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19.1 Key Macroeconomic Variables

Output and Income 
· National product or output 
· Is the value of its total production of goods and services 
· A way to measure of a nations’ overall level of economic activity
· National product=national income
· National income (Y)
· Is both the value of total output and the value of the income claims generated by the production of that output 
· Measures everything in $
· Nominal national income 
· The current $ value of all different goods produced in the economy 
· Shows changes in price and quantity
· Real national income 
· This measures the value of individual outputs, not at current prices, but at a set of prices that happened some time before (base period)
· Shows changes in quantity since prices are held constant at base period
· One of the most commonly used measures of national income is called gross domestic product
· GDP can fluctuates a lot in the short run, but usually in the long run it goes up
· Recessions 
· A fall in the level of real GDP over two quarters in a row 
· Business cycle
· Fluctuations of national income around its trend that follow a wavelike pattern 
· Potential output and the output Gap 
· National output (or income) represents what the economy actually produces 
· Potential output (Y*)
· What the economy could produce if its productive resources were full employed
· The output gap 
· The difference between Y and Y*
· Y-Y*
· If Y>Y* there is an inflationary gap
· The market value of production in excess of the economy can produced on a sustained basis 
· Workers my work longer shifts than normal 
· If Y<Y* there is a recessionary gap
· This shows the value of goods and services not being used 
· Caused by economy’s resources not being fully employed
· Why National Income Matters
· Measures economic performances 
· National income per capita is an important because it shows how materially good we are  
· May not make us happier in economic growth

Employment, Unemployment, and the Labour Force
· Employment 
· The number of persons 15 years of age or older that have a job
· Unemployment 
· The number of persons 15 years of age or older who are not employed and are actively searching for a job 
· Labour force 
· Number of persons employed plus the number or persons unemployed  
· Unemployment rate 
· Number of people (unemployed/Number of people in the labour force) x 100 percent 
· Types of unemployment
· Frictional 
· It takes time to find a job if you just got fired or entered the labour force 
· Structural
· Mismatch between skills that are need by employers and skills labour forces has 
· Example 
· If someone has skills of a lumberjack, but the firms only want computer programmers 
· Cyclical 
· When there is a rescission people losing there jobs
· This is want causes differences between potential and actual GDP
· Full Employment 
· This happens when there is only Frictional and Structural unemployment in the economy no cyclical

Productivity 
· Labour productivity
· The level of real GDP divided by the level of employment (or total hours worked 
· Productivity can increase by
· More physical capital developed
· Higher employment  
· Canada the past 55 years has gone up in productivity 
· Explains why real wages are so much her than those who worked in the past 

Inflation and the Price Level
· Inflation 
· Prices of goods and services are going up on average
· Target inflation rate is around 2%
· Price level 
· The average level of all prices in the economy expresses as an index number
· Consumer Price Index (CPI)
· To measure price level you make a price index 
· Which is the average the prices of various commodities according to how important they are
· Does not have any units
· See page 484 to see how it is constructed 
· A CPI allows you to measure inflation
· (Change in the price level/ initial price level) x 100 percent 
· Purchasing power of money 
· The amount of goods and services that can be purchases with a unit of money 
· Inflation lowers our purchasing power
Interest Rates 
· Interest rates 
· The price paid per dollar borrowed per period of time
· Example 
· An interest rate of 8 percent per year mean the borrower must pay 8 cent per year for every dollar that is borrowed
· The more risker the investment typically the higher the interest rate 
· Interest rates and inflation 
· Nominal interest rate 
· The price paid per dollar borrowed per period of time 
· Real Interest rate 
· The nominal rate of interest adjusted for the change in the purchasing power of money 
· Nominal interest rate – rate of inflation 
· When inflation is high it is bad for the lender because it is now easier to pay back the loan. There for it is good for the borrower.
· Interest Rates and “Credit Flow”
· Most firms require credit at some point to finance the construction of a factory to purchase inventories of intermediate inputs
The international Economy 
· Exchange rate 
· The number of Canadian dollars required to purchase one unit of foreign currency 
· Deprecation 
· Takes more of domestic currency to purchase one unit of foreign currency 
· Appreciation 
· Takes less domestic currency to purchase one unit of foreign currency 
· Exchange rate effects net exports 
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