Chapter 4

Real GDP: the quantity of final goods and services produced by the economy in a specified time period.

Economic growth: an increase in real GDP.

Rate of economic growth: the annual percentage change in real GDP.

Price level: a measure of the average prices of all goods and services produced in the economy.

Price index: a measure of the price level in one year compared with prices in a base year.

Consumer Price Index (CPI): a measure of the cost of living in any one year compared to the cost of living in a base year.

Inflation: a persistent rise in the general price level.

Labour force: adults employed plus those not employed but actively looking for work.

Employment: number of adults employed full-time and part-time and self-employed.

Unemployment: number of adults not working but actively looking for work.

Participation rate: percent of the population that is either working or unemployed.

Unemployment rate: the number of unemployed persons as a percentage of the labour force.

Cyclical unemployment: would be eliminated by higher levels of economic activity.

Frictional unemployment: a result of the time involved in adjusting to changing labour force and employment opportunities.

Frictional unemployment rate

Structural unemployment: caused by changes in economic structure relative to labour characteristics.

Natural unemployment rate: the unemployment rate at "full employment".

Employment rate: percent of the population 15 years of age and over that is employed.

Recession: decline in economic activity, often defined as two consecutive quarters of negative growth in real GDP.

Circular flow diagrams: show the flows of money payments, real resources, and goods and services between households and businesses.

Final goods and services: goods and services are purchased by the ultimate users.

Nominal GDP: the output of final goods and services, the money incomes generated by the production of that output, and expenditure on the sale of that output in a specific time period.

Value added: the difference between the market value of the output of the business and the cost of inputs purchased from other businesses.

Intermediate inputs: services, materials, and components purchased from other businesses and used in the production of final goods.

GDP deflator: index of current final output prices relative to base year prices.

Per capita real GDP: real GDP per person.
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Net indirect tax TIN is the revenue generated by taxes applied to goods and services and included in final price. 
Employment compensation (W)
gross operating surplus (corporate profit) (GCS)
gross mixed income (unincorporated business income plus investment income) (GMI)
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Short run: a time frame in which factor prices, supplies of factors of production, and technology are fixed by assumption.

AD/AS model: a framework used to explain the behaviour of real output and prices in the national economy.

Equilibrium GDP: AD=AS, planned expenditure equals current output and provides business revenues that cover current costs including expected profit.

Aggregate demand: planned aggregate expenditure on final goods and services at different price levels, all other conditions remaining constant.

Aggregate supply: the output of final goods and services businesses would produce at different price levels, all other conditions held constant.

Potential output: the real GDP the economy can produce on a sustained basis with current labour force, capital and technology without generating inflationary pressure on prices.

Natural unemployment rate: the unemployment rate that corresponds to potential GDP.

Business cycles: short-term fluctuations of actual real GDP.

Output gap: the difference between actual output and potential output.

Inflationary gap: a measure of the amount by which actual GDP is greater than potential GDP.

Recessionary gap: a measure of the amount by which actual GDP is less than potential GDP.

Fiscal policy: government expenditure and tax changes designed to influence AD.

Monetary policy: changes in interest rates and money supply designed to influence AD.

Output gap:[image: ]
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Aggregate demand is determined by equality between aggregate expenditure (AE) and real GDP. It determines total output, real GDP.

GDP(Y) is the national accounts measure of the sum of actual expenditure in the economy.

Aggregate expenditure (AE) is planned expenditure by business and households.

Induced expenditure is planned expenditure that is determined by current income and changes when income changes.

Marginal propensity to consume (mpc=c=ΔC/ΔY) is the change in consumption expenditure caused by a change in income.

Marginal propensity to import (mpm=m=ΔIM/ΔY) is the change in imports caused by a change in income.

Induced expenditure (c−m)Y is planned consumption expenditures net of imports that changes when income changes

Autonomous expenditure (A) is planned expenditure that is not determined by current income.

Aggregate expenditure (AE) is the sum of planned induced and autonomous expenditure in the economy.

Short-run equilibrium output: Aggregate expenditure and current output are equal (Y=AE).

Unplanned changes in business inventories: indicators of disequilibrium between planned and actual expenditures – incentives for businesses to adjust levels of employment and output (Y).

Multiplier (ΔY/ΔA): the ratio of the change in equilibrium income Y to the change in autonomous expenditure A that caused it.
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Government expenditure (G): government spending on currently produced goods and services.

Government budget: planned government spending and revenue.

Net taxes: taxes on incomes minus transfer payments.

Disposable income (YD): national income minus net taxes.

Balanced budget: revenues are equal to expenditures.

Budget surplus: revenues are greater than expenditures.

Budget deficit: revenues are less than expenditures.

Budget function: the relationship between the budget balance and the level of national income for a specific budget program.

Fiscal policy: government use of taxes and spending to affect equilibrium GDP.

Fiscal austerity: cuts in government expenditure and/or increases in taxes aimed at improving the government's budget balance.

Structural budget balance (SBB): the government budget balance at potential output.

Automatic stabilizers: tax and transfer programs that reduce the size of the multiplier and the effects of transitory fluctuations in autonomous expenditures on equilibrium GDP.

Discretionary fiscal policy: changes in net tax rates and government expenditure intended to offset persistent autonomous expenditure shocks and stabilize aggregate expenditure and output.

Public debt (PD): the outstanding stock of government bonds issued to finance government budget deficits.

Public debt ratio (PD/Y): the ratio of government debt to GDP.

The slope of the aggregate expenditure function (c(1−t)−m) is lower, and so is the multiplier.
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Money is defined by four important functions. It provides:
1. Means of payment: a commodity or token generally accepted in payment for goods and services or the repayment of debt.
2. Unit of account: the standard in which prices are quoted and accounts are kept.
3. Store of value: an asset that carries purchasing power forward in time for future purchases.
4. .Standard of deferred payments: the units in which future financial obligations are measured.

Barter exchanges: direct exchanges of goods or services for goods or services without the use of money

Token money: convertible claims on commodity money
Token money is money whose face value exceeds its cost of production. 

Legal tender: money that by law must be accepted as a means of payment.

Bank reserves: cash (legal tender) held by banks to meet possible withdrawals by depositors.

Fiat money: money the government has declared as legal tender.

Credit money: the debt of a private business or individual.

Money supply: the means of payment in the economy, namely currency (notes and coin) in circulation outside the banks and bank deposits.

Monetary base: legal tender comprising notes and coins in circulation plus the cash held by the banks.

E-payments are now familiar and widely used. Debit cards, telephone banking, internet banking and mobile banking provide access to manage deposit accounts and make payments, but they do not involve any creation of money. The central bank still controls money supply.

E-monies fall into two categories. 
Centralized e-money, for example a multi-purpose pre-paid payment card, denominated in the currency of the controller of the currency, has a money value based on funds received by the issuer. It is accepted as a means of payment in transactions with parties other than the issuer. Stored-value cards that use the Visa or MasterCard systems are widely accepted in payment. In Canada, transactions using these and similar cards are in Canadian dollars.
Decentralized e-money has no centralized issuer and is not denominated in any national currency. It is a cryptocurrency. The bitcoin is an example. It is completely decentralized and does not represent a claim on the issuer in the way that a Canadian dollar bank deposit represents a claim on a bank. Furthermore, no bank or institution is an intermediary in a transaction between payor and payee. A cryptocurrency is decentralized over a peer-to peer computer network that directly links users, but no one user in control of the network. It uses 'blockchain technology' which is a shared, continually reconciled data base. However, because cryptocurrencies are not redeemable in national currencies they generally trade online and their values are highly volatile in terms of national currencies.

Fintech describes this emerging and evolving range of technology based financial services. E-payments and e-money are part of this process. But it extends more widely to include technology based loaning, stock trading, robo-advising, digital wallets and all-in-one money management tools, to name a few examples. The growth in fintech is based on the possibility of a wider range of improved services available at lower cost to banks, businesses and consumers. Banks continue to play a major role in financial markets and the payments system and continually adapt to the new technology and competition in other aspects of their operations.

Financial intermediary: a business that specializes in bringing borrowers and lenders together.

Bank of Canada: Canada's central bank.

Liquidity: the cost, speed, and certainty with which asset values can be converted into cash.

Net interest income: the excess of loan interest earned over deposit interest paid.

Bankers risk: the risk that customers may demand cash for their deposits.

Reserve ratio (rr): the ratio of cash reserves to deposit liabilities held by banks.
[image: ]

Financial panic: a loss of confidence in banks and rush to withdraw cash.

Monetary base (MB): legal tender comprising notes and coins in circulation plus the cash held by the banks.





Deposit multiplier: the change in the bank deposits caused by a change in the monetary base.
[image: ]
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Bond: a financial contract that makes one or more fixed money payments at specific dates in the future.

Interest rate: the current market rate paid to lenders or charged to borrowers.

Bond coupon: the annual fixed money payment paid to a bond holder.

Price of a marketable bond: the current price at which the bond trades in the bond market.

Yield on a bond: the return to a bond holder expressed as an annual percentage.

Bond price: the present value of future payments of interest and principal.

Present value is the discounted value of future payments.

 Real money supply (M/P): the nominal money supply M divided by the price level P.

Foreign exchange rate: the domestic currency price of a unit of foreign currency.

Depreciation of the national currency: a decline in the value of the currency relative to other national currencies, which results in a rise in the domestic price of foreign currencies.

Appreciation of the national currency: an increase in the value of the currency relative to other national currencies, which results in a fall in the domestic currency price of foreign currencies.

Transmission mechanism: links money, interest rates, and exchange rates through financial markets to output and employment and prices.

Bills are short-term financial assets that make no interest payment to the holder but do make specified cash payment on their maturity date. They trade at a discount. A government treasury bill or T-Bill is an example. Every second week the government sells T-Bills that promise to pay the buyer $100 for each $100 of face value on the date that is about three months in the future. The interest earned is the difference between the price paid and the face amount received at the maturity date.
Bonds are longer-term financial assets that pay a fixed money income payment each year and repay their face value on a fixed maturity date. Bonds are marketable, and trade on the bond market between their issue dates and maturity dates at prices determined by supply and demand. As with T-Bills, the return to the holder of a bond depends on the price paid for the bond. In this case, the calculation is more complex however, because it involves a fixed annual money payment and a fixed value at maturity.
Equities are shares in the ownership of the business. They give the holder the right to a share in the profits of the business, either in the form of dividend payments or in terms of the increase in the size of the business if profits are used for business expansion. The shares or stocks in publicly traded businesses can be bought and sold on stock markets like the Toronto Stock Exchange. The financial pages of major newspapers give you daily reports on stocks prices and stock markets. Shareholders' returns from their stock holdings depend on the combination of dividend income they receive and the changes in the market price of the shares they hold. Equity prices are the expected value of the future profits of business. Because expectations of future business performance are volatile, equity prices are volatile and therefore risky. Equities do however offer the prospect of higher long-term returns.
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Central bank: an institution that conducts monetary policy using its control of monetary base and interest rates.

Monetary policy: central bank action to control inflation and support economic growth through control of the money supply, interest rates, and exchange rates in order to change aggregate demand and economic performance.

Required reserve ratio: a legal minimum ratio of cash reserves to deposits.
Open market operation: central bank purchases or sales of government securities in the open financial market.

Bank rate: the interest rate the central bank charges on its loans to commercial banks.

Required reserve ratio: a legal minimum ratio of cash reserves to deposits.
Open market operation: central bank purchases or sales of government securities in the open financial market.

Bank rate: the interest rate the central bank charges on its loans to commercial banks.

Exchange rate target: monetary policy maintains a fixed price for foreign currency in terms of domestic currency.

Money supply target: a central bank adjusts interest rates and the monetary base to control the nominal money supply, or the rate of growth of the nominal money supply.

Inflation rate target: monetary policy objective defined as an announced target inflation rate.
Monetary policy instrument: the monetary variable the central bank manipulates in pursuit of its policy target.

Overnight rate: the interest rate large financial institutions receive or pay on loans from one day until the next.

Prime lending rate: the base for setting the interest rates charged by banks on loans and lines of credit.

SPRA: A Bank of Canada purchase of securities one day combined with an agreed resale of the securities the next day.

SRA: A Bank of Canada sale of securities one day combined with an agreed repurchase of the securities the next day.


Taylor rule: central bank interest rate settings based on inflation and output targets.

Effective lower bound (ELB): A Bank's policy interest rate cannot be set below a small positive number.

Moral suasion: a central bank persuades and encourages banks to follow its policy initiatives and guidance.

Quantitative easing: a large scale purchase of government securities to increase the monetary base.

Credit easing: the management of the central bank's assets designed to support lending in specific financial markets.

Forward guidance: information on the timing of future changes in the central bank's interest rate setting.

Monetary policy indicators: variables that provide information about the stimulus or restraint coming from the central bank's policy.

Chapter 11

Production function: outputs determined by technology and inputs of labour and capital.

Productivity: output per unit of input.

Potential output (YP): the real GDP the economy can produce on a sustained basis with current labour capital and technology without generating inflationary pressure on prices.

NAIRU: the 'non-accelerating inflation rate of unemployment' that corresponds to NF at YP.

Primary budget balance (PBB=tY−G): the difference between net tax revenue at YP and government program expenditure. It excludes interest payments on the public debt.

Disinflation: a persistent fall in the inflation rate.

Deflation: a persistent fall in the general price level.
Quantitative easing: a central bank purchase of financial assets to increase its asset holdings and the monetary base.

Credit easing: the management of the central bank's assets designed to support lending in specific financial markets.
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Balance of payments accounts: a record of trade and financial transactions between residents of one country and the rest of the world.

Current Account: a record of trade in goods, services, and transfer payments.

Nominal exchange rate (er): the domestic currency price of a unit of foreign currency.

Real exchange rate: the relative price of goods and services from different countries measured in a common currency.

Financial Account: the record of capital transfers and the purchases and sales of real and financial assets.

Perfect capital mobility: when very small differences in expected returns cause very large international flows of funds.

Change in official international reserves: the change in the Government of Canada's foreign currency balances.

Balance of payments: the sum of the balances in current accounts and financial accounts, minus the change in the holdings of official reserves.

Currency depreciation: a fall in external value of the domestic currency that raises domestic currency price of foreign currency.
Currency appreciation: a rise in external value of the domestic currency that lowers the domestic currency price of foreign currency.

Exchange rate regime: the policy choice that determines how foreign exchange markets operate.

Flexible exchange rates: Supply and demand in the foreign exchange market determine the equilibrium exchange rate without central bank intervention.

Fixed exchange rate: an exchange rate set by government policy that does not change as a result of changes in market conditions.

Convertible currency: a national currency that can be freely exchanged for a different national currency at the prevailing exchange rate.

Official exchange reserves: government foreign currency holdings managed by the central bank.

Central bank intervention: purchases or sales of foreign currency intended to manage the exchange rate.

Devaluation (revaluation): a reduction (increase) in the international value of the domestic currency.
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Economic growth: the annual percentage change in real GDP or per capita real GDP.

Very long run: the time required for changes to occur in the stock of capital, the size of the labour force, and the technology of production.

Total factor productivity (TFP): output relative to the combined inputs of labour and capital, the total factor inputs to production.

Growth accounting: measurement of the contributions of labour, capital, and technology to growth in output.

Solow residual: the growth in real GDP or per capita real GDP not caused by growth in factor inputs, but attributed to improved technology.

Marginal product: the change in total output caused by a change of one unit in the input of that factor to production.



Constant returns to scale: equal percentage increases in inputs of labour and capital increase output by the same percentage.

Sustained growth in per capita real GDP: improvements in technology overcome the diminishing returns to increases in the capital to labour ratio.

Invention: the discovery of new knowledge.

Innovation: the application of new knowledge into production techniques.

Exogenous variable: a variable with a value determined outside the model.
Endogenous growth: growth determined economic behaviour and policy within the model.
Lump sum tax
A tax that is a fixed amount, no matter the change in circumstance of the taxed entity. (A lump-sum subsidy or lump-sum redistribution isdefined similarly.)
Goods
market multiplier
The factor by which gains in total output are greater than the change in spending that caused it. It is usually used in reference to the relationship between investment and total national income. 
Closed economy
 In a closed economy, all output is sold domestically, and expenditure is divided into three components: consumption, investment, andgovernment purchases.
Open economy 
An open economy is an economy in which there are economic activities between the domestic community and outside. People and even businesses can trade in goods and services with other people and businesses in the international community, and funds can flow as investments across the border.
High powered
Equilibrium interest rate
In graphical terms, the equilibrium interest rate appears at the intersection of the demand for money curve and the supply of money curve. When the interest rate is lower than the equilibrium interest rate, the amount of money in circulation is insufficient for households to engage in regular, everyday transactions. This results in an excess demand for money. The excess demand motivates individuals and families to sell their bonds and deposit and hold the funds in their checking accounts. This conversion to cash increases the supply of money, eventually resulting in the lowering of the equilibrium interest rate. As income -- both personal and corporate -- increases, the demand for money increases. This increase in demand raises the equilibrium interest rate. Inflation -- an increase in the prices of goods and services -- has a similar impact. When the Federal Reserve sets an interest rate higher than the equilibrium interest rate, the supply of money -- the amount of money circulating in the economy -- exceeds what individuals and companies want to retain in cash. Households and businesses then try to decrease their cash holdings by purchasing bonds.
A supply shock is an event that suddenly increases or decreases the supply of a commodity or service, or of commodities and services in general. This sudden change affects the equilibrium price of the good or service or the economy's general price level.
In the short run, an economy-wide negative supply shock will shift the aggregate supply curve leftward, decreasing the output and increasing the price level.[1] For example, the imposition of an embargo on trade in oil would cause an adverse supply shock, since oil is a key factor of production for a wide variety of goods. A supply shock can cause stagflation due to a combination of rising prices and falling output.
In the short run, an economy-wide positive supply shock will shift the aggregate supply curve rightward, increasing output and decreasing the price level.[1] A positive supply shock could be an advance in technology (a technology shock) which makes production more efficient, thus increasing output.
Purchasing power 
Purchasing power is the value of a currency expressed in terms of the amount of goods or services that one unit of money can buy. Purchasing power is important because, all else being equal, inflation decreases the amount of goods or services you would be able to purchase.

Purchasing power parity
(PPP) is a theory which states that exchange rates between currencies are in equilibrium when their purchasing power is the same in each of the two countries.

Marginal propensity to import
The marginal propensity to import (MPM) is the amount imports increase or decrease with each unit rise or decline in disposable income. The marginal propensity to import is thus the change in imports induced by a change in income.

Balance of payments equilibrium
Balance of payments equilibrium occurs when induced balance of payments transactions---those engineered by the government to influence the nominal exchange rate---are zero. This implies that autonomous receipts from exports and the sale of securities abroad equal autonomous payments for imports and the purchase of securities from foreign residents.

Capital inflow/outflow   
Capital outflow is an economic term describing capital flowing out of (or leaving) a particular economy. Outflowing capital can be caused by any number of economic or political reasons but can often originate from instability in either sphere.    
          	
Income approach
a real estate appraisal method that allows investors to estimate the value of a property by taking the net operating income of the rent collected and dividing it by the capitalization rate.

Law of diminishing returns
A concept in economics that if one factor of production (number of workers, for example) is increased while other factors (machines and workspace, for example) are held constant, the output per unit of the variable factor will eventually diminish


fixed nominal exchange rate

The nominal exchange rate E is defined as the number of units of the domestic currency that can purchase a unit of a given foreign currency. A decrease in this variable is termed nominal appreciation of the currency. (Under the fixed exchange rate regime, a downward adjustment of the rate E is termed revaluation.)

Goods market multiplier
A tax system that is set as a percentage of income T=tY vs a lump-sum tax system

fiscal stimulus
Fiscal stimulus refers to increasing government consumption or transfers or lowering taxes. Effectively this means increasing the rate of growth of public debt, except that particularly Keynesians often assume that the stimulus will cause sufficient economic growth to fill that gap partially or completely.
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