


ECON 1113-Exam Il Terms

Hello everybody. This dacument contains a list af terms which we have been develo ping since the |ast
test. These are potentizl terms and/or lists which | feal may be zood to know for your next exam. Every
week which we have added to the list, we have defined the New Terms, so | encourage you to look to
¥aur nates for the definitions af these terms, 1 re peat, look to your notes, nol a textbook. The purpose
of this document is to help to attach significance to soma of these terms. Memorizing these
significances will not necessarily earn vou full credit on the exam. There is no Buarantees that every
wermm on the exam will came from this list, nor that the significance here will earn full marks. This is anly
Lo give you an idea of the importance of the terms on which yau can ponder and hopefully expand. If in
the course of your studying, you find additional terms which you would like help with sipnificance on,
email me and | will possibly add them ta the list.

Brian Piper




ECON 1113-FExam [l Terms

GDP Gap- GDP gap measures Lhe real or nominal sconcmic costs of unemployement. 1t allows us to
assign dollar and percentage values 1o the problem of unemployment, which in turn allows us to better
correct for unemployment with targeted changes in fiscal or monetary policy, Without a GDP gap, we
know what directions things need to change, but nol by how much, to restore full employment.

Real GOP- Real GOP is one of the hest measures of the gverall preductivity of an economy. It measures
output in real terms, and is good for comparing year 10 year asd measure of growth. It is used as a
larget variable in policy making.

Maminal GOP- Nominal GOP serves many of the same purposes as real gdp, but it doesn’t separate
changes in real growth from changes in the overall price 1evel in an economy. [tis, however, much
easier ta calculate when we don’t have or don’t need full information about an economy.

Inflation- Inflation and Unemployment are the twa major macraeconomic problems. High or varying
inflation rates destabilize an ecanamy and discourage invastment and savings because of their effects
an borrowers and lenders. Intlaticn can be fought with fiscal or monetary policy, but it is politically
unpopular to make the changes necessary o cambat inflation {i.e. decreased government spending or
higher taxes). When inllation reachies & rartain level, it is called hyperinflation.

Effects af unanticipated inflation on creditars. Important because these effects force creditors to raise
nterest rates to unnaturally high levels in unstable envirgnments. These rates decrease borrowing and
slow capital investment, hindering ecanamic growth.

Dicinflation- A slowing of a positive inflation rate shows econoemic stabilization and is a generally good
Al

Consumer Weaith- Consumer wealth serves much the Same purpose as incame and as such is a buffer
against economic instability.

CPI-The best measure of the overall price level that is used as a comparison tool across time periods and
CUFrencies.

fteal Interest Rate- Important in lending becauss it retlects cconomic cxpectativns and uncertainties
while nominal rates do not,

Unemployment- One of the two majar macroeconomic probiems. Unemployment prevents oulput from
reaching Its potential, It can be measured in @conomic terms by the GDP gap, but unemployment has
mare sublle eftects that aren’t measured econamically. Can he combated with fiscal and monstary

policy. it does not affect all groups &q Lally.

Fricticnal-Structural-Cyclical- [mporiant 1o distinguish between desirable and undesirable
unemplayment, a5 wall as unamployment that 1s best cauntered at government leye| versus industry
level.

Full Fmploymeni GOP- Used as 2 measuring stick and target in policy making.




