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Summary of prior concepts

Margin cost = marginal revenue

If government does not intervene with economics of society, we will have two economic groups.

Entrepreneurs and Households

W=L

i=K

R=l

Real GDP

Mkt price $7 billion

$5 billion paid to H

$2 billion profit to E

(Say)

Savings = Investment

Consumption is the remainder

Say - "Supply will create it's own demand"

Contrary - Demand will create it's own supply

Investors, Government and Consumers must spend to keep unemployment at bay.

200 million x $30,000 = $6 trillion in goods in services will be produced

Consumers = $3 trillion

Investors = $2 trillion

Government must spend $1 trillion (see why this is incorrect below)

During economic depression, the government must spend money

During inflation, the government must cut back on spending

Government expenditures are independent of economic activity

C

0
Y

When GDP is $0, consumers still spend $2 billion dollars. As income increases, our consumption increases.

The Consumption Function
C=f(y)    (consumption is a function of income)

If GDP is $0, we spend $2 billion so we save -$2 billion.

Slope of consumption is called "Marginal Propensity to Consume" MPC "Marginal Propensity to Save" = MPS

MPC = .6

MPS = .4

Always equal to "one"

Equilibrium - those who have a job will keep their job and those who don't have a job will not have a job

Equilibrium is $6 trillion dollars 

Full employement is when GDP is raised to $6 trillion $300 billion 

number people unemployed x Gross per capita = Total spent/Government spend = X = 1/MPS

Fiscal Policy = Government expenditure (increasing and/or decreasing) and Government taxation

Monetary Policy

Money is a concept created by our banking system. There are three ways to change the supply of money:

1)

Banks have a required reserve that they must keep of the consumers money.  Bank keeps the required reserve and loans the remaining amount out. One deposit generates a series of demand deposits.  1/required reserve

Every one dollar will become 5 dollars with a required reserve ratio of 20%. If the federal reserve is reduced, 1 dollar will create $10.  

By reducing the required reserve ratio, the supply of money will increase "Expansionary Monetary Policy" EMP. 

By increasing the required reserve ratio, the supply of money will decrease "Contractionary Monetary Policy" CMP.

2)

Change in discount rate = interest the federal reserve system is charging it's member banks

Increase in discount rate = increase in interest rate

This is another way to increase/decrease the supply of money

3)

Give money to rich people and they will put it in the bank, then you are back to the required reserve in number 1. This is done through the purchase and sales of government securities. They can also adjust the interest rates on the government securities. When the government is buying, they are putting money back into the communities. 

Demand for money = we hold money for the following reasons

Transaction demand for money is relationship between our income and GDP. When income increases, we keep more money in our pocket. When income decreases, the less we keep in our pockets. It is a function of income.

Consumers hold their money until interest rates increase. As interests rates increase, consumers release their money. This is called speculative Demand for Money (you are speculating that interests rates will increase). If interest rates are high, you do not hold on to any money.

