
Economics is the study of human behavior in a business perspective.

Scarcity leads to Trade offs.

Macroeconomics deals with Factors of Production: Labour, Human Capital, Physical Capital and 
Natural Resources.

It looks at the economy as an aggregate. 

GDP (Gross Domestic Product) is the aggregate output produced within a country, and it includes 
exports, consumption within a country, the addition of the value of all the goods and services within a 
country minus the country’s imports. 

Macroeconomics will deal with these topics: GDP / Aggregate price level / Money Supply and 
Unemployment / Composition of Policy / Aggregate demand / Growth / Inflation / Governmental 
policies / Key government policies / Monetary policies / Fiscal policies. 
________________________________________________________________________________

X

Key differences between Macro and Micro:

Macro deals with the economy as a whole while micro focuses on the decisions and consequences of 
those decisions made by firms and individuals. For example, macroeconomics topics may include the 
fluctuations of inflation rates while microeconomics topics may include the effects of rising gas prices 
on an individual.

Macroeconomics is viewed as a provider of rationale for continual government intervention to 
manage short term fluctuations and adverse events in the economy:

-An increase in the price of gas is a micro topic.
-The rate of inflation in Canada is 1.8% - Macro
-After a severe drought, Saskatchewan farmers output decreases - Micro
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-There is a steady upward trend in GDP in the long run - Macro

✦ Monetary Policy: Central bank of a country changing the interest rate or increasing the money
supply.

✦ Fiscal Policy: Changing taxes or government expenditure. Effecting a transfer of payments.

The business cycle is the short run alternation between economic downturns and economic upturns. 
It consists of the falling stages:

✴ A depression is a very deep and prolonged downturn.
✴ A recession is a period of economic downturn when output decreases and unemployment rises.
✴ Expansions or recoveries are periods of economic upturns when output and employment are

rising

In a business cycle, the following effects can be observed:

• Effects on aggregate output: Decreases in a recession, increases in an expansion. During a
recession, the government may employ expansionary monetary policies to help revive/stimulate
the economy. During an expansion, the government may employ contractionary monetary
policies to curb spending.

• The effects of recessions and expansions on employment: During a recession, employment
decreases and the rate of unemployment increases. During an expansion, employment increases
and the rate of unemployment decreases.

The effects of lower interest rates are: they expand the economy since borrowing becomes cheaper, 
spending increases and business output increases due to an increase in production capacity fueled 
by cheaper borrowing. In turn, with a rise in spending, the economy improves.

Flaws of GDP: It doe not account for social factors such as mortality rates, life expectancy, infant 
mortality rates and literacy rates. (UN: Human Development Index (HDI) accounts for that)

Transfer of payments (T)  - money spent on improving social - payments made to unproductive 
resources. - Not included in GDP because money is transferred to consumers who spend it in C.

Aggregate Output is the economy’s total production of final goods and services. One of the most 
commonly used measures of aggregate output is is Gross Development Product (GDP) although 
there are other measures. Specifically, GDP is the monetary measure of the total market value of all 
final goods and services produced within a country with a year regardless of whether the output was 
produced by Canadian owned or foreign owned businesses within Canada. GDP can be measured in 
both real and nominal terms. 

The growth in Aggregate Output is a steady increase with tiny bumps which account for recessions. 

A country has 4 accounts: Current Account, Capital Account, National Account and Product Account

Employment is the number of people working in the economy while Unemployment is the number 
of people who are actively looking for work but aren’t currently employed. 
The labour force is the number of people who are employed and unemployed in an economy but 
that does not include discouraged workers. Discouraged workers are non working people who are 
capable of working but are not actively looking for a job.
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Underemployment is the number of people who believe that their skills are not being utilized or are 
not being offered sufficient hours at work. 

The unemployment rate is the ratio of the number of unemployed people to the total number of 
people in the labour force. It is calculated by: 

The Canadian unemployment rate in July 2010 was 8%.

Long-run growth is the sustained upward trend in aggregate output per person (GDP per capita) 
over several decades. A country can achieve a permanent increase in the standard of living of its 
citizens only through long-run growth.

Aggregate Price Level:

A nominal measure of price or income is a measure that has not been adjusted for changes in prices 
over time. 
A real measure is a measure that has been adjusted for changes in prices over time. 
The aggregate price level is the overall level of prices in the economy, eg: CPI
A rising aggregate price level is inflation.
A falling aggregate price level is deflation. 

The inflation rate is the annual percent change in the aggregate price level. 
The economy has price stability when the aggregate price level is changing slowly and in general 
economists regard this as desirable (monetary policy in Canada is directed by an inflation control 
target, set at between 1% to 3%). There are two widely used measures of aggregate price level, 
GDP deflator and the Consumer Price Index (CPI). 

Government Budget Surplus and Deficit:

The . Revenues are the federal governments 
receipts (personal income taxes, corporate income taxes, indirect taxes and investment income). 
Outlays consist of: Transfer of Payments, expenditure on goods and services and debt interest. 
If a government collects more taxes than it spends, it has a government budget surplus. 
If a government spends more than it collects, it has a government budget deficit. 

The Open Economy

A closed economy is an economy that does not trade goods, services and assets with other 
countries while an open economy trades freely with other countries.

Open-economy macroeconomics is the study of those aspects of macroeconomics that are 
affected by movements of goods, services and assets across national boundaries. 

Exchange rates is the price of one currency in terms of another, exchange rates can affect the 
aggregate price level and they can also affect aggregate output through their effect on the trade 
balance, the difference between the value of the goods and service a country sells to other countries 
(exports) and the value of the goods services it buys in return (import). 

Capital Flows are movements of financial assets through borders. 
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International Surplus and Deficit
Current account records transactions arising from trade in goods and services (Exports and Imports), 
it also includes net interest payments and net transfer. 

The sum of the balances of the Current Account, Capital Account and the Official Settlements 
Account is always zero. There is nearly always some discrepancy in the numbers, for which there 
exists a line in the account labeled as Statistical Discrepancy. 

Recessions => More unemployment, fewer taxes, more welfare payments

There is usually a persistent current account deficit, and in the case of Canada, there was a current 
account surplus, from 1999 to 2008Q4. 

Exchange rates: Expressed as the amount of currency needed to get one 
more unit of another currency or the amount of foreign currency needed to 
get one more unit of domestic currency. When a currency becomes more 
valuable in terms of the other currency, it is said to have appreciated and 
when it becomes less valuable, it is said to depreciate. 

The National Accounts:

Almost all countries calculate a set of numbers known as the national income and product 
accounts
The national income and product accounts, colloquially known as just the National Accounts, keep 
track of the flows of money between different parts of the economy. 

Households earn income via the factor markets from wages, interest on bonds, dividends on 
stocks, and rent on land. 
In addition they receive government transfers from the government. 
Disposable income= Total household income minus taxes, is either expended as consumer 
spending (C ) or goes into private savings. 
Via the financial markets, private savings is channeled to firms for investment spending (I). 

Government purchases of goods and services (G) is paid for by tax receipts and government 
borrowing.
Exports (X) generate an inflow of funds into the country from the rest of the world while imports 
(IM) lead to an outflow of funds to the rest of the world.

Foreigners can also buy stocks and bonds in the Canadian financial markets just like Canadians can 
buy stocks and bonds in foreign financial markets. 

Gross Domestic Product
Gross domestic product or GDP measures the market value of all final goods and services 
produced in an economy within a certain time period, i.e quarterly or annual. This definition has 4 
factors: Market value of all goods are added together, only final goods are added, not intermediate 
goods that are used to produce final goods, they have to be produced within a country and all of that 
has to be produced within a given time period. 

GDP can be calculated in three ways: 
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Output based: Adding up to the value added of all producers
Expenditure based: Adding up all spending on domestically produced goods and services leading to 
the equation, and identity, which is always true: GDP = C + I + G + X - IM or GDP = C + I + G + NX
Income based: Adding up all the income paid to factors of production. 

Output based GDP is calculated by Value added:  Value of Output (or selling price) - Value of 
Intermediate Goods

Expenditure based GDP: This approach measures the GDP as the sum of consumption expenditure 
(C ), investment (I), government expenditure (G) and net exports (X - IM). 

1. Consumption expenditure {C} includes the expenditures of households for durable consumer
goods (vehicles, electronics), non-durable consumer goods (food) and consumer services
(mechanics, plumbers, repair services etc)

2. Investment (I) includes:
✴ Purchases of machinery. Equipment and tools by businesses
✴ All construction (including residential)
✴ Changes in inventories (unconsumed output)

3. Government Expenditure (G) includes expenditure of all governments (federal, provincial and
municipal) on final goods and services but it does not include transfer of payments (welfare)

4. Net Exports (NX = X - IM), typically positive for Canada could be negative.

Income based GDP: The output produced in a country generates income exactly equal to the value 
of that production (GDP = wages + interest + profits + indirect taxes)

Real vs Nominal GDP:

Real GDP: is the value of the output (final goods and services produced) calculated using the prices 
of some base year. 
Nominal GDP is the value of the output calculated at current prices. Except in the base year, the real 
GDP is not the same as nominal GDP.

Calculating the real GDP: In order to calculate real GDP, the output of the current year must be 
multiplied by prices in the base year. 

Growth Rate of Nominal GDP given base year of 2002: 

Growth Rate of Real GDP given base year of 2002: 

Real GDP per capita is a much more useful to compare Economics Welfare but it has its limitations: 

✤ Due to the fact that it is an average, it takes no account of the distribution of income.
✤ Environmental damage is not deducted.
✤ Health and life expectancy are not directly included.
✤ Political freedom. social justice and leisure time are not included.
✤ Household production is not accounted for.
✤ It does not account for illegal, underground activity that circumvents the tax system.
✤ Quality improvements tends to be neglected in calculating real GDP so that the inflation

component is understated and real GDP overstated.
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