8

AssumethatArbitragecanborrowupto 1,000,000

F 1.75 forBankstomakeprofit
IsthereanyArbitrageopportunity
is If F55 100

5 8 1 75
18

8

8 1 1

5 6.9

INTparitydoesnothold There an arbitrage opportunity no profit



Showwhatstepsneeds tobetaken tomakearbitrageprofit
Answer

Step 18Barnow 1,000,000 youneedto pay
AmericanBank T

1,000,000 1.05 1,050,000 Arbitrage
1,000000 1,00 000 5 1,050 ooo profit

ep 2 Convent 1,000,000 to 1,068,000

1 1.8 1,050,000

555555 6 1,000,000 185,000g

Step 3 Deposit it in oneof BritishBanks toget8 PROFIT
555555.6 1 087 555595.6
600000 555

Step 4 Convert it to using
F 1 1.78

60000T 1,068,000

How can banksquateF
Answer

ArbitrageProfit 1,068,000 1,050,000

B 1 if F P 1 1 f S 1 1
1 ILL

p 1 i B 1 te F F 1.811 51
1 8

F
P 1 1.2

F 1.75
1 1

F P f 1 i
1 1

F S 1 1
ITIL

Forbankstomakeprofit



PerUS EntS

In US perts
agency currency

TaeB

Isby4.2
againstCAD

BR C

8147668

0.486

In per
BR BR

2.1272 C
1.0344 BR
2.056

B
04816 5,3

BR 1 BR
0 2.056 C



IS LM Model
Step 1 MS relatedto Moneymarket

LLwill change

INT MSI MS

Step 2 PMS
INT A

B

Madang

bycentral
bank

Step 3 Use two links
INT TI TY

LMI
Step 4 IN VMI

Ty C I G Nx
V

Is

i are

MS WINT I Y Good
Luck


