Econ 105 Chapter 7 Notes:
	catch-up effect
	the property whereby countries that start off poor tend to grow more rapidly than countries that start off rich p. 148

	diminishing returns
	the property whereby the benefit from an extra unit of an input declines as the quantity of the input increases p. 147

	human capital
	the knowledge and skills that workers acquire through education, training, and experience p. 144

	natural resources
	the inputs into the production of goods and services that are provided by nature, such as land, rivers, and mineral deposits p. 144

	physical capital
	the stock of equipment and structures that are used to produce goods and services p. 143

	productivity
	the quantity of goods and services produced from each hour of a worker’s time p. 143

	technological knowledge
	society’s understanding of the best ways to produce goods and services p. 144


"In the long run, the higher the saving rate leads to a higher level of productivity and income, but not to higher growth in these variables."

-foreign direct investment = a capital investment that is owned and operated by a foreign entity

-foreign portfolio investment = an investments that is financed with foreign money but operated by domestic residents 

-brain drain = the emigration of many of the most highly educated workers to rich countries, where these workers can enjoy a higher standard of living

-human capital = can also mean expenditures that lead to a healthier population

-property rights = the ability of people to exercise authority over the resources they own

-inward-oriented policies = policies aimed at raising productivity and living standards within the country by avoiding interaction with the rest of the world
-outward-oriented policies = ---^ opposite

-public good = once one person discovers an idea, the idea enters society's pool of knowledge, and other people can freely use it. 

Chapter 8 Notes:

	bond
	a certificate of indebtedness p. 167

	budget deficit
	a shortfall of tax revenue from government spending p. 174

	budget surplus
	an excess of tax revenue over government spending p. 174

	crowding out
	a decrease in investment that results from government borrowing p. 181

	financial intermediaries
	financial institutions through which savers can indirectly provide funds to borrowers p. 170

	financial markets
	financial institutions through which savers can directly provide funds to borrowers p. 167

	financial system
	the group of institutions in the economy that help to match one person’s saving with another person’s investment p. 166

	government debt
	the sum of all past budget deficits and surpluses p. 180

	government net debt
	the difference between the value of government financial liabilities and financial assets p. 183

	market for loanable funds
	the market in which those who want to save supply funds and those who want to borrow to invest demand funds p. 175

	mutual fund
	an institution that sells shares to the public and uses the proceeds to buy a portfolio of stocks and bonds p. 170

	national saving (saving)
	the total income in the economy that remains after paying for consumption and government purchases p. 174

	private saving
	the income that households have left after paying for taxes and consumption p. 174

	public saving
	the tax revenue that the government has left after paying for its spending p. 174

	stock
	a claim to partial ownership in a firm p. 168

	vicious circle
	cycle that results when deficits reduce the supply of loanable funds, increase interest rates, discourage investment, and result in slower economic growth; slower growth leads to lower tax revenue and higher spending on income-support programs, and the result can be even higher budget deficits p. 182

	virtuous circle
	cycle that results when surpluses increase the supply of loanable funds, reduce interest rates, stimulate investment, and result in faster economic growth; faster growth leads to higher tax revenue and lower spending on income-support programs, and the result can be even higher budget surpluses p. 182


-date of maturity = the time at which the loan will be rapid (bond) 

-principle = the eventual repayment of the amount borrowed. (bond)

-term = the length of time until the bong matures. (bond)

-perpetuity = bond that never matures, continually pays interest but never pays the principle (bond)

-credit risk = the probability that the borrower will fail to pay some of the interest or principal (bond)

-default = failure to pay (bond)

-debt finance = the sale of bonds 
-equity finance = sale of stock to raise money (stock)

-stock index = a computed average of a group of stock prices. 

-medium of exchange = an item that people can easily use to engage in transactions

-index funds = mutual funds that buy all the stocks in a given stock index

-closed economy = one that does not interact with other economies


-Y = C + I + G


-I = Y - C - G


-S(national saving / saving) = I


-S = Y - C - G


-T = taxes - amount paid back to households in the form of transfer payments

-S = (Y - T - C) + (T - G)  

-open economy = opposite of ----^

-(Y - T - C) = private saving
-(T - G) = public saving

-loanable funds = all income that people have chosen to save and lend out

"saving is the source of the supply of loanable funds"

"investment is the source of the demand of loanable funds"

"For the economy as a whole, saving must be equal to investment " (S = I) 

"if a reform of the tax laws encouraged greater saving, the result would be lower interest rates and greater investment"
"if a reform of the tax laws encouraged greater investments, the result would be higher interest rates and greater saving."

"when the government reduces national saving by running a budget deficit, the interest rate rises, and investment falls"
"a budget surplus increases the supply of loanable funds, reduces the interest rate, and stimulates investment"

Y(GDP) = C(consumption) + I(investment) + G(government purchases) + NX (net exports) 

Chapter 9 Notes:

	collective bargaining
	the process by which unions and firms agree on the terms of employment p. 208

	cyclical unemployment
	the deviation of unemployment from its natural rate p. 201

	discouraged searchers
	individuals who would like to work but have given up looking for a job p. 197

	efficiency wages
	above-equilibrium wages paid by firms in order to increase worker productivity p. 209

	Employment Insurance
	a government program that partially protects workers’ incomes when they become unemployed p. 203

	frictional unemployment
	unemployment that results because it takes time for workers to search for the jobs that best suit their tastes and skills p. 201

	job search
	the process by which workers find appropriate jobs given their tastes and skills p. 201

	labour force
	the total number of workers, including both the employed and the unemployed p. 193

	labour-force participation rate
	the percentage of the adult population that is in the labour force p. 193

	natural rate of unemployment
	the rate of unemployment to which the economy tends to return in the long run p. 199

	strike
	the organized withdrawal of labour from a firm by a union p. 208

	structural unemployment
	unemployment that results because the number of jobs available in some labour markets is insufficient to provide a job for everyone who wants one p. 201

	unemployment rate
	the percentage of the labour force that is unemployed p. 193

	union
	a worker association that bargains with employers over wages and working conditions p. 206


· The economy’s natural rate of unemployment refers to the amount of unemployment that the economy normally experiences.

· Cyclical unemployment refers to the year-to-year fluctuations in unemployment around its natural rate, and it is closely associated with the short-run ups and down of economic activity.

· Labor force survey is categorized into 3 categories

· Employed (spent some of the previous week working at a paid job)

· Unemployed (temporary layoff, looking for a job)

· Not in the labor force (Doesn’t fit into either above. Example: full time student, retired, homemaker, disabled, etc.)

· Labor force is the sum or employed and unemployed

· Labor force = number of employed + number of unemployed

· Labor force participation rate: Measures the percentage of the total adult population of Canada that are in the labor force

· Labor force participation rate = (labor force/adult population) x 100

· Changes in the composition of demand among industries or regions are called sectoral shifts.

· Unions are often thought to cause conflict between different groups of workers, between the insiders who benefit from high union wages and the outsiders who do not get the union jobs.

Chapter 10 Notes:

	Bank of Canada
	the central bank of Canada p. 226

	bank rate
	the interest rate charged by the Bank of Canada on loans to the commercial banks p. 234

	central bank
	an institution designed to regulate the quantity of money in the economy p. 226

	commodity money
	money that takes the form of a commodity with intrinsic value p. 221

	currency
	the paper bills and coins in the hands of the public p. 224

	demand deposits
	balances in bank accounts that depositors can access on demand by writing a cheque or using a debit card p. 224

	fiat money
	money without intrinsic value that is used as money because of government decree p. 222

	foreign exchange market operations
	the purchase or sale of foreign money by the Bank of Canada p. 233

	fractional-reserve banking
	a banking system in which banks hold only a fraction of deposits as reserves p. 229

	liquidity
	the ease with which an asset can be converted into the economy’s medium of exchange p. 221

	medium of exchange
	an item that buyers give to sellers when they want to purchase goods or services p. 221

	monetary policy
	the setting of the money supply by policymakers in the central bank p. 227

	money
	the set of assets in an economy that people regularly use to buy goods and services from other people p. 230

	money multiplier
	the amount of money the banking system generates with each dollar of reserves p. 231

	money supply
	the quantity of money available in the economy p. 227

	open-market operations
	the purchase or sale of Government of Canada bonds by the Bank of Canada p. 232

	overnight rate
	the interest rate on very short-term loans between commercial banks p. 234

	reserve ratio
	the fraction of deposits that banks hold as reserves p. 229

	reserve requirements
	regulations on the minimum amount of reserves that banks must hold against deposits p. 233

	reserves
	deposits that banks have received but have not loaned out p. 229

	sterilization
	the process of offsetting foreign exchange market operations with open-market operations, so that the effect on the money supply is cancelled out p. 233

	store of value
	an item that people can use to transfer purchasing power from the present to the future p. 221

	unit of account
	the yardstick people use to post prices and record debts p. 221


· In an economy, trade is said to require the double coincidence of wants – the unlikely occurrence that two people each have a good or service that the other wants.

· The term money is used to define wealth.

· Money has 3 functions in the economy:

· Medium of exchange

· A unit of account

· A store of value

· The term wealth is used to refer to the total of all stores of value, including both money and nonmonetary assets.

· The term intrinsic value means that the item would have value even if it were not used as money. Example of a commodity money is gold.

· When an economy uses gold as money (or uses paper money that is convertible into gold on demand), it is said to be operating under a gold standard.

· A fiat is simply an order or decree, and fiat money is establish as money by government decree.

· In practice the Bank of Canada’s methods of controlling the money supply are more complex and subtle than this, the helicopter-vacuum metaphor is a good first approximation of the meaning of monetary policy.

· For economies that hold all deposits as reserves, so this system is called 100 percent reserve banking.

· T-Accounts is a simplified accounting statement that shows changes in a bank’s assets and liabilities.

Assets




Liabilities



Reserves $10



Deposits $100


Loans $90

· If banks hold all deposits in reserves, banks do not influence the supply of money.

· When central banks place a minimum on the amount of reserves that banks hold, this is called a reserve requirement.

· Ehen banks hold only a fraction of deposits in reserve, banks create money.

· They money multiplier is the reciprocal of the reverse ratio.

· When banks hold reserves above the legal minimum, this is called excess reserves, so they can be more confident that they will not run short of cash. 

· The higher the reserve ration, the less of each deposit banks loan out and the smaller the money multiplier.

Chapter 11 Notes:

	classical dichotomy
	the theoretical separation of nominal and real variables p. 247

	Fisher effect
	the one-for-one adjustment of the nominal interest rate to the inflation rate p. 254

	inflation tax
	the revenue the government raises by creating money p. 252

	menu costs
	the costs of changing prices p. 258

	monetary neutrality
	the proposition that changes in the money supply do not affect real variables p. 248

	nominal variables
	variables measured in monetary units p. 247

	quantity equation
	the equation M x V = P x Y, which relates the quantity of money, the velocity of money, and the dollar value of the economy’s output of goods and services p. 249

	quantity theory of money
	a theory asserting that the quantity of money available determines the price level and that the growth rate in the quantity of money available determines the inflation rate p. 245

	real variables
	variables measured in physical units p. 247

	shoeleather costs
	the resources wasted when inflation encourages people to reduce their money holdings p. 257

	velocity of money
	the rate at which money changes hands p. 249


-Hyperinflation = extraordinarily high rate of inflation

-Dichotomy = a division into two groups

-Classical = refers to early economic thinkers

-Relative price = the price of one thing compared to another

-"measured" = nominal variables

-"actual" = real variables

-nominal interest rate = the rate at which the number of dollars in your account will rise over time.

-real interest rate = corrects the nominal interest rate for the effect of inflation in order to tell you how fast the purchasing power on your savings account will rise over time.

-capital gains = the profits made by selling an asset for more than its purchase price.

"In the long run, the overall level of prices adjusts to the level at which the demand for money equals the supply."

"The inflation tax is like a tax on everyone who holds money."

"When the Bank of Canada increases the rate of money growth, the result is both a higher inflation rate and a higher nominal interest rate."

"Inflation does not in itself reduce people's real purchasing power."

Essence of Quantity Theory of Money:

1. The velocity of money is relatively stable over time

2. Because velocity is stable, when the central bank changes the quantity of money (M), it causes proportionate changes in the nominal value of output (P x Y)

3. The economy's output of goods and services (Y) is primarily determined by factor supplies (labour, physical capital, human capital, and natural resources) and the available production technology. In particular, because money is neutral, money does not affect output. 

4. With output (Y) determined by factor supplies and technology, when the central bank alters the money supply (M) and induces proportional changes in the nominal value of output (P x Y), these changes are reflected in changes in the price level (P).

5. Therefore, when the central bank increases the money supply rapidly, the result is a high rate of inflation. 
V = velocity of money

nominal GDP = P(price level / GDP deflator) x Y(quantity of output / real GDP)

M = quantity of money 

V = (P x Y) / M

M x V = P x Y

real interest rate = nominal interest rate - inflation rate

nominal interest rate = real interest rate + inflation rate

Chapter 12 Notes:

	appreciation
	an increase in the value of a currency as measured by the amount of foreign currency it can buy p. 282

	balanced trade
	a situation in which exports equal imports p. 270

	closed economy
	an economy that does not interact with other economies in the world p. 270

	depreciation
	a decrease in the value of a currency as measured by the amount of foreign currency it can buy p. 282

	imports
	goods and services that are produced abroad and sold domestically p. 270

	interest rate parity
	a theory of interest rate determination whereby the real interest rate on comparable financial assets should be the same in all economies with full access to world financial markets p. 293

	net capital outflow
	the purchase of foreign assets by domestic residents minus the purchase of domestic assets by foreigners p. 275

	net exports
	the value of a nation’s exports minus the value of its imports; also called the trade balance p. 270

	nominal exchange rate
	the rate at which a person can trade the currency of one country for the currency of another p. 282

	open economy
	an economy that interacts freely with other economies around the world p. 270

	perfect capital mobility
	full access to world financial markets p. 292

	purchasing-power parity
	a theory of exchange rates whereby a unit of any given currency should be able to buy the same quantity of goods in all countries p. 286

	real exchange rate
	the rate at which a person can trade the goods and services of one country for the goods and services of another p. 283

	small open economy
	an economy that trades goods and services with other economies and, by itself, has a negligible effect on world prices and interest rates p. 292

	trade balance
	the value of a nation’s exports minus the value of its imports; also called net exports p. 270

	trade deficit
	an excess of imports over exports p. 270

	trade surplus
	an excess of exports over imports p. 270


· Factors that influence a country’s exports, imports, and net exports. These include:

· Tastes of consumers for domestic and foreign goods

· Prices of goods at home and abroad

· Exchange rates at which people can use domestic currency to buy foreign currencies

· Incomes of consumers at home and abroad

· Cost of transporting goods from country to country

· Government policies toward international trade

· Foregin direct investment is when a a Canadian company opens a business overseas. An example if when Tim Hortons opens up stores in Russia.

· Net Capital Outflow (net foreign investment) can be either positive or negative. When positive, domestic residents are buying more foreign assets than foreigners buying domestic assets.  Negative is the other way around. 

· Factors that influence net capital outflow

· Real interest rates being paid on foreign assets

· Real interest rates being paid on domestic assets

· Perceived economic and political risks of holding assets abroad

· Government policies that affect foregin ownership of domestic assets

· NCO = NX

· Real Exchange Rate = (norminal exchange rate x domestic price) / foreign price

· Real exchange rate = (e x P)/ P*

· The process of taking advantage of differences in prices in different markets is coalled arbitrage.

· Parity means equality and purchasing power refers to the value of money.

· Purchasing power parity states that a unit of all currencies must have the same real value in every country.

· 1/P = e/P*

· e = P*/P

· According to the theory of purchasing power parity, the nominal exchange rate between the currencies of two countries must reflect the different price levels in those countires.

· When the central bank prints large quantitities of money, that money loses value both in terms of the goods and services it can buy and in terms of the amount of other currencies it can buy.

· Canada: A small open economy with perfect capital mobility.

· R (local interest rate) = rw (world’s real interest rate) 

