AP ECONOMICS SEMESTER PROJECT
33% of the AP test is free response and additional multiple choice questions require an ability to graph and a knowledge of graphing.  This semester’s project is to help develop a better understanding and application of graphing the concepts of the AP course.  
Over the course of the semester we have encountered nine different graphs:

1)  Production Possibilities Curve

2)  Supply and Demand

3)  Full Employment (Aggregate Supply, Aggregate Demand, Long Run Aggregate Supply)
4)  Money Market Graph

5)  Investment Demand Graph

6)  Market for Loanable Funds Graph

7)  Phillips Curve (make sure to include LRPC)
8)  International Trade Graph

9)  Exchange Rate Graph
10)  Circular Flow
For EACH graph you are required to:  
a) Draw a correctly labeled (label title, axis, appropriate abbreviations [p’s/q’s]) graph FIVE (5) TIMES. 
b) Graphs are used to visualize economic concepts.  For EACH concept listed on the back, explain in 2-3 sentences each, “How does each graph illustrate the concept?”  You are highly encouraged to use graphs in addition to your written explanations.       
c)   Identify and explain what each axis represents and answer, “Why is this axis a necessary parameter for this graph?” (Think about what it helps to illustrate in part b)

d)   Curves of the Graph


i)   Identify each curve and what it represents



ii)  What are the determinants of this curve?


iii) Why is this curve sloped the way it is?    


iv) Why is this curve necessary for this graph?


v)  What affects movements along the curve?
vi) Describe and explain the factors that influence each curve to shift to the right?
vii)  Describe and explain the factors that influence each curve to shift to the left?


e)  Draw a SEPARATE and correctly labeled (label title, axis, appropriate abbreviations [p’s/q’s]) graph of a left and right shift FOR ECH CURVE in the graph (for example:    you must draw two more PPC graphs – one of the PPC shifting right, one of it shifting left.  You must draw 6 additional separate full employment graphs – two shifts for AS, two for AD, two for LRAS)


****When you are graphing, make sure to identify how when there is a shift, the shift and subsequent movement affects the equilibriums (“e”) of the graph (example:  price (p), nominal interest rate (i), output/RGDP (y), etc).  



****Remember when graphing (unless other noted), it is p, then p1, p2, etc.  

In Addition:

a)  Graph a price floor and a price ceiling for supply and demand graph

b)  On the PPC, Full Employment, Phillips Curve graphs draw recession

b)  On the Full Employment and Phillips Curve draw inflation

c)  For International Trade:  draw a separate international graph each with a quota, tariff, and domestic subsidy.


d)   Explain the similarities and differences between the PPC, LRAS and LRPC and Natural Rate of Unemployment
e) Illustrate how the Market for Loanable Funds Graph is affected by deficit spending 

f) Illustrate how the Market for Loanable Funds Graph is affected by an expansionary and contractionary (separately) monetary policy.  

Concepts Chart

	Graph
	Concepts – Explain in 1-2 sentences (illustrations encouraged) how the graph shows/can be used to show EACH of these concepts:   

	Production Possibilities Curve
	1) Opportunity Cost

2) Absolute Advantage

3) Comparative Advantage

4) Productive Potential

5) Economic Growth

6) Specialization and Trade

7) Recession 

	Supply and Demand Graph
	1) Law of Supply

2) Law of Demand

3) Market/Equilibrium Price

4) Market/Equilibrium Quantity

5) Price Floors

6) Price Ceilings

7) Indeterminate price and quantity

	Full Employment Graph
	1) Unemployment

2) Output

3) Inflation

4) Recession

5) effects of exogenous shocks

6) effects of fiscal policy

7) effects of monetary policy

8) Keynesian criticism of neutrality of money

9) invisible hand and return to normal

10) natural rate of unemployment

11)  “where we are and where we should be”
12)  rational expectations
13)  crowding out, stagflation/cost push inflation

14) demand pull inflation

	Money Market Graph
	1) Equilibrium between money supplied and money demanded

2) Money Demanded as an opportunity cost of the interest rate

3) Effects of monetary policy

4) Effects of autonomous changes to money demanded

	Investment Demand Graph
	1) Effects of monetary policy

2) Effects of crowding out

3) Ability and willingness to invest

4) importance of real interest rate to investors

	Market For Loanable Funds Graph
	1) Effects of deficit spending (crowding out),

2) Effects of monetary policy

3) Importance of fiscal and monetary policy being coordinated
4) Effects of additional deposits, 
5) Effects of additional/less domestic and foreign investment in banks

	Phillips Curve (make sure to include LRPC)
	1)  The relationship between unemployment and inflation when there is fiscal policy or monetary policy
2) difficulty in solving stagflation

3) natural rate of unemployment 

	International Trade Graph
	1) Disadvantage of domestic producers in an open economy
2) Effects of government imposed tariffs and quotas on the different participants in an open economy (consumers, domestic producers, foreign producers) 

3) Effects of subsidies for domestic businesses and domestic consumers.   

	Exchange Rate Graph
	1) How the value of a nation’s currency changes in relation to another nation.
2) How market forces (inflation, speculation, political instability, levels of income, relative interest rates, bank investment demand for exports) currency demand and currency supply.
3) Define currency appreciation and depreciation and relate both to graphical analysis.

	Circular Flow Diagram
	1) Relationship between consumers and producers in the output/product market

2)  Relationship between consumers and produces in the input/resource market

3) how government can act as both a consumer and a producer at the same time
4)  how money flows in a circular direction.  


Semester Project Part II

Macroeconomics Concepts and Formulas Review Questions 

Task:  Explain each concept in 2-3 sentences
**Some questions or concepts may repeat themselves – that’s ok – do it again

**All questions that call for graphs must be drawn AND explained
1. Define the science of economics.
2. Why is economics the study of scarcity?

3.  Distinguish between macroeconomics and microeconomics. 

4. List the three (four) basic economic questions.

5.  Define:  a)  opportunity cost 
       b)  scarcity

       c)   tradeoffs
       d)  input

       e)  output

       f)  absolute advantage

       g)  comparative advantage

       h)  specialization

       i)  benefits of exchange/gains of trade

       j)  terms of trade 

6.  What is the formula for the opportunity cost of inputs?

7.  What is the formula for the opportunity costs of outputs?  

8.  What is the formula for the changing opportunity costs of inputs?

9.  What is the formula for the changing opportunity costs of outputs?

10.  How does comparative advantage determine specialization?  
11.  How does specialization and trade allow for a nation to produce outside its Production Possibilities Curve?

12.   How is opportunity cost used to determine specialization and terms of trade?   

13.  How is trade shown graphically on a PPC?

14.  What is physical capital?  What is human capital?  Why would a change in these affect a nation’s long run production potential?

15.  Why would a permanent change to the quality/quantity of resources and technology affect a nation’s long run production potential?   

16.  Illustrate an increase in production potential on both the PPC and the LRAS.

17.  Illustrate a decrease in the production potential on both the PPC and the LRAS. 
18. Distinguish between changes in quantity demanded and a change in demand.

19. Distinguish between changes in quantity supplied and a change in supply.

20. Describe the macroeconomic indicators of the United States and other countries—gross domestic product (GDP), inflation, unemployment, labor force participation rate, RGDP growth, RGDP per capita.  What are the formulas for each one?   
21.  Define and explain the formula for the GDP Expenditure approach?  What does each of the four factors include?

22.  Define and explain the formula for the GDP Income Approach?

23.  What is the difference between GNP and GDP?
24.  Why are the following included in GDP:  Goods and services produced this year by all producers (foreign and domestic) within the nation’s borders?  
25.  Why are items added to inventory in year x but not sold until year y counted toward GDP in year x but not year y?  

26.  Why are financial assets not counted in GDP?

27.  Why are second-hand sales not counted in GDP?

28.  Why are intermediate goods (like tomatoes for ketchup) not counted in GDP?

29.  Why are black market sales not counted in GDP?

30.  Why are transfer payments not counted in GDP?

31.  Why are self-services not counted in GDP?  
32.  Distinguish between nominal GDP and real GDP.  Why do we use GDP over GNP to measure the health of the economy?
33. Explain the limitations of GDP measures.

34. Define unemployment.  Who is considered employed?  What is considered unemployed?   

35.  Describe the differences in types of unemployment– cyclical, structural, frictional (and seasonal)?
36.  What is discouraged (hidden) unemployment?  Why are discouraged unemployed not counted in the official unemployment rate?   

37.  Define the labor-force participation rate formula?  What is the formula for it?  Why is this the formula?
38.  What is the unemployment rate formula?  Why is this the formula?  What are the limitations of it?  
39.  What is recession?  What are the symptoms of recession?  
40.  What is inflation?  What are the symptoms of inflation?   

41.  What is the CPI?  How is it calculated?   

42.  What is the inflation rate?  How is it calculated?   

43.  Identify and explain the differences and causes of demand-pull inflation and cost-push inflation.  How does cost-push inflation create stagflation?     
44.  How is demand-pull inflation shown graphically on a Full Employment Graph

45.  How is cost-push inflation shown graphically on a Full Employment Graph.

46.  How is recession shown graphically on a Full Employment Graph.  

47.  How does changes to technology and quality make the inflation rate unreliable?

48.  What is the theory of the natural rate of unemployment?   

49.  Why does the natural rate of unemployment include both structural and frictional unemployment?   
50.  Who does (unexpected) inflation benefit?  Explain.  
51.  Who does (unexpected) inflation hurt?   Explain.  
52. Define the full-employment level of GDP.

53. Identify and explain the formulas for the calculation of price indices—GDP deflator and CPI.  How are they similar?  How are they different?  

54.  What is the difference between:  real and nominal wages?   
55.  What is the formula for any real rate?   
56.  What is the difference between a movement along a curve and a shift of a curve?  

57. Explain the difference between Short Run and Long Run Aggregate Supply.  Graphically illustrate the differences as well.    

58. Identify and explain the formula for:   
a)  average propensity to consume?  
b)  the marginal propensity to consume? 

c)  the government spending multiplier?  
d)  The tax multiplier?   Why is this a negative number? 
e)  The investment multiplier? 

59.  Why is the MPC and not the APC included in the multiplier?
60.  Why does APC + APS = 1

61.  Why does MPC + MPS = 1

62.  Why does a change in Government Spending have a multiplied effect?  

64.  Why are the government spending and investment spending multiplier each equal to each other?

65.  Define the balance budget multiplier.  Why is the Balanced Budget Multiplier = 1?  66.  Explain, with math, how a government can balance its budget and improve the economy at the same time.  

67.  Why is the Government Spending one greater and the positive of the tax multiplier?  68.  What are the implications of this on fiscal policy?  

69.  Define fiscal policy— discretionary and nondiscretionary/automatic.

70.  What are the tools of fiscal policy?  How are they used differently for contractionary and expansionary fiscal policy?

71.  Why is a contractionary fiscal policy used during inflation?  What are the effects on aggregate demand, price level, output, unemployment?   
72.  Why is an expansionary fiscal policy used during recession?   What are the effects on aggregate demand, price level, output, unemployment?   
73.   Illustrate an economy in recession and one in inflation on a separate full employment graph and then draw the effects of the appropriate fiscal policy for each.  
74.  What is deficit spending?  How does this affect the national budget  (remember:  it is “move toward ____”)?  The national debt?
75.  If taxes (revenue) is greater than spending, how will this affect the national budget (remember it is “move toward ____”) and national debt?  Explain.  

76.  What is debt monetization?  
77.  Explain how rational expectations (inflationary expectations) demonstrate the limitations of fiscal policy.

78.  Explain how policy lags demonstrates the limitations of fiscal policy.  

79.  Explain how the Phillips Curve demonstrates the limitations of fiscal policy and graph.

80.  Explain how “crowding out” demonstrates the limitations of deficit spending and use the Market for Loanable Funds Graph, Investment Demand Graph and then the Full Employment Graph to demonstrate.  

81. Why should the Federal Reserve use expansionary monetary policy when the Federal Government uses expansionary fiscal policy (especially deficit spending).  Explain how this helps to prevent crowding out.  Why would the effect on interest rates be undetermined?  Illustrate this graphically with the Money Market Graph and its effect on the Market for Loanable Funds Graph.  

82. Identify sticky price and sticky wage.   Explain how Keynes uses these concepts as a criticism of classical philosophy of the economy adjusting to shocks in the long run.  
83.  Define and explain:  

a)  Money Supply (MS)

b)  Money Demanded (MD) (why is money demanded the opportunity cost of the interest rate?)

c)  Transaction Demand for Money (when this changes how does it affect MD?)

d)  Asset Demand for Money (when this changes how does it affect MD?)

e)  Speculative Demand for Money (when this changes how does it affect MD?)
84.  Why is a bond a financial asset?

85.  Why is a stock a financial asset?  

86.  Why are the purchase and sale of bonds and stocks not counted in GDP?

87.  Even though the buying and selling of stocks and bonds are not counted in GDP, why would the service provided by the broker be counted?  

88.  What is the definition of money?

89.  What are the three functions of money and the differences between them?

90.  What is included in M1?  M2?  Why is the formula for M2 = M1 + M2

91.  How does the Federal Reserve change the Money Supply?

92.  Why would converting a check to cash not change the value of M1?
93. What is the time value of money?  Why is money today worth more than money in the future?
94.  What is the difference between assets and liabilities on a bank’s balance sheet?  Why are reserves and loans assets?  Why are demand deposits (checking accounts) liabilities?

95.  Why must assets and liabilities = 0.  
96 . Define a fractional banking system.  What is the Required Reserve Ratio?  Why is it rarely changed?  Why does it affect deposits only AND NOT when the Federal Reserve buys bonds?
97.  What is the difference between a price floor and price ceiling?  Why would they be implemented?  How is each illustrated graphically?   What are the effects in the short run?  Long run?    
97. Explain the role of the Federal Reserve System in the economy.

98. Identify and explain the tools (open market operations, discount rate and required reserve ratio) of central bank policy.  How is each used for expansionary monetary policy?  How is each used for contractionary monetary policy?   Why are open market operations used the most?  
99.  Why would the Federal Reserve use an expansionary monetary policy during a recession?   Explain.  Why would the Federal Reserve use a contractionary monetary policy during inflation?  Explain.  Be sure to explain:  how does expansionary and contractionary monetary policy affect:   money supply, nominal interest rates, federal funds rate, quantity of money demanded, investment spending, aggregate demand, price level, output, unemployment, supply of loanable funds?
100.   Draw an expansionary monetary policy’s effect on:  1)  Money Market Graph, 2) Market of Loanable Funds Graph,  3)  Investment Demand Graph, 4) Full Employment Graph (starting from recession).  
101.   Draw a contractionary  monetary policy’s effect on:  1)  Money Market Graph, 2) Market of Loanable Funds Graph,  3)  Investment Demand Graph, 4) Full Employment Graph (starting from inflation).  
102. Define and explain the money multiplier and describe the process of money creation and multiple-deposit expansion.    

103.  What is the formula for the money multiplier?   How is the money multiplier formula used for deposits, open market operations, change in the total money supply?
104. Distinguish between nominal and real interest rates?

105.  What is Fischer’s Hypothesis?  Why do banks use it?  

106. Define the quantity theory of money.  What does M, V, P, Q each stand for?  What is the controversy over velocity of money and output?  What are the economic implications of this controversy?   
107. What effects the velocity of money?  
108. What is the neutrality of money?  What is the Keynesian interpretation of the Equation of Exchange?  Why does Keynes say that when using monetary policy, in the short run, output and price level will be affected, but only price level in the long run?

Illustrate the Keynesian explanation and graphical explanation (on both the Money Market Graph and the Full Employment Graph) for it?  

109.  What are the two methods an economy will adjust from recession back to long run equilibrium in the absence of any policy actions?  What are the two methods an economy will adjust from inflation back to long run equilibrium?  Illustrate both graphically.
110. Define economic growth and list the factors that stimulate growth.
111.  Why would an increase in population/the skills of the population stimulate economic growth.

112.   Why is unemployment a point inside the PPC and not a shift of the PPC leftward?   

113.  What is the definition of equities and securities? 

114.  What should the qualities of money be?  (what makes something a good medium of exchange/unit of account/store of value?) 
115. Assess the role of productivity in raising real output and standard of living.

116. How can the government investing in research and development (R and D) and education affect economic growth?
117.  How would an expansionary monetary policy (over the long term) affect capital formation and thus long run economic growth?   Contractionary Monetary Policy?  Explain.  
118.   Explain how the balance of payments/accounts are recorded.  What is measured within the Current Account?  The Capital Account?  
119.  Why should the current account and capital account = 0. 
120. Explain how free trade affects domestic consumers and businesses.  Identify and explain what are a tariff and a quota and how they protect domestic businesses.  How do they affect domestic consumers?  Why would consumers prefer a tariff over a quota? 

121.  What is a domestic subsidy?  How does it affect domestic businesses and consumers?   Why are they controversial?
122. Define currency appreciation and depreciation.  

123. Why does demand for a currency affect the value of it?  How can the following factors affect the demand of and value of currencies between two countries?:

a)  relative inflation rate?

b) relative interest rates?

c)  relative demand for products?

d)  relative financial stability?

e)  relative political stability?

f)  relative levels of income? 

g)  relative speculation of currency values?   

124.  Why does supply for a currency affect the value of it?   
125.  What is the difference between a floating, a managed and a fixed currency?  What is the role of the Central Bank in managing and fixing a currency?

126.   Why is currency calculated/written as foreign currency per domestic currency?
127.  How does the value of a currency affect a nation’s exports?  Explain.  

128.  How do changes in net exports and capital flows affect financial and goods markets.
129.  Draw the Circular Flow Model.  What is the difference between the product/output market and the factor/input market?   What is the relationship between businesses and households in each market?  How can the government act like a consumer and a business?   Why is the flow of money circular?  
130.  What is the difference between automatic stabilizers and discretionary fiscal policy?

131.  What are automatic stabilizers that kick in during a recession?  How do they move the budget to a deficit?

132.  What are automatic stabilizers that kick in during inflation?  How do they move the budget to a surplus?  
