
PRINCIPLES OF MACROECONOMICS
Fall 2005








EC 111-111
Class time: M,W, F  11:00-11:50 am 

Class room: AH 2401
Instructor: Dr. A. Kutan
Office: AH 3143

Phone: 618-650-3473

E-mail: akutan@siue.edu
Office hours: M, W, 12.00 noon-1:00 pm, or by appointment.
Web: http://www.siue.edu/~akutan/
Course Objectives:
The primary goal of this course is to provide students with a basic understanding of fundamental economic concepts.  You will also learn how to apply these concepts to the question of what determines the general performance of the national and international economies.   As part of this application, we will explore the causes of unemployment and inflation, examine the link between a nation's budget and trade deficits, and explain how government and central banks, such as the Federal Reserve Bank of the US, conduct economic policies. We will also study fluctuations in the macroeconomic environment which all firms (domestic and international) and households face. You will observe that economists disagree concerning policies to deal with these business fluctuations. 

Text:
Taylor.  Economics.  4rd edition.  Houghton Mifflin.

The student should obtain a copy of this text from Textbook Rental.

Study Guide:
There is a study guide written for this book by Papel, Solow and Mounts that is designed for use with the textbook.  Purchase and use of this study guide is strongly encouraged! It can be purchased from the University Bookstore.

Recommended Supplement Readings:
Students are encouraged to read business journals/newspapers such as The Economist, Business Week, Fortune, Financial Times, and Wall Street Journal. These and other sources are available in the Lovejoy Library. These sources are also useful for your written project explained later at the end of the syllabus.  The Wall Street Journal subscriptions are available at special semester student rates. Let me know if you are interested in.
Grading Policy:

Course grades will be based on three midterm exams, a comprehensive final examination, and a poster session project. 

Midterms and final examination will consist of multiple-choice questions. 
There will be no make-up exams. Exam dates are listed in bold on the course schedule below. If you miss an exam without informing me prior to the exam and without a proof regarding the nature of the emergency, you will get a zero on the exam. If you can substantiate your excuse based on a written document such as a doctor receipt, etc., then the weight of the exam in question will be shifted to the next exam. You have to take the final exam on the scheduled day.  A grade of incomplete may be granted in the case of a substantiated excuse such as health-related emergencies. 

Scantron forms and No. 2 pencils are required for all midterms and final examination. They can be purchased at the University Bookstore.  Students should bring scantron forms and No. 2 pencils to all examinations.

The project description is given at the end of the syllabus.

Grade weights:




Exams (equally weighted):


60%




Comprehensive final exam


30%




Project and Presentation:



10%

 
       







___




   
TOTAL possible points: 



100 %


The grading scale as follows:






100 – 90:  A

 




 80 – 89:   B

 




 70 – 79:   C

 



 60 – 69:   D

   



 0 – 59:     F
Tips for success:

1. Attend the class regularly. Listen to me carefully, when I lecture. You should be at least as careful, when you listen to your fellow classmates. You can learn a lot from each other. Take good notes.  

2. If you miss a class, ask a classmate for notes.  

3. Prepare for each class meeting by reading the assigned chapter and end-of-chapter questions and problems. I am not asking you to understand everything before you come to class; I am asking you to familiarize yourselves with the content. Identify the easier and more challenging topics in the chapter. 

4. Make regular use of my office hours to make sure that you understand the subject.

5. Talk to me, if you have any concerns regarding your grade or any other issue related to my class. Share your concerns with me earlier in the term so that I can be helpful to you.

6. After each exam, I will collect your suggestions to improve the course. You do not have to provide your names; I just need your input.

Plagiarism

Plagiarism is defined in the SIUE undergraduate catalog as "the act of representing the work of another as one's own and may consist of copying, paraphrasing, or otherwise using written or oral work of another without proper acknowledgment of the source or presenting written material prepared by another as one's own."

According to the MLA Handbook, 3rd edition, 1988, section 5.2. "The most practical way to supply this information is to insert brief parenthetical acknowledgments in your paper wherever you incorporate another's words, facts, or ideas. Usually the author's last name and a page reference are enough to identify the source and the specific location from which you have borrowed material."

Plagiarism will not be tolerated in this course. Sanctions for plagiarism are outlined in the catalog and the policy titled Student Conduct & Student Grievances. Minimum sanctions for plagiarism may include disciplinary probation and a failing grade on the assignment; much harder sanctions, including failure of the course, may also be applied. Cheating on a specific assignment will result in a grade of 0 for that assignment as well as a report of the offense to the Vice President for Student Affairs. If you have any questions about what constitutes plagiarism or how to use proper citation or paraphrasing, ask your instructor. 

Please visit the following websites to learn about student academic, conduct, and grievance code, as well plagiarism policy at SIUE:

http:/www.siue.edu/POLICIES/ptoc.html

http:/www.siue.edu/POLICIES/3c2.html

http:/www.siue.edu/POLICIES/3c1.html

http:/www.siue.edu/POLICIES/3c3.html

http:/www.siue.edu/POLICIES/1i6.html

Disability: Please notify me during the first week of classes regarding any academic accommodations you will need. You must have a documented disability and an ID card from Disability Support Services. 
Tentative Schedule: Course Outline
I.  Introduction to Economics


A.  The Central Idea- Chp. 1


B.   Observing and Explaining the Economy- Chp. 2


C.  Supply and Demand Model- Chp. 3


II.  Principles of Macroeconomics
A. Key Concepts- Chp. 17

B. Measuring Economic Activity- Chp. 18


  C.    Unemployment and Employment- Chp. 20



  D.    Money and Inflation- Chp. 22

III.  Economic Fluctuations and Macroeconomic Policy


A.  The Nature and Causes of Business Cycles- Chp. 23


B.  The Economic Fluctuations Model- Chp. 24


C.  Using the Economic Fluctuations Model- Chp. 25


D.  Fiscal Policy- Chp. 26


E.  Monetary Policy- Chp. 27

TENTATIVE EXAM SCHEDULE AND OTHER KEY DATES

Labor Day – Classes not in session


Sept 3-5

Exam 1






M, Sept 26



Exam 2






M, Oct 24


Poster proposal due




M, Nov 7



Thanksgiving break




Nov 21-23


Exam 3






M, Nov 28


Poster presentations




December 5, 7 and 9.

Comprehensive final exam

  

W, Dec 14, 10:00 – 11:40 am.

General disclaimer:  I reserve the tight to make changes in any part of the syllabus. Changes will be announced in class. It is your responsibility to be informed about the changes.  Please attend regularly to keep yourself up to date with potential changes in course outline or key dates. 
WRITING ASSIGNMENT: POSTER SESSION





Goal: To apply macroeconomic principles learned in this class to a topical issue that is of a concern to the US society.  This is a maximum 4-student group project.

Activity: Prepare a poster that includes a written description of the issue, as well as charts and graphs supporting your argument(s) about it.

Proposal deadline: A proposal outlining the following information must be turned in by no later than Monday, November 7:

· A topic (see suggested topics below or choose your own, which must be approved in advance by the instructor),

· A hard copy of 4 selected reference articles about the topic (collected from magazines such as the Wall Street Journal, The Economist, Financial Times, etc. Internet sources are welcome, but limited to two only.
· List group members (names, social security numbers, e-mail addresses, and phone numbers),

· A brief description of the outline of the project (“plan of attack”), indicating figures, charts, and other visual aids to be used.

· The instructor will evaluate each proposal and return back with his suggestions. Proposals that are not approved by the instructor at this stage need to be revised accordingly and turned back no later than two days after they are returned.
· Proposals that do not comply with the above requirements will be penalized for one letter grade. In addition, late proposals will be penalized for one letter grade for each day late.  

· NO same topics are allowed, so sign up asap to reserve your topic!

Presentation of posters: The poster sessions will take place on the last three classes before the final exam. Attendance is required. Final exam may include questions from these sessions.  There will be an attendance sheet for the presentations.

Grading: Grade will be based on the following three parts:

(1) Poster organization:

· Poster appearance (be creative!)

· Quality of charts and graphs

· Clarity of writing on poster

· Presentation – this will be an informal presentation in that students will be asked questions about the poster parts.  All students are responsible for any information on the poster.  

· Application of EC 111 concepts

(2) A 3- page written summary of the assignment

              (3) Peer review

The written assignment should provide applications of the concepts learned in the course and be clearly written. It must include a bibliography. References used in preparing the poster must be also cited within the text (See the section on “plagiarism” above). 
Some suggested topics: It is important that you select an interesting topic with a narrow focus.  Some students tend to select a very “broad” topic.  Keep it simple, but interesting!  Search for topical issues. The following list is not comprehensive. It is designed to give you some ideas about some potential topics. You are allowed to select a topic that involves any issues, debates, and topics so long as it applies to what is covered in this course. Make sure that your group likes the topic and the subject relates to the principles of macroeconomics before you ask for the approval of the instructor.

· Select you favorite past President (Abraham Lincoln?) and study his macroeconomic policies.

· Transition from socialism to market economy – select a country of interest (Poland?) and summarize macroeconomic reforms.

· Economics of education – does it pay to go to college?

· Sports Economics – select one area (baseball?) and study its impact on the US macro economy.

· What types of trade barriers do the U.S. government impose? Why?

· How much do we (US) save? Is it good or bad for the U.S economy to save (today and future)?

· Has NAFTA been good for the US economy?

· European single currency- euro – is it a threat to the US economy?

· Are the forms of business identical across countries? – Comparing Japan with the US, or others?

· Immigration - should we ban it? Does it help or hurt the US economy?

· Role of agriculture sector in the US economy and its future

· Lottery or gambling-has it been good for the US economy?

· US dependence on energy: Are you nervous about your future?

· Who mainly invests in the US? Where do we invest in the rest of the world?

· Internet Economics: Is it the future of the US business?

· Recent Asian financial crisis – causes and effects

· Russian financial crisis of August 1998– causes and effects

· What are the typical macroeconomic policies of the Republicans in the US? Democrats?

· Growing US trade deficit with Japan and China- Are you worried?

· Economics of Smoking – healthcare cost and other macroeconomic implications of smoking

· U.S. Stock market crashes – why and how happened?

· Government spending on prisoners – does the US government spend more on prisoners than on your education? Find out!

· Who is Mr. Greenspan? What does the Federal Reserve Bank of the United States do?

· What is Medicare/Medicaid?- What are the macroeconomic impact and concerns for you?

· The World Bank – role and functions

· IMF (International Monetary Fund) – Role and functions

· Shall we raise the minimum wages – is it good for the US economy?

· Macroeconomic impact of the September 11 terrorist attacks on the US economy

As you work on the poster and the presentation, make sure you pay close attention to the evaluation factors listed in the next page.

EC 111 POSTER SESSION EVALUATION

NOTE – Students should fill out their names and list the topic prior to the poster sessions. This form should be turned in when the instructor is ready to evaluate the poster. 

TOPIC:

Team member names:

Member: ________________________

Member:_________________________

Member:__________________________

Grading will be based on the following:

· Poster organization
 Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· Poster Appearance 
Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· Charts 
               Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· Writing on poster
Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· Ability to answer questions
Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· Application of EC 111 concepts   Excellent        Good  
 Satisfactory   
 Unsatisfactory   
· A maximum 3- page written summary of the assignment*

· Peer review

* See your syllabus about the key points about the written assignment.

ECON 111
 Peer Evaluation (Poster)


Evaluator’s name: ____________________________
In the blank spaces below, please write the NAMES OF YOUR GROUP MEMBERS (EXCLUDE YOUR NAME). Rank the overall performance of your team members between 0 (no contribution) and 10 (excellent), based on:

a. participation in collecting information, data, etc.

b. involvement in the project (discussing, meeting, etc.)

c. role in preparing the paper (writing, charts, figures)
d. role played in the project (leader, good team player, etc.,)
To do so, in the space to the right of each name, circle the number from the following scale that represents your evaluation of the effectiveness of each member of your group in carrying out assigned duties and responsibilities.  

0   =  0 %  = very unsatisfactory (never contributed)
.

5 =    50 % = occasional contribution
.

10 = 100 % =  excellent (leadership role in the project)
Since this form is anonymous, you can be completely candid in making your own judgments. 

Team member Name: ________________________       
0 
1
2
3
4
5 
6
7
8
9
10
Additional comments:

Team member Name: ________________________       
0 
1
2
3
4
5 
6
7
8
9
10
Additional comments:

Team member Name: ________________________       
0 
1
2
3
4
5 
6
7
8
9
10
Additional comments:
FINAL EXAM – REVIEW QUESTIONS

1. John is a high school student. He has ranked his 3 options of what he can do during the Christmas school break in the following order: (1) work in a fast-food restaurant full time and earn $2,000, (2) work in a department store for the first two weeks of the break and earn $1,000 and spend the rest of the break traveling, (3) work in his father’s shoe factory full time and earn $1,500. What is the opportunity cost of his choice?

2. Suppose you must divide your time between studying for your biology final and writing a final paper for your economics class. The time and the grades in the two classes are as follows:

[image: image1.wmf]
a. Draw a tradeoff curve for the biology grade versus the economics grade.

b. What is the opportunity cost of increasing the time spent on biology from 60 to 80 percent? What is the opportunity cost of increasing the time spent on economics from 80 to 100 percent?

c. Are there increasing opportunity costs from spending more time on biology? Explain.

3. Amy’s parents tell her that the grades of the two courses (biology and economics) she takes will decline if she chooses to work a full-time job while going to college. How might this be possible? How would you represent this situation graphically using the production possibilities curve?

4. Identify whether the following issues are macroeconomic or microeconomic and explain why you categorized them in that way.

a. The growth rate of real GDP.

b. A government policy that guarantees a minimum price of agricultural goods.

c. A tax on restaurant meals.

d. A government policy to affect the increase in the overall price level.

5. Identify whether the following statements are positive or normative economic statements, and explain why you categorized them in that way.

a. “The best way to improve the economic situation would be to decrease the unemployment rate by decreasing the interest rate.”

b. “The government increased taxes in order to decrease the budget deficit and improve economic growth.”

c. “The tax on business decreased production in some industries in the short run.”

d. “The government should pursue a low-inflation policy by restraining the growth of the money supply.”

6. Analyze the following statements, indicating (i) the type of correlation implied, and (ii) what would be necessary to show causation.

a. The relative price of rubber and the relative price of tires vary directly.”

b. “There is a direct relationship between the number of hours I study and the grade that I receive on the exam.”

c. “The sales of hot cocoa vary inversely with the temperature outside.”

7. Use the supply and demand model to explain what happens to the equilibrium price and the equilibrium quantity for pasta in the following cases:

a. There is a large expansion in the number of firms producing pasta.

b. It is widely publicized in the press that pasta isn’t as healthful as previously thought.

c. There is a sudden increase in the price of pasta flour, which is used to produce pasta.

d. Pasta suddenly becomes popular because a movie idol promotes it in television commercials.

8. For each of the following markets, indicate whether the stated change causes a shift in the supply curve, a shift in the demand curve, a movement along the supply curve, and/or a movement along the demand curve.

a. The housing market: Consumers’ incomes fall.

b. The tea market: There is an increase in the production in India.

c. The coffee market: The price of cream goes up.

d. The fast-food market: The number of consumers in an area decreases.

9. 

a. Draw a supply and demand diagram to indicate the market for French wine in the United States with the equilibrium price and quantity labeled.

b. Suppose the government imposes a strict restriction on the quantity of bottles of French wine that may be sold in the United States. Show what happens in the case where the quantity is restricted to an amount below the equilibrium quantity.

c. Does this quantity restriction have the same effect as a price ceiling on the imports of French wine that results in the same quantity sold? Why or why not?

d. Will wine producers in the United States be happy about this government policy? Why or why not?

10. Using supply and demand diagrams (one for each market), show what short-run changes in price and quantity would be expected in the following markets if worries about weight gain from fat consumption cause consumers to reduce the demand for ice cream.  Each graph should contain the original and new demand and supply curves, and the original and new equilibrium prices and quantities.  For each market, write one sentence explaining why each curve shifts or does not shift.

a. Market for ice cream.

b. Market for non-fat, low-calorie frozen yogurt.

c. Market for ice cream toppings.

11. The following table shows real GDP from 1991 through 1999 for a hypothetical economy. On a graph that measures real GDP on the vertical axis and time on the horizontal axis, plot real GDP using the data in the table. Draw in potential GDP and show the peak, recession, trough, and recovery phases of this business cycle.

[image: image2.wmf]
12. Suppose the U.S. economy is currently recovering from a recession. What is the relationship between real and potential GDP? Is it likely that real GDP will stay in this position for a long period of time say, 10 years? Briefly explain.

13. Is it a good idea for the government to encourage workers to retire early and give them incentives to do so? How would this policy affect the economy’s potential GDP?

14. Given the information in the table below for three consecutive years in the U.S. economy, calculate the missing data.

[image: image3.wmf]
15. Suppose there are only three goods in an economy:

[image: image4.wmf]
a. Calculate nominal GDP for 1999 and 2000.

b. Calculate the percentage change in GDP from 1999 to 2000 using 1999 prices and 2000 prices.

c. Calculate the percentage change in real GDP from 1999 to 2000 using your answer from (b).

d. What is the GDP deflator for 2000 if it is equal to 1.0 in 1999?

16. The following table shows the demand and supply of skilled labor at different hourly wages.

[image: image5.wmf]
a. Draw the supply and demand of labor schedules.

b. What are the wage and quantity of labor at equilibrium?

c. Suppose employers agree not to pay wages less than $10 per hour. What would be the new quantity of labor in the market? Who would gain and who would lose from this agreement?

d. Suppose a unified group of current workers negotiates with management and reaches an agreement whereby management cannot pay any worker less than $11 per hour. What will happen to employment? Will all current workers be happy with this agreement?

17. Suppose that, in the year 2005, the U.S. working-age population is 300 million people, the total labor force is 240 million, and the unemployment rate is six percent.

a. How many people are unemployed?

b. What is the labor-force participation rate in the year 2005?

c. What is the employment-to-population ratio?

18. a. Fill in the table below, which gives historical data for the United States.

[image: image6.wmf]
b. Calculate the employment-to-population ratio for 1955 and compare it with the figures given in Table 20.1.

c. If the employment-to-population ratio for 1996 were the same as in 1955, what would total employment be in 1996, assuming the same 109.7 million for the working-age population?

19. Various projections have been made about the size of the labor force in 2005. These projections are contingent on estimates of the participation rates of various demographic groups and estimates for net immigration. Based on the scenario in the table below, calculate total employment and the employment-to-population ratio.

[image: image7.wmf]
20. Suppose deposits are $300 billion, and the currency-to-deposit ratio is 0.25.

a. Find the level of currency held by the public.

b. Suppose the required reserve ratio is 15 percent. Find bank reserves if banks hold no excess reserves.

c. Find the monetary base.

d. Find the money supply.

e. Suppose the Fed buys $2 billion of bonds. What happens to the monetary base and the money supply?

21. Suppose Sarah sells the Fed a government bond worth $40,000 and puts all of the proceeds from the transaction into her checking account.

a. Assume Sarah is typical in that k = 0. If the required reserve ratio is 15 percent for all bank deposits, how much of this new deposit will Sarah’s bank lend out?

b. Sarah’s bank lends this money to John, who uses it to purchase a car from an automobile dealership. If the automobile dealership deposits its money in a different bank than Sarah’s, how much will the automobile dealership’s bank lend out?

c. This process of financial intermediation between savers and investors will continue throughout the banking system until there is nothing left to lend. What is the total increase in deposits in the banking system resulting from Sarah’s initial deposit of $40,000?

d. Suppose people prefer to hold part of their money holdings in the form of currency, so that[image: image8.wmf]K

=

0

3

.

.

How will your answer to part (c) change? Explain.

22. Fill out the following table using the quantity equation:

[image: image9.wmf]
a. Calculate the growth rate for each of the four variables between 1972 and 1973.

b. Calculate nominal GDP for 1972 and 1973, and then calculate the growth rate of nominal GDP between 1972 and 1973. Compare this result with the sum of the growth rates of real GDP and the price level between those two years.

c. The quantity equation in growth rates can be written as Growth in M + growth in V = growth in GDP + growth in P. Does the growth-rate form of the quantity equation work for the period from 1972 through 1973?

d. Compare the velocity in 1974 with the velocity in 1975. Is this surprising? Explain.
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