
AP Macroeconomics: Unit 4 Exam Review (Modules 22-29) 

Terms:


Balance sheet (T-accounts)--assets (e.g. loans) v. liabilities (e.g. deposits)

Banking regulations and laws


     Dodd-Frank (2010); Federal Reserve Act (1913); Glass-Steagall (1935); & Gramm-Leach-Bliley (1999)


Banks: commercial v. investment


Barro-Ricardo effect


Board of Governors


Collateralized Debt Obligations and Credit Default Swaps


Crowding out


Deposit insurance programs: FDIC, FSLIC, and NCUA

Deposit (Money) multiplier = 1/required reserve ratio



Actual deposit multiplier is smaller because banks hold excess reserves and people hold money 


Discount rate


Equation of Exchange: MV = PY



Quantity Theory of Money & Velocity of Circulation (Money)

Federal Budget: surplus, deficit, and national debt


Federal funds rate

Federal Open Market Committee (FOMC)

Federal Reserve System (the Fed): its structure, its role, and its responsibilities

Financial Crisis of 2008

Financial Intermediaries (e.g. banks, credit unions, et al)

Financial Markets and their tasks: reduce transaction costs; reduce risk; and provide liquidity

Fiscal policy: expansionary v. contractionary

Fisher effect: real interest rate (r) = nominal interest rate (i) – expected inflation rate (∏)

Government debt

Great Recession (2007-09)

Inflation rate


Interest rate determination

Investment Demand

Liquidity v. illiquidity

Loanable Funds Market: real interest rate (r) v. quantity of loanable funds

Monetary base

Monetary policy: easy money (expansionary) v. tight money (contractionary)


Monetary policy tools (traditional): Open Market Operations; interest rates; and reserve ratio
Monetary policy tools (non-traditional): Quantitative easing; Term Auction Facility; & Term Asset-Backed Securities

Money: definition; 3 functions of money; and 3 types of money

Money aggregates: M1 v. M2 v. M3

Money creation--required reserve ratio, excess reserves, and loans


Money demand

Money market: nominal interest rate (i) v. quantity of money

Money supply


Panic of 1907

Required reserve ratio

Savings-investment spending identity: savings = investement + spending


Savings Supply
Models:
                    AS-AD Model




Loanable Funds Market Model
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A T-account is an accounting
relationship that looks at changes
in balance sheet items.

Since balance sheets must
balance, so must T-accounts

T-account entries on the asset
side must be balanced by an
offsetting asset or liability

For a bank
— Assets include

+ vaultcash,

+ accounts atthe FederalReserve
district bank,

» Treasurysecurities
* loans.

— Liabilities are
+ deposits.
Net worth is
— Assets minus Liabilities

Assets

Liabilities

Loans
Reserves

$900
$100

Deposits

$1000





