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  Do you have an iClicker? 
  A. Yes 
  B. No 
  C. Maybe 

Ladies and Gentlemen, to Your 
i>Clickers... 



  Are you currently enrolled in this class? 
  A. Yes, and I intend to take this class 
  B. Yes, but I intend to drop this class 
  C. No, but I want to take this class if I can 

get in off the waitlist 
  D. No, and I’m not going to show up on 

Tuesday 

Ladies and Gentlemen, to Your 
i>Clickers... 



  And we can pay Dariush Zahedi for six sections... 
  Course plus waitlist as of 9 AM this morning was 

at 163 people... 
  We have 155 slots... 
  Thus with normal attrition, I am confident—not 

highly confident, but confident—that everyone 
who wants to will get in... 

  And, of course, something could still go wrong... 

We Are Moving the Friday 
Sections... 



  Up at: <http://delong.typepad.com/
20110118-ias-107-pset1.pdf> 

  Due on Th Jan 27 at the beginning of 
lecture. 

  Due at the start of lecture on Th Jan 27. 
  A combination listen-to-lecture and data-

scavenger-hunt problem set. 
  Thus easy to do. 

Problem Set 1 



  Read the assigned chapters in the textbook. 
  Look at the inside front and back covers of the 

textbook. 
  Listen to the lectures. 
  Browse the Federal Reserve Economic Data website 

<http://research.stlouisfed.org/fred2/>  "Job Openings 
and Labor Turnover" and "Employment and 
Population: Household Survey”. 

  Browse the Gapminder Website <http://
www.gapminder.org/world/>, and you will do fine. 

  Other problem sets will involve model-building and 
computation. This one doesn’t: this one is a warm-up. 

How to Do Problem Set 1 



  1. What are the four parts of macroeconomics? 
  2. Why are real GDP per capita and the unemployment variables important quantities to 

look at? 
  3. Roughly, what was the highest that the inflation rate reached in the twentieth century? 
  4. Roughly, what was the highest that the unemployment rate has reached in the last fifty 

years? 
  5. What are the major components of GDP on the expenditure side? 
  6. Jean Baptiste Say in 1803 claimed that because nobody makes anything without 

intending to use it or sell it, and nobody sells anything without intending to buy 
something else, that there could be no general shortage of demand in an economy-- that 
there could be a planned excess of supply of some commodities, but it would be balanced 
by a planned excess of demand of some other commodities. Was he wrong? Why was he 
wrong? 

  7. About how many people lose or quit their jobs in an average month? 
  8. About how many people get jobs in an average month? 
  9. About how many people are unemployed in an average month? 
  10. About how many people are at work in an average month? 

Problem Set 1 



  11. About how many people are unemployed now? 
  12. If a quantity grows at about 3% per year, how long will it take to double? 
  13. If a quantity shrinks at about 4% per year, how long will it take it to 

halve itself? 
  14. If a quantity doubles five times, how large is it relative to its original 

value? 
  15. If a quantity halves itself three times, how large is it relative to its 

original value? 
  16. Roughly, how much larger was global real GDP in 1800 than it was in 

the year 1? 
  17. Roughly, how large is global real GDP today? 
  18. Roughly, how much larger is global real GDP today than it was in 2000? 
  19. Roughly, what is the gap between real per capita GDP in the U.S. today 

and real per capita GDP in China? 
  20. Roughly, what is the gap between real per capita GDP in China today 

and real per capita GDP in Mozambique? 

Problem Set 1 II 



  Where did you take Econ 1?  
  A. Last semester here at Berkeley, and I 

learned a lot. 
  B. Last semester here at Berkeley, and I 

learned nothing at all. 
  C. Before last semester here at Berkeley. 
  D. In high school as an AP course. 
  E. at some other university. 

Ladies and Gentlemen, to Your 
i>Clickers... 



  What are your politics?  
  A. Republican 
  B. Democrat 
  C. Communitarian 
  D. Authoritarian 
  E. Libertarian 

Ladies and Gentlemen, to Your 
i>Clickers... 



  About how much bigger is total world GDP 
now than it was 10,000 years ago? 
  A. About 14 times bigger 
  B. About 17000 times bigger 
  C. About 1200 times bigger 
  D. It’s a silly question: you cannot possibly 

make such comparisons. 
  E. It’s a silly question: what the answer is 

depends on what your tastes and preferences 
are, and everybody is different. 

Ladies and Gentlemen, to Your 
i>Clickers... 
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  How much national income accounting did 
you do in your Econ 1 class? 
  A. What’s national income accounting? 
  B. We did a lot. 
  C. We barely did any. 

Ladies and Gentlemen, to Your 
i>Clickers... 



  GDP: a measure of production and income 
  The unemployment rate: a measure of slack and 

waste 
  Inflation and the price level: measures of how 

well the economy is enabling calculation 
  The stock market: a measure of business 

confidence 
  Interest rates on short-term government bonds: a 

measure of the scarcity or ampleness of liquidity 
  Interest rates on long-term corporate bonds: a 

measure of business access to capital 

Numbers Worth Paying a 
Lot of Attention to 



  Gross Domestic Product, made up of:  
  Consumption spending by households 
  Investment spending by businesses 
  Government purchases 
  Net exports as a balancing item 
  We count final goods, not intermediate goods  
  GDP not a very good measure of economic 

welfare 

GDP 



  Why isn’t GDP a very good measure of economic 
welfare? 
  A. It doesn’t incorporate “envy” and “spite” relative-

income effects. When a student at the Farm down on the 
peninsula buys a newly-made BMW, GDP goes up and 
the person who buys it is happy, but everybody else is 
sad. 

  B. It measures market price rather than willingness-to-
pay. 

  C. It does not account for resource depletion. 
  D. It does not account for externalities. 
  E. It counts dollars rather than utilities: if somebody with 

no income starves to death because they cannot buy food, 
GDP does not go down. 

Ladies and Gentlemen, to Your 
i>Clickers... 



  By households 
  Of currently-produced goods and services 
  Things that make us happier 
  Necessaries, conveniences, and luxuries 
  Valued at market prices—not at 

willingnesses-to-pay or utility values 
  Imputed rent on owner-occupied housing 

Consumption Spending 



  By businesses 
  Seeking to expand their productive capacity 

by adding to their capital stock 
  Or needing to replace or repair worn-out or 

obsolete capital 
  “Depreciation”: GDP and NDP 
  Inventories are a part of your capital stock 
  Hence increases in inventories are part of 

investment 

Investment Spending 



  Things the government buys to make 
citizens happier 

  Don’t want GDP to change if government 
role expands or contracts but consumers 
are still receiving the same goods and 
services 

  Can’t measure what government produces 
very well 

  Can measure what government buys 

Government Purchases 



  Consumption plus investment plus government 
purchases is a measure of spending on currently-
produced goods and services 

  But we want a measure of production 
  When we produce and export, that drives our 

production above our spending 
  When we import and consume, that drives our 

spending above our production 
  Net exports = exports minus imports 
  Add net exports NX to C + I + G to get Y 
  Y = C + I + G + NX 

Net Exports 



  What do we do when a business buys something? 
  Is it going to add to the business’s productive 

capacity? 
  Or is it going to be used directly to produce a good or 

service that is then going to be part of final output? 
  If the first, we count the purchase as part of 

investment spending I. 
  If the second, we don’t count the purchase—it is an 

intermediate good. 
  We pick it up when we see the final good sold—th 

value of the intermediate good is incorporated into it. 

Intermediate Goods 



  GDP minus depreciation equals NDP. 
  GDP plus net earnings of factors owned 

by citizens and residents equals GNP. 
  GDP minus change in inventories equals 

FSDP: Final Sales of Domestic Product 
  FSDP minus NX equals FS: Final Sales. 

Different Measures 



  We can estimate GDP—what businesses 
make and people buy (including an 
inventory term) 

  We can estimate GDI—what businesses 
pay out in wages, salaries, fringes, rent, 
and profits 

  They should be the same 

Different Points of 
Measurement 



  What is our basic equation for adding-up 
the components of GDP? 
  A. Y = C + I + G - NX 
  B. Y = FSDP + NX - I 
  C. Y = C + I + G + NX 
  D. Y = FS + NX - G 
  E. Y = FSDP + I - NX 

Ladies and Gentlemen, to Your 
i>Clickers... 



Production in the Third Quarter of 
2007 (Billions of Dollars at Annual 

Rates) 



The Circular Flow of Economic 
Activity 



The Circular Flow II 



  Nobody makes unless they plan to sell or 
use.... 

  Nobody sells unless they plan to buy... 
  Thus total planned sales must be equal to 

total planned spending... 
  And the idea that there is a shortage of 

demand is incoherent 
  A shortage of demand for one commodity

—lattes, say—must be offset by a surplus 
of demand for another—yoga lessons 

  And so while we can have sectoral 
unemployment—unemployed baristas, say
—we cannot have general unemployment, 
because when there are unemployed 
baristas there is a great shortage of yoga 
instructors 

Jean-Baptiste Say and the 
Circular Flow 



  People don’t just buy currently-produced 
goods and services with their incomes 

  They buy and sell financial assets as well: 
liquid money (cash), savings vehicles 
(bonds), safety (bonds of credit-worthy 
governments) 

  When there is an excess demand for these 
financial assets, then there is deficient 
demand for currently-produced goods and 
services. 

  Businesses then fire workers. 
  But it is not as though there is a shortage 

of yoga lessons and you can put the 
unemployed to work teaching yoga 
classes, there is a shortage of... money... or 
of bonds... or of safe assets... and how do 
you put people to work producing those 
commodities? 

John Stuart Mill and the Answer 
to the Circular Flow Puzzle 
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  It’s a metaphor 
  150 million workers 
  10 million firms 
  5 million hires a month 
  It’s a complicated matching process 
  Not everybody gets together in the town 

square on Thursday to sell their eggs and 
the cloth they have woven for rice 

We Talk About a “Labor 
Market” 



  The Unemployment Rate, from FRED—Federal Reserve Economic Data: <http://
research.stlouisfed.org/fred2/> 

  Used to fluctuate between 4% and 6%. 

  “Frictional” and “structural” unemployment. 

  Now it is kissing 10%. 

  Lots of people without work who would like jobs—why can’t they find them? 



  An extraordinary “inventory” of excess 
workers looking for jobs—or a lack of jobs 
looking for workers. 

  We don’t see this in many other markets. 
  One set of theories: it’s not really out of 

whack: 
  Zero Marginal Product workers—a “Great 

Forgetting” 
  A “Great Vacation” 
  I don’t believe that is what is going on at all. 

Why Does the Labor Market Get 
So Out of Whack? 



  What is the unemployment rate right now? 
  A. 9.4% 
  B. 9.1% 
  C. 6.2% 
  D. 12.3% 
  E. 23.4% 

Ladies and Gentlemen, to Your 
i>Clickers... 



  Seasonally Adjusted, or Not Seasonally 
Adjusted 

Either 9.1% or 9.4% Is the Right 
Answer 



  Lots of people change jobs. 

  Lots of people quit their jobs every month. 

  Unemployment is not high right now because people decided in 2008 and 2009 to quit their jobs. 

  Quits are a lot lower now than they usually are. 

  No signs that unemployment is high because America is taking a “Great Vacation.” 



  Businesses fire a lot of people every month. 

  Unemployment is high today because firms fired a lot more people than usual in 2008 and 
2009. 

  No sign that they fired people because the people had suddenly become worse at doing their 
jobs. 



  Businesses hire a lot of people every month. 

  But just when the number of people fired went up, the number of people hired went down. 

  No sign that what is going on is accelerated structural change—a shift in demand that means 
that there is too much labor in some sectors (i.e., construction) and too little labor in other 
sectors (i.e., ??) 



  The fall in hires is not the result of the fact that although firms want to hire they cannot find 
workers with the right skills. 

  The downturn saw a big decline in the number of job openings that firms say that they have 
and are searching for as well. 



  The net effect of more firings, fewer quits, and fewer hirings is more unemployed people. 

  And a lot of the unemployed people have been unemployed for more than half a year. 

  Back in 2006 you could argue that the million or so long-term unemployed were “structurally” unemployed—they did 
not have the skills to get the jobs that they wanted and they did not want the jobs that they could normally get. 

  It’s a lot harder to argue that our now 6 million plus long-term unemployed are “structurally” unemployed. 

  We think that if the flow of spending went back to normal they would find jobs just fine—just as most of those 
unemployed did in 2004, 2005, and 2006. 



  The Beveridge Curve: the relationship between job openings and unemployment (as a percent of the total adult 
population, not just the labor force). 

  The fear is that even when firms start to hire again the number of unemployed will not go down by very much. 

  But that fear seems to me to be premature. 

  If it were a real fear, we would see rising wages now as firms tried to hire—and found that they had to offer 
more to get good workers for their slots. 



  How many people right now have been 
unemployed for more than six months? 
  A. 15 million 
  B. 6 million 
  C. 3 million 
  D. 1 million 

Ladies and Gentlemen, to Your 
i>Clickers... 
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  When the dot-com bubble collapsed at the start of this decade, the Federal Reserve lowered 
the interest rates it controls far and fast  

  The hope was to keep employment and production from falling too much: if we can't put 
people to work in high-tech and investing in the internet and allied industries, perhaps low 
interest rates can spark a construction boom. 

  It worked—perhaps too well 



  Construction did pick up the slack, and was joined as a leading sector of spending and employment by... 

  Defense 

  Commerce—side effect of “selling” “political risk insurance” to rich foreigners and foreign governments 

  Now the construction boom has collapsed—without the Federal Reserve hitting the sector on the head 
with a brick; construction is not coming back; 2 million extra houses; financial uproar... 

  What could take up the slack this time? Exports? And import-competing manufacturing? Medicine? 



  From the 1960s through the 1990s, we had recession when the Federal Reserve 
said: “Uh-oh, inflation” 

  The recession of 2001 was the first in a long, long time not brought on by the Federal 
Reserve's pushing the interest rates it controls upward in order to curb spending and 
inflation 

   The potential unpleasantness of 2008 might turn into the second such  



  The Federal Reserve—stuck between a rock and a hard place 

  Doesn't want to lose its price-stability credibility by cutting interest rates too far too fast and igniting 
inflation both through a misjudgment of domestic demand and because cutting interest rates means a 
weaker dollar, higher dollar prices of imports, hence import price-driven inflation 

  Wants, in fact, to raise interest rates—to make feckless over-leveraged financiers pay rather than bail 
them out 

  But doesn't want to hold the entire economy and the jobs of millions of Americans hostage to make sure a 
few mortgage loan originators and packagers get their just deserts 

  Good luck to Ben Bernanke and company... 



In This Lecture... 



Learning Goals... 



  Staff: J. Bradford DeLong: <mailto:delong@econ.berkeley.edu>: 925 708 0467: W 2-4 
Evans 601. Dariush Zahedi. 

  Meetings: Lecture: TuTh 11-12:30 VLSB 2060. Sections: M 2 183 Dwinelle; M 3 251 
Dwinelle; W 1 255 Dwinelle; W 4 83 Dwinelle; F 9 106 Wheeler; F 1 247 Dwinelle 

  Materials: Bethany McLean and Joe Nocera: All the Devils Are Here. Portfolio ISBN-10: 
1591843634. J.B. DeLong and Martha Olney: Macroeconomics (2nd ed.) McGraw-Hill 
ISBN-10: 0072877588. iClicker ISBN-10: 0716779390. 2010 Economic Report of the 
President <http://www.whitehouse.gov/administration/eop/cea/economic-report-of-the-
President> 

  Website: <http://delong.typepad.com/berkeley_econ_101b_spring> 

  Schedule: Midterms: Tentatively March 10, and April TBA. Final: Th May 12 8-11. Weekly 
problem sets due Th starting Jan 27. 

  20% each midterm. 30% final. 20% problem sets. 10% section participation. 10% 
iClicker extra-credit (non-refundable). 

  Waitlist: 

  Audience: Median grade will be a high B- (or a low B if I am really happy with how the class 
has gone). This is a course for Political Economy majors. This is not a terribly good course for 
Haas majors. 

Test Your Knowledge... 


