Chapter 12

1. Gross Domestic Product is the domestic dollar value of all final goods and services produced within a country’s borders in a given year.

2. New items are only counted and not reused because it would be inaccurate to count it again after a new owner owns it.

3. Relationships, health, residency, career, leisure time, house, education environment, security, transportation access

a) If a persons quality of life is high, then they’ll want to consume which strengthens the economy.

b) A nation’s economy must grow for a nation to improve its standard of living.

4. National Income – subtracting sales and excise taxes and making some other minor adjustments to the net national product

Personal Income – how much pretax income businesses actually pay to their income and paying additional taxes.
Disposal Personal Income – how much money people actually have to spend after they pay their taxes.

5. GDP = Consumer goods and services + Business goods and services + Government goods and services + Net exports or imports of goods and services

6. The income approach calculates GDP by adding up all the incomes in the economy.

Section #2

a) Expansion or Recovery is a period of economic growth as measured by a rise in real GDP.

b) Recession/ Contraction is after the peak; an economic decline marked by falling real GDP. Falling output generally causes unemployment to rise. Recession is a prolonged economic contraction

c) Depression is an especially long and severe recession and usually refers to a deep recession with features such as high unemployment and low factory output.

d) Prosperity/Peak is when GDP stops rising.

e) Stagflation is a decline in real GDP (output) combined with a rise in the price levels (inflation).

2.  Business cycles are periods of macroeconomic expansions followed by periods of contractions, or decline.

3. Business cycles are minor ups and downs. They are major changes in real GDP above or below normal levels. The typical business cycle consists of four phases: expansion, peak, contraction, and trough. 

4. We have depressions and prosperous times because of supply and demand and when people invest in goods such as new technology that may or may not have profitable benefits. People’s confidence in investing control how much people would invest on a product that may be prosperous or would not come out to be that profitable.

5.  Business cycles are caused by Business Investment, when the economy expands and firms expect sales and profits to keep rising so there are heavy investments. Interest Rates and Credit is used by consumers to purchase “ big tickets” and the cost of credit is the interest rate that financial institutions charge their customers. Consumer Expectations is when consumers are expecting the economy to move in a direction so they brace themselves and become conservative in order to save, but business demands are reduced and economy is slowed down and the fear has become reality. External Shocks dramatically affect an economy’s aggregate supply.

a) They are not always accurate in predicting recession because different variables are put into consideration when predicting and the future may change. The future may come close to the prediction, but the accuracy for the prediction of recession may not be true.

b) Consumers are not ready for the downside in the business cycles because, presently, many people are dealing with credit debts and payments towards housing, energy, and other necessities. Consumers are in debt already and prices in goods are increasing and if there was a major downside in the business cycle, many would fall.

Chapter 13

1. Economic stability means when the economy is stable. When there are many jobs and consumer confidence and it stays that way, then that is economic stability.

2. Unemployment means when people have no jobs but are not out of the work force yet. Unemployment is calculated by frictional, seasonal, structural, and cyclical unemployment.

3. Friction unemployment – when people take time to find a job.

Structural unemployment – when workers’ skills do not match the jobs that are available.

Cyclical unemployment – unemployment that rises during economic downturns and falls when the economy improves

Seasonal unemployment – when industries slow or shut down for a season or make seasonal shifts in their production schedules

Technological unemployment – when new inventions and ideas often push out older ways of doing things

4. Full employment is the level of employment reached when no cyclical unemployment exists.

5. Inflation is a general increase in prices. Deflation is a general decrease in prices.

6. Quantity theory, demand-pull theory, cost-push theory are all causes of inflation and deflation.

7. Inflation and deflation influences the economy by purchasing power, income, and interest rates.

