ECO 101   Unit 2   Lecture Outline

Introduction   

–  macroeconomics

–  measure, explain, and manipulate the economy

Measuring Economic Health                                
-   production  -  GDP (gross domestic product)                   Real GDP
-   employment  - u (unemployment rate)

-   prices  -  CPI  (consumer price index)
                                                                                                                                                        












time     Business Cycles – recurrent (not regular) fluctuations in economic activity                    
 -   recession   -   trough   -   recovery   -   peak

Gross Domestic Product  (GDP)
-  the $ value of all goods and services produced for final sale in an economy in a year.

              
GDP  =  C   +   I   +   G   +   Xn        
   C = consumption        

         





   I  =  investment   
 Problems with measurement



                          G = government purchases   
  -   inclusions                                                                                    Xn = exports – imports
  -   exclusions

Unemployment   (u)
–  unemployment rate (u)   -    % of labor force that is unemployed

–  measurement         
–  problems with measurement       ●  discouraged workers     ●  underemployment





 ●  dishonest workers        ●  marginal employment

–  types of unemployment:        ● seasonal      ● frictional       ● structural       ● cyclical
–  full employment

Cost of Living   (CPI)
-  measure changes in the average price level over time  

              ●  inflation (increase)        ●  deflation  (decrease)

-  market basket  -  typical consumer 

-  real value  -  adjusted for inflation      real value = (nominal value ÷ price index) x 100

-  problems with measurement
The Federal Budget  & Fiscal Policy
-  Where the money comes from:      Tax Revenues (T)
-  Where the money goes:                 Government Spending (G)  

-  deficits & the debt     

      ●  balanced budget  G = T        ●  budget deficit   G > T          ●  budget surplus  T > G   

-  Fiscal Policy
      ●  Expansionary policy 

●  Contractionary policy
Money, the Fed, and Monetary Policy   
Money -  what is money?    

-  measurement    ● M1    ● M2   ● M3     

                                                                                                     Typical Bank

Banking                                                                                 Assets           Liabilities + Equity
-  balance sheet  (Assets = Liabilities + Equity)                     reserves             deposits

-  interest rates     ●  discount rate  
                            loans                  
                            ●  federal funds rate


       securities            equity              
-  bankruptcy / insolvency
The Federal Reserve                                                          
- history

- structure     ●   member banks                                        the Fed
                    ●   District Banks                              loans             reserve accounts        

                    ●   BoG & FOMC                                securities      Federal Reserve Notes
Monetary Policy   

- policy tools      ●   open market operations  

                        ●   discount rate   

                        ●   reserve ratio

   ∆ money supply(M)          ∆ interest rates(i)         ∆ spending (C & I)         ∆  GDP, CPI, u

      ●  Expansionary Policy    (easy money)        
      ●  Contractionary Policy  (tight money)
