Economists like to make models that are attempting to showing reality. 
-Model airplanes – not the real thing, yet still show many similarities, this is the same as economic models
-Google maps, satellite birds eye view is the real thing, but the regular map view is just a simpler model intended for giving directions, a lot of the things on google maps are not useful, therefore the stuff the model integrates can be
-People own the land, everyone might not be a land owner but everything is owned by someone. 
Tools and machines are capital goods, we own them to produce things, or we borrow money to produce the machines to produce the things we need 
People own all of these things, the money, the tools, the machines
An idea binds labor capital etc…
Entrepreneurial factor – good ideas come from people
People Own factors of production (factor inputs)
4 Basic inputs are: 
· Land (Agricultural)
· Labor (Agricultural societies)
· Capital – Industrial revolution (1700th century England – manufacturing stuff with machinery, but capital was present before) 
· Prehistoric times had capital to produce arrowheads but not in a very significant way
· Entrepreneurial skill – A good Business Idea
Analogy
House Hold Sector (Holds People)



Firms are those that produce products for the people to make their lives better while paying them,
The Firms are supplied by the household sector with the needed inputs which are
· Land -> Rent 
· Labor -> Wages (Jobs)
· Capital -> Interest (borrow money from a bank)
· Entrepreneurial skill


People are the owners of the factors of production
· Land -> Rent 
· Labor -> Wages (Jobs)
· Capital -> Interest (borrow money from a bank)
· Entrepreneurial skill (Profit – made to shareholders through devatives) -> π(pi)
When firms pay the owners of the factors of production it is called income, and with this income you can buy the products of the firms, whatever it may be to enhance your style/way of living whether it be food or toothpaste or education
When households spend, they are spending on consumption because firms would not give their products away for free, much like the people who require income. With the money the people spend THEY then make income. The consumption of the households is revenue for the firms. 
Income allows the consumers/households to spend and that spending is revenue for the firms, which is then used to pay for factor inputs, which is income for the consumers (“Endless” Cycle)
Whatever place a product comes from is a factor market(labor market, land market, capital market)
All factors of productions go into the factor market, which is then paid to a firm
All the productions by firms go into the product market(All the goods and services). 
See Slide 5-7
The Government pays civil servants (factor market)
They also buy a lot of products (office supplies to army supplies)
The government is elected as a coordinating body to do things on the people’s behalf due to it otherwise being a free-for-all. However most of the times the government is not necessary, BUT due to such big populations and big economies a government is required, there are few examples where market conditions do not produce ideal results (market-failure) most of the time this does not happen due to markets organizing themselves nicely.
An example of this happening are roads that are snowplowed/salted enhance our living conditions for multiple reasons, ambulances, walking conditions, safer driving. If we are all living on our own without a government the street would most likely not be cleared. Perhaps everyone would just fucking giv’er and get it done but this would not happen with most people. Also, people in different neighborhoods would get together and hire people to plow the fucking rods to get places, and hopefully everyone would get along. But this is very impractical because this is all volunteer and nobody is forced to pay. A government ensures everyone pairs a fair price relative to their income in a practical way and hire the people to do our services.
The government TRIES to stop businesses from forming a monopoly over a market and fucking everyone.


Foreign Sector
Hugely important to a country like Canada where we sell roughly half of our goods. The foreign sector buys our goods and services and pays our Country, they then sell to households in their own country, and they also sell to firms which sell to people. The Government may also buy military equipment from foreign sectors.
****This relates to our standard of living because if we can produce WAY more stuff than we need to live comfortably we can sell that stuff to get different things we want to and from other countries, this gives us more variety in choice of products/services, Sell our stuff that we can make better/more efficient than them to buy what they do better/more efficient than us. Because we have such a giant amount of the stuff we do well we might not need/want it as badly as other things.
***do not count intermediate goods/ingredients only count the final goods to estimate the value of this stuff “what would It cost to buy this in a store?” or “How much did it cost to make all this stuff?”
This matters to people like insurance companies to determine the value of all your possessions if they were all stolen/destroyed in a fire. To find this all out you have to add up the spending of all consumers
C = Consumption/Consumer Spending
I = Business Spending (Investment)
G = Government Spending (***examples of services the governments provide are military, health-care, subsidized housing, police force, food-safety, national-defence, radar-services)
Ex = Exported
The sum of this is known as national expenditure
Even though in real life the expenditure might be larger than income or vice versa, people will add on on %error amounts to make sure there is 1 IDEAL number (slight adjusting)
What is produced in the economy is what is available to be consumed by it. And what is being consumed is only what can be produced. Unless the doors are opened to foreign trade. The money made on the output of the firms is revenue. And people make those outputs and make income for it.
**GNP**
Components of GDP
All expressed in dollars to make determining the direction of growth of the economy easy
Y = C + I + G + NX, Y = National Income, (must be equal to national expenditure), most economists will say that instead being equal it is an identity, it MUST be the case
Exports – Imports = Net Exports : Ex – IM = NX




Jan 26th 3rd lecture
The Price Level Rises overtime – Inflation
There are very few examples of Deflation
If overall prices were stable a change in nominal GDP would clearly indicate real growth whether positive or negative but this is not practical or impossibly rare
Therefore there is a difference between nominal and real GDP/values
We want to know if the real value of GDP which is the actual quantity of goods and services is getting bigger, this would indicate economic growth
If prices are stable than a higher GDP in a later year indicates real growth
But if prices in general went up throughout the year it will be difficult to know if a higher GDP has been reached or if it is just inflated
Therefore we would need to filter out this effect of inflation and be left with just the effects of the higher real output
Reference Year -> Base Year -> the reference point for price changes to show themselves over a period of time
This is how you can consider how much a particular item would have cost in X years prior to the current date, this is why we would want to factor out the effects of inflation to determine an increase in GDP
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