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IMPORTANT WORDS
Qagresqte outpul = GDP
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Iona un

given period.
GOP is the Sum of vowe added in the economy during a giveh period .

GOP is the value of indmeS in the econemy during a given period

The unemploymant rate
The inflation rate
Okuns Low & Phillips Curve

NoMINAL A& REAL QDPJ"‘”‘ PEReQSS Torduo Feasons:

- prodwchion of goodsS incrcaseS !
Nominof GDP i5 the Sum of
U quantiKes of final goedS
Produced « HmeS their curent

- price of ‘aOst incveases
1
Reol GOP in choined prices refleclS  gase
celakive prices 1hod chaage oues HMe . igmf
Choined pPriceS \L

price (&-P=N) Example *
Real GDP is the sum of dho t sk, P N-GDP  R-GDP|(=>2009)
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T muasure of aggrgate output is Colted  gross domestic product (GDP). St e

GDP is the valve of final 3eoo\s and  SevviceS preduced in the economj durir\j a

— lncome side

Base yeas

Y= Real GOP t= Wipunht
£Y= Nomingg ()13
UNVEMPLOYMENT RATE

¢ ralk is the rfako of the

The ummplo
d to the numlper

humber ofp ople tho ark ungmplo

L?boczr = emPlnjmu\# + VnemP(o\jmsz of peopte in the (abour force. ~w = U/L
ar
uremplogmant rofe = unemp'ojmmé—/ labour force
L b N + v

'Dl'scouro.@;:d workers are £hosSe | uhe give up
o job and %o no lona.e; Counked aS

V unsmploymend is tha number of ::ew;}';:?ojed_
° pecple who do not have a :Job ’
but Ore (oo\ur\D for ora .

Ly Not in tne labouf force : Mothas ol home,
kids , rekired people , inwried , edc.

INFLATION RATE

Inflokion is o sustained ~ise
in the Qeawod level of priceS.

T inflokion rak is the (ofe

The garkiapakon ra is +ha cakie of tha (aboul

force to ke toto? population of Mﬁﬂ%ﬁ%@

GDP DEFLATOR

The GOP deflator in Ny L (M)
is the ro4ie of nomanal GDP to
reol QpP in hazcxr t.

The rale of chom\je
= rake of inflation

rate of change
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' Nominod GOP is also called GOP of cureenf prices Jevros .
-_Reo._z G_DP s olso co2ed GOP in terms of 9oodS / in constant evros /

adjustet for inflation / in Coose
year) prceS.
Hedonic prncin
— Bewertungsmethode inCose of
ChWaiV\j quq.ulj. exomple:
) Quolity increase of 48°%
Pn'ce‘jd.lcreo& of 1%
VAP Buanif§ - adjusked price hos fallen
bj aout 25%,

Bachground + Importance
— Effect on welfore of Yo

U\V\Emp(oged\

Sifono.ﬂ economy is Not usia g
human reseucces QFHoUen‘-lﬂ

Low unemployment rote can
Qead to (abour Shor{o%ﬂs

Example *
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Deflation is & SuSiouned decline = 15 coled an index numbes ) 1 mhiakn

th the price leved . Nomina® GDP is equal to tha Rate of growth of nominal GO roiofinfafion o
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dve fo vacerioknty Some prices
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rak of growth
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Mgher £hon usuad is assorakd with &
reduction in ke unemploymend rafe.
ovkput growbh thok iy (ower thon usval
is 0SS oGk With 00 increoge in thi
ynemployment rode.

wvudium TN = fevel of ovtput
delermined by svpply factors

fong vun = Rconomy depends on
QoiAty 0 nnovalk .
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FH,L“PS CURV E’ A low unemploymunt vote leads
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THE SHORT RUN ‘ THE COMPOSITION OF GDP
}’:‘;"’\‘::m;;nm?:‘"‘i“*:n;°‘”5 tonsumption (L)* Joeds ond SecwiceS purchased by consumers (toral ).
heMand rreem Invesimand (1) or fixed jnvestmend : The Sum o€ nonresidential investment and
Chanaes in  rOduction Changes in prodwchion residen+iod investmaent.
damand Vead leod, to charges in : P
vo tharaes income Government spending (G)* Purchases of 9ocds ond ServiceS by the fedead
in production State and (ocoR tjova\VMMS: excl»dir\j Souerr\mm-l Hronskers .
Demoand Income Exports (X): Purchouses of domaSHc %oods ond secvices b5 Fsre;.‘ﬂmus.
— Imports (IM)‘ Purchasses of foreign SoodS and  Services by domestc
;‘r:;\;);s cn:\\u‘n M:Sm,lqh consumass . domustic Firms and th domuastic c\r)overnmm%s.
damand fov goods.
o°e Net exports oc trmde bolance Invenfory invesimant :

i

X~1M X> IM = trda sorplvs Difterence betwoeod prodvchon and sales.

Composition of GOP _exompla : IS X = bode defid Produeed bud not-Sold =3 investmandt

Billions of euros Per cent of GDP
GDP (v) 13,958 100
1 Consumption (C) 7,696 55
Toto2 demand
2 Investment () 2,707 19 D 6\ S open
e “ EMAND FOR 00D economy Cz=crivax-m
Exports (X) 6,019 43
Imports (IM) 5,631 —40 Consumph'on Q) is a FU\I\CHO{\ of dlSPoSab(E
5 Inventory investment 12 0.1 'IY\Come (YD‘) Closed £ — C+ , G
t econom = +
¢ Yo = Income af= Govenment transkess — - = j_ — - [ = T K4

Consumption increases
Lith duisposoble income
ut ess than one forone.
A lowtr value of G

. and P"‘d""f) toxes. YYo= Y-T
Slepe = ¢ =LotCa YD _
or | t (onsumpfion function: c=C-(Yy) — C-= (Co+ C4) " Yo

L behaviourod equaiion s \/cb n
Whod people consom Propensity (Ne*?"’\b)

will SWiff +ne entire P } owtonomou § VH1 hor i . ; «f Yp equals 2ero.
! in : income — Higwnas Cog\g,mp\-lo + Yp equals to consum €
line dowr. L spending Yo J J . Ls autonomsos
—_— . R Consum pHion
ble — Endoognous vanobles ¢ Depends
Lococorca (v=T) o T e anen e XEANION 1 akes) and & Covernment
oD e e TR
m\e%z(_rms\ — ond taken as given to Sofre A modal. = exGopnous
- Private Soving
DETERMINVATION OF EQUILIBRIUM QUTPUT 15- RELATION T pupuc sowng
fissume X=IM =0 (closed economy),so 2= C+1+G — Prbducﬁon* Private soving (5)  Publie sim‘r\g =76
Paplacing C and | 7= TG i \: S=Y¥p-¢C Budgpk surplos > 0 £ Budqel dobicit
From previoys eﬂum{'fohs = ' intomg 5z y-T-C
A R S o UigrReizgngd

Equili brium in the goods  Raplacing V= Z with equation ‘ = s

! v ~ In equiGhriam - L -T /-
-T:;skeii S\quel:ujuzrifn)\ T Yecoraa(y-T)+ It G A equa In equilibrium: Y=C+[+G I+ 7 /=8

L . . | - T - C = 14 G A
ZRCLy Rewrite equation: y: C,+Cq \/ - T+ T_ + G L,Hm e ' ! !
0 1 more cor\sump\'\zg ) =1+G -T L)umto_sﬂ\—

- ) I — s
chuv?sc:é pgoraqmsgqﬁbi{oh ! (4_ €1)- Y= Co+Ts 6-aT higher e1wubnvy2‘ T = 9+ (T-Q) reboen
equilibrivm outonomou s Spendin g .
odpat in | Devidu bothsides |y A [o4T1G = Cq-T] (decents Sapend onimdone) (L This is the 15 regation

4 ) A-cC < \
nﬂodabrq by (4-C4 1 Lesal-perbart e Jeder ‘Schnxttpunlei | Investment equael Snvmﬁ
. Production, Y ’ = cqillbrium poink 1 fraduction = Demond
Tus erm (S tha muikplier Slope =4 .
which is locop when cq is closer to 4.. Equ-i(ibn'mm ouulpu4 \ Investment = SO\‘“'\g
y tuleplgte ('S dakermingd by tha fquiibrum y-3 #2  Consumphon behawiour *

Demand >Income ‘ech\— skﬁ‘ condikion thal pro - point A

- » ’} #Z  duckon s equad ko
1A), ’I‘u gilion  demMond .

€ 2

\Demard gz Y¥-T-[]
Slope = c4 - - — L . -

pe o é Y=T= Co=Ca- (Y-T)
wrm\‘bﬂ‘j S=-Cq+ (41C4) S (v-T)
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e F I N A N C1T A L M A R KET S =
P 4 @
BASICS DEMAND FOR MONEY DETERMINING THE INTEREST RATE
Mo Qttribu Demond for  Nomingld ~ deceosing funciod g e lyS on Omount of
.Medif?m of exchﬁse IY\On?{j ° CTncome }P i A m::?; “g:f&“‘:o r/|c:t“*\'0‘° N e :;“ -
d = €Y. 1) . s LquiGbrium in Anancd N _
[ Ghpseagfaviiod = z) L(_(; T”;ﬁqs"‘z M i m(}xhnks requireS Ehat: MS=Md =M
FUrfEof o fount Increase in inkres) cate decteases demand B | Ry Ty gares
money = tronsackons for money becanse More PROPIC put Hhelr Supply of money monesy Suppty M=%€V-L)
- no interes} (bea2th into oonds . —sindeperdant ko i
i hat Sopply
—> currency (cash) , Md curpe Demand L must be , that Sopg
—> daposi+™(hank account) interegt cate refotion betuseen - de"::mfow;“ E&'“&'Z“’M; “gqu'oig ‘*::2‘;" 4
. - demand  for mony ok
bonds = 4 POth_N fnteresé and i for o qiven tevel Md Monty damand :
rate | o ) of income ‘OA'CY nkerest roke Mondy
, i R W\
~ no transachons ! i Inceease. in M
s nominad income inleest rate Ms  wms'
Bond =Anwihe A\ o e ingmte | — mml:;r:;s;?;n
{ ) — decgas
e S e PO YRY NEEAYF s-see
borrowes M n'
* Comvesnment) RS S N (S | S S N S S wh T I S Y
o.Fles &MQJ Gw-(n bond Paamnr“ P.QS \660& s AOO{, ") mongy 'L
iwesfor Price of bond todoy* €Pg Ceniol Yook change Supply of wowo
.+ €00~ £PB meney by buting oc seasing bonds in tha bond masee} .
Inteves) rale on bOﬂd = _{T— —> open mosket” ceasomons
DEFI N l Tl ON S The hiohes the bond Price, Cental bonk expands the Sopply of mMomay \oﬂ\wams bondS
money * pay for konsackons the lowsts the interest rate. > Exjpansionady opén mdshat |eperition
income = what You easn (Flow) e hwgies e intetest rofe (tha Centvaf bank  comeacls thy Supply of monay by sefliag bondS
SQH'l\f) = valve of accumulamon oW e price {-pduﬂ _ =) cmhadio(\ar\(j open Maske] oPerosion
over time R I S I P
#nonted _ Volue of finanual assets - fissets  Liavilkes
T s financal Lobjlik !
csth *nins srorcaawoivees | PART TIWO " [Bonds | tioney]
Investmen = puechase of anew Fnanciod inksmedigres : Fnantief% Vermittler | —>Exgansionary open
I ‘°P‘C\“‘ 3:;’ e = Receive funds from people and firms and use (hese 4obuwy mackeal opetion |
ihon® a3eQ S . . .
IneeStmany > grw:kku financioR Gasets financiod ossels of o moke loanS to othes people and HrmS | fssets  LiabiGkes
Exomple: Bank ( money=liabilties ) | keap Some funds as vesesveS | | Changebonds | change
(Resesven) ol ings money stoce
_ R : A M
The GobiutieS of the Assets _ Liovilikes ' Lo | ETE
centrod bank Qre {he money Bond s Centvod banle money Controd Bonle No Cumencl — demand monex)
it hos (ssyed ,co&&zd\ cenival = Reserves 4 CLAWQ{\(_L,\ ﬂ = damond chUealole
o mm%. ~ MA=CY- | () deposiis
Izesersves Deposiy AccountS ks
LIQUIDITY TRAP  [semis e Demand. veserves bonk. dapends
on n >
B reserve vokio ° amoun} of c\anuea\ol.e dagosits
Zero (oer loound @ The intexest rode Hd = demond Hd= 6-M3 = §-€)-La)
Cannot 9o begow o Interes] rate bx\‘gh - POy
on€3

H danotes the Supp’fﬂ of

cenied bank Money, then
equilibdum  condifion :

Leonomy is in o Riquidi4y hap whan
the inkrest rode is down €0 220 monzm:j
Poticy Cannot decrease it furthar.

i Demand centeol

inkvest Mé i=0 ook money H'— Hd
rate -—xs\e.:vg\;{ﬁhqvc QhOUS\I HY = Cuds RY H- 6 ) {\[ " [I)

J .
ho\d.it\_‘)morwjkbor\ds 2 &nkpﬁ%onb lnC\'ﬂ&SC nH = doctense |
J | - .
. A damand money horiwontal  Supply cendrod - damond cenkral Decrease In H InCrcasSe |

i v bonk money bonk mmtfﬁ

1 doesn't dnm\ja
& ¢ Mongﬁ



" THE GOODS MARKET + IS RELATION

Investment (1) depends on Production (Y) and Lhe interest
) rate (i) [= 1 (Y)
= 0 (Y, i

I tnvestment

Fromework: |5-LM model ' Sovms - 1S
' celation | Pt

5o equilibrium in goods masket :
Y= C(y-T)+1-0y,i)i G
L e A

v
Invesioent | GovernmentoQ
Smd.(ras

savinss
by Hicks % Hansen Consumption |
A e coduachion ¢
,ﬁf:,s&b rmml wnle

amol

FINANCIAL MARKETS “xre

/M RELATION

M=€Y- L) ““dwﬂ'dlbg the pace eaved

_'%, 2 Y- L) — LM Relation

Damond 2 @ - In equitibrium , reaq moneYy supply equads
Demond 2 the reol money demand, , which drpends
fylicm\( . .
a (fort) @ on real income Y amd €he inkeres! e
. e e Demand
5 J/ eq‘uw} 22 .
__/(-L/(ori‘N) <A S — Te centval lank chooses the interest
f ;:; ;:tm‘mj Fanchon vate (and od\'jus+s the monuyy Su-ﬂ)ejé
: : In QquiGlrum: So as {o Ochieve it.
: ; . dumand for geods = output
y! y Ltput inkvest ke | 15 refation’ Y= C(Y-T)+1(y,i)t6
Inkeesk rak Increase inferest rate > 2213 upuard siofin because (M velokon: =T
ket rake Ls decrease damand at inkesest 17 output =%, damand :
205 tevel of cudpud beasse of ifs effects on consemphion 1 e [5and (M reakien
Ls dervease bﬁuu\,ﬂ',,m and investmend 'l:o%elw defesruns
lavel of owkpyd — 22 = Qurve | 22 #line OUAQuk-
L et Uneor
- \ . OWM Y
x A —> 22 = flatter than &5 line
A Ly incveaSE in outpud —> less {hon one-fec-ere , — - ~T 1 1 T -
[ e IS Corve. - incetase in demond |
inkerest rake |
| Oudpwt Y i ERSEAN
Y y — . 15 (for foyxes T) I
fin inceease in taxes shifis the Curve Ceft . A i, WY |
Y Y
|
and I l . it
|
PUTTING IS %2 [M RELATIONS TOGETHER - equatorian
b Eqw'ubn‘um in the goods mosket impues thal an increase in the jnuerest ' finantiog m?\shm 15
to42 Leads Lo & dacrease in owdput. '

D Ts is Rpresented by (he [S- Curve .

P EquiGbrium in financied moyketS is represented by tie hortronto (M curve.

> _On\3 in point A | whwch 1S i both cucres , are both 9oeds ovnd Financad moskets
m equilibrium .

Y
FiscaQ policy:
Decwease in - 6-T

ou\?u#.(lmoml). Y

inkrest coke | A monet = Hscal contrachion e fiscal ConsoLdakion
5 . monetary exponsion
MONI.\'Q(-:) ?OQLC\(’) d shafts the LMPCQI'M down Increase in G=T
lhcrease in M _ | f | LM &'::PJ?E’\ISDS:{".“:\S& - Hscal expansion An incense g
<> Monetary expansion ~ , YOI - inpestmant LoxeS shifts the
Y l Increases). . o
Decvease in M A ! interest roke | 1S Corve Reft.
<> Monetary Conkackon , ; ™is Coads £o decrease
<2 Mmong fary Hs\r\kemr\g | f lsomut y e in equilibrium ‘evel
; ) \/| of Sutput .
POLICY MIX interest cake |
— T fiscol &ponsion LM
+ Woretary - fiscal ?cucj Mmix is | f Snifts the IS coree :
T hokt ! to the riaht. .
the combinakion ef MoMW\‘j ond v i ' ) S
fisaR poticies. ' P\y\mmmg, expansion ! :
' S (M cure : i
+ Suppose, that the economy isin . " down- Y'Y )
a  recession and owlpud Ts tos ! : 1s' OuAput (Incoma), Y
low. h ;ls Roth Qead £o
*Both fiscol and monetoly policies I higlagy cust pud -
wn be USed to ‘mcm&szs oud Put ) yOukPMt Y %&U



