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· NX = NCO identity at all times 

· Suppose NX = X – Im = not zero international trade is balanced, and the exports are sufficient to pay for imports.  Financial capital will flow neither in nor out.  No need to do any trading of financial securities
· NX = NCO < 0, X – lm < 0 the exports do not suffice to pay the import bill.  The import bills paid but selling financial capital to foreign countries.  The net importer receives cash to pay the import bill but the foreign country takes title of financial and this has a claim on the future in come of the USA.  There is net capital inflow  sucks out investment money from foreign countries
· NX = NCO > Not 0.  X – lm > 0 exports are more than sufficient to pay the import bill.  After the trade balance has been settled, there is come left over.  The net exporter buys stocks and bonds from foreign countries, paying cash but joining title to the financial instruments, so they gain a claim on the future income flow of the other countries there is net capital outflow  relieves countries 

· S = I + NCO
· Imbalance between saving and investment
· S national saving
· I domestic investment 
· NCO net capital outflow
· What if S = I?  Savings suffice to pay for all investment, the pool of savings, investment is to augment or maintain the capital stock, so there is no need to either buy or sell financial assets on international markets, NCO = 0. 2 distinct phases over this period of time
· Phase 1 – 1961 – 1996, S = I + NCO but S < I so NCO < not zero, usually negative, savings are insufficient to finance investment spending, not enough savings so we need to go outside of Canada to find savings, so we must suck in financial capital from abroad.  Good news, Canada got the cash needed to finance investment, bad news we were selling stocks and bonds to foreigners, financial capital was flowing in, Tredeau years 1984ish
· Phase 2 – 1996 – 2008, S = I + NCO but S > I so NCO > not 0, savings from both the public sector and the private sector are more than sufficient to finance domestic investment, how can that be?  We got access savings so they have to go somewhere so they have to flow out, we are going to blow out the financial capital to restore balance because there is no use for it in Canada right now so we should buy out stocks and bonds and paying for them with cash 
· Balances with international trade 

· Three types of unemployment: frictional (positive role, right firm, not done instantaneously, labour market cannot clear change), structural (represents a mismatch between the skills and geographic location, despite left-wings, unfilled jobs and unemployment don’t match, remedy: job training and retraining), cyclical (almost zero, negative, an overall shortage of jobs, a global problem, lethargic), natural (frictional and structural)
· The labour market, the companies demand labour and the workers supply labour, disequilibrium wage  above the equilibrium level, it represents an imbalance but that’s not healthy excess quantity supplied of labour
· Factors causing the disequilibrium wage: minimum wage, union wage, efficiency wage, unduly high given the market conditions, the employer is paying the inefficiency wage, all least to fewer jobs than what would otherwise be the case, minimum wage affects teenagers and people with little skills
· Natural unemployed = structural unemployment and frictional unemployed what if actual rate of unemployment dips below the natural rate?  Inflation worsens and this a synonym for the natural rate of unemployment is MAIRU, if the actual rate is above the natural rate then we defiantly expect low inflation, full employment for some countries is 4%, which is good

· Functions of Money: medium of exchange (to avoid the cumbersome process of barter), unit of account (money functioning as a unit of account, functions as a common denominator, how much is a good A worth relative to other goods?  To compare values easily ), store of values (not buying, don’t need/want anything now, might want something in the future, a year from now we will want something to eat, medium of exchange in the future, money serves as a store of value it is for a claim on resources in the future, with hyperinflation, the economy will slow collapse) 
· The gold standard, the history of money, once upon a time the value of the Canadian dollar was backed by precious medal, exchanged paper with queen Elizabeth to get gold for value, changed for the fiat system or basic currency system, what give money its value is people’s faith in its value and that it is actually worth something, their faith and belief, it is not the gold, silver or signature they want, they want to exchange it for goods and services 

· M1 and M2, the larger the monetary aggregate the less liquid it is, M1 includes currency and demand deposits and chequable deposits, certain time deposits, but less liquid, because M2 is less liquid, a lot of it is less chequable, can’t go out and expand it, M1 is liquid and we can spend it quite quickly, too many dollars chasing too few goods, rate of expansion and money supply can increase 
