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GDP
Demand
Equilibrium

Investment Saving equality
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GDP2| TAIQ A

GDP Composition

o Y= C+|+G+X-IM

e Y: GDP
(L&A AF Gross Domestic Product)

e C: Consumption spending
e [: Investment spending

e (5: Government spending
e X: Exports

e [M: [Mports

e Unit: Flow (S%F)
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US GDP 43 (2014)

The Composition of U.S. GDP, 2014

Billions of Dollars Percent of GDP

GDP (Y) 17,348 100.0

1 Consumption (C) 11,865 68.3

2 Investment (/) 2,782 16.0

Nonresidential 2,233 12.9

Residential 549 3.1

3 Government spending (G) 3,152 18.1

q Net exports —-530 —3.1

Exports (X) 2,341 13.5

Imports (IM) —2,871 —16.6

5 Inventory investment 77 0.4
Source: Survey of Current Business, July 2015, Table 1-1-5
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C: 2H|Z|&
Consumption Expenditure

o GDPQ| 7% 2 252 247
e 7014 O|=: 68.3%
e 7015 ©r=: 509

o ZZ AH|Z 95t 2fTtel Mu|AES st 2|EE 2
ool g

e Flow: $/time
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1 (L) FR 2=
(Fixed) Investment

Expenditure
o OJ2ol| HAYEH Mu|Ao| “Dja|" X|&sts o

o ZDE[Oto| TLEE HAIGEY| Qo DHERELDE B

-

e | = nonresidential investment + residential
Investment
o H|FHEZR 7|2 dH|, 7|A| & A4S JITH & (B

7F2H) F-0HeH (12.9% of GDP, US 2014)

o =7|1EZ}: AH|RIS| FEH JLOHCH (3,19 of GDP, US
2014)

e flow
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G: FE2|=
Government Expenditure

S 9lo oot AME (RHat A
(18.1% of GDP, US 2014)

vernment Transfer)2 L &G}
DP, US 2014)

—hf_\
mg’

o L7t3HZ0| THgt 0|2t £
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£43 (20441

Net Export (Trade Balance)

e Net export := X - [M
o X! £=M (13.5% of GDP, US 2014)
o o] A|Rfo| POl Ll AfEo| 7|}
o |M: UM (16.6% of GDP, US 2014)
o LL{ A|Zlo| JLONSH SHQ| AFE 0| 7}x|G)

e Net export > 0: trade surplus (Z32})
e Net export < 0: trade deficit (23}
e 3.19% of GDP, US 2014
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20 £ 2}
Inventory Investment

o Z1: Zido| AYANHR|I 2|5 Hale cbe siLt T of
0| o|2ojx| AFEo| Zaf TEof LAl

o DT} 1= T APAIEI AFE FpA[T - Fiol| Tt
ol A& 7P/

I ALC 2RO AL
e 0HLC} Z4L, A2 4L 9l

e $77BN>0 in US 2014
o DEAF = YA - OhE
WAL = DE + 2 D8]

0f

L
2 = AgAt- A5}
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il A
oE T

The Demand for Goods

o /=C+|[+G+X-1M
o = Y5 (L HoK|)
o =2 APRTHE AR} CF2 7YY
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7|-1-I =
Assumptlons

U AN RS (DA 7HA P): TH7|of|8F & 7

HAHA| AL (X=IM=0): 7HES 74 A|of|A CHA| CHE
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A H|
C: Consumption

C'=C(Yp)
+

Left C: Consumption Spending (Variable)
Right C: Consumption Function

YD: 7}x &AL (Disposable Income)

YD =Y - Tax

HENR %A (Behavioral Equation):
AH|Z[e| HEfE 7|=5t= A
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7ICHSE AH|GHA
Simple Consumptlon Function

C = Co T C_1YD
Z| "'“‘J*'i MT3tA| (Linear Relation)
ol

[A1 YD2| 212 gistof| EiSAM = Ef

o O<cl<1: (BtA|)AH|AETF (MPC: marginal
propensity to consume)

e c0>0: YD = 0 Yfo| AH|ZF

o ZfjAF(wealth, stock) A&, U 55 &off X H
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Consumption, C

|:||'G|' | _IEHI[_.EE_'G:I

Consumption
Function

Slope = ¢,

Disposable Income, Y
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Figure 3-1

Consumption and
Disposable Income

Consumption increases with
disposable income but less
than one for one. A lower value
of cg will shift the entire line
down.

MyEconLab Animation
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Movement of Cf cv,

(a) An Upward Shift of the (b) A Downward Shift of the
Aggregate Consumption Functian Agggregate Consumption Function
Consumer Consumer
spending, € spending, €
Aggregate' Aggregate
consumption consumption
function, CF, function, CF,
Agqgregate Aggregate
consumption consumption
T function, CF, l function, CF,
Ay A
Al AZ
Disposable income, Yi! Disposable income, YD
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Movement of Cf cv,

(a) An Upward Shift of the (b) A Downward Shift of the
Aggregate Consumption Functian Agggregate Consumption Function
Consumer - - Consumer
spending, € E_I'Z'lli [ I:ol-zn'l spending, €
Aggregate Aggregate
consumption consumption
function, CF, function, CF,
Agqgregate Aggregate
consumption consumption
T function, CF, l function, CF,
AZ A'_
Al AZ
Disposable income, Y Disposable income, YD
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Movement of Cf cv,

(a) An Upward Shift of the (b) A Downward Shift of the
Aggregate Consumption Functian Agggregate Consumption Function
Consumer - - Consumer |
spending, € I:—_I'Z'"i_q:_l:ol-zn'l spending, €
Aggregate' Aggregate
consumption consumption
function, CF, function, CF,
Aggregate Aggregate
consumption consumption
function, CF, 1 function, CF,
A1
Az
Disposable income, Y Disposable income, YD
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Movement of Cf cv,

(a) An Upward Shift of the (b) A Downward Shift of the
Aggregate Consumption Functian Agggregate Consumption Function
Consumer - - Consumer -
spending, € I:—_I'Z'"i II. |:o|'1n'| spending, € 16' EI.c;lll__,l_
Aggregate Aggregate
consumption consumption
function, CF, function, CF,
Agqgregate Aggregate
consumption consumption
function, CF, 1 function, CF,
A1
Aol
Disposable income, Yi' Disposable income, YD
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Movement of Cf cv,

(a) An Upward Shift of the (b) A Downward Shift of the
Aggregate Consumption Function Agggregate Consumption Function
Consumer - - Consumer -
spending, € I:—_I'Z'"i II. I:ol-zn'l spending, € 16' EI.c;lll__,l_
Aggregate' Aggregate
consumption consumption
function, CF, function, CF,
Aggregate ggregate
consumption consumption
function, CF, function, CF,
A1
Az
Disposable income, Yi' Disposable income, YD
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0= 2008 #|7|2f +2.3
9| 0|5

1.00

Disposable Income

8
I 0.98 — \_
o
8 096 - |||
o \
~ '.
§ 0.94 — Consumption
c
T 0.92 —
0.90 —
0.88 | | | | 1 |
2008 2008 2008 2008 2009 2009 2009
Q1 Q2 Q3 Q4 Q1 Q2 Q3
Figure 1 Disposable Income, Consumption, and Consumption of Durables in the United States, 2008:1 to
2009:3

Source: Calculated using series DPIC96, PCECC26, PCDGCCS6: Federal Reserve Economic Data (FRED)
nttp://research.stlouisfed.org/fred2/.
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General Expression

C=cy+aYp C=C(Yp), 0<C' <1
Yo=Y T Yo=Y T
oC oC
C:_ > Y—T — — —
0+ 1 ( ) C C(lj,@, 8Y>O’ 8T<O
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H Zl
G: Government Spending

T=T

)

G=G

of| A

Gt
=

- HHAIH
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A AR
Equilibrium in the Goods
Market
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o |eftY: ZAHAF (GDP)
= (Aggregated Income)
o 3 S7ko| HAo 2 Qo 5U HAR HT 7}

Zt712|gfe] ZRH0l|A

®
J
S
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<
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L
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1
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AF

ha 7 A

Y=¢+aY - T+I1+G

1 _ _ _
=Y = - [E()—|—I—|—G—51T]
—C] ——
" autonomous spending
multiplier

e Yol chatM %zl
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V= autonomous spending
multiplier

o =2 Z|Z (Autonomous Expenditure: AE)

H ™
o £2 F Atzo| ojZ5z| ol B
o HEI FH|Z (G=T)S ot %S HHEA
of 3% (0<c1<1)
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~ | autonomous spending
multiplier

e 0<cl <1082 5o AUAHILF 0LL} 3
o MPCZ} 19| 7}t 4 & 73

e of: ¢l =0.8 o|H AH F2|Zo0| 1 F7HY &
AAE(Y)2 1/(1-0.8)=5 37t+3

o Saztt ojZo| 22 0l
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Demand Z, Production Y

Production Slope = 1

N
2z

Demand
Slope = ¢,

Equilibrium Point:
Y=2

|
Y

Income, Y
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Sk Jajm
+ G
Figure 3-2
Equilibrium in the
Goods Market

Equilibrium output is deter-
mined by the condition that
production is equal to demand.

MyEcon Lab Animation
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Demand Z, Production Y

Production

Sk Jajm
+ G
Figure 3-2
Equilibrium in the
Goods Market

Equilibrium output is deter-
mined by the condition that
production is equal to demand.

MyEconLab Animation

Jd2HZ Y=Z (=]A)

Y

Income, Y
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AN AN
o TART
Calculating Multiplier
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AN AN
o TART
Calculating Multiplier

® tan(0)=MPC
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AN AN
o TART
Calculating Multiplier

® tan(0)=MPC
® y-x=yXMPC
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AN AN
o TART
Calculating Multiplier

® tan(0)=MPC
® y-x=yXMPC
o y=1/(I-MPC) X x
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AN AN
o TART
Calculating Multiplier

AY* = 222X AAAE,

larrnied

m— X Dl e o
l . AMPC AAALI larmed

® tan(0)=MPC
® y-x=yXMPC
o y=1/(I-MPC) X x
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o T2GL 7|Sta
Multiplier Process and

Geometric Series
o AH|Z7HAB) — AAFEIHBC) — AH|ZIHCD) —

o0 1
Figure 3-3 E E”i —
The Effects of an Increase ' 1 —_ E 1
in Autonomous Spending 1
on Output 2z’

An increase in autonomous > , ’
spending has a more than _5 Y — N
one-for-one effect on equilib- ° $1 billion
rium output. -§ 2Z

_
MyEconlLab Animation Q.

N

©

&

E '

o

Q

~

Income, Y
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o AALD} 421 AT O

o 2|20| AfHY E2|Z0| Tt 4
2. (MPCe] Zhof et Zhhg %5 912)
o O[22 MPC =~ 0.0
o O]9 54525

5}
-

Implication
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Adjustment Process

o 2D EZ}: |[Unplanned]
o (9E=)EZ}: I[Planned]
|

e |[Unplanned] <0 : SR &|X| F2 2 o| ZFA HE

-
23452 3 AN 571~ 1GDP 2]

e |[Unplanned] =0 : I[Planned]F*| = &3

(@)
e [[Unplanned] >0 : QR E[X| &F2 2{n 9| ST} HF

B ASsE P HMNT L2 — rGDPEA P L.

Namun Cho/ mailto:namun@snu.ac.kr



mailto:namun@snu.ac.kr

A =-Z|F 4% GDP: Y*

e GDP2} AE[Planned]?| &2 GDP+&
e o|zfo| [[Unplanned] = 0

o Y <Y*:
DAMAE — [[Planned] T — Y1

o Y > Y*:
DHJAAF —  [[Planned] | — Y|
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Keynesian Cross:
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Keynesian Cross:
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Keynesian Cross:

Graphical Expression
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Keynesian Cross:

Graphical Expression
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Keynesian Cross:
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Keynesian Cross:
Graphical Expression 45° Line
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Keynesian Cross:
Graphical Expression gpe | ina
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Keynesian Cross:
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Keynesian Cross:
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Keynesian Cross:
Graphical Expression 45° Line
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Private Saving

o S5(FA=) = Sp(UHAF) + Sg(E-541=)
* Sp=U-2E
¢ = [SASHYFEZR] - [2M+AHIRE]

e = [GDP+TR(TRansfer)] - [T + C]
e = GDP+TR-T-C

o T-cl: TAXEAY
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Investment Saving
Fquality
o Z2|& (S: national saving) = Sp + Sg

e = [GDP+TR-T-C] + [T-G-TR]
e =GDP-C-G

o | =GDP-C-G=5

£tz 220 (AlAHolM ) 201x 22}
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M® = PY L(3)

Figure 4-1
The Demand for Money | =g = Hid A
For a given level of nomiral - 1 L
income, a lower interest rate O | 9_ Ol
increases the demand for -
money. At a given interest raie, Ha -
an increase in ncminel income - L. O
shifts the demand for money to g d
the right. ©
MyEconLab Animaton g
]
=
M’ (for
T sy’ > 8Y)
(for nominal
| | income $Y)
M M’
Money, M

INAITIULL IO/ THdnLu-ridinurniwaiiu,de, Nl
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M = PY L(i)

o S5 (Ms) =M

o AFEZX71: Md = Ms

M®=M(Y, i)
M = M(Y, i)

e Md &} Ms 7} Ct2 Bi£0]S gFAl oiEof| Elofs}st
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e Ms, Md= 25 ie| k4o, Cf
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M -1 Graph

Figure 4-2

The Determination of the
Interest Rate

The interest rate must be such
that the supply of money (which
is independent of the interest
rate) is equal to the demand for
money (which does depend on
the interest rate).

MyEconlab Animation
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Figure 4-3

The Effects of an Increase
in Nominal Income on the
Interest Rate

Given the money supply, an
increase in nominal income
leads to an increase in the

interest rate.

MyEcon Lab Animation
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Figure 4-4

The Effects of an Increase
in the Money Supply on
the Interest Rate

An increase in the supply of
money leads to a decrease in
the interest rate.

MyEcon Lab Animation
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Balance Sheet of CB

Figure 4-5 Central Bank Balance Sheet
The Balance Sheet of the Assets Liabilities
Central Bank and the

Bonds M rm
Effects of an Expansionary oney (currency)
Open Market Operation

The assets of the central bank
are the bonds it holds. The lia-
bilities are the stock of money

The Effects of an Expansionary
Open Market Operation

in the economy. An open mar- Assets Liablilities
ket operation in which the : :

central bank buys bonds and Shlgpge fn bond gtg:knge in money
issues money increases both & lngs.. . o
assets and liabilities by the +31 million +$1 million

same amount.
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History of CB (Korea)
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(a) Central Bank Figure 4-6
Assets Liabilities The Balance Sheet of
Banks, and the Balance
Bonds y
Ce:trslesea;l;sMoney Shee.zt .of the Central Bank
+ Currency Revisited
(b) Banks o =Ho Z ] olH= O
Assets Liabilities ° +— ;’_c|>1 > 2| S md e
[6)
Reserves Checkable deposits El'cl)ﬁoljl 21 |—Zp ||=|( % |ci—1_':, |_E| |O1/|\
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(@)
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Money Multiplier
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e Money Multiplier in US: 1.6 (before 2008) —
0.7 (2008 crisis)
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Figure 4-7

Equilibrium in the Market
for Central Bank Money
and the Determination of
the Interest Rate

The equilibrium interest rate is
such that the supply of cen-
tral bank money is equal to
the demand for central bank
money.

MYECOH Lab Animation
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Figure 4-7

Equilibrium in the Market
for Central Bank Money
and the Determination of
the Interest Rate

The equilibrium interest rate is
such that the supply of cen-
tral bank money is equal to
the demand for central bank
money.

M)’ECOI’] Lab Animation
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Roles of CB
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/ero Lower Bound
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Liquidity Trap

m? MS MS’ Ms”

o
Interest rate, |

o F*|™: zero bound -
“Nominal Interest Rate | {
cannot have negative
value’

Money, M
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Liquidity Trap
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Japan in the Liquidity
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Quantitative Easing

o Liquidity Trap AFEH O 3% 4 1= 244 §
R

e Standard expansionary monetary policy:
buying short-term gov, bonds

e QE: buying financial assets + increasing MS
— raise Price of financial asset
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che 2

e |S-LM Model
e |abor Market (6ed:Cho6, 7ed:Ch7)
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