Econ 1000 B Introduction to Economics – Review
A. Measuring a Nation’s Income
· Definition of GDP, GNP, and NNP
· Circular flow diagram
· Equivalence between the income and expenditure approaches
· Y=C+I+G+[X-M]
· How various transactions affect the GDP and its components
· Nominal GDP, real GDP, and GDP Deflator
· 
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· Problem
B. Measuring the Cost of Living

· The Consumer Price Index (CPI) – how it is calculated
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· Problems with CPI – substitution bias, introduction of new goods, unmeasured quality change. 

· Comparing the GDP deflator and the CPI
· Calculation of the inflation rate from the CPI
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· Dollar figures from different times

· Real versus nominal interest rates

· Problem

C. Production and Growth

· Definition of productivity
· Productivity as the main determinant of the standard of living
· Production function and the concept of returns to scale
· From production function to the determinants of productivity
· Economic growth and public policy – the things that governments can do to accelerate the rate of economic growth and improve the standards of living
· The catch up effect and its implications
D. Saving, Investment and the Financial System

· Financial system: group of institutions in the economy that help to match one person’s saving with another person’s investment.
· Types of financial institutions: bond market, stock market, banks and mutual funds
· Identities
· Y=C+I+G+NX     for an open economy
· Y=C+I+G             for a closed economy
· S = Y - C - G  = I 
· S=I 
· S = (Y-T-C)+(T-G)
· National Savings = Private Savings + Public Savings
· Definition of budget deficits and budget surpluses
· Market for loanable funds
· Analysis of shocks to the market for loanable funds: investment and savings incentives; budget surpluses and deficits etc
· When the market for loanable funds is not in equilibrium
· Introduce elasticity into the analysis
E. Unemployment and its Natural Rate

· Measuring unemployment rate: unemployed, employed, not in labor force, adult population.
· Labor force = Number unemployed + Number employed
· 
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·  
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· 
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· Natural rate of unemployment and cyclical unemployment
· Frictional unemployment and structural unemployment
· Market for Labor and effect of minimum wage
· Efficiency wages and effect of unions on labor market outcomes
F. The Monetary System

· Financial institutions
· Functions of Money
· Functions of Bank of Canada
· Definitions of money supply:  M1 and M2
· Fractional Reserve Banking and its effect on the money supply
· Definition of reserve ratio; money multiplier
· How money supply depends on the reserve ratio
· How Bank of Canada can control the money supply
· Open market operations
· Changing the overnight rate
· Changing the reserve requirement
G. Money Growth and Inflation
· Classical dichotomy and monetary neutrality
· Effect of a change in money supply on value of money and price level – graphical illustration
· Quantity of Money equation: 
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· Costs of inflation

· The Fisher Effect: 
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