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PRINCIPLES OF MACROECONOMICS

The Components of the Macroeconomy

Goods-and-Services Market

Firms supply goods and services. Households, the government,
and firms demand goods and services.

Labor Market

Households supply labor and firms and the government demand
labor.
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The Circular Flow Diagram: Adding money markets
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The Components of the Macroeconomy

Money Market
Households supply funds to earn interest income. Firms, the

government, and the rest of the world demand funds for
investment and purchases of goods and services.
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The Components of the Macroeconomy

Money Market

Government Securities (Treasury bonds, notes, and bills):

Promissory notes issued by the federal government when it
borrows money.

Corporate Bonds: Promissory notes issued by corporations when
they borrow money.

Shares of Stock: Financial papers that give to the holder a share

in the firm’s ownership and therefore the right to share in its
profit.

Dividends: The portion of a firm’s profits that the firm pays out
each period to its shareholders.
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The Components of the Macroeconomy

Stabilization Policy

Fiscal Policy: Government policies of changing income
taxes and public spending.

Monetary Policy: The tools used by the Federal
Reserve System to control the quantity of money,
which in turn, affects interest rates.
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The Concept of Stock vs. Flow

* Economics, business, accounting, and many fields of studies often
distinguish between stocks and flows.
e These differ in their units of measurement.

A stock variable - measured at one specific time, and represents
a quantity generate at a particular time..

A flow variable - measured over an interval of time. Therefore
a flow would be measured per unit of time (for example, per
minute, per month, per year).



PRINCIPLES OF MACROECONOMICS

Major concerns of macroeconomics are:

Output growth
Unemployment
Inflation
Interest rate
Exchange rate

Govt’s budget balance
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Major concerns of macroeconomics

1. Output Growth
Expansion: The period in which the economy
moves from a trough to a peak: output growth
and falling unemployment

Recession: The period in which the economy
moves from a peak to a trough: output
decline and rising unemployment

Depression: A prolonged and deep recession.
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GDP Growth of Thailand

——Growth of GDP (Constant Price 1988)
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Recession

 The National Bureau of Economic Research (NBER) is generally seen as the
authority for dating US recessions. The NBER defines an economic recession as: "a
significant decline in economic activity spread across the economy, lasting more
than a few months, normally visible in real GDP, real income, employment,
industrial production, and wholesale-retail sales.”

In the UK recessions are generally defined as 2 successive quarters of negative
growth. (or 6 months)

Depression

* A severe (GDP down by 10%) or prolonged (three or four years) recession is referred to as
an economic depression, although some argue that their causes and cures can be different.

Source : (1) Business Cycle Expansions and Contractions". National Bureau of Economic Research. Archived from the original on 12
October 2007. http://web.archive.org/web/20071012231548/http://www.nber.org/cycles.html.

(2) "What is the difference between a recession and a depression?" Saul Eslake, Nov 2008
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The U.S Economy Since 1970
Aggregate Output (Real GDP), 1970 1-2007 IV
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Aggregate output in the United States since 1970 has risen overall, but there
have been four recessionary periods: 1974 1-1975 IV, 1980 11-1983 I, 1990 IlI-
1991 1, and 2001 1-2001 IlI.

Source: Principles of Macroeconomics by Case, Fair, and Oster (9th Edition) 3
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Major concerns of macroeconomics

2. Unemployment

Labor Force: People who are at the working age level, be able
to work, and want to work.

Unemployed labor: People who are in the labor force but
cannot find job.

Population = Labor force + Non-labor force

Unemployment

X100

Unemployment rate =
LaborForce
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Major concerns of macroeconomics

Unemployment of Thailand

2002 2003 2004 2005 2006 2007 2008 2009 2010p
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2.2.Unemployed Persons

(rate of unemployment)

Source: www.nso.go.th
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US’s Unemployment Rate, 1970 1-2007 IV
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The U.S. unemployment rate since 1970 shows wide variations. The four
recessionary reference periods show increases in the unemployment
rate.

Source: Principles of Macroeconomics by Case, Fair, and Oster (9th Edition) 16
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Major concerns of macroeconomics

3. Consumer Price Index (CPI) and Inflation

CPI of Thailand
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** Exclude raw food and energy items from the consumer price index basket.
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Major concerns of macroeconomics

Inflation of Thailand
6.00

——Headline - Inflation

5.00 N\

4.00 / \ —Core - Inflation
=\ i
VAN /S
N\

2007 2008 2\9( 2010 2011p

-1.00

-2.00

CPI,—CPI,
CPI,

%100

Inflation rate =



PRINCIPLES OF MACROECONOMICS

Major concerns of macroeconomics

Inflation Rate, 1970 1-2007 IV
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Since 1970, inflation has been high in two periods: 1973 IV=1975 IV and 1979
[-1981 IV. Inflation between 1983 and 1992 was moderate. Since 1992, it has
been fairly low.

Source: Principles of Macroeconomics by Case, Fair, and Oster (9th Edition) 19
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Major concerns of macroeconomics

5. Exchange rate
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USA : DOLLAR (USD)
BUYING SIGHT
BUYING T/T
SELLING
MID RATE

EURO ZONE : EURO
(EUR)

BUYING SIGHT
BUYING T/T
SELLING

MID RATE

2006

37.74
37.83
38.03
37.88

47.24
47.35
47.87
47.55

2007

34.35
34.45
34.69
34.52

46.91
47.04
47.61
47.26

2008

33.14
33.24
33.49
33.31

48.56
48.70
49.30
48.93
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2009

34.10
34.20
34.47
34.29

47.32
47.45
48.10
47.71

2010

31.49
31.59
31.87
31.69

41.66
41.78
42.40
42.04




JAPAN: YEN (100 YEN)
(JPY)

BUYING SIGHT
BUYING T/T
SELLING

MID RATE
CHINA : YUAN
RENMINBI (CNY)

BUYING SIGHT
BUYING T/T
SELLING

MID RATE

2006

32.3286
32.4161
32.8414
32.5850

4.7157
4.7293
4.7813
4.7485

2007

29.0716
29.1574
29.5940
29.3328

4.5094
4.5225
4.5696
4.5395

2008

32.0276
32.1220
32.6479
32.3378

4.7677
4.7802
4.8322
4.8000
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2009

36.3413
36.4436
37.0895
36.7154

4.9895
5.0023
5.0586
5.0241

2010

35.7035
35.8097
36.5011
36.1162

4.5950
4.6257
4.7510
4.6772

Source: www.bot.or.th
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Major concerns of macroeconomics

6. Interest rate (Prime rate)
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Interest rate

2006 2007 2008 2009 2010p

Interest rate (year end)

Prime rate : Min 7.50 6.85 6.75 5.85 6.00

Prime rate : Max 8.00 7.13 7.00 6.25 6.38
Fixed deposits (1 yr.) : Min

Fixed deposits (1 yr.) : Max
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US’s Unemployment Rate, 1970 1-2007 IV
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The U.S. unemployment rate since 1970 shows wide variations. The four
recessionary reference periods show increases in the unemployment rate.
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307 24 lasx of GOF) -7.6 -6.4 -T.3 -2.8 -T2 -5.0 -3.8 1 -0.5 -2.4 -3.3 -58.3 i) -5.4 -4.3 -5.4 -7
317 25 d4.5Metcapital movement (Bilions of USD) 16 25 25 17 15 25 14 -0.4 11 3T 5iT a7 n3 2.1 10.5 122 21
327 26 4.51Cenwal Bark n.a. n.a. n.a. n.a. n.a. n.a. rn.a. n.a. rn.a. n.a. n.a. n.a. rn.a. n.a. n.a. n.a. n.i
337 27 4.52Government n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. .
347 28 4.5.3Other Depository Carparation 40 n.a n.a n.a n.a. n.a n.a n.a. n.a n.a. n.a n.a n.a n.a n.a n.a n.a n.:
357 23 4.540therSectors n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. .
36 7 30 4.6Balance of payments [Billions of US0) -0.3 nz (1q1] 01 -0.7 0.4 0.s 0.4 ns 25 4.0 38 4.2 3.0 39 4.2 T
377 3 4.7 Inernational reserves (Bilions of USO) 34 30 27 Z2E 25 27 3.0 38 52 71 10.5 143 154 212 25.4 30.3 37
387 32 48 Swap Obligation [Bilions of ISO)
397 33 4.9 Total debt outstanding (Billions of US0) 6.8 a7 11 2.2 14.0 15.6 17.5 18.3 20.0 210 22.8 233 378 43.6 521 Ed.8 100.
407 34 ofwhich: Public debt 5! 31 4.4 B3 T.2 8.1 8.5 10.6 121 13.3 13.3 121 ns 12.8 13.1 14.2 15.7 6.
417 35 410 Total debt service ratio () A 17.8 133 210 23.2 239 274 24.7 13.5 150 12.3 0.5 0.6 .3 nz n7 1.
42 7 36 afwhich: Public included BOT since 1337) 4.7 E.1 55 .7 .3 .3 4.3 13.9 14 3.2 T4 5.0 4.2 37 37 3.4 2.
43 7 37 5 Government Finance (fiscal vearl
44 7 38 510werall cashbalances [Billons of Baht) -12.3 -21.8 -17.5 -425 -26.7 -34.9 -3d.4 -33.9 -17.8 302 593 10353 1237 55.9 E5.3 E5.5 L=
457 39 [as™ of GOF) -2.2 -3.3 -2.3 =51 -2.3 =3i0: =33 =38 -14 13 32 47 49 3.0 2.2 13 2.
46 " 40 5.2 Tatal public debt autstanding (Billians of Bakt) 6
477 4 Domestic debt
48 " 42 B Manetary Statistics 7
48 " 43 B.1Marow Money [Bilions of Bahrl
507 44 [ changel
517 45 E.2Broad Money [Bilions of Bakt]
527 4B [+ changel
537 47 B.3Domestic Claims : Included investment [ changel]
54 7 48  Claims on Other Norfinancial Corp. . Other Resident Sector & Other financial Corp. (3 ch
55 7 43 6.4 Other Depository Carparations deposits [ change) &
56 F 50 B.Sinterestrate [year end) 3
57" 51 ES51Primerate: Min 14.50 16.50 17.00 J6.00 15.50 16.50 15.50 12.00 .50 12.00 12.50 16.25 14.00 1.50 10.50 .75 13.7
58" =2 Frime rate : Max 14.50 16.50 17.00  16.00 16.50 1650 1850 1225 11.50 12.00 13.50 15.25 14.00 11.50 10.50 .75 13.7
50" 53  E.52Fizeddeposits[1ur): Min 3.00 12.00 13.00 12.50 12.50 12.50 .00 T.25 T.25 T.7S 3.50 13.00 10.50 5.50 T.00 2 .25 0.2
60" 54 Fined deposits (1ur.): Max 3.00 12.00 1300 1250 12.50 12.50 11.00 7.25 725 3.50 3.50 12.50 10.50 8.50 v.00 10.25 1.0 v
E1F _EC 7 Cnlmmn e A0 B
M 4+ M| Yearly /%2 0| m - . .



