6048 Macroeconomics

= Instructor: Martina Bjorkman
= martina.bjorkman@unibocconi.it

= Crafton building, Via Réntgen 1, 5th floor, room
D1-14

= Office hours: Monday 10.00-11.00
= Homepage:
http://mypage.unibocconi.eu/martinabjorkman/

= Teaching Assistant: Lara Lebedinski
= |ara.lebedinski@phd.unibocconi.it
= Office hours: Tuesday 16-18

= (Office: Crafton building, Via Rontgen 1, 5th floor,
room E2-03

6048 Macroeconomics

= Literature:
= Macroeconomics, 5% edition, Olivier Blanchard
= www.prenhall.com/blanchard

Structure and Examination

= Course structure:
= 54 hours of lectures and 8 hours of exercise classes.

= Examination:
= Written exam: general exam
= The exam consists of 5 questions.
= On January and February sessions, students are
expected to answer 4 common questions and 1 question
personalized by their class’ teachers.




Structure and Examination

= Information:
= E-Learning platform. The link is the following:
http://www.unibocconi.it/asit/weblearning/online
courses/index.htm

= Also see teacher's homepage for lecture
notes and more exercises.

Today’s class

= |ntroduction to macroeconomies (Chapter 1).
= United States and Europe.

= A short introduction macroeconomic variables
(Chapter 2).
= Aggregate output (GDP), Unemployment rate and Inflation
rate.

What is macroeconomics?

= How economies work (nations, regions or the
whole world).
= Variables:
= Income
= Production
= Consumption
= Investments
= Unemployment
= interest rate
= exchange rate and prices

— the macroeconomic aggregates.




What is macroeconomics?

= Central in modern macro

= Twoway (circular) relationships.
E.g.: Production — Employment — Income —
Demand — Production

= General equilibrium:
If something happen in a market, this also
affects prices and behaviours on other markets.

= Individuals choose their behavioural in a non-
random way (optimizing).

= Empirical connection.

The world in 2004

= Population: 6,500 million, average yearly growth
1.1%.

= GDP: 55,000 million $US, average yearly growth **°

4.4%
=..GDP per capita (PPP): 8,800 $US.

= Of the total export in the world is the following going
to: the USA 15.7%, Germany 7.7%, China 5.4%,
France 5.1%, Great Brltaln 5 1%, Japan 4.5%.

= Of the total import in the werld is the following
coming.from: Germany 9.4%, USA 9.3%, China
8.5%, Japan 6.5%, France 4.5%.

Asig

Europe

Sources:

Blanchard

CIA world fact
‘OECD Econ outlook
Eurostat

The United States

= Three important variables to look at when
studying an economy:

= Qutput:
« The level of production of the economy
= The unemployment rate

« The proportion of workers in the economy who are not
employed but looking for a job

= The inflation rate
- The rate at which average price of goods is increasing




The United States

Growth, Unemployment, and Inflation in the United States Since 1970
1970-2006 19962006

(average) (average) 2006 2007
Output growth rate 3.1% 3.4% 3.3% 21% 0.43
Unemployment 6.2 5.0 4.6 4.6
rate
Inflation rate 4.0 20 29 26

Output growth rate: annual rate of growth of output (GDP). Unemployment rate: average
over the year. Inflation rate: annual rate of change of the price level (GDP deflator).
=The period 1996-2006 was historically a very good period:
= High average rate of growth.
= Low average unemployment rate.
= Low average inflation rate.

= But now... halfway through 2009 — negative growth rate...- worst
recession in 75 years.

Rate of growth in United States up to
2006

Rate of Growth of

Output per Hour in the 4
United States Since
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The U.S. Trade Deficit

0
The U.S.Trade Deficit
Since 1990 r

The trade deficit increased
from about 1% of output in
1990 to about 6% of output in
2006.
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The European Union

The European Union

Taolz 12 Growth, Unemployment, and Inflation in the Five Major
European Countries Since 1970

1970-2006 | 1996-2006
(average) (average) 2006 2007

Output growth rate 2.3% 2.0% 2.7% 2.6% 0.9%
Unemployment 7.4 8.7 7.6 7.0 7.8
rate

Inflation rate 54 1.8 1.7 1.8 3.7

Output growth rate: annual rate of growth of output (GDP). Unemployment rate:
average over the year. Inflation rate: annual rate of change of the price level
(GDP deflator).

The EU during the last 10 years

= Europe performed worse than the USA in
the 1990s, especially after 1995.
= Lower output growth.
= Lower productivity growth.

= Low output growth has been accompanied by
persistently high unemployment.

= Now: output growth is decreasing,
unemployment increasing...




The European Union

Two issues dominate the agenda of European
macroeconomists:

= High unemployment

= Common currency

How Can European Unemployment Be
Reduced?

Unemployment Rates:
Continental Europe
Versus the United States
Since 1970

Percent
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How can European unemployment
be reduced?

= Potential causes of high European unemployment:

= Politicians often blame macroeconomic policy (too high
interest rates => low demand).

= Labor market institutions (but what???).

= Labor market rigidities (unemployment benefits, minimum
wages etc).

« But, many of these “labor market rigidities” were already in
existence in the 1960s, when unemployment was very low.

= Not all countries in Europe has high unemployment.




What Will the Euro Do for Europe?

= Supporters of the Euro point first to its
enormous symbolic importance.

= Others worry that the symbolism of the
euro may come with some economic
costs.

China

| China, 2006

Output: §2.8 tilion
Population: 1,320 million
Output per person: $2,100

China

-3 Growth and Inflation in China Since 1980

1980-2006 1996-2006 2006 2007
Output growth rate 9.3% 8.8% 10.7%  10.0%
Inflation rate 5.4 3.3 1.5 25

Output growth rate: annual rate of growth of output (GDP). Inflation rate:
annual rate of change of the price level (GDP deflator).

At this rate of output growth, output doubles every
7t year.




Finding macro data

= [nternational organizations, such as the
Organization for Economic Cooperation and
Development (OECD), gather data for the richest
countries.
- http://www.sourceoecd.org/

= For countries that are not members of the OECD,
one of the main sources of information is the
International Financial Statistics (IFS), published by
the International Monetary Fund (IMF).
- http://www.imf.org/

Chapter 2

Important macroeconomic variables:

= What is aggregate output, GDP (Gross
Domestic Product), and how is it measured?

= What is inflation and how is it measured?
= What is unemployment and how it is measured?

Aggregate output

= National income and product accounts:
an accounting system to measure aggregate
economic activity.

= The measure of aggregate output in the
national income accounts is gross
domestic product (GDP).




Gross Domestic Product

=  Three ways of defining GDP:

1. GDP is the value of the final goods and
services produced in an economy during a
given period (a year).

= Afinal good is a good that is used for final
consumption (e.g. hamburger or car).

= An intermediate good is a good used in the
production of another good (e.g. the bakery
which sells the bread to the burger).

Gross Domestic Product

2. GDP is the sum of value added in the
economy during a given period.

= Value added equals the value of a firm’s
production minus the value of the
intermediate goods it uses in production.

Gross Domestic Product

3. GDP is the sum of all incomes (to labor and
capital) in the economy during a given
period.




Gross Domestic Product

Tzblz 2~ The Composition of GDP by Type of Income, 1960 and 2006

1960 2006

Labor income 66% 64%

Capital income 26% 29%

Indirect taxes 8% 7%
Nominal GDP

= Nominal GDP is the sum of the quantities
of final goods produced times their current

price.

= Nominal GDP increases over time because:
1. The production of most goods increases over time.
2. The prices of most goods also increase over time.

Real GDP

= Real GDP is the sum of the quantities of
final goods times constant prices, i.e. the
prices the goods had in year 2000.

= Notation:
= Y,;.real GDP in yeart (e.g. year 2004).
= $Y, nominal GDP in year t.




Nominal and Real GDP

Quantity Price Nominal Real GDP

Year of Cars of cars GDP (in 2000 dollars)
1999 10 $20,000 $200,000 $240,000
2000 12 $24,000 $288,000 $288,000
2001 13 $26,000 $338,000 $312,000

=Real GDP - use a common price (here:
price in 2000).

GDP Growth

= GDP growth: % change in (real) GDP:

¥ -%.,)
Y,

t-1

= Positive GDP growth: expansions.
= Negative GDP growth: recessions.
= Along period of low GDP growth: depression.

GDP Growth

Growth Rate of U.S. 6
GDP Since 1960

Percent
w
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Why care about GDP?

= GDP measures wealth in the economy.
= = “welfare”

= But no perfect measure of welfare:
- neglects income distribution
- neglects natural resources

Unemployment

= Unemployment = number of people who do
not have a job, but who are actively
searching.

= labor force = employment + unemployment

L = N + U

The unemployment rate

= Unemployment rate = number of unemployed
total labor force

v
L

u =




Labor market definitions

= Employed: the person has a job

= Unemployed: do not have a job (AND are
actively looking for a job)

= Not in the labor force: those not working AND
are not looking for work are.

= Discouraged workers: People without jobs who
give up looking for work.

labor force

= Participation rate = - - -
population of working age

The unemployment rate

= Example:

= Population (working age): 293 million
Employed: 137.7 million
Unemployed: 8.8 million

= U= ;|_=
= Calculate the unemployment rate:

= Participation rate:

The unemployment rate

U.S. Unemployment /\\
Rate Since 1960 o I
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Why care about unemployment?

= Because of its direct effects on the welfare of the
unemployed.

= |ndicator of economic activity: below or above
long-run level used to determine policy: u “too
high” or u “too low” — adjust policy.

= [t signals that the economy may not be using
some of its resources efficiently.

Inflation

= Inflation: a sustained rise in the general
level of prices - the price level.

= Inflation rate: the rate at which the price
level increases.

= Deflation: a sustained decline in the price
level.

Measures of the price level

1. The GDP deflator: average price of goods and
services produced (from the national accounts).

2. The Consumer Price Index: average price of
goods and services consumed. Survey of prices
facing consumers.




The GDP deflator

= GDP deflator in year t, P, is defined as the ratio
of nominal GDP to real GDP in year t:

nominal GDF,  8Y,

"~ real GDP, Y,

t

= Index numbers: set to 1 (or 100) in arbitrary year (“base
year” e.g. 2000)

= Nominal GDP is equal to the GDP deflator times
real GDP:
§Y, = BY,

= Inbase year: P,=1s0 Y, = $Y,

The consumer price index

= The Consumer Price Index gives the cost in dollars
of a consumption basket of a typical urban
consumer.

= CPI = weighted average of prices

= The set of goods produced in the economy is not
the same as the set of goods purchased by
consumers for two reasons:
= Some of the goods are sold to firms, the government, or to
foreigners.
= Some of the goods are not produced domestically but are
imported from abroad.

The consumer price index

= Example: Economy with two goods
= People spend 40% of income on food and 60% on clothes

Year | Price of food | Price of clothes | CPI Inflation
rate
1 5 10
1
1




Inflation

= Inflation = The rate of change in the GDP
deflator

CPIl and GDP-deflator in USA

i

U.S. Inflation Rate,
Using the CPl and the 12

GDP Deflator cpl
Since 1960
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Why care about inflation?

= |If all prices increased together and everybody was
aware of it, small cost of inflation.
= However:
- Some prices increase faster than others
- All wages do not increase at the same time (real
wages vary)
- All people are not aware of the rate of inflation
= Costs of inflation.
= |Inflation affects the income distribution
= Uncertainty about future prices
= Very high inflation (hyperinflation: >50% per
month) detrimental — people stop using money.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


