Chapter 1: THE MARKET SYSTEM AND THE PUBLIC SECTOR 
· the state’s primary involvement is in guaranteeing property rights and ensuring the enforcement of contracts 
· many people disagree on how we should manage our economy. Some say that the gov should play a minimum role in order that all may prosper, but other say that we need rules and regulations to make sure it’s fair 

Why Study Economics? 
· Positive economics: factual or descriptive, used to figure our why things happen and to predict future actions 
· David Landes says that the most important invention of the middle ages was the corrective lens because it allowed people who would have lost work due to blindness to keep working. He says this led to economic accumulation which then led to the industrial revolution 
· Basically, understanding simple economic incentives can help you understand why more complex things happen 
· Normative economics: deals with how to make things work better through public policy (what laws, incentives and rules will make the economic system work better? Usually deals with small questions. Big question they’re usually trying to answer is weather it is better to use the market or the public sector to solve various social problems)
· good normative economics is based on good positive economics (u need to know facts and the effects it will have on people’s behaviour)

The Virtues of The Market
· when economists talk about the market, they are usually talking about an analytical concept rather than a real world space 
· the interaction between buyers and sells establishes price and quantity produced and sold 
· economists refer to the price at which supply = demand as the equilibrium price 
· “leave it to the market” : suggests that the best way for society to make its economic decisions about how much of a good or service will be produced at what price is to let the buyers and sellers decide 
· if “the market” is simply the voluntary interaction between buyers and sellers, then “leaving things to the market” surely results in in mutually beneficial voluntary exchanges 

Market Failures 
· when market failures occur due to there being no market for a good or service that is produced or a less than optimal equilibrium for a given good or service, the government may intervene 
· causes of market failure/ reasons fro government intervention follow:
Property Rights 
· you need to have property rights for a market to thrive or else anyone good just steal your ideas/ products 
Income Distribution 
· in a market economy, people acquire purchasing power mainly by working or investing 
· some people have skills that is useful in the market and they will make a lot of money while others will earn very little income for other skills 
· if the income distribution that results from voluntary interactions in the labour market is too unequal, governments may decide to tax those with higher incomes more than others to redistribute wealth 
Public Goods 
· if I uncover info about cancer, then u “consuming” that knowledge doesn’t take away from mine. But realizing that I can do the research and u can free ride off my findings may cause you to not want to invest in the research since I can do it and u can benefit. As a result, society may end up under-investing in cancer research 
Externalities 
· a similar situation occurs with externalities, where one person’s consumption affects another person in either a positive or negative way 
· In economics, an externality is the cost or benefit that affects a party who did not choose to incur that cost or benefit. Economists often urge governments to adopt policies that "internalize" an externality, so that costs and benefits will affect mainly parties who choose to incur them.
· ex. me buying gas from a local gas station benefits the owner. But you may be unhappy about the pollution caused by my driving 
· this is a negative externality but there’s also positive ones 
· education fro a guy who’s becoming a doctor, fro example, also benefits me even though I’m not the one getting educated 
· markets may over supply goods that produce negative externalities and under supply those that produce positive externalities (often bc, in deciding how much I want to educate myself, for instance, I’m not really taking into account ur benefit. So I may just stop learning) 
Monopoly 
· in a competitive market, you can’t just decide how much you want to sell and at one price BUT, in a market where there’s no competition because you’re the only one selling your good, you can raise prices well above market value 
· if there’s reason to believe that a monopoly will be permanent (that is, if it’s a natural monopoly), then the government may intervene to regulate the monopoly’s prices or even to take it over and start charging competitive prices (lower) 
Asymmetric Information 
· deals with the study of decisions in transactions where one party has more or better information than the other. This creates an imbalance of power in transactions, which can sometimes cause the transactions to go awry, a kind of market failure in the worst case 
· when this issue is severe, governments may decide to take over the production
Merit Goods 
· an extreme case of the above is called merit goods 
· the usual assumption is that consumers can decide fro themselves how much of a good will benefit them, but in cases of drugs and other chemical substances this is not true 
·  fro this reason, governments may regulate these substances, making their consumption illegal 
Co-Ordination Failure 
· okay basically: my income depends on your spending, but your income also depends on my spending 
· SO. If I feel like you’re going to cut back on spending, thus lowing my income, I may decide to cut back on my own spending in preparation... but then this lowers your income so then you actually do spend less which means my income does in fact decline…but like I basically caused that to happen myself 
· This is a kind of market failure that macroecon policy makers try to avoid 

Let the Market Work? 
· There’s lots of reasons why market failure occurs and so many types of government intervention will be necessary if society is to approach an optimal allocation of resources 
· But in theory, too much intervention can do as much/more damage as too little intervention 
· Since the very nature of externalities is that we don't know the true cost of a negative externality of the benefit of a positive one, correcting market failures is very tricky work and is usually done in informational fog 
· Many of the policies put in place can have harmful unintentional side-effects 
· Ex. 1: apartment rent controls result in families not wanting to leave them (more demand than supply at that point) 
· Ex. 2: in the 60s and 70s in the U.S, welfare was provided for single mothers, which led to the breakdown of African-American families, as the dads now had incentive to leave 
· Unfortunately, unlike textbook governments who are trained economists dedicated to maximizing social welfare, actual government are not really like this 
· “letting the market work” may be the worst way of running a society 
Property Law 
· the state has 3 roles in the definition of management of property: 
· the state defines property rights: this includes the range of objects, services, and privileges (hereafter “goods”) that can be legitimately claimed as property. For ex. most nations now forbid the ownership of people or heavy weapons. 
· The state limits the range of activities to which individuals may apply their property: for ex. it would be difficult to operate a rifle range or strip club in the suburbs. 
· The state is the final adjudicator of all property and contract disputes: there are only a few narrowly defined circumstances in which force may be used to protect or resolve disputes 
Contract Law
· Both parties must positively indicate their intention to be bounded by the terms of the contract (usually with a signature or token payment). Second, any contract agreed to under coercion is invalid. Third, al contracts must be consistent with the law of the land
· Involves 3 parties: buyer, seller and state 

Additional Flaws in the Simple Exchange Story 
· Simple exchange story: I have lots of chocolate chip cookies, you have lots of milk. We enter into free trade 
· What it misses: 
· 1. The relative position of each party to the exchange 
· 2. Whether it is a “spot” or “relational” contract
· 3. Whether the item is an experience or inspection good 
Inequality and Bargaining 
· some people don’t have enough money, so even though goods are potentially available, they can’t have them (wages too low or unemployed) 
· other people have a lot of savings and so a society of inequality is created 
· to avoid negative outcomes from this, almost every nation with democratic polity has enacted policies designed to place a floor under people’s incomes and thereby a limit on bargaining power
· classical and neoclassical economists say that over time, the “inviable hand” will bring about a rough approximation of full employment 
· Keynesians have argued that the government should act as an “employer of last resort” by guaranteeing a job at a decent wage to everyone willing to work 
· Other believe its best to provide everyone with a “guaranteed income” as a substitute for both a job program and much of the welfare state 

“Spot” Vs. “Relational” Contracts 
· Spot market: one where exchanges are negotiated and settled at the same time. Ex. outdoor market for tourist trinkets. Tourist haggles, settles on price, exchanges money for good and leaves with good in hand all at once. 
· Relational contract: one in which parties agree to participate in an ongoing business relationship. Ex. landlord- tenant relationship, employer-employee relationship. 

“Inspection” vs. “Experience” Goods 
· In spot markets, you just need to directly inspect the good to see if it’s what you want (you’re buying the item and some assurance that it will work the way you want it to)
· With relational goods (more important), they are experience goods 
· Ex. car, vacation package or insurance policy 
· You only know if they’re good after having it for a while 
· Sellers depend on “signals” to assure customers of their commitment to quality and safety 
· Ex. celeb endorsements

Markets 
·  Those empowered by the state to make claims about property and it’s rules and conditions for allowing these claims have serious implications for the distribution of wealth , income and opportunity 
· self-interested people, corporations and their paid representatives work hard to arrange and rearrange the rules of property or contract in a manner favourable to their current circumstances 
· ideally, a democratic polity can resist these efforts but the record suggest that the reality is otherwise 

Conclusion: The Role of the State in the Market Economy 
· in light of the above observations on property and contract law and their implications of our understanding of market exchange, let us briefly consider the proper role of the state in a reasonably well-functioning market economy 
· first, it is evident that regulation can play a positive role in the formation, extension and legitimation of markets 
· for markets to function well, buyers must have some assurance about the goods 
· reputation alone is not enough 
· in the absence of clear regulation, civil suits can present an important check on firms, as buyers generally retain the option of suing for damages
· in such instances the state may emerge as the institution best positioned to test and supervise the underlying quality of goods 
· regulation facilitated the efficiency of the market to the extent that it can effectively transform an experience into something more akin to an inspection good 
· I may not know how a car is made, but I can learn about its comfort, safety features, color and price to the extent that I have assurance about it from this evaluation ^ 
· Second, in a world of ubiquitous private property and extensive division of labour, few people are self-sufficient enough to survive 
· This is fine because you can pay for goods and services 
· But if you have been unemployed for a while, you may need money from friends and family, charities or the public in order to survive 
· To maintain public order, all developed countries have devised a variety of market interventions, including laws governing minimum wages, maximum working hours and child labour – termed “welfare state” 
· Third, there are some things that benefit people in society so much that they are paid for through public funds (ex. safe water, good schools, fighting foreign wars) 
· They are thought to be part of the core functioning of the state 


Actually the stuff u were supposed to read  : 

WHAT IS EOCNOMICS? 
1. There are many possible definitions of economics in the past, it has been defines as being concerned with: 
· The cause of the wealth of nations 
· The laws that regulate income and distribution 
· The laws of motion of capitalism 
2. 2 further definitions can be offered today: 
· econo is a method of analyzing individual and social behaviour, especially as it relates to market phenomena 
· econ is the study of behaviour conditioned by scarcity 
3. micro deal with consumers, firms, industries or markets taken in isolation. Macro deals with economic systems taken as a whole and thus confronts fallacies of composition (saying that just because something is true for 1 person, it’s true for everyone) 
4. bc of the great complexity of human behaviour, economists are forced to abstract from many details, to make generalizations that they know are not quite true, and to organize what knowledge they have in terms of some theoretical structure called a model 
5. correlation need not imply causation, and the timing of events may not properly reflect what is the cause and what is the effect 
6. economists use simplified models to understand the real world and predict its behaviour, much as a child uses a model railroad to learn how trains work 
7. although these models, if skillfully constructed, can illuminate important economic problems, they can rarely answer the questions that confront policy makers. Value judgments are needed fro this purpose and the economist is no better equipped than anyone else to make them 
8. economists agree among themselves on several fundamental issues, but as the reading of any newspaper will show, the disagree on some issues of doctrine and on many policy issues. There are several reasons that can explain such a situation 
· the facts are uncertain or stats hard to come by 
· different economists may start with different assumptions 
· models of theories are hard to disprove, so different economic theories will be held and promoted concurrently by various schools of thought 
· economists come in all political stripes
9. there are 2 views of science, the naïve and the modern view. In the naïve view, all economists should end up accepting the same model. By contrast, the modern view says that value judgements, political opinions, and vested interests influence every step of scientific research, which helps to explain why there are disagreements among economists. Still, they share the method of justifying every step of their arguments. 



Chapter 2: WHAT IS MONEY? HOW IS IT CREATED AND DESTROYED? 

The Demand For Money
· If all exchanges could be made through trade then we wouldn't need money, but trade is multilateral. There is not always a double coincidence of wants 
Information and Incentives 
· “tit for tat” strategy works best when trying to work out a deal 
· this requires record of trade history 
Money and as Record-Keeping Device 
· fortunately, you don’t really need to the whole tit fro tat trading thing if you just use monetary payment 



Government Money 
· in practice, the public provision of money has not always worked so smoothly because there is usually a great temptation on the part of the government to exploit its legislated monopoly position to extract seigniorage revenue from the population, especially during periods of fiscal crisis (as periods of war) 
· seigniorage: (or tax inflation) refers to the act of printing unbacked money to finance government expenditures 
· this inevitably results in inflation (rise in price or goods and services) 
Banking 
· bank is a financial intermediary, or asset transformer
· they specialize in the business of money creation  

The ABC’s Of Banking 
· imagine Adam and the bank agree to follow a contract 
· while Adam’s reputation (credit history) is not publically observable, It is seen by the bank, so he’s motivated to pay back the loan if he wants the bank to help him again 
· at the end of the day, the function of the bank is to transform illiquid assets (like Adams IOU) into liquid liabilities (easily moveable) banknotes 

Demandable Liabilities 
· most monetary systems are in fact what one might term “dual money regimes” in that there are usually 2 coexisting monetary objects, sometimes called outside money and inside money 
· outside money supply: sometimes called base money is usually more liquid. Historically it was gold or silver coins, now its paper notes and coins 
· inside money supply: less liquid, issued by private banks and made convertible fro base money. Used to be in the form of private banknotes convertible into coins, now its electronic digits convertible into government cash 
· the demanability clause makes bank money more widely acceptable as a means of payment, allowing banks to better fulfil the economy’s need for a supply of liquidity that responds rapidly to changing business conditions 
Bank Runs
· what happens if for some reason everyone wants to withdraw money at one time?
· Such an event is called a bank run (the bank does not have enough cash to fulfil all its obligations since there is not enough cash to do so. So they start selling their assets which are naturally illiquid which means they will have to wait a long time before they can find someone who’s willing to pay full value, or it will have to dispose of its assets at fire-sale prices. Either may lead to bankruptcy 

What Is Money
· The main alternative to a the money as a commodity theory is a credit or claim theory of money 
· States that all money is credit and all money is debt, bc they’re just mirror images of each other 
· If someone gets a loan from the bank, it is credit (for the bank this is an asset)
· If someone deposits money, then to the bank it is a debt or liability
· Money is paid for a discharge of debt when the debt has been expressed in terms of money

Money as a Social Relation 
· It will involve such things as collective intentionality, the assignment of status function and adherence to rules and norms of behaviour 

Money and Capitalism 
· People will only produce and sell things if they will get a profit from it 
· If people aren’t buying enough products, then the price may have to rise in order to get the profit 

Monetary Policy 
· The nominal policy rate is the number quoted in the financial press (ex. 3.25%)
· The real rate is the nominal rate less expected inflation 
· [bookmark: _GoBack]a real policy rate will tend to reduce bank lending, reduce the money supply, reduce inflation and may also cause economic downturn
· a low rate will encourage lending, increase the money supply and help stimulate the economy but may also cause inflation 

What u were actually supposed to read  : 
MYTH AND REALITY: 
1. the Canadian economy scores high when measured by international standards and as a member of the g7 industry nations. Although being an advanced market economy, it is also a mixed and open economy 
2. the Canadian economy has grown dramatically over the years. But this growth has been interrupted by periodic recessions, during which unemployment rises 
3. Canada has a diverse workforce whose composition by age and sex has been changing substantially. Relatively few workers these days work in factories or on famrs, most work in service industries 
4. Employees take come most of the nations income. Most of the rest goes, in the forms of interest and profit, to those who provide the capital 
5. Governments at the federal, provincial/territorial and local levels employ about 18% of the Canadian workforce (including the armed forced). Collectively, these governments both spend and take in taxes at the rate of about one third of the GDP. This percentage is higher in the U.S at about 27% but lower than most western European countries, including the UK
6. In addition to raising taxes and making expenditures, the government in a market economy serves as a refer and enforcer of the rules, regulated business in a variety of ways, and redistributes income through taxes and transfers payments. For all these reasons, we say that we have a mixed economy, which blends private and public elements 
Inputs: factors of production, machinery, buildings and natural resources used to make outputs (goods)
GDP: measure of the size of the economy, the total amount it produces in a year. 
Open economy: if its exports and imports constitute a large share of its GDP 
Closed economy: if it constitutes a small share 
Recession: a period of time in which total output falls 
Transfer payments: sums of money that certain individuals receive as outright grants from the gov rather than as payments for service 
Progressive taxes: if the ratio of taxes to income rises as income rises 


Chapter 3: SCARCITY AND CHOICE 
1. Supplies of all resources are limited. Because resources are scarce, an optimal decision  is one that chooses the best alternative among the options that are possible with the available resources 
2. With limited resources, a decision to obtain more of one item is also a decision to give up some of another, what we give up is called the opportunity cost of what we get.
3. When markets function effectively, firms are led to use resources efficiently and to produce the things that consumers want most. In such cases, opportunity costs and money costs (prices) correspond closely. When the market performs poorly, or when important, socially costly items are provided without charging an appropriate price or are given away free, opportunity costs and money costs can diverge. 
4. A firms production possibilities frontier shows the combination of goods it can produce, given the current technology and the resources at disposal. The frontier is usually bowed outward because resources tend to be specialized 
5. The principle of increasing costs states that as the production of one good expands, the opportunity cost of producing another unit of that good generally increases 
6. Like a firm, the economy as a whole has a production possibilities frontier whose position is determined by its technology and by the available resources, land, labour, capital and raw materials 
7. A firm or an economy that ends up at the point below its production possibilities frontier is using its resources inefficiently. This is what happens when there is unemployment 
8. Economists define efficiency as the absence of waste. It is achieved primarily by the gains in productivity brought about through specialization that exploits division of labour and comparative advantage. 
9. 2 countries (or 2 people) can gain by specializing in the activity in which each has a comparative advantage and then trading with one another. These gains from trade remain available even if one country is inferior at producing everything 
10. if any exchange is voluntary, both parties must benefit, even if no additional goods are produced 
11. every economic system must find a way to answer 3 questions: how can goods be produced most efficiently? How much of each good should be produced? How should goods be distributed among users? 
12. The market system works very well in solving some of society’s basic problems, but it fails to remedy others and may, indeed, create some of its own. Where and how it succeeds and fails constitute the central theme of this book and characterizes the work of economists in general. 

Chapter 4: SUPPLY AND DEMAND 
1. The quantity of a product that is demanded is not a fixed number. Rather, quantity demanded depends on such factors as the price, consumer income, and price of other products 
2. The relationship between quantity demanded and price, holding constant all other things, can be displayed graphically on a demand curve 
3. For most products, the higher the price, the lower the quantity demanded. As a result, the demand curve usually has a negative slope 
4. The quantity of a product that is supplied depends on its price and many other influences. A supply curve is a graphical representation of the relationship between quantity supplied and price, holding constant all other influences 
5. For most products, supply curves have positive slopes, meaning that higher prices lead to supply of greater quantities 
6. A change in quantity demanded that is based by a change in the price of the good is represented by a movement alone a fixed demand curve. A change in quantity demanded that is caused by a change in any other determinant of quantity demanded is represented by a shift of the demand curve. 
7. This same distinction applied to the supply curve: changes in price lead to movements along a fixed supply curve; changes in other determinants of quantity supplied lead to changes in the entire curve (ex. change in price of related good) 
8. A market is said to be in equilibrium when quantity supplied is equal to quantity demanded. The equilibrium price and quantity are shown by the point on the supply –demand graph where supply and demand curves intersect. 
9. Changes in consumer incomes, tastes, technology, prices of competing products, and many other influences lead to shifts in either the demand curve or the supply curve and produce changes in price and quantity that can be determined from supply-demand diagrams. 
10. a tax on a good generally leads to a rise in the price at which the taxed product is sold. The rise in the price is generally less than the tax, so consumers usually pay less than the entire tax 
11. consumers generally pay only part of a tax because the resulting rise in price leads them to buy less and the cut in the quantity they demand helps to force price down.  
12. An attempt to use government regulation to force prices above or below their equilibrium levels is likely to lead to shortages or surplus, to black markets in which goods are sold at illegal prices, and to a variety of other problems. The market always strikes back at attempts to repeal the law of supply and demand.
13. A ceiling imposed on the price of a good will generally lead to a shortage of this good. A floor imposed on prices will generally lead to a surplus. The only way to avoid these surpluses is to impose quotas on the amounts that can be produced.

Invisible hand: a phrase used by Adam Smith to describe how, by pursuing their own self interest, people in a market system are “led by an invisible hand” to promote the well being of the community. 
Shifts in the Demand Curve: occurs when any relevant variable other than price changes. If consumers want to buy more at any and all given prices than they previously wanted, the demand curve shifts to the right (or outward). If they desire less at any given price, the demand curve shifts to the left (or inward). So basically, price is staying the same, but people want a different quantity of the item bc of the price of a related good changing, for example. 
The law of supply and demand: states that in a free market the forces of supply and demand generally push the price toward the level at which quantity supplied and quantity demanded are equal 

Chapter 5: AN INTRODUCTION TO MACROECONOMICS 

1. Microeconomics studies the decisions of individuals and firms, the ways om which these decisions of individuals and firms, the ways on which these decisions interact, and their influence on the allocation of a nation’s resources and the distribution of income. Macroeconomics looks at how entire economies behave and studies the pressing social problems of economic growth, inflation and unemployment. 
2. Although they focus on different subjects, microeconomics and macroeconomics rely on virtually identical tools. Both use the supply and demand analysis introduced in chapter 4. 
3. Macroeconomic models use abstract concepts like the “price level” and “gross domestic product” that are derived by combining many different markets into one. This process is known as aggregation. It should mot be taken literally but rather viewed as a useful approximation. 
4. The best specific measure of the nation’s economic output is gross domestic product (GDP) which is obtained by adding up the money values of all final goods and services produced in a given year. These outputs can be evaluated at current market prices (to get nominal GDP) or at some fixed set of prices (to get real GDP). Neither intermediate goods nor transactions that take place outside organized markets are included in GDP. 
5. GDP measures an economy’s production, not the increase in its well-being. Fro example, the GDP places no value on housework, other do-it-yourself activities or leisure time. On the other hand, even commodities that might be considered “bads” rather than “goods” are counted in the GDP (ex. activities that harm the environment) 
6. Canada’s economic history shows steady growth punctuated by periods of recession, that is, periods in which real GDP declines. Although the distant past included some periods of falling prices (deflation), more recent history shows only rising prices (inflation). 
7. The Great Depression of the 1930s was the worst in Canadian history. It profoundly affected both our nation and countries throughout the world. It also led to a revolution in economic thinking, thanks largely to John Maynard Keynes. 
8. From WW2 to the early 1970s, the Canadian economy exhibited steadier growth than in the past. Many observers attributed this more stable performance to the implementation of the monetary (deciding how much money to print, and fiscal policies (collectively called stabilization policy) that Keynes had suggested. At the same time, however, the price level seemed only to rise (never fall) in the modern economy. The economy seems to have been more “inflation prone”.  
9. Between 1973 and 1992, the Canadian economy suffered through several serious recessions. In the first part of that period, inflation was also unusually virulent. This unhappy combination of economic stagnation with rapid inflation was nicknamed “stagflation”. Since 1982, however, inflation has been low. 
10. Canada enjoyed high growth in the late 1990s, and unemployment fell to its lowest level in 30 years by the early 2000s. yet inflation also fell. One explanation fro this happy combination of rapid growth and low inflation is that the aggregate supply curve shifted out unusually rapidly. 
11. One major cause of inflation is that aggregate demand may grow more quickly than does aggregate supply. In such a case, a government policy that reduces aggregate demand may be able to stem the inflation. 
12. Recession often occurs because aggregate demand grows too slowly. In this case, a government policy that stimulates demand may be an effective way to fight the recession. 

Aggregation: combining many individual markets into one overall market 
Nominal GDP: also called GDP at current prices, is calculated by valuing all outputs at current prices. 
Real GDP: also called GDP at constant prices, is calculated by valuing outputs of different years at constant prices. Therefore, real GDP is a far better measure than nominal GDP of changes in total production. 
· K so basically there’s 2 ways GDP can increase. It can increase due to an increase in price or an increase in production. When GDP increases bc of price, it is referred to as nominal GDP. Here, the GDP rises, but only because of inflation. When real GDP rises, however, it means more goods and services are being produced, better goods and services are being produced or more highly valued goods and services are being produced. REAL GDP IS WHAT WE WANT  If we want to compare our economy over time, we need to control for changes in price. This is what real GDP does. It adjusts to account for inflation. It tells us how our GDP has increased or decreased if the prices were the same over a given period of time. 
Intermediate Good: a good purchased fro resale or for use in producing another good 
Government’s fiscal policy: is its plan for spending and taxation. It can be used to steer aggregate demand in the desired direction. 
Monetary policy: refers to actions taken by the bank of Canada to influence aggregate demand by changing interest rates 


Chapter 6: THE GOALS OF MACROECONOMIC POLICY 
1.  Macro policy strives to achieve rapid and reasonably stable growth while keeping both unemployment and inflation low 
2. only rising productivity can raise standards of living in the long run. And seemingly small differences in productivity growth rates can compound to enormous differences in living standards 
3. the production function tells us how much outputs the economy can produce from the available supplies of labour and capital given the state of technology 
4. the growth rate of potential GDP is the sum of the growth rate of the labour force plus the growth rate of labour productivity. The latter depends on, among other things, technological change and investment in new capital 
5. over long periods of time, the growth rate of actual and potential GDP match up quite well. But owning to macroeconomic fluctuations, the two can diverge sharply over short periods 
6. although some psychologists, environmentalists and social critics question the merits of faster economic growth, economists generally assume that faster growth of potential GDP is socially beneficial 
7. when GDP is below its potential, unemployment is above its “full employment” level. High unemployment exacts heavy financial and psychological costs from those who are its victims, costs that are borne quite unevenly by different groups in the population. 
8. Frictional unemployment arises when people are between jobs fro normal reasons. Thus most fictional unemployment is desirable
9. Structural unemployment is due to shifts in the pattern of demand or to technological change that makes certain skills obsolete 
10.  Cyclical unemployment is the portion of unemployment that rises when real GDP grows more slowly than potential GDP and falls when the opposite is true 
11. today, after years of extremely low unemployment, economists are unsure where full employment lies. Some think it may be at a measure unemployment rate near 5%. 
12. Employment insurance replaces up to about one half of the lost income of unemployed persons who are insured. But fewer than half of the unemployed actually collect benefits, and no insurance program can bring back the lost output that could have been produced has these people been working 
13. People have many misconceptions about inflation. Fro ex, many believe that inflation systematically erodes real wages and blame inflation for any unfavourable changes in relative prices. Both of these ideas are myths. 
14. Other costs of inflation are real, however. Ex, inflation often redistributes income from lenders to borrowers. 
15. This redistribution is ameliorated by adding the expected rate of inflation to the interest rate. But such expectations often prove to be inaccurate. 
16. The real rate of interest is the nominal rate of interest minus the expected rate of inflation. 
17. Because the real rate of interest indicated the command over real resources that the borrower surrenders to the lender, it is of primary economic importance. But public attention often is riveted on nominal rates of interest and this confusion can lead to costly policy mistakes (bc if the nominal rate of interest is LESS THAN INLFATION, real interest rates become negative!!)
18. Because nominal (not real) capital gains (profit from investment) and interest are taxed, our tax system levies overly high taxes on income from capital when inflation is high. This, however, is compensated for by the fact that only half of the realized capital gains are included in taxable income. 
19. Low inflation that proceeds at moderate and fairly predictable rates year after year carries far lower social costs than does high or variable inflation. Many of these costs arise because inflation sends confused messages about relative price changes, which induce people to make inefficient decisions, thus reducing productivity 
20. The notion that low inflation inevitably accelerated into high inflation is a myth with no foundation in economic theory and no basis in historical facts
	
Potential GDP: the real GDP that the economy would produce if its labour and other resources were fully employed 
Real wage rate: is the wage rate adjusted fro inflation. Specifically, it is the nominal wage divided by the price index. The real wage thus indicates the volume of goods and services that the nominal wages will buy (review this bc I don't really know what it means lol) 
 
The nominal rate of interest: is the % by which the money that she borrowed, making no adjustment fro any decline in the purchasing power of this money that results from inflation

Chapter 7: ECONOMIC GROWTH – THEORY AND POLICY 
1. More capital, improved workforce quality (which is normally measured by the amount of education and training), and better technology all raise labour productivity and therefore shift the productivity function upward. They constitute the three pillars of growth. 
2. The growth rate of labour productivity depends on the rate of capital information, the rate of improvement of workforce quality, and the rate of technical progress. So growth policy concentrates on speeding up these processes. 
3. Capital formation can be encouraged by low real interest rates, favourable tax treatment, rapid technical change, rapid growth of demand and a climate of political stability that respects property rights. Each of these factors is at lease influenced by policy. 
4. Policies that increase education and training – the second pillar of growth – can be expected to make a country’s workforce more productive. They range from universal primary education to post-graduate fellowships in science and engineering. 
5. Technological advances can be encouraged by more education, by higher rates of investment and also by direct expenditures – both public and private – on research and development (R&D) 
6. The convergence hypothesis holds that countries with lower productivity levels tend to have higher productivity growth rates, so that poor countries gradually close the gap on rich ones 
· So basically, the idea behind this theory is that productivity growth is usually faster where the initial productivity is lower, gradually narrowing the relative income gap 
· One major reason to expect convergence is that technological know-how can be transferred quickly from the leading nations to the laggards. Unfortunately, not all countries seem to be able to benefit from this information transfer. 
7. Productivity growth slowed precipitously in Canada and elsewhere around 1973, and economists are still not sure why. Possible reasons include high energy prices causing companies to produce less (although that's not it bc even when prices dropped, production did not increase), inadequate workforce skills (although that can’t be it either because the school rates of attendance never lowered) 
8. Productivity growth in Canada has sped up again between 1996-2000, probably mainly as a result of the information technology revolution and the large investments that accompanied it. 2 of the 3 main pillars of productivity growth – capital formation and technological change – seem to do a credible job of explaining why productivity accelerated in Canada at the end of the 1990s. 
9. Because many personal services (such as education, dental and medical care and policy protection) are essentially handicraft activities that have prices unchangeable by  labour-saving innovations, they suffer from a cost disease that makes them grow ever more expensive over time. 
10. The same 3 pillars of economic growth – capital, technology and education – apply in the developing countries. But on all three fronts, conditions are much more difficult there– and improvements are harder to obtain. 
11. The rich countries try to help with all 3 pillars by providing development assistance, and multinational corporations sometimes provide capital and better technology via foreign direct investment. But both of these mechanisms are surrounded by controversy, as many feel money given to developing countries is often not well spent. Many believe that without a good government and well-defined property rights etc., developing countries cannot make good use of this money. 
12. Growth in many of the poor countries is also held back by adverse geographical condition and/ or corrupt governments 

Human capital: is the amount of skill embodies in the workforce. It is most commonly measured by the amount of education and training 
the convergence hypothesis: holds that nations with low levels of productivity tend to have high productivity growth rates, so that international productivity differences shrink over time 
a nations capital: is its available supply of plant equipment and software. It is the result of past decisions to make investments in these terms 
investment: is the flow of resources into the production of new capital. It is the labour, steel, and other inputs devoted to the construction of factories, warehouses, railroads and other pieces of capital during some period of time 
capital formation: is synonymous with investment. It refers to the process of building up the capital stock 
· Whenever businesses make investments in purchasing new plants, equipment and software, it is a growth of capital. It is capital formation 
property rights: are laws and/or conventions that assign owners the rights to use their property as they see fit (within the law) – for ex. to sell the property and to reap the benefits (such as rents or dividends) while they own it. 
On the job training: refers to skills that workers acquire while at work, rather than sin school or in formal vocational training programs 
Innovation: is the act of putting new ideas into effect by, fro ex, bringing new products to market, changing product designs, and improving the way in which things are done 
According to the cost disease of the personal service: service activities that require direct personal contact tends to rise in price relative to other goods and services (ex. price of going to the dentist will keep going up) 
Development assistance: (“foreign aid”) refers to outright grants and low-interest loans to poor countries from both rich countries and multinational institutions like the World Bank. The purpose is to spur economic development. 
Foreign direct investment: the purchase or construction of real business assets – such as factories, offices and machinery – in a foreign country 
Multinational corporations: corporations, generally large ones, which do business in many countries. Most, but not all, of these corporations have their headquarters n developed countries 

Chapter 8: THE CIRCULAR FLOW OF SPENDING AND POWERFUL CONSUMERS
1. Aggregate demand is the total volume of goods and service purchased by consumers, businesses, government units and foreigners. It can be expressed as the sum 
C + I + G + (X – IM), where C is consumer spending, I is investment spending, G is government purchases and X-IM is net exports. These components are similar to those of the expenditure-based gross domestic product. 
2. Aggregate demand is a schedule that depends on a variety pf factors, including consumer incomes, events in foreign countries and government policies. 
3. Economists reserve the term investment spending to refer to purchases or newly produced factories, machinery, software and houses 
4. Gross domestic product is the total volume of final goods and services produced in the country 
5. Gross domestic incomes is GDP seen from the income side. Because it is values at market prices, it incorporates all wages, interest and profits, as well as all taxes on factors of production and sales taxes. By necessity, it is identically equal to gross domestic product 
6. Disposable income (how much consumers have available to spend/save) is the sum of the incomes of all individuals in the economy after taxes and transfer. It is the chief determinant of consumer expenditure. 
7. All of these concepts, and other, can be depicted in a circular flow diagram that shows expenditures on all four sources flowing into business firms and national income flowing out 
8. The close relationship between consumer spending ( c ) and disposable income (DI) is called the consumption function. Its slope (pretty constant), which is used to predict the change in consumption that will be caused by a change in income taxes, is called the marginal propensity to consume (MPC). 
9. Changes in the disposable income move us along a given consumption function. Changes in any of the other variables that affect C shift the entire consumption function. Among the most important of these other variables are total consumer wealth, the inflation rates and expected future incomes 
· So this function is used to figure out how much consumer spending would rise if disposable income rises (meaning a cut in taxes) 
10. Because consumers hold so many money-fixed assets they lose purchasing power when prices rise, which leads them to reduce their spending. This effect is however partially compensated for by the presence of money-fixed liabilities, the real value of which diminishes when prices rise 
· An example of this is money in the bank. Obviously, when prices of things rise due to inflation, their money fixed assets become less valuable
· Money fixed liabilities is consumer credit and mortgage debt. Anytime price levels rise, liabilities fall
11. The government often tries to manipulate aggregate demand by influencing private consumption decisions, usually through changes in the personal income tax 
12. Consumer spending is also strongly affected by consumer sentiment. This explains why identical changes in tax policy may produce different results at different times 
13. Investment is the most volatile (likely to lead to a negative change) component of aggregate demand, largely because it is closely tied to confidence and expectations 
14. Policy makers cannot influence confidence in any reliable way, so policies designed to spur investment focus on more objective, although possibly less important, determinants of investment – such as interest rates and taxes 
15. Net exports depend on GDPs and relative prices both domestically and abroad 

Aggregate demand: the total amount that all consumers, business firms, and government agencies wish to spend on final goods and services 
Consumer expenditure: ( C ) is the total amount spent by consumers on newly produced goods and services (excluding purchases of new homes, which are considered investment goods) 
Government purchases: (G) refer to the goods (such as airplanes and paper clips) and services (such ad school teaching and police protection) purchases by all levels of government 
Net exports: or X- IM, is the difference between exports (X) and imports (IM). It indicated the difference between what we sell to foreigners and what we buy from them 
Disposable income: (DI) is the sum of the incomes of all individuals in the economy after all taxes have been deducted and all transfer payments have been added. 
Gross domestic income: GDP seen from the income side; values at market prices, it incorporates all wages, interest and profits, and all taxes on factors of production and sales taxes; it excludes transfer payments, such as employment insurance benefits,  from the government 
Transfer payments: sums of money that the government gives to certain individuals as outright grants rather than as payments for services rendered to employers. Some common examples are social welfare and employment insurance benefits 
Retained earnings (or plowback) are the portion of a corporation’s profits that management decides to keep and reinvest in the firm’s operations rather than paying out as dividends to shareholders 
A scatter diagram: is a graph showing the relationship between two variables (such as consumers spending and disposable income). Each year is represented by a point in the diagram and the coordinates of each year’s point show the values of the two variables in that year. 
The consumption function: shows the relationship between total consumer expenditures and total disposable income in the economy, holding all other determinants of consumer spending constant 
The marginal propensity to consume (MPC): is the ratio of change in consumption relative to changes in disposable income that produce the change in consumption. On a graph, it appears as the slop of the consumption function. 
A money-fixes asset: is an asset whose value is a fixed number of dollars 
An example of a money fixed liability: is a mortgage taken to purchase a house, the value of which is a fixed number of dollars 
The wealth effect: is the negative effect that higher output prices have on real consumer spending, as the real value of the money-fixed assets of households fall when prices are higher 

Chapter 9: THE INCOME MULTIPLIER 
1. The equilibrium level of GDP on the demand side is the level at which total spending just equals production. Because total spending is the sum of consumption, investment, government purchases and net exports, the condition of equilibrium is Y= C + I + G + (IM)
2. Income level below equilibrium are bound to rise because, when spending exceeds output, firms will see their inventories will up and firms will react by curtailing production 
3. Income levels above equilibrium are bound to fall because, when total spending is insufficient to absorb total output, inventories will pile up and firms will react by curtailing production ?????
4. The determination of the equilibrium level of GDP on the demand side can be portrayed on a convenient income-expenditure diagram as the point at which the expenditure schedule – defined as the sum of C + I + G + (X-IM) – crosses the 45-degree line. The 45-degree line is significant because it marks off points at which spending and output are equal – that is, at which Y=C + I + G + (X-IM), which is the basic condition of equilibrium. 
5. An income-expenditure diagram can be drawn only for a specific price level. Thus, the equilibrium GDP so determined depends on the price level. 
6. Higher prices reduce the real debt of consumers, but they also reduce their real wealth. Economists presume that this second effect is stronger, and hence that higher prices reduce the purchasing power of consumers. Higher prices thus reduce total expenditure on the 45-degreee line diagram. Equilibrium real GDP demanded is therefore lower when prices are higher. This downward-sloping relationship is known as the aggregate demand curve. 
7. Equilibrium GDP can be above or below potential GDP, which is defined as the GDP that would be produced if the labour force were fully employed. 
8. If equilibrium GDP exceeds potential GDP, the difference is called an inflationary gap. If equilibrium GDP falls short of potential GDP, the resulting difference is called a recessionary gap. 
9. Such gaps can occur because of the problem of coordination failure: the saving that consumers want to do at full employment income levels may differ from the investing that investors want to do. 
10. Any autonomous increase in consumption has a multiplier effect on GDP; that is, it increases GDP by more than original increase in spending. 
11. The multiplier effect occurs because one person’s additional expenditure constitutes a new source of income for another person, and this additional income leads to still more spending, and so on. 
· Demand goes up, so production needs to increase so that supply can increase. This means that more store need more employees to sell these products. More people having jobs allows them to have money to spend which allows the economy’s demand to increase further, allowing the multiplier effect to start all over 
· It also goes the opposite way. Demand falls, so unemployment rises, causing demnd to fall further. 
12. The multiplier is the same for an autonomous increase in consumption, investment, government purchases or net exports. 
13. A simple formula for the multiplier says that its numerical value is 1/(1-MPC). This formula is too simple to give accurate results, however. 
14. Rapid (or sluggish) economic growth in one country contributes to rapid (or sluggish) growth in other countries because one countries imports are another country’s exports. 
15. A cut in autonomous consumer expenditures leads to a reduction in the equilibrium level of income. But then, this means that an increase in household saving eventually leads to a fall in income and disposable income, bringing back attempt to boost it – a paradoxical effect. 
16. A reduction in the marginal propensity to consume, and hence an increase in the marginal propensity to save, as a result of thrift campaign, leads to a fall in the equilibrium level of income. In the simplified case with no government and foreign sectors, despite the efforts of all individuals to boost their saving, aggregate household saving at the new (lower) income equilibrium will no longer be different from what it was before the thrift campaign, at the level set by investment spending. This is the paradox of thrift.   

Equilibrium refers to a situation in which neither consumers nor firms have an incentive to change their behaviour. They are content to continue with things as they are. 
Inductive Investment is the part of investment sending that rises when GDP rise and falls when GDP falls 
An income-expenditure diagram or 45-degree line diagram plots total real expenditure (on the vertical axis) against real income (on the horizontal axis). The 45-degree line marks off points where income and expenditure are equal. 
The recessionary gap is the amount by which the equilibrium level pf real GDP falls short of potential GDP. 
The inflationary gap is the amount by which equilibrium real GDP exceeds the full-employment level of GDP 
A coordination failure occurs when party A would like to change his behaviour if party B would change hers, and vise versa, and yet the 2 changes do not take place because the decisions of A and B are not coordinated. 
An induced increase in consumption is an increase in consumption spending that stems from an increase in consumer incomes. It is represented on a graph as a movement along a fixed consumption function 
An autonomous increase in consumption is an increase in consumer spending without any increase in consumer incomes. It is represented on a graph as a shift of the entire consumption function. 
The marginal propensity to save is the ratio of changes in saving relative to changes in disposable income that produce the change in saving. 
The paradox of thrift is the surprising fact that individual efforts to save more will ultimately be unsuccessful at the aggregate level, leading instead to lower equilibrium income and output levels and failing to raise aggregate saving. 

Chapter 10: SUPPLY-SIDE INTERACTING WITH DEMAND- UNEMPLOYMENT AND INFLATION? 
1. The economy’s aggregate supply curve related the quantity of goods and services that will be supplied to the price level. It normally slopes upward to the right because of the principle of increasing costs. As it becomes harder to produce more, unity costs rise, inducing firms to raise prices. 
2. The position of the aggregate supply cruve can be shifted by changes in money wage rates, prices of other inputs, technology or quantities or qualities of labour and capital. 
3. The equilibrium price level and the equilibrium level of real GDP are jointly determined by the intersection of the economy’s aggregate supply and aggregate demand schedules
4. Among the reasons why the oversimplified multiplier formula is wrong is the fact that it ignores the inflation that is caused by an increase in aggregate demand. Such inflations decreases the multiplier by reducing both consumer spending and net exports
5. The equilibrium of aggregate supply and demand can come at full employment, below full emply,emt (a recenssionary gap), or above full employment (an inflationary gap).
6. The economy has a self-correcting mechanism that erodes a recessionary gao, but it is both slow and weak, or even nonexistent, specifically, a depressed labour market reduces wage increased and, in extereme cases, may drive wages down. Lower wages shift that aggregate supply curve outward nd lead to higher growth only if the positive effect on net exports is stong and private wealth effect stimulate consumption adequately. Otherwise, as occurs with the fisher debt effect, lower wages and prices may drive down real GDP instead, as borrowers must cut spending because of their rising reak debt burden 
7. If an inflationary gap occurs, the economy has a similar self-correcting mechanism that erodes that gap through a process of inflation. Unusally strong job prospects push wages up, which shifts the aggregate supply curve to the left and rduces the inflationary gap. 
8. One consequence of this self-correcting mechanism is that, if a surge in aggregate demand opens up an inflationary gap, the econoy’s subsequent natural adjustment will lead to a period of stagflation– that is, a period in which prics are rising while output is falling. 
9. An inward shift on the aggregate supply curve will cause output to fall while prices rise – that is, it will produce stagflation. Among the events that haave caused such a shift are abrupt increase in the price of foreign oil. 
10. Adverse supply shifts like this plagued the Canadian econmy during the mid and late 1970s, leading to stagflation each time. 
11. But things reversed in 1997-1998, when falling oil prices and rising productivity shifted the aggregate supply curve out more rapidly than usual, thereby boosting real growth and reducing inflation simultaneously 
12. Inflation can be caused either by rapid growth of aggregate demand or by sluggish growth of aggregate supply. When fluctuations in economic activity emanate from the demand side, prices will rise rapidly when real output grows rapidly. But when fluctuations in economic activity emanate from the supply side, output will grow slowly when prices rise rapidly. 

Productivity is the amount of output procude by a unity of input 
A fisher debt effect is the negative effect that lower commodity prices have on real spending, as real value of the money-fixed liabilities of households and firms rise when prices are lower. 
The econom’s self-correcting mechanism refers to the way changes in wages brought about by competitive forces drive the economy back to potential output, thus eliminating the inflationary gap or the recessionary gap 
Stagflation is inflation that occurs while the economy is growing slowly or having a recession

Chapter 11: MANAGING AGGREGATE DEMAND –  POLICY 
1. The government’s fiscal policy is its plan for managing aggregate demand through its spending and taxing programs. This policy is made jointly by the minister of finance, subject to approval in the House of Commons
2. Because consumer spending ( C ) depends on disposable income, (DI), and DI is GDP minus taxes, any change in taxes will shift the consumption schedule on a 45 degree line diagram. Such shifts in the consumption schedule have multiplier effects of GDP 
3. The multiplier for changes in taxes is smaller than the multiplier for changes in government purchases because each $1 of tax cuts leads to less than $1 of increased consumer spending 
4. An income tax reduces the size of the multiplier 
5. Because an income tax reduces the multiplier, it reduces the economy’s sensitivity to shock. It is therefore considered an automatic stabilizer. Government purchases of goods and services, because they influence total spending only indirectly through their effect on consumption 
6. Government transfer payments are like negative taxes, rather than like government purchases of goods and services, because they influence total spending only indirectly through their effect on consumption 
7. If the multipliers were known precisely, it would be possible to plan a variety of fiscal policies to eliminate either a recessionary gap or an inflationary gap. Recessionary gaps can be cured by raising G or cutting T. inflationary gaps can be cured by cutting G or raising T. 
8. Active stabilization policy can be carried out either by means that tend to expand the size of governments (by raising either G or T when appropriate) or by means that reduce the size of government (by reducing either G or T when appropriate). 
9. Expansionary fiscal policy can mitigate recessions, but it also raises the budget deficit 
10. Expansionary fiscal policy also normally exacts a cost in terms of higher inflation. This last dilemma has led to a great deal of interest in “supply-side” tax cuts designed to stimulate aggregate supply. 
11. Supply-side tax cuts aim to push the economy’s potential output outward to the right. When successful, they can expand the economy and reduce inflation at the same time – a highly desirable outcome. 
12. But critics point out at least 4 serious problems with supply side tax cuts: they also stimulate aggregate demand; the beneficial effects on aggregate supply may be small; they make the income distribution more unequal; and large tax cuts lead to large budget deficits. 

The government’s fiscal policy is its plan for spending and taxation. It is designed to steer aggregate demand in some desired direction. 
An automatic stabilizer is a feature of the economy that reduces its sensitivity to shocks, such as sharp increases or decreases in spending 
