Chapter 20-GDP and Economic Growth
GDP-Gross Domestic Product
· Market value is the price at which items are traded in a market.
· Final goods and services are items bought by its final user i.e. I bought a watch
· Intermediate goods are items used in the final good i.e. the gears in said watch
· Only final goods and services are counted in GDP to avoid double counting
· Only items produced within the country are included in GDP i.e. Cambridge Toyota plant is owned by Japan but is included in Canada’s GDP.
· GDP is calculated annually and sometimes quarterly. GDP is calculated only for activity that happens in that time period.
The Expenditure Approach

· Gross-before subtracting depreciation
· Net-after subtracting depreciation
· The total amount spent both buying new capital and replacing capital is called gross investment
· The amount by which the value of capital increases is called net investment
5 Categories of income:
1. Wages, salaries, supplemental labour income
2. Corporate profits
3. Interest and miscellaneous investment income
4. Farmers income
5. Income from non-farm unincorporated businesses
The Income Approach

· The income approach and expenditure approach usually have a gap of about 0.1%
· Nominal GDP- regular GDP
· Real GDP- GDP without inflation
Finding Real GDP
We multiply the quantity produced in the current time period by the price in the base year then we sum up each expenditure to find GDP.
· RGDP per person is the RGDP/population of the country
· RGDP/Person is used to show changes in the standard of living over a period of time
· Potential GDP is calculated at a time when Full employment is reached. 


Business Cycle
· Recession- RGDP decrease for 2 quarters in a row
· Peak- highest GDP reached during an expansionary period. Beginning of  recession follows
· Trough- lowest GDP reached during a recessionary period. Beginning of expansion follows
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The Standard of living across countries
· Convert currencies
· Prices must be similar for similar goods
Limitations of RGDP (Things not counted in GDP)
· Household production (meal prep and cleaning)
· Underground economic activity (drugs and trafficking)
· Health and life expectancy
· Leisure time
· Environmental Quality
· Political freedom and social justice.
Chapter 21-Employment and inflation
· Unemployment results in lost production and incomes and lost human capital
· Human capital: learned skills/ ability to compete for jobs
· Every month labour force surveys are taken by Statistics Canada 
· Population then divided into working-age and others who are too young or institutionalized
· Working age population number of people 15+ who are able to work
· Divided into 2 categories:
· Labour force (employed and unemployed)
· Not in labour force
· To be unemployed:
· You must have tried to get a job within the past 4 weeks but are currently not working
· Laid off from work waiting to be called back to work
· Waiting to start a new job (within 4 weeks)
· If you are not actively seeking work you are not in the labour force
· I.e. fulltime students, retirees
· Four Labour market indicators:
1. Unemployment rate:  
2. Involuntary part-time rate: 
3. Labour force participation rate: 
4. The employment-to-population ratio: 
· Unemployment increases in recessionary periods and decreases in expansionary periods
· Involuntary part-time: people who want fulltime work but are given part-time work
· Unemployment and full employment:
· Some unemployment is natural
· Unemployment arises from job search activity. Someone is always looking for a job
· Sources of frictional unemployment:
· Lose their job and search for another
· Leave their jobs and search for another
· Enter or re-enter the labour force to search for a job
· People end a spell of unemployment if:
· They’re hired or recalled 
· They withdraw from the labour force
· Natural unemployment is from frictional and structural unemployment combined 
· Unemployment does not include some underutilized labour
· Underutilized labour- part-time workers who want fulltime jobs
· People losing hope of finding jobs but have still looked for work recently
· At full employment the only unemployment is natural unemployment and GDP is equal to Potential GDP
· Output gap- the gap between GDP and potential GDP
Price levels, Inflation and the CPI
· Price level: the average level of prices and the value of money
· Inflation rate: the annual percentage change of the price level
· Why inflation is a problem
· Redistributes Income and Wealth
· Unpredictable changes in the value of money stir up the economy
· Diverts Resources from Production
· Resources get diverted from productive activities to forecasting inflation. This waste of resources is a Cost of Inflation
· Hyperinflation is when money rapidly loses value to the point where people spend it as soon as they get it to avoid depreciation
· The Consumer Price Index:
· Measure of average prices paid for a fixed basket of consumer goods and services.
· CPI=100 in the reference base period. The current period is 2002.
· Constructing the basket:
· Selecting CPI basket-they conduct surveys and choose common items out of the results. They then group these items into eight  categories.
1. 
2. Shelter
3. Transportation
4. Food
5. Recreation
6. Household operators and furnishings
7. Clothing and footwear 
8. Health and personal care
9. Alcohol and tobacco


· 
· Conducting a monthly price survey:
· Every month Statistics Canada conducts surveys on the 80,000 products in their basket in 30 metropolitan areas.
· Calculating the CPI:
1. Find the cost of the basket at base period prices (quantity x price)
2. Find the cost of the basket at current period prices (quantity x price)
3. Calculate the CPI for the base and current period
· CPI in base year: 
· CPI in current year: 
· i.e.  (CPI for current year)
· CPI Bias
1. New goods bias- comparing a PC to a typewriter is unrealistic and puts an upward bias on the CPI
2. Quality change bias- the change in price of a product is not always due to inflation. At times companies may improve their products and the increase of prices are from the costs of improvements
3. Commodity substitution bias- changes in relative prices lead consumers to change the items they buy
4. Outlet substitution bias- people go to discount stores for cheaper products. CPI doesn’t take this into account
· The total magnitude of the bias is about 0.6% per year
· The bias distorts private contracts and government outlays. 
· GDP deflator and Chained price index for consumption are two other ways to measure price levels
· GDP deflator/ chained:
· Value quantities of current year at current year and previous year prices and identify the percent change. 
· Calculate average percent change then link back to previous year by multiplying it by that growth percent. 
· GDP includes items people don’t often buy- not viable for measuring cost of living
· CPIC = (nominal expenditure/real expenditure)*100
· Measuring Inflation:

· While the price level increases rapidly inflation is high
· While the price level increases slowly inflation is low
No matter how we calculate inflation, it is constantly changing.  The Core Inflation Rate is inflation found using the CPI minus volatile elements such as food and fuel. 
Chapter 27-Expenditure multipliers: The Keynesian Model
· The price level is fixed
· Aggregate demand determines RGDP

· Expenditure Plans:
· Aggregate expenditure has 4 components
· Consumption expenditure
· Investment
· Government expenditure on goods and services
· Net exports
· These four components sum to RGDP
· Aggregate planned expenditure relies on GDP. This is because it relies on peoples incomes.
· An increase in Aggregate Expenditure increases RGDP and vice versa
· Consumption and Saving Plans:
· Several factors influence consumption expenditure and savings plans:
· Disposable income: aggregate income – taxes + transfer payments. Equal to RGDP. 
· Real interest rate
· Wealth
· Expected future income
· Consumption expenditure and saving
· Households can only either save their income or spend it on consumption
· Consumption + Saving = Disposable Income
· Autonomous consumption is the consumption expenditures made even without income coming in
· Induced consumption is consumption induced by an increase in disposable income
· When the consumption function is above the 45 degree line it is said that people are dissaving , below the 45 degree line it is said that people are saving
· The 45 degree line is where consumption expenditure = disposable income
· When the saving function is graphed you can see dissaving anywhere the function is below the x-axis.
· Marginal Propensity to Consume:
· MPC. The fractional change in disposable income that is spent on consumption. It is calculated as the change in consumption divided by the change in disposable income.
· 
· Marginal Propensity to Save:
· MPS. The fractional change in disposable income that is saved. It is calculated as the change in saving divided by the change in disposable income.
· 
·  …  +  =1 … (if MPC = 0.75 then MPS=0.25)
· Consumption is dependent on disposable income and GDP
· Marginal Propensity to Import:
· MPI. The fraction of an increase in RGDP that is spent on imports. It is calculated as the change in imports divided by the change in RGDP
· 
· Aggregate Planned Expenditure:
· Aggregate planned expenditure is 
· planned consumption expenditure (C) + planned investment (I) + planned government expenditure (G) + planned exports (X) - planned imports (M)
· Actual expenditure is planned expenditure plus any unplanned changes in inventory
· For our purposes, only investment could deviate from its planned level  
· Aggregate expenditure schedule: Chart showing aggregate expenditure and RGDP
· Planned consumption expenditure, planned imports are influenced by real GDP (induced expenditures)
· Planned investment, planned government expenditure, planned exports are not influenced by real GDP (autonomous expenditures)
· Actual aggregate expenditure is always equal to real GDP.
· Aggregate planned expenditure may differ from actual aggregate expenditure 
· Equilibrium expenditure: 
· The level of aggregate expenditure that occurs when planned and actual expenditures are equal
· If aggregate planned expenditure equals real GDP
· the AE curve intersects the 45° line 
· No unplanned change in inventories.
· So firms maintain their current production.
· This is equilibrium
· If aggregate planned expenditure exceeds real GDP
· AE curve is above the 45° line 
· Decrease in inventories. To restore inventories, hire workers and increase production.
· Real GDP increases.
· If aggregate planned expenditure is less than real GDP
· The AE curve is below the 45° line 
· increase in inventories. To reduce inventories, fire workers and decrease production.
· [bookmark: _GoBack]Real GDP decreases.
· Slope of AE curve =b(1-t)-m
· The Multiplier:
· 
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