ECON Quiz 3 – Things to Know-Open 
Chapter 11
· Classical dichotomy 
· Economic variables can be divided into two groups:
· Nominal variables: Variables measured in monetary units. (Dollar prices) 
· Real variables: Variables measured in physical units.
· Classical dichotomy: The theoretical separation of nominal and real variables. (Relative prices)
· When comparing prices the prices of any two goods, the dollar signs cancel, and the resulting number is measured in physical units
· The lesson is that dollar prices are nominal variables, whereas relative prices are real variables
· Changes in the supply of money, according to classical analysis affect nominal variables but not real variables
· Shoe leather cost 
· Shoe leather costs: The resources wasted when inflation encourages people to reduce their money holdings
· If you have a high level of inflation the nominal interest rate (according to the fisher effect) goes up as well
· Opportunity cost of holding money 
· Cost of going to the bank: your time and the nominal interest
· If you’re not holding a lot of money then you have to go to the bank to get money. The idea you don’t wanna hold money because the bank is offering a high nominal interest by keeping it there. You’d be missing out on that if you kept the money in your pocket.
· Statement that defines velocity of money (not an equation: what does it represent in words)
· Velocity of money: The rate at which money changes hands.
· What can cause the price level to rise and fall in the short run?
· Price level refers to inflation
· When the government prints money, the price level rises, and the dollars in your pocket are less valuable. 

Chapter 12
· In an open economy what does NCO equal?
· NCO = NX
· Net exports (or trade balance): The value of a nation’s exports minus the value of its imports. It’s not just between 2 countries. It’s the aggregate of all trade
· Net capital outflow: The purchase of foreign assets by domestic residents minus the purchase of domestic assets by foreigners.
· Example:
$50 worth of Mexican bonds bought by Canadians
$40 worth of Canadian bonds bought by Mexicans
Net capital outflow would be $10
· Net exports measure an imbalance between a country’s exports and its imports. 
· Net capital outflow measures an imbalance between the amount of foreign assets bought by domestic residents and the amount of domestic assets bought by foreigners.
· When NX > 0, the country is selling more goods and services to foreigners than it is buying from them. (capital flowing out of the country)
· When NX < 0, the country is buying more goods and services from foreigners than it is selling to them. (capital flowing into the country)
· Small open economy (also in CHPT. 13)
· Small open economy: An economy that trades goods and services with other economies and, by itself, has a negligible effect on world prices and interest rates.
· Assumptions for a small open economy model
· The level of GDP is given.
· The price level is fixed.
· The real interest rate = world interest rate and is taken as given.
· Appreciation and imports/exports
· 2 International Prices:
· Nominal exchange rate: The rate at which a person can trade the currency of one country for the currency of another.
· Appreciation: An increase in the value of a currency as measured by the amount of foreign currency it can buy.
· Depreciation: A decrease in the value of a currency as measured by the amount of foreign currency it can buy.
· Real exchange rate: The rate at which a person can trade the goods and services of one country for the goods and services of another.
· The real exchange rate is a key determinant of how much a country exports and imports.
· When you start exchanging goods it becomes REAL (goods/services) not NOMINAL ($$$$)
When our $ goes down, export increase, imports decrease (costs more to import goods)
When our $ goes up, import increases, exports decrease 
· Trade surplus
· Trade balance: The value of a nation’s exports minus the value of its imports; also called net exports.
· Trade surplus: An excess of exports over imports.
· Trade deficit: An excess of imports over exports.
· Balanced trade: A situation in which exports equal imports. [image: ]
· What are the effects of the real interest rates in Canada?

Chapter 13
· What is the formula for saving in an open economy?
· S (saving) = I (Domestic Investment) + NCO (Net Capital Outflow)
· The identity emphasizes that in an open economy the amount a nation saves does not have to equal the amount it spends to purchase domestic capital
· Where does the demand for loanable funds come from in open economy
· The demand for loanable funds comes for domestic investment (I)
· In Canada, the supply of loanable funds comes from national savings (S) has at times not been sufficient to satisfy the demand for loanable funds for domestic investment (I), so we have had S < I
· In those cases, the shortfall has been met by the savings of foreigners, and net capital outflow has been negative
· At other times in Canada, the supply of loanable funds from national savings (S) has been more than sufficient to satisfy the demand for loanable funds from domestic investment (I), so S > I
· In those cases, Canadian savings have been used to purchase foreign assets and NCO has been positive
· Tariff: A tax on goods produced abroad and sold domestically.
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Chapter 14
· Stagflation causes…. (what happens)
· Stagflation: low interest, no growth, high unemployment
· What shifts Aggregate Demand?
· Changes in consumption
· Changes in investment
· Changes in government purchases
· Changes in net exports
· Effects of shifts in Aggregate Demand (wasn’t on the og quiz outline from Geoff)
· In the short run, shifts in aggregate demand cause fluctuations in the economy’s output of goods and services.
· In the long run, shifts in aggregate demand affect the overall price level but do not affect the level of output.
· Policymakers who influence aggregate demand can potentially mitigate that severity of economic fluctuations.

Chapter 15
· Keynes and Aggregate Demand (position role, and philosophy)
· The theory of liquidity preference: Keynes’s theory that the interest rate adjusts to bring money supply and money demand into balance
· Keynes claimed that the government should actively stimulate aggregate demand when aggregate demand appeared insufficient to maintain production at its full-employment level.
· Liquidity theory and MS
· Fiscal policy and AD
· Fiscal policy: The government’s choices regarding the overall level of government purchases or taxes
· Multiplier Effect and so much more just read all of chapter 15

Chapter 16
· Adverse supply shift and Philips curve and effects on unemployment
· Phillips curve: A curve that shows the short-run tradeoff between inflation and unemployment.
· Long run and short run phillips curve interact what are the values for unemployment and inflation
· Long-Run
· Phelps wrote a paper denying the existence of a long-run tradeoff between inflation and unemployment.
· In other words, they conclude that there is no reason to think the rate of inflation would, in the long run, be related to the rate of unemployment.
· Policymakers therefore face a long-run Phillips curve that is vertical.
· Short-Run ?


· Read pages 339-340
· What kind of variables are published in the newspaper?
· What can cause LRAS to shift?
· International trade and standard of living (does trade increase or decrease standard of living?)

Chapter 16 m/c
1. B
2. D
3. C
4. A
5. B
6. B
Chapter 17 m/c
1. B
2. A
3. C
4. D

2
image1.jpeg
Trade Deficit

Balanced lrade

ITrade Surplus

Exports < Imports

Net exports < 0
Y<C+I+G

Saving < Investment
Net capital outflow < 0

Exports = Imports
Net exports = 0
Y=C+I+G

Saving = Investment
Net capital outflow = 0

Exports > Imports

Net exports > 0
Y>C+I+G

Saving > Investment
Net capital outflow > 0




