Assignment #1 – Macroeconomics

Section 1a)

i) The table represents the economic and financial data for Canada.
ii) The level one headings include the real sector, the fiscal sector, the financial sector, the external sector, and population.
iii) In the real sector, the major Q variable is real GDP and the major P variable is Composite Price Level (calculated by CPI; “consumer prices”, “producer prices”). Also they have the labour market which the Q is total employment, and the P is total wages/earnings. In the financial sector the major Q variable is the amount of money circulating in the macroeconomy(“analytical accounts of the banking sector and central bank”; M1 and M1+), and the major P variable is interest rate. In the external sector the Q variables are total imports and total exports. The P variable in the external sector is the exchange rates.
iv) The fiscal sector consists of the current economic and financial data of the government, including its revenues, debts, and lending/borrowing status. 

Section 1b)

i) This table shows the Gross Domestic Product for Canada using the expenditure approach between the years 2006-2010.
ii) The nine level one headings are: 1) Personal Expenditure on Consumer Goods and Services, 2) Government Current Expenditure on Goods and Services, 3) Government Gross Fixed Capital Formation, 4) Government Inventories, 5) Business Gross Fixed Capital Formation, 6) Business Investment in Inventories, 7) Exports of Goods and Services, 8) Deduct: Imports of Goods and Services, 9) Statistical Discrepancy
iii) Gross Domestic Product Figure 2010 – 1 624 608 (millions)
940 620 + 353 569 + 67 319 – 31 + 291 161 + 2 286 + 478 132 – 508 653 + 205 
= 1 624 608 (millions)

Section 1c)

i) This is a table showing the Gross Domestic Product for Canada using the income factors approach between the years 2006-2010.
ii) The eleven headings are: 1) Wages, Salaries, and Supplementary Labour Income, 2) Corporate Profits Before Taxes, 3) Government Business Enterprise Profits Before Taxes, 4) Interest and Miscellaneous Investment Income, 5) Accrued Net Income of Farm Operators from Farm Production, 6) Net Income of Non-Farm Unincorporated Business, Including Rent, 7) Inventory Valuation Adjustment, 8) Taxes Less Subsidies on Factors of Production, 9) Taxes Less Subsidies on Products, 10) Consumption Allowance, 11) Statistical Discrepancy
iii) Yes, the top line figures from this table are the same as the top line figures from the table from b). This is because in the macroeconomy, total expenditure will always be equal to total income. Therefore no matter if you use the expenditure approach (buying) or the income approach (selling), both GDP figures will be the same. Every dollar spent by one person is a dollar earned for another person.
iv) 2010 GDP National Income = 1 624 608
Labour’s share of National Income = (849 618/1 624 608) * 100 = 52.3 %
Corporate Profit’s share of National Income = (180 723/1 624 608) * 100 = 11.1%

Section 2 – Core Inflation
      The Bank of Canada uses core inflation to examine the temporary fluctuations in inflation more closely to find underlying trends and the general direction that inflation seems to be heading. Inflation is usually anywhere between 1-3% but often the fluctuation is due to the volatility of some of the components in the CPI basket. Core inflation is calculated by stripping away the 8 most volatile components from the CPI basket. Therefore the core inflation is generally more stable than inflation figures, and is used by the Bank of Canada as an “operational guide to help achieve the total CPI inflation target”. 


Section 3 

B)

i) Inflation Rate from December 2008 - December 2009
= ((113.9/112.6) -1) * 100 
= 1.15%

ii) Inflation Rate from December 1992 – December 2011
= ((120.8/84.7) -1) * 100
= 42.6%

iii) Inflation Rate from October 2002 – October 2011
= ((120.9/101.3) – 1) * 100
= 19.35%

C)

Ex) Inflation Rate 1970-1971
= ((20.9/20.3)-1)*100
= 2.96%
*This formula was repeated from 1970-2011 to generate 41 figures
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[bookmark: _GoBack]This graph shows that the highest year of inflation was between 1980-1981, where there was a 12.5% increase in inflation. The lowest year of inflation was between 1993-1994, where there was only a 0.12% increase in inflation. As far as the overall trends of the graph, there has been inflation every year since 1970. The steepest levels of inflation occur from 1973-1981, which marked a steep recession, sparked by the Yom Kippur War in 1973 where the price of oil quadrupled over night.The graph shows a period of inflation stability (between 1-3%) from the 1990’s into the late 2000’s, which was a period of economic prosperity in Canada. In 2008, inflation dips real low again after the financial crisis, due to decreased consumer confidence. 

D)

i) 1990-1991: ((82.8/78.4)-1)*100 = 5.61% inflation
1991-1992: ((84/82.8)-1)*100 = 1.45% inflation
-year over year calculations were done like this until 2011, and the arithmetic average was calculated by multiplying all inflation rates from 1990-2011/21 = 2.05%
      ii) ((119.9/78.4)**1/21)*100 = 2.04 % for the compounded interest between 1990-2011

E)

i) CPI Extrapolation - +5% each year from 1990-2011
= (78.4) * ((1.05)^21)) = 218.4

ii) CPI Extrapolation – deflation of 1% each year from 1990-2011
= (78.4) * ((0.99)^21)) = 63.5

F)
V3860085, V646937


iv) The real GDP and nominal GDP cross at 2002 because that is the year that real GDP was denominated in nominal dollars (GDP deflator). Once at this point, nominal GDP grows at a much faster rate because the equation for calculating nominal GDP includes inflation as well as increases in the production of goods and services. Real GDP does not include inflation in its calculation of GDP so the growth rate is much less.

G)

i) Deflator = (nominal GDP/real GDP)*100
Ex. 1980 Deflator = (314 390 000 000/625 414 000 000)*100
=50.3
*This formula was continued up until 2011
2011 Deflator = (1 624 608 000 000/1 324 993 000 000)*100
=122.6
ii) %Change Real GDP 1980-1981 = ((647 323 000 000/626 414 000 000) – 1) *100 = 3.5%
%Change Nominal GDP 1980-1981 = ((360 471 000 000/314 390 000 000) – 1) * 100
 = 14.7%
%Change Deflator 1981- 1981 = ((55.686/50.269) – 1) *100 = 10.8
*These were then performed in excel with the same formula and dragged down
      iii) on next page with chart numbers – % change in real terms is very close to % change in nominal terms – GDP
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