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As we all know, life is not short anymore.  People are living longer, and our global population is continuing to grow.  As this happens, our resources become scarcer.  Scarcity is, with no doubt, an issue that is global, and must be addressed.  Economics tackles this task head on.   

To learn the basics of Economics, we must first learn its definition.  Economics is a branch of social science that looks closely at the choices we make to deal with scarcity.  Due to the fact that most choices we make are incentive based, (that is a benefit or consequence that determines our actions), incentives are also studied by Economics.  There are ten principles of economics.  Principle one is that people have tradeoffs.  Principle two is (Opportunity Cost) the cost of something that you give up to get something.  Principle three is (Marginal Thinking); rational people think at the margin.  Principle four is that people respond to incentives.  Principle five is trade can make everyone better off.  Principle six is that markets are usually a good way to organize economic activity.  Principle seven is that governments sometimes improve market outcomes. Principle eight is that a country’s standard of living depends on its ability to produce goods and services. Principle nine is that prices rise when the government prints too much money.  Principle ten is that society faces short-run tradeoff between inflation and unemployment.  With a population growth expected to be beyond belief, economics and the study of these choices is broken into two parts: Microeconomics, and Macroeconomics. 
Microeconomics is the study of how individual persons, businesses, and governments make their choices.  It uses the three big questions to study the issue.  What?  How?  And for whom are goods and services produced?  With the understanding of microeconomics, we can then study the picture as a whole through Macroeconomics.  
Macroeconomics is the study of how microeconomics affects the national and global economies.  The choices that decide What, How, and For Whom goods and services are produced, if looked at as the sum of all those economic choices, create patterns that can be used to predict economic cycles. Macroeconomics is the study of the influence of these decisions in the national and global economy. Macroeconomics deals with three different issues.  The standard of living is one of these problems.  The capacity of people to increase their standard of living is related with the life of each individual person.  The economy is very dynamic, and tomorrow you can have a totally different scenario in your life.  The standard of living set the level of consumption of each individual.  The cost of living, on the other hand, is the cost of a variety of goods and services, or also known as, (the basket) that is considered the needs of every individual.  The prices of the products increase rapidly in comparison with the slow downward movement of salaries.

Among the many subjects that use this data, Inflation and Unemployment are the two that we choose to concentrate on.  Inflation is representative of a rise in the cost of living, and a drop in the value of the Dollar.   Inflation may be caused by supply disruptions. For example, changes the climate may cause crop failures, pushing up food prices, also a war or another natural disaster may restrict the supply of crude oil, thus pushing up energy prices. These events may cause inflation within the modern meaning of the word, but are not the result of a fall in the value of the currency.  The way money flows in our economy is through a circular flow model.  This is the model of the economy that shows the circular flow of expenditures and incomes, and that result from the choices of decision makers’ and the way those choices interact to determine what, how, and for whom goods and services are produced.  In the circular flow model the money flows from the households to goods markets; to the firms, and finally to the factors markets then back to the households and the cycle continues.  The real money flows from the households to the factors markets; to the firms, and finally to the good markets that give it back the households and the cycle continues. The fall in the value of currency can be a result of too much money being produced.  However, the way we have learned about inflation this semester has led us to conclude that Inflation is caused when the demand for goods and services is greater that the aggregate supply.  Inflation is measured by the Consumer Price Index (CPI).  The Consumer Price Index measures the change in the price of goods and services.  When more goods and services aren’t available, prices go up.  If unemployment statistics report that unemployment rates are dropping, it makes us happy; reports on the contrary make us anxious. 
Each month, the federal government's Bureau of Labor Statistics surveys sixty thousand individuals around the nation.  This is done randomly.  If respondents say they are both out of work and seeking employment, they are counted as unemployed members of the labor force. Individuals who have chosen not to continue looking for work are considered out of the labor force and therefore are not counted as unemployed.  Almost half of all unemployment ends because people leave the labor force.  However, those who drop out of the labor force, whether because they are discouraged, have household responsibilities, or are sick, actually make unemployment rates look better; the unemployment rate includes only people within the labor force who are out of work. 
Not all unemployment is the same. Unemployment can be long or short-term. It can be frictional, meaning someone is between jobs. Or it may be structural, like when someone's skills are no longer demanded because of a change in technology or a downturn in an industry. 
GDP is defined as the total value of final goods and services produced within the country during a specified period.  GDP measures only final goods and services, that is, those goods and services that are consumed by their final user, and not used as an input into other goods.  The most common approach to measuring and understanding GDP is the expenditure method:                                            
GDP = consumption + investment + exports − imports                                                                                 

Consumption and investment in this equation above are the expenditure on final goods and services. The exports minus imports part of the equation are called net exports.  Since Keynes, economists prefer to split the general consumption term into two parts; private consumption, and public sector spending.  
Therefore:

GDP = private consumption + government + investment + net exports 

(Or GDP = C + G + I + NX)


The GDP is seen as one of the most important economic numbers because it gives economists a rough idea of how fast the economy is growing.  The GDP is also important for determining the domestic economic policies and monetary policies, such as the Federal Reserve's position on interest rates. By examining the GDP's of other countries, we can also determine approximately how much we should give them in aid.  Some of the problems or controversy about GDP is that it doesn't measure per capita to determine the most accurate standard of living; it doesn't measure how the goods are distributed to the population; it doesn't allow for changing price levels; it doesn't include unpaid household work; it doesn't measure the quality of items produced.  The GDP has a few small flaws in it but it is, overall, a very good number to look at when you're determining the state of the economy.  The national income accounts are used by the Bureau of Economic Analysis in order to measure GDP thru the income approach. In the national income accounts, the imputed rent is saved in order to measure the total value of the housing services.
In the words of Jean-Baptiste Say "It is worth while to remark, that a product is no sooner created, than it, from that instant, affords a market for other products to the full extent of its own value.   When the producer has put the finishing hand to his product, he is most anxious to sell it immediately, lest its value should diminish in his hands.  Nor is he less anxious to dispose of the money he may get for it; for the value of money is also perishable.  But the only way of getting rid of money is in the purchase of some product or other.  Thus the mere circumstance of creation of one product immediately opens a vent for other products." (J.B. Say, [image: image2.jpg]


1803: p.138-9)
 Say’s Law: Income Equals Expenditures
· Prices & Wages Always Adjust

· The Interest Rates Equates Savings and Investments

· Full Employment is the norm
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Say’s Law says that:

"Supply creates its own demand."
This provides a justification for the Classical view that the economy will always be at full employment.  This is because, according to this law, any increase in output of goods and services (supply) will lead to an increase in expenditure to buy those goods and services (demand).  There will not be any shortage of demand and there will always be jobs for all workers; full employment.  If there was any unemployment it would simply be temporary as the pattern of demand shifted.  However, equilibrium would soon be restored by the same process.  There is some speculation as to exactly what he meant, but Keynes interpreted in the way explained above, and it was this basic rule of Classical economics.  Say reasoned that supply creates its own demand.  It was an idea that came to be called Say’s Law.  Say’s Law has been seen at work in the full-employment economy.  The real wage rate adjusts to make sure that the amount of labor demanded equals the amount of labor supplied and real gross domestic product equals potential gross domestic product. He believed that savings equaled income minus consumption expenditure; that the equilibrium real interest rate ensured that consumption expenditure plus investment exactly equaled potential gross domestic product. Say’s Law was attack during the Great Depression when the biggest recession in the American economy occurred.
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                     'In the long-run we are all dead'
                     John Maynard Keynes
Keynes’s theory was that the government should actively intervene in the economy to manage the level of demand.  When economic activity is depressed, the government should spend more, and when the economy is booming the government should spend less.  Keynesian economics supports the liberal use of government spending and taxing to help the economy.  This is due to Keynes’s belief that an economy may reach an equilibrium level of employment that is below full employment.  In his book “The General Theory of Employment, Interest, and Money”, he explained that people buy more when their wages increase, but the total additional consumption is not equal to the total increased wages. He says that when employment increases, aggregate real income is increased and aggregate consumption is increased, but not so much as income.  Keynes believes that the equilibrium level of employment depends on the level of investment.  If the investment is low, full employment cannot be achieved.  He attempted to explain poverty and wealth by stating that the richer one gets, the wider the gap will be between its actual and its potential production; thus, the more obvious and outrageous the defects of the economic system. So in 1936, Keynes refuted John Baptist Say’s Law by establishing that supply does not create its own demand, but effective demand determines real gross domestic product.  He used the term “effective demand” as a catchphrase to this theory.  Keynes also implied that businesses new to spend new capital at the amount that people planed to save, or total demand will be under potential gross domestic product. He saw how false Say’s Law was and his way of thinking guided him to conclude that effective demand, or the “proper demand” determined real gross domestic product. 
                                                                               We can see these policies on the diagram below:
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If aggregate demand is at the low (AD1 Above) then the government should pursue policies aimed towards inflating such as cutting taxes or boosting government spending to push aggregate demand higher and boost employment and output. However, if aggregate demand is too high (AD4 Above) and causing demand-pull inflation then the government should pursue deflationary policies.  These may include increasing taxes or cutting government spending to reduce demand.  


The understanding of aggregate demand and supply helps us deal with macroeconomic issues by helping us measure the economy as a whole.  Aggregate demand is the total demand by the people.  Aggregate supply is the total output supplied by producers. Aggregate is defined as many interrelated parts that when added together, give an overall understanding of a present condition or state.  The aggregate demand curve measures the demand for the entire economy, and not just one good or service.  The aggregate demand curve is a graphed line showing the relationship between the aggregate quantity demanded of all goods and services by all of the people, and the average of all prices.  Aggregate demand also measures the relationship between the aggregate quantity demanded of all goods and services, and the average of all prices, which we measure by a price index.  Similar to the aggregate demand curve, the aggregate supply curve is a macroeconomic measure. The aggregate supply is the real output of producers based on the rise and fall of prices.  The aggregate supply curve is a graphed line showing the macroeconomic measure of aggregate supply.  Thus, we conclude that the aggregate supply and the aggregate demand measure macroeconomics; remembering that aggregate implies a sum or a total of all, (that is of all the people’s demand and all the products supplied by the producers).  After looking at aggregate demand and supply, and grasping a picture of the state of the economy, government must take the necessary steps to correct any imbalances.  

For this reason, Governments must implement policies.  The United States has great economic strengths. It remains by far the world's largest national economy. Its fast growth in productivity over the past 10 years appears likely to continue and maybe accelerate again, making for a very rapid expansion for an industrialized country. 
The monetary system consists of the Federal Reserve, banks, and other financial institutions that accept deposits and that provide the services that enable people and businesses to make and receive payments.  There are three types of financial institutions.  They are: commercial banks, thrift institutions, and money market funds.  Commercial banks and thrift institutions offer checkable accounts or checkable deposits like money on demand accounts.  Thrift institutions are like mutual funds or savings and loan associations and credit unions some of which may require a certain amount of time to give you access to your own money when closing an account.  Money is anything of value that we can use to get something.  In that sense, we use our skills and labor to make money and use the money to make purchases.  Money is a medium for exchanges.  In other words, we really paid for the goods and services that we buy with our skills or labor, but we used money as the representative of those skills and the labor.  Money is whatever a seller or a business would take to give you merchandise.  Without money people would barter or exchange goods for others.  Monetary systems control the flow of money, and therefore can direct it to help solve the issues that we face in macroeconomics.

Nevertheless, our economy is growing much faster than other industrialized economies.  The dollar will continue to be the main global currency for some time, and the U.S. model of capitalism and globalization leads the thinking around the world.     
