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Course Description 

The course Principle of Economics -Macroeconomic Theory and Applications aims to ground the student with the fundamentals of macroeconomics. The course aims at introducing students to the basic principles and analytical frameworks of macroeconomics. Emphasis will be on developing skills and analytical frameworks for understanding contemporary macroeconomic issues. 
Text Book: N. Gregory Mankiw: Principles of Economics Harward University, South Western, Cengage Learning USA, 2009

Course Grading    : 

Midterm  

: 40%

Participation/ HW
: 10%

Final              

: 50%

Notes:

· Attendance is compulsory and absenteeism more than 20 % of classes is not desired.

· Most of the assignments and quizzes will be tested and revised during the class hours, thus it is important that you come to the lectures and classes regularly. 

· The course is 3 credits and the length of course is 4 class hours per week.  

Chapters and Learning objectives / Key points  
Chapter 23, Learning objectives
“Measuring a Nation’s Income,” introduces the meaning of gross domestic

product and related statistics from the national income accounts. 

• introduces an economy’s total income equals its expenditure

• Defines the gross domestic product (GDP) and its calculation

• learn the major components of GDP

• Learning the distinction between real GDP and nominal GDP

• Considering GDP as a measure of economic well-being

Key points 

• Demonstrate why income equals expenditure equals output

• Explain the key words and phrases in the definition of GDP

• Define consumption, investment, government purchases, and net exports

• Calculate real and nominal GDP using base year and current year prices

• List a number of welfare-enhancing activities that are not captured by GDP
Chapter 24, Learning objectives
 “Measuring the Cost of Living,” introduces the measurement and use of the consumer price index. 

• introduces how the consumer price index (CPI) is constructed

• Consider why the CPI is an imperfect measure of the cost of living

• Compare the CPI and the GDP deflator as measures of the overall price level

• Show how to use a price index to compare currency amounts from different times

• Learning the distinction between real and nominal interest rates

Key points 

• List the five steps necessary to calculate the inflation rate

• Discuss three reasons why the CPI may be biased

• Describe two differences between the CPI and GDP deflator

• Convert a value measured in 1965 pounds (or euros) to its value measured in

1990 pounds (or euros)

• Explain the relationship between the real interest rate, the nominal interest

rate, and the inflation rate
The next three chapters describe the behavior of the real economy in the long run. 

Chapter 25, Learning objectives
 “Production and Growth,” examines the determinants of the large variation in living standards over time and across countries. 

• Showing how much economic growth differs around the world

• Considering why productivity is the key determinant of a country’s standard of

living

• Analyses the factors that determine a country’s productivity

• Examine how a country’s policies influence its productivity growth

Key Points 

• List the countries with the highest GDP per person and the countries whose

GDP per person is growing the fastest

• Explain why production limits consumption in the long run

• List and explain the factors of production

• Explain seven areas of policy action that may influence a country’s productivity

and growth
Chapter 26, Learning objectives
 “Saving, Investment, and the Financial System,” discusses the types of financial institutions in our economy and examines the role of these institutions in allocating resources. 

• Learning fiscal sector and important financial institutions in the economy

• Considering how the financial system is related to key macroeconomic variables

• Developing a model of the supply and demand for loanable funds in financial

markets

• Using the loanable funds model to analyse various government policies

• Considering how government budget deficits affect the economy

Key Points: 

• List and describe four important types of financial institutions

• Describe the relationship between national saving, government deficits, and investment

• Explain the slope of the supply and demand for loanable funds

• Shift supply and demand curves in a model of the loanable funds market in

response to a change in taxes on interest or investment

• Shift supply and demand curves in a model of the loanable funds market in

response to a change in the government’s budget deficit
Chapter 27 Learning objectives
 The Basic Tools of Finance defines the basic instrumens in fiscal sector for better understanding the role of financial sector in macro economy. 

• calculating present value and future value

• Consider the effects of compound growth

• Learn how risk-averse people reduce the risk they face

• Analyses how asset prices are determined

Key Points:

• Choose between receiving €100 now or €120 two years from now, given an

interest rate of 8 percent

• Explain why two people whose incomes grow at slightly different rates may

end up with significantly different incomes after a number of years

• Explain the benefits of diversification

• Show why randomly choosing stocks may be as good as more sophisticated

stock picking methods
Chapter 28, Learning objectives
 “Unemployment and Its Natural Rate,” introduces the long-run determinants of the unemployment rate, including job search, minimum-wage laws, the market power of unions, and efficiency wages. Explaining  the long-run behavior of the real economy,
• Learning about the data used to measure the amount of unemployment

• Consider how unemployment can result from minimum wage laws

• See how unemployment can arise from bargaining between firms and unions

• Examine how unemployment results when firms choose to pay efficiency

wages

Key Points: 

• Use data on the number of employed, unemployed, and not in the labour force

to calculate the unemployment rate and the labour force participation rate

• Explain why some unemployment is inevitable

• Illustrate in a diagram the impact of the minimum wage on high wage and low

wage sectors

• List the reasons why unions cause unemployment and, alternatively, why

unions might increase efficiency in some cases

• Describe the four reasons why firms
Chapter 29, Learning objectives
“The Monetary System,” introduces the student’s concept of money and the role of the central bank in controlling the quantity of money. 

• Consider what money is and what functions money has in the economy

• Learn what a central bank is

• Examine how the banking system helps determine the supply of money

• See what tools central banks use to alter the supply of money

Key Points: 

• Define money and list the three functions of money

• Explain the role of the central bank in money creation

• Explain the money multiplier in a fractional reserve banking system

• List and explain the three tools central banks use to change the money supply
Chapter 30, Learning objectives
 “Money Growth and Inflation,” develops the classical theory of inflation and discusses the costs that inflation imposes on a society. 

• Show why inflation results from rapid growth in the money supply

• Learn the meaning of the classical dichotomy and monetary neutrality

• See why some countries print so much money that they experience

hyperinflation

• Examine how the nominal interest rate responds to the inflation rate

• Consider the various costs that inflation imposes on society

Key Points: 

• Demonstrate the link between money and prices with the quantity equation

• Explain why money has no impact on real variables in the long run

• Explain the concept of an inflation tax

• Show the relationship between the nominal interest rate, the real interest rate,

and the inflation rate

• Explain who gains and who loses on a loan contract when inflation rises

unexpectedly
The next two chapters present the macroeconomics of open economies, maintaining the longrun assumptions of price flexibility and full employment. 

Chapter 31, Learning objectives
 “Open-Economy Macroeconomics: Basic Concepts,” explains the relationship among saving, investment, and the trade balance, the distinction between the nominal and real exchange rate, and the theory of purchasing-power parity. 

• Show why inflation results from rapid growth in the money supply

• Learn the meaning of the classical dichotomy and monetary neutrality

• See why some countries print so much money that they experience

hyperinflation

• Examine how the nominal interest rate responds to the inflation rate

• Consider the various costs that inflation imposes on society

Key Points:

• Demonstrate the link between money and prices with the quantity equation

• Explain why money has no impact on real variables in the long run

• Explain the concept of an inflation tax

• Show the relationship between the nominal interest rate, the real interest rate,

and the inflation rate

• Explain who gains and who loses on a loan contract when inflation rises

unexpectedly
Chapter 32, Learning objectives
 “A Macroeconomic Theory of the Open Economy,” introduces a classical model of the international flow of goods and capital. The model sheds light on various issues, including the link between budget deficits and trade deficits and the macroeconomic effects of trade policies.  

• Build a model to explain an open economy’s trade balance and exchange rate

• Use the model to analyse the effects of government budget deficits

• Use the model to analyse the macroeconomic effects of trade policies

• Use the model to analyse political instability and capital flight

Key Points: 

• Explain the slope of supply and demand curves in the market for foreign

currency exchange

• Show why a budget deficit tends to cause a trade deficit

• Demonstrate that a quota on imports fails to have an effect on net exports

• Show why capital flight causes a currency to depreciate
Chapter 33, Learning objectives
 “Aggregate Demand and Aggregate Supply,” introduces the model of aggregate demand and aggregate supply and explain the business cycle and  

• explain three key facts about short-run fluctuations

• Consider how the economy in the short run differs from the economy in the

long run

• Use the model of aggregate demand and aggregate supply to explain

economic fluctuations

• See how shifts in either aggregate demand or aggregate supply can cause

booms and recessions

Key Points: 

• Explain why the term "business cycle" is misleading

• Explain why money is unlikely to be neutral in the short run

• List three reasons why the aggregate demand curve is downward sloping

• Demonstrate the short-run and long-run effects of an oil price shock on the

economy
Chapter 34, Learning objectives
 “The Influence of Monetary and Fiscal Policy on Aggregate Demand,” explains how policymakers can use the tools at their disposal to shift the aggregate-demand curve.

• Learn the theory of liquidity preference as a short-run theory of the interest rate

• Analyse how monetary policy affects interest rates and aggregate demand

• Analyse how fiscal policy affects interest rates and aggregate demand

• Discuss the debate over whether policy makers should try to stabilize the

economy

Key Points: 

• Show what an increase in the money supply does to the interest rate in the

short run

• Illustrate what an increase in the money supply does to aggregate demand

• Explain crowding out

• Describe the lags in fiscal and monetary policy
 Chapter 35, Learning objectives
 “The Short-Run Tradeoff between Inflation and Unemployment,” introduces politicians who control aggregate demand face a tradeoff between inflation and unemployment. It examines why this tradeoff exists in the short run, why it shifts over time, and why it does not exist in the long run.

• Learn why policy makers face a short-run trade-off between inflation and unemployment

• Considering why the inflation-unemployment trade-off disappears in the long run

• Shows supply shocks can shift the inflation-unemployment trade-off

• Considering the short-run cost of reducing the rate of inflation

Key Points: 

• Illustrate a graph of a short-run and long run Phillips curve

• Shows the relationship between a shift in the short-run aggregate supply curve

and a shift in the short-run Phillips curve

• Explains the sacrifice ratio

• Explain rational expectations for reducing inflation
