BUAD200 Spring  2009 Week 12: April 6-8, 2009  Classnotes 

Review:

1. Microeconomics: So far in the course we have been focusing on microeconomics: The study of how households and firms make decisions and interact in markets.

2. Macroeconomics is the study of the economic system, the role of government, including inflation, unemployment and economic growth.

New:
3. Goals of the Economy: 


A. High, steady rate of growth in Real GDP


B. Low unemployment


C. Stable Prices (low inflation)


D. Stable Interest Rates


E. Stable Financial Markets


F. Stable Exchange Rates

4. Measuring a Nation’s Income and Output  (Chapter 15)


A. Gross Domestic Product: In the circular-flow diagram of the economic system, the flow represents total production and exchange.

Gross Domestic Product (GDP) = The total dollar value, at current market prices of the final goods and services produced domestically in a one year time period. Forth Quarter 2008, declined by 6.3% annualized rate.  Year end 2008:  $14, 265 billion.  Predicted growth in 2009: - 3.1%
 
B. The Expenditure approach to measuring GDP. To measure Total Output = Y, we add up all the categories of expenditures made to purchase it, by decision groups. Here are the Components:

C = Consumption spending by households: [Determined primarily by Income]


I =  Investment spending by firms: Total spending by firms on Buildings & Equipment + Changes in Inventory. [determined by business expectations of future profits]


G = Government spending: [Determined by congress: a policy variable]


NX = Net Exports: Exports minus Imports [Determined by relative demand for foreign products here and abroad]

Thus :     GDP = Y = C + I + G + NX  


D. Real vrs. Nominal: Measuring changes from year to year in reported GDP may not accurately reflect a real increase in output, since it is a dollar estimate. Changes in the $ totals may reflect a change in the general price level. We therefore have to find a way to adjust for inflation. (a general rise in the $ price of all goods)


A. Nominal Variables: Measured in terms of Current Prices.


B. Real Variables: Adjusted for inflation.

1

5.  Measuring the Cost of Living: (Chapter 16) Inflation
The most widely quoted measure of inflation is the Consumer Price index = CPI


A.  The index is constructed by choosing a basket of goods & services consumed in some base year, then calculating what it would cost at current prices to purchase the same basket. The base year has an index value of 100. The variation from 100 determines the rate of inflation since the base year. 


B. CPI Calculation: If it Cost $100 to buy a certain combination of goods in 2001, and it now costs $ 115 to but the same combination, then the CPI index value would be 115, and the rate of inflation has been 15%. Changes in the CPI are reported monthly.

3. Current CPI (March 2009 Year to Year .24% , Dec 08 – Jan.09: .03,Jan. – Feb: 0.24)
4. Real vrs. Nominal Interest Rates: Interest rates reflect the cost of acquiring goods sooner, as well as the return for receiving funds later. 

       Ex Ante: Nominal Interest = Real interest + Expected inflation  ( i% = r% + P*)

        Ex Post: Real interest = Nominal Interest – Inflation rate ( r% = i% - ΔP)

6.Unemployment: (Chapter 20)

We stated that one of our goals was low unemployment. U S Population: 306 million. (World: 6,771 billion)


A. Measurement: The unemployment rate is the Percentage of the labor force (154 million), looking for work but not employed. ( March: 8.1 %, April 8.5%,   13 million 2009)

B. Causes of unemployment:



1. Frictional: People between jobs and entering the labor force. (natural)



2. Structural: People unemployed due to the minimum wage or the changing
                structure of the economy. (natural)



3.  Cyclical: People unemployed due to the business cycle or recession.


C. The natural rate of unemployment is made up of frictional and structural.

