 Economic Systems: 

An economic system refers to the way in which the resources of a country however it is not the same for every country, every province and it is not the same for Quebec. Are used to produce goods and services, and the manner in which these goods and services are distributed for consumption.  The economic systems help out so that when you go to a grocery store or doctors they will ensure that everything you want is there. Organizes the goods. 

1. Tradition= whatever has been done in the past will be done in the future, there is not room for change. It has worked well in the past so they keep it cfcv m b  going. Developing countries use tradition as their economic system.
2. Command= Government of central authorities decides what to get. They decide what to put in the stores, how many doctors etc. This economic system is used in Cuba or communist countries. It is really hard to do because they have to come up with a master plan to know what is in command. 
3. Market= The market does not rely on tradition or what people want. They use self-interest. The consumers buy what they want and the firms make and sell what they want. The whole system is based off of the invisible hands, which is the price. The price serves as two benefits it is used as an incentive and as a signal. 

Surplus: 

Surplus involves price fall. The consumers will end up buying more because the prices fall and the firms will produce less. Profit= R(revenue)-C(cost) (P(price)xQ(quantity))-C(cost). Incentives= The prices fall so you are encouraged to buy more. No such thing as a valuable good. The thing that affects its price is if there is a lot or little. 

Shortage: 

Shortage involves the increase in prices. The consumers will end up buying less because the prices are more expensive. Firms try and make more to lower the prices so that the consumers will end up buying more again. Increasing the amount of goods so that they can lower prices, which will encourage the consumers to buy more, can eliminate shortage. 

Main Characteristics of a Market Economy:

· Self-interest: Every part of the economy decides what they want to buy. When you go to the store you decide on what you want to buy. 
· Price: The price acts as an incentive, if the prices go down or rise it will alter your choice whether or not you want to buy them. 
· Market prices and quantities: When you go to the stores goods have to have prices and in order for you to buy them there has to be quantities of the certain good. 
· Institutions: The government decides the institutions for the market economy. We need banks so that transactions can happen; the government decides this.

Ceteris Paribus

All other things remain constant.


Scarcity: Scarcity does not mean that there is a shortage; scarcity involves the fact that we all have desires. When the iphone 6 comes out do we need the new one or the fancy phone but our desires make us want to get it. 

Choice: We need to choose between what we need and don’t need, the sky is not limit. Scarcity makes us have the desire to want everything and to buy everything however we need to use to choice to buy what we need. 

Opportunity cost: Anytime we make a choice there is a cost and that cost is known as opportunity cost. Definition: It is what you could have had instead of what you had or it is what you could have done instead of what you did. It is your next best choice. 


Homework: What is the opportunity cost of going to class? Buying the book? 

We chose this class therefore we had to pay for the book. Paying for the book because we chose it would be considered as opportunity cost. 



GDP(gross domestic product): 

It measures the value of goods produced in Canada over a period of one year it does not matter who produces the goods as long as they are produced in Canada. We are using as an example but it applies to any country. It measures the production capabilities of a country. 

GNP (gross national product): 

It measures the value of goods produced by Canadians over a period of one year. It does not matter where the goods are produced as long as Canadians produce them. It measures the income or the earning capability of a country. 

Canada uses GDP. 

We have just moved on to the crypts of the course macroeconomics. The topics deal with: Output, employment and price level. 



Nominal or Current GPD: 

It takes the prices used in 2012. 

Real or Constant GDP:

It measures the value of goods produced in Canada over a period of one year it uses base year price. Canada chooses the base year for example 2009. Price index in your base year is always 100. Base year prices are relatively constant. 

Potential or full employment GDP:

It is what the economy could produce if all of its resources were fully utilized at its normal intensity. It is a, what if situation which means it is a hypothetical situation. If all the workers machines and that stuff how much will Canada be able to produce. 

Capacity or Maximum GPD:

It is what the economy could produce if all of its resources were full utilized beyond its normal intensity. It is a what if situation and it is hypothetical. They are all working full time but some of them were working over time how much could Canada produce? 

Actual GDP:

This is not hypothetical it is the reality. It deal with what Canada actually produced in a specific year. 

Output gap:
 is difference between full employment and actual GDP. Two types of output gaps. 

Recessionary Gap or deflationary Gap:

This is if actual GDP is less than full employment GDP. 

Inflationary Gap:

Actual GDP is greater than full employment. It is maximum GDP. 

Per Capita GDP: 

What is the contribution of each person to GDP. We calculate it GDP divided by the population. 

Recession:

Recession is if GDP falls in two consecutive quarters. Consecutive=One after the other and quarters= every 3 months. (A quarter of the year). 

How we calculate current and constant GDP: We are looking for A+B(2 goods):

If we are looking for the current GDP in 2012 we would multiply the price of A in 2012 by the price of B in 2012. PA2012XQA2012= a number. We do the same thing for good B and the same thing for 2013 just change the years. If the number gets bigger than P and/or Q could have increased. For constant GDP we multiply the Price of A in 2009 by the quantity of A in 2012. PA2009XQA2012= a number. We do the same thing for B and the year 2013. 


Employment:

Employed: The number of people in the labor force who have a job. 
Unemployed: The number of people in the labor force who do not have a job. 

Labor Force: You have to be 15 years of age and older willing and able to work and actively seeking employment. It consists of the employed plus the unemployed. 

You must be at least 15 to go into the labor force. Up until you 15 you are required to be a full time student after that you are able to join adult education and take part in the work force. In order to be in the labor force you have to be very dedicated and want to work. 

Employment rate: The employment rate is the percentage of people that either have a job or don’t have a job divided the labor force then you multiply that by 100. 

Employed/labor forceX100
Unemployed/labor forceX100

Types or Causes of Unemployment:

1. Frictional unemployment: We cannot help frictional unemployment. It is a short period of time when you are in between jobs. It is not calculated in stats can with the unemployment rate. Frictional unemployment can change to another type of unemployment. 
2. Structural unemployment: There are jobs its just that people don’t have the skills to take on these jobs. For instance secretaries, they were used to working the old fashion way then when computers came out people didn’t have the skills to function them. This generally happens with the advancement of technology. 
3. Cyclical unemployment: There is a slowdown in the economy, consumers buy less, firms produce less, and firms don’t need as many workers then. This is calculated in the unemployment rate. 
4. Seasonal unemployment: Seasons change and there are some jobs that are only seasonal jobs like apple picking or people who work on boats or braick layers. When there season is over they are off work. This is calculated in the unemployment rate however there is a seasonal adjustment because they know that during periods of the year they need more workers like between black Friday-January.  




Full employment or the natural rate of unemployment:

When we talk about employment rate and say that we are fully employed. It is hard to say that unless the only two types of unemployment that we are looking at are structural and frictional. Then we will have full employment because they are not calculated in our unemployment. Naturally we will always have those types of unemployment. 


There are two economic issues: Economic waste and hardship. Economic waste you are wasting your money, you could have produced the goods but they are being wasted because no one can produce them. Then hardship you know it is difficult because you are not making money and wont be able to ay for bills and stuff like that. 


1. Trough:
A) Consumer spending= low
B) Investment by firms= low
C) Confidence with respect to future= bleak
D) Employment/unemployment= employment is very low unemployment is very high
E) Prices= very low
F) Profit= very low
2. Recovery:
A) Consumer spending= a bit higher
B) Investment by firms= a bit higher repairing old equipment. 
C) Confidence with respect to future= more confident
D) Employment/unemployment= employment is higher and unemployment is lower
E) Prices= higher
F) Profit= higher

3. Peak:
A) Consumer spending= very high
B) Investment by firms= very high buying new equipment.
C) Confidence with respect to future= very confident
D) Employment/unemployment= very high employment very low unemployment
E) Prices= very high
F) Profit= very high

4. Recession:
A) Consumer spending= very low
B) Investment by firms= very low
C) Confidence with respect to future= if it lasts long enough it could be a depression
D) Employment/unemployment= employment is very lw and unemployment is very high
E) Prices= very low
F) Profit= very low

Express something as an index:

The first number you get in the problem is used as the numerator and the second number is the second number that comes in the problem. The second number divides the first number then you multiply it by 100. 

Percentage change:

You take this years percentage- last years percentage then you divide that by last years and multiply it all by 100 to get the percentage change. 

Price level and inflation:

Price level: 

We don’t look at the individual prices of computers or pencils etc. we talk about all the prices in general as opposed to just one specific thing.  

Inflation:

It is the general increase in the overall price level and we are not talking about increases in individual prices we are talking about prices in general. 

CPI= Consumer price index

It measures the change in the cost of a bundle of goods purchased by the typical middle class family. 

How to calculate consumer price index:

PA2013 x QA2013= You multiply the price of goods in 2013 by the quantity of the goods in 2013 for product A. 
PB2013 x QB2013= You multiply the price of goods in 2013 by the quantity of the goods in 2013 for product B. 
PA2003 x QA2003= You multiply the price of goods in 2003 by the quantity of the goods in 2003 for product A.
PB2003 x QA2003= You multiply the price of goods in 2003 by the quantity of the goods in 2003 for product B. 

You then add up the two products for 2013 and then add up the two products in 2003. You divide the current value (2013) by the base value (2003) and multiply it by 100. 

Interpretation: 

If the number comes out to 115 it means that prices have gone up by 15%. If the number comes out to 85 prices have gone down by 15%. If it is 100 then prices have not changed. 

Calculation of Inflation: 

It is the percentage change CPI is used to calculate inflation. You multiply this years CPI by last years CPI then you divide it by last years CPI and you multiply it all by 100. 

Inflation is important because the purchasing power of our dollar decreases. The dollar always changes so what we can buy with a dollar back then we cant buy as much anymore. We have indexation to help out this inflation by increasing the income. Full indexation is when your income goes up the same as the inflation. You are at the same as you were before in this case. Partial indexation means your income does not go up as much as the inflation. It goes up 6% instead of 10% like the inflation.  

GDP Deflator:

GDP deflator is like the CPI however they calculate different goods. CPI calculates the typical middle class goods where GDP calculates all goods produced in Canada. To calculate the GDP deflator you divide current GDP by Real GDP then you multiply it by 100. 

Productivity:

It is the contribution of each worker to GDP.  We calculate this by taking the output and divide it by the labor or you take the GDP and divide it by the labor. 

Interest Rate:

We have to look at the sides of the interest rate, either the lender or the borrower. When we look at the borrower it means how much it costs and the lender is how much profit he will gain. 

Nominal interest rate means nothing. When you go by a car or a house, etc. they would give you the nominal interest rate. The real interest rate is the nominal interest rate minus the inflation. You need to know the inflation to find out the real rate of interest to find out if you are gaining or losing. 

Exchange rate:

When you change one currency to another. If you get American dollars it will cost more Canadian dollars. When you come back they will give you less Canadian dollars. Why do you need exchange rates? For when you go to the states you need to have American dollars because they will not take Canadian dollars. 

Depreciation:

If it costs you more Canadian money to get American money than the Canadian dollar has depreciated. 

Two Ways of Measuring GDP:

· Spending approach output approach
· Income approach or factor payment approach

You should get the same answer for both approaches.

Spending approach (Expenditure):

We ask ourselves the following question. How much money would we need to buy all the goods produced in Canada over a period of one year? We classify it according to whoa re the spenders. 
Spenders:

· Consumers (C)=cost
· Excluding residential investment
· Firms (I)= interest
· Gross investment includes depreciation or capital consumption allowance, net investment minus excludes depreciation
· Government (G)
· Excludes transfer payments spending approach or output approach
· Foreign spending (X-M)= exports minus imports
· C+I+G+(X-M)

We use value added to avoid double counting. Final minus  intermediate product at each stage of production. Double counting is when you add up all the cheese, sauce, pepperoni and dough then you add up the pizzas. That would be double counting you have already counted them.

Factor payment approach or Income approach to measure in GDP:

We ask our self the following question. How much money would we have to pay the factors of production to produce all of the goods in Canada over a period of one year? 

Factor Payments:

· Labor: The factor payments for this is wages and income of unincorporated business. Your company is you and income you receive you add it on to your personal income. 
· Land: The factor payment for this is rent
· Capital: The factor payment for this is interest 

Profits:

Two things we can do with profits: Distribute- dividends or we can keep in the businesses for further expansion. This would be undistributed profit. 

Non-Factor Payments:

· Indirect taxes minus subsidies 
· Depreciation or capital consumption allowance. 
Factor payments: is added up by adding all of the factor payments with all of the non-factor payments. 

Related: 

GNP equals:

GDP plus net foreign investment income (Subtract payments from foreigners and add income earned by Canadians abroad). Remember GDP is all goods produced in Caanda where GNP is all goods produced by Canadians. 

Net Domestic Income at Factor Cost equals:

The total of all factor payments in the income approach

Personal Income Equals:

Add to GNP all income excluded in the expenditure approach and subtract all non-income included in the income approach GNP plus transfer payments.

Personal Disposable Income Equals:

Personal income minus personal income taxes

Savings equals:

Personal disposable income minus consumption expenditure 

Limitation or omissions to GDP:

· There are many illegal activities that are not calculated in the GDP like drugs or prostitution. 
· Under the table: The government cannot see it so basically you are paid in cash and you are not taxed off
· Non-market activities: I don’t hire someone to paint my house because ill do it myself is a non-market activity. It does not pass through the market
· Factors affecting human welfare (economic bad and goods) Higher GDP does not mean a good standard of living of because you can buy cigarettes which does not help your health this would be an economic bad, economic goods would be when you buy a house there are many add-ons like landscaping and stuff like that


Math review

We want to find a constant is something that has one value that does not change over time. A number generally represents a constant. 
Variable: A variable has more than one value, which changes over time. Letters usually represents variables. 
Types of variables: Independent variable: Independent variables are the leaders they are the first to move. They influence variables in the system but they themselves cannot be influenced. 
Dependent variable: They are the followers. They can be influenced by variables but they themselves do not do the influencing. 

The independent variable always does the influencing. 

The amount of time you spend on Facebook will alter your IQ. Amount of time on Facebook is your independent and your IQ is your dependent variable. 

Function: 

For each value of the independent variable there is only one corresponding value for the dependent variable. 

Y=3+4x    if X=1 then Y=7 this is a function because there is only one Y value for every X value

Y>3+4x     if X=1 then Y>7 this is not a function because there is more than one Y value for every X value

Slope: 

Definition: If X increases by 1 how much does Y change by?

Slope= Delta Y/ Delta X

Interpretation: 

It goes by rise over run. Ex. 3, ½, -4. For 3 if X moves over by 1 Y rises by 3. For ½ if X moves over by 2 the Y values goes up by 1. For-4 if X moves over by 1 then the Y values goes down by 4. 

General Format of an Equation:

Y=a±bx

Y= vertical axis DV or IV
A= where the function touches the vertical axes, it is your y-intercept. 

Slope can either be positive or negative. If it is negative the function will go down from left to right. If the function is positive then it will go up from left to right. 

Plotting graphs:

	Y
	X

	1
	0

	3
	1

	5
	2

	7
	3




The rule for this graph would be Y=A±BX Y=1+2X. The initial value is one and the slope of this function is 2. You get this by taking delta Y and dividing it by delta X. 

Solving Simultaneous Equations:

· P=800-Q                                                   Q=1Q
· P=200+1Q       
· Set equation=1
· 800-Q=200+Q
· Bring the unknown to the left side of the equal sign
· -Q-1Q=200-800
· -2Q=-600
· Multiply each side by -1 or factor it out so you would divide both sides by -1
· 2Q=600
· Q=300
· P=800-Q=500
· P=200+1Q=500
· Plug in to make sure that both equations equal each other

Problem Solving:

· First thing you do when you are reading the question is find out what the problem is stating. See what the problem is about
· Then find out and make sure that you understand everything. Make sure you understand al of the words (technical words that you are supposed to know that are relevant to the questions). 
· If you do not understand just ask the teacher silly!
· Be careful she can say I cant tell you
· Write down all info given in the problem
· What does the problem assume I know
· You need to ask if you don’t know
· Check your notes, texts, etc.

A Picture is worth a thousand words:

Upward sloping graph:
· Define graph: It shoes the relationship between what is measured on the horizontal and vertical axis. In this case, it shoes the relationship between X and Y. Make sure when you are explaining that you do not say X and Y that you use the real variables. 
· What does it look like?: What does it do from left to right? Graphs are always read from left to right. In this case it moves up from left to right.
· Why does it start above or below the origin?: If X is zero, Y is positive or negative. In this case when X is zero, Y is positive. The Y-intercept is above the origin. 
· Identify the independent and dependent variable: In math, the dependent variable is always measure on the vertical axis and the independent variable is always on the horizontal axis. This is not always true in economics. In this case we don’t know what X and Y are. 
· What can we say about the slope?: The slope of the function is positive. You calculate the slope by dividing delta Y by delta X. Your slope will change if you get a positive or negative number. If you get a positive number you graph is increasing and if you get a negative one your slope is decreasing. 
· What is the relationship between the two variables?: Take two points on the graph. Find the corresponding values of X and Y. As we move from b to c, X increases and so does Y. As we move from c to b, X decreases and so does Y. Both variables move in the same direction. There is a positive or direct relationship between the two variables. 
· Equation of the graph:  Y=A+BX, Y is measured on the vertical axis, A is the Y-intercept. It is there the graph the touches the vertical axis. It is the value of Y when X is zero. B is the slope and it is always positive. X is what is measured on the horizontal axis. 

Homework: C=100+0.75Y (income) graph this and graph S=-100+0.25Y 

Aggregate expenditure=C+I+G+(X-M) however we are assuming no government and no trade approximately and no taxes and no exports so aggregate expenditure=C+I

A) Can either equal autonomous or exogenous (A) does not depend on income always be a number itself
N) Can either equal endogenous or induced (BX) does depend on income always have Y with it
Y=A+BX
C=100+0.75Y

Relationship between Y-intercept on the consumption function and Y-intercept on the savings function Y=A+BX. 
Value of Y when X is 0
C=100+0.75Yd 
Y=Consumption
X= Disposable income
When disposable income is zero the value of consumption is 100. This is how we interpret the Y-intercept 

How is it possible for C=100 when Yd=0?

Credit is a debt, which is negative savings.
Y-intercept for the savings function must be -100. When disposable income is 0 your savings must be -100. You are spending money however you are not getting any income to make profit off of it for savings. 

Slope=marginal propensities interpretation if x increase by 1 what happens to y? If disposable income increases by 1 dollar then consumption will increase by 75 cents. 

Relationship between MPC (Marginal Propensity consumption) and MPS (Marginal Propensity Savings)

When disposable income goes up by 1 what happens to your savings? When disposable income goes up by 1 your savings will go up by 25 cents. Marginal consumption propensities and marginal savings propensities add up to equal 1. (1-MPC) this is how you would find your disposable income for the savings function. If I can get an extra dollar I can either consume it or save it. If I know C=100+.75Yd then I know that S=-100+.25Yd.

Homework: P.118 #3+4, P.126 fill in table, not APC #D,E,F,H( not 45 degree line), I, P.129 #4.

The starting point is always in general format of an equation. 
Y=A+BX
What does each thing stand for?
Y (vertical axis) ,A (Y-intercept),B (slope),X (Horizontal axis)
If you are given 
C=100+0.75Yd
First thing you do is make the substitution
C=Y
100=A
0.75=B
Yd=X
How do we interpret 0.75
Interpret A first 
If X increases by 1, Y increases by the B
Make the substitution
Never refer to letters 
Always say consumption even if you write C (consumption)

Average propensity to consume out of disposable income (APSYd):

What portion of total disposable income is consumed?
Calculate it by taking consumption and dividing it by disposable income. 

APSYd= Average propensity savings income 

How do you calculate it?

APCYd+APSYd=1 

45° line:

All Y values are equal to X values on a 45 degree line. General case will always make a substitution. 

Make sure you always show the three steps:
Showing the 90 degrees with out the line
Showing the 45 degree line where it cuts the 90 degrees in half
Showing how the points are equal by plugging in points

We never look at the 45° line by itself

There will always be another line 
If the line is Y, we refer to 45° as X
What is line called?
45° line will be the other variable make sure you always circle the variable on the 45° line

Short notes are the 7 points! Those 7 points don’t apply to the 45 degree line

Essential notes are this:

Essential Features of the consumption function:

· At the break even point or the point of intersection divide consumption by income note that when you divide it should equal one
· To the left of the break even point (BEP), C>Y or APC=C/Y note that if you get a number that is larger than 1 then Consumption is greater than income on the left
· To the right of the break even point (BEP) or APC= C/Y not that if you get a number that is less than 1 then income is greater than consumption on the right side
· If income rises by $1, some of it will be consumed but not all of it will be because some of it will be saved. We are not looking at just one person we are looking at all of Canada. If we gave one dollar to everybody most people will spend it however some will save it
Positive or Direct relationship between variables:

If one increases the other one increases if one decrease the other one decreases. In the case of an inverse relationship when one increases the other one decrease. If one decreases the other one increases. 

Find the Break-even level of consumption:

Starting point is always Y=A+BX. Then visualize the problem and make the substitution. 
Y=C
A=100
B=0.75
X=Y
We need to take the consumption function with the 45° line. Every graph has an equation 45° line Y=X. When solving for the breaking even you set both equations equal to Y then solve for x. Y=100+0.75Y. Bring 0.75Y over to the other side then divide 100 by 0.25 to find your disposable income or your Y. You will find out that it equals 400. 

Aggregate Expenditure Approach:

It shows the relationship between X and Y which is the relationship between Income and your aggregate expenditure approach. If X increases by 1 what would happen to Y. If income were to increase by 1 dollar then what would happen to your aggregate expenditure approach. Slope of the Aggregate expenditure approach function is marginal propensity to spend. It is written as Z and not MPS because MPS is marginal propensity savings. Taking delta aggregate expenditure and dividing it by delta Y or income calculate the slope. 

At the equilibrium point Aggregate expenditure is equal to income. On the left side of the function consumers are willing to spend more than the firms are producing (inventory decreases) but on the right side of the equilibrium point consumers are willing to spend less than what the firms are producing (Inventory increases).  

How to start problems:

AE= C+I+G+(X-M)
AE=C+I
AE=100+0.75Yd+50
General form of the equation is Y=A+BX
Collect your terms so then you get 
AE= 150+0.75Yd
We know the difference between Y and Yd is personal income taxes
We have no government, so taxes=o and Y=Yd 
AE=150+0.75Y
Z=0.75
Equilibrium point is equal to 600 we solved this by setting the equations equal to each other then solving for Y. 

Homework: 

Pg.128 #3 not d
Pg.127 and 128 #2
Pg.129 and 130 #6

C=100+0.6Y take this function and do exactly what we did for break even point (look at the notes)

Factors Affecting consumption:

· Income
· Wealth
· Interest rates (r) (cost of borrowing money)
· Confidence with respect to the future

Check what relationship exists between consumption and the variable then explain it. 

Investment (I) Categories:

· Residential Construction
· Plant and equipment
· Change in inventories (goods produced today for sale at a future date)

Factors affecting I:

· Sales or Income
· Interest rates (r)
· Confidence with respect to the future

Explain each factor with ever category


When we look at the factors that affect the consumption function we first look at income. When looking at income your consumption changes due to your income. What happens to consumption when disposable income increases by 1? Your wealth will depend on your income. If your income is high and you do not consume very much then your wealth will increase. If your income is high and you aren’t sending a lot of money then your confidence with respect to the future will be high because you do not have to worry about your money. If interest rates were to increase then you will be consuming less. If interest rates go down you will be consuming more. 


For investment categories:

If sales and income are higher then residential construction will be higher. If sales and income were lower then residential construction will be lower. If interest rates are higher then there will be less residential construction. If interest rates are lower then there will be more residential construction. If confidence is high then residential construction with respect to the future will be high. If confidence is low then residential construction with respect to the future will be low. 

If sales and income are higher then plant and equipment will be higher. If sales and income were lower then plant and equipment will be lower. If interest rates are higher then there will be less plant and equipment. If interest rates are lower then there will be more plant and equipment. If confidence is high then plant and equipment with respect to the future will be high. If confidence is low then plant and equipment with respect to the future will be low. 

If sales and income are higher then change in inventories will be higher. If sales and income were lower then change in inventories will be lower. If interest rates are higher then there will be less change in inventories. If interest rates are lower then there will be more change in inventories. If confidence is high then change in inventories with respect to the future will be high. If confidence is low then change in inventories with respect to the future will be low. 


Multiplier:

Definition: Is the change in income or the change in GDP as a result of a change in autonomous spending that brought it up.

Why is it called the multiplier?

If government spends 1 million dollars GDP will rise by more than 1 million dollars or a multiple. 

Explanation:

Government spends 1 million dollars to fix highway 20 they buy materials and hire workers= 1 million dollars. GDP initially rises by 1 million dollars. When workers get income they spend it on goods. ( If Z=0, Z=1 what happens?). 

We are Bringing in government trade:

With government:

We have taxes, Yd≠Y
Yd= Disposable income (after taxes)
Y= Income (Before taxes)
T=(t)(Y)
T= taxes
t= marginal propensity to tax
Y= Income
There is a relationship between Yd+T. If taxes are 20% then disposable income is 80%. If disposable income is 60% taxes are 40%. When you get one of them in a problem make sure you write down the other one. 

Government spending is autonomous 
T=G this will be a balanced budget 
T>G this means the government is receiving more money then it is spending and it is a surplus in the budget.
T<G this means that the government is spending more than what they are receiving and this is a deficit in the budget. 

Private Savings:

Yd-C=S

Public Savings (government)

T-G

Introduce (X-M) Net exports function:

Exports (X)= autonomous or exogenous does not depend on income it will always be a number
Imports (M)=mY
m= Marginal propensity to import 
(X-M)=(X-mY)
All marginal propensities ask if Y rises by 1, what happens to X. 


Homework:

P.146 #3 and 5
P.147 all
P.157 #6,7



Fiscal Policy: 

· Two types of fiscal policy 
· Discretionary 
· Automatic
· When looking at turning on lights if you were turn on and off the lights yourself that would be discretionary. If the lights were on a timer then that would be automatic. They automatically turn on

Output Gaps:

· Recessionary: Actual GDP<Full employment GDP
· We want income or GDP to increase
· Inflationary: Actual GDP>Full employment GDP
· We want income or GDP to decrease
· We want to be at full employment

Does it matter which one we use? (government spending or taxes)

· Speed: Discretionary policy lets say they are building highway 20. The government would have to look for a company to build the highway, which is a bidding to get the job. The company has to find workers. All this would be faster if they just had a meeting
· Reversibility: Reversibility is being able to change your say from the government. IF the government accepts a bill, they can still go ahead and accept another bill. 
· Government spending is more direct because as soon as the check is cashed the GDP increases and its over. When taxes go down your take home pay goes up (disposable income) you can consume more this way meaning GDP will eventually go up.
· If you use government spending it will direct just a specific group. If they were to use taxes they would be affecting everyone. If the government were to build a new building in st-annes it would only affect those people. They would do this because they want to avoid recessionary gap

Automatic or built-in stabilizers

· Stabilizers are used to stabilize GDP. It prevents the GDP from falling down to zero and it prevents it from increasing to ridiculous figures. 
· Positive stabilizers
· When we are in a recession taxes will automatically fall because everyone’s income will be less therefore the consumers will have more money to spend to get out of the recession
· When we are in a inflationary gap taxes will automatically rise because everyone is working and the income is increasing therefore you are getting taxed ore and you will have less money to spend which will decrease GDP
· Negative stabilizers
· When we are in a recession the government will try and get out of it by spending money however by doing so the taxes will go up which means the disposable income for consumers will go down then they wont be spending as much money. They take one step forward but two steps back

Downward Sloping Graph:

It has a negative slope therefore having an inverse relationship 

Aggregate Demand Curve:

The whole demand in the economy. 

Why does it slope downward?:

When the general price level rises in Canada why we buy less goods. There are three reasons for this. When the Canadian goods prices go up we tend to buy less Canadian goods and buy more foreign goods. When prices go up your financial assets will go down and then we want to be just as well off so we buy goods and then put money in our bonds. Purchasing power is when prices are to increase everybody wants to keep buying the goods however they need to get more money but seen as everyone is getting more money the value of the dollar rises so it costs more to borrow or to take out and some people cant afford that so its results in them having less goods. 

Short-run Aggregate Supply Curve (SRAS):

It shows the relationship between the general price level and the total amount of goods supplied when factor prices are constant and technology is constant. 

3 Types:

· Keynesian (Horizontal line)
· Classical (Vertical line)
· Intermediate (intermediate (upward sloping graph))
What happens to equilibrium prices and our prices if we increase AD? 





Keynesian:

· Keynes 
· Wrote book in 1936 
· High level of unemployment
· Constant horizontal line

Classical:

· We would always have full employment
· SRAS curve is vertical 

Intermediate:

· Some sectors have unemployment 
· Some sectors have full employment
· SRAS is upward sloping graph

Equilibrium:

Where AD=SRAS 

Keynesian:

What Happens to equilibrium point and output if we increase AD? (Deals with consumptions)
Start off in equilibrium
Shift AD to the right 
Find new equilibrium point, PX+QX
What happens to PX+QX
Why? 
Draw a graph of this



Homework:
· Downward sloping graph in module 1
· Download the module
· Where AD=SRAS 

Long Run aggregate supply (LRAS):

It shows the relationship between the general price level of general level prices or output after factor prices have full adjusted to output gaps. It is vertical at full employment. Full employment is not the same as equilibrium. 
Equilibrium does not have to be the same as full employment. When equilibrium is the same as full employment there is no output and actual GDP is equal to full employment. If full employment is to the right of the equilibrium point then actual GDP is less than full employment and this is a recessionary gap. If full employment is to the left of the equilibrium point then actual GDP is greater than full employment and this results in an inflationary gap. 

Movement:

A movement along the curve happens if x or y change.  There are other factors affecting x+y that are not measured on either axis. If any of these factors change, the whole thing shifts to the right or to the left. 

Homework: 

Do the practice question paper

When we look at demand and supply shops we are looking at the aggregate demand curve. 

If government does not intervene these things will happen automatically:

· Fiscal Policy
· Government does nothing wages eventually automatically adjusts
· Inflationary gap the wages rise
· Deflationary gap the wages decrease

Barter: 

· Goods are exchanged for goods or goods are exchanged for series and there is no money involved

Double coincidence of wants:

Lets say you have a note book to sell and you want a calculator you need to find someone who is willing to take your notebook for that calculator

Full embodied:

The metallic value of the coin was identical to how much the coin was worth





Counterfeiting: 

Clipping: People would clip the ends of the coins to make the value of the coin less and file it down to look like the real ones however eventually people caught on to this by weighing the coins
Debasing: People would melt down the coin and remove some of the silver and replace it with cheaper metals to save money and it would weigh the same as the other coins

Gresham’s Law:

This states that the bad money was chasing the good money because whenever a store or a person would get bad money they would get rid of it as soon as they can and they would keep the good money to themselves. Bad money was always in circulation. 

What is money?:

· Unit of account, for bookkeeping purposes money is measured in dollars or cents
· Store of value, it is a way of accumulating wealth 
· Standard of deferred payments, all bills or payments are referred in dollars not cows, shells, etc.
· Medium of exchange, there are four different categories,
· Divisible, you are bale to divide it up with cents like nickels and quarters
· High value for its weight, a five dollar bill does not weigh less than 100 dollar bill
· They are very hard to counterfeit
· Readily acceptable
· Fiat money
· Legal tender, on every bill it will say legal tendered this ensures it to be accepted then
· Near money is when you have a Canada savings bond and you have a lot of money in that it doesn’t mean you are wealthy because you cant go into a store to buy something with it
· A money substitute is when you have a lot of credit cards. Just because you have a lot of credit cards does not mean that you are rich it is just a median of exchange. 

Bank rate: rate at which the Bank of Canada 
Overnight rate: The rate at which chartered banks charge each other

Chartered or Commercial Banks:

· A bank that needs charter in order to operate
· Assets: What the bank owns
· Liability: What the bank owes 

Reserves: Target and excess:

· A portion of money that is kept
· Vault at their bank
· Deposit it with Bank of Canada
· TRR=R/D=20%

	A (Assets)
	L (liability)

	R=200 (reserves)
	D= 1000 (deposit)

	L=900 (loan)
	K= 100 (Capital) 

	Total=1100
	Total= 1100




Assumptions:

· Monopoly banks (all the money goes to that bank)
· TRR=R/D=20%
· Check TRR=R/D=200/1000=20%
· No excess reserves
· New deposit of 100$
· Initially all put in reserves 



	A (assets)
	L (liability)

	R=300 (reserves)
	D=1100 (deposit)

	L=900 (loan)
	K=100 (capital)

	Total=1200
	Total= 1200



Check TRR

R/D= 300/1100=27%=excess reserves 

We ask how many deposits can we accept and loan out in full so TRR=20%?

We know:
R/D=20% or 1/5 deposits are the unknown

300/D=1/5
Cross multiply 
D=1500
Deposits were 1100
We can accept $400
Worth of deposits and loan it out in full deposits and loans go up by $400. 


	A (assets)
	L (liability)

	R= 300 (reserves)
	D=1500 (deposit)

	L=1300 (loan)
	K=100 (capital)

	Total= 1600
	Total=1600



Initially we had $1100 worth of assets. Now we have $1600. A new deposit of $100 increased money supply by $500. 

Another way to do calculation money multiplier 

(1/(TRR+ER))(100)= (1/(1/5))(100)=500

Canada Deposit Insurance Corporation (CDIC):

It insures deposits up to a maximum of $100,000 per person per institution. What It means is our deposit guaranteed. 

Don’t ever say bank say either central bank, commercial bank or chartered bank

Inter bank activities is inter commercial activities

Share loans: Banks loan each other money on interest rates
Credit cards: credit cards can either be with banks or with departments like with the Baie
[bookmark: _GoBack]Check clearing: Chartered banks between 12pm and 6am will clear the depts. Of the banks, if someone from CIBC were to give a check to someone who is with RBC then they gave it to someone who is with BMO the chartered banks will have to fix it.

Bank of Canada:

· It funds everything 

Why do people demand Money?

· Keeping money outside of the banking system
· Transactions: We need money to buy things. We make transactions to take money out of the bank for little things
· Precautionary: People take out money in case they want to make an unexpected purchase. Older people generally carry around more money because they don’t use bank cards as much
· Speculative: When people speculate that interest rates are going to go up so they take money out of their banks

Demand for money curve or Liquidity Preference Curve:

· The curve is the demand for money 
· When income goes up people will have more money outside of the bank accounts
· When interest rates go up people will have more money in their bank accounts because they can make more money
· Liquidity is how fast you can make money from assets
· Rate of interest of demand for money

Money supply curve:

· This is a vertical line 
· It is vertical because it is not affected by interest rates only by the banks
· It is interest rates along the y-axis and money supply or quantity of money along the x-axis

Different deposits:

· Demand: It is a checking account there is very low interest on it because we are spending the money more
· Notice: Is like a savings account you put money in there and it is generally there for a longer amount of time and you get more interest on it 

Recessionary gap:

· We want MS (money supply) to increase 
· Inflationary gap, want MS to fall
· When chartered banks have more deposits, they have more money to loan out and MS increases
· The opposite is true for less deposits

Central bank instruments or the tools of monetary policy (they all change the money supply):

· Moral suasion: They want them to behave in a certain matter and persuade them to not panic so that everyone doesn’t cash their money and checks or take all their money out
· Government deposit switching: If the federal government takes money out of there bank accounts and puts it in the chartered accounts the chartered account have more deposit and the money supply goes up. If the federal government takes money out of the chartered bank and puts it into the bank of Canada the chartered accounts have less deposit and the money supply goes down. 
· Interest Rates: When interest rates go up it costs more money to get the money so we have a lower money supply. If interests rates go down it costs less so then we have more money in supply
· OMO (Open Market operation): Central bank sells and buys bonds to and from the public. Most powerful tool of monetary policy. When we sell our bonds to the central banks we receive money, which decreases the money supply. When we buy our bonds we spend money and put it into the central banks which increases money supply

Marginal efficiency of Investment:

· It looks at the relationship between investment (X-axis) and interest rates (Y-axis). If interest rates go up we don’t invest as much money. If interest rates go down we invest more money. It is a downward sloping graph. Investment and interest rates look at firms and not the consumers

Monetary Policy:

· When looking at the monetary policy its when the central banks uses one of the four instruments then money supply automatically changes then interest rates will automatically change which automatically results is output gaps
· When looking at the graph if we have an inflationary gap we want the money supply to decrease, if we shift the graft to the left the interest rates will increase and the money supply will decrease (this is for the government deposit switching)
· If interest rates increase your investments will decrease because it costs more to get them money
· When investments fall aggregate demand will shift to the left or decrease
· 
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