Exam 2

Economics is a broad social science. It studies the decision a society makes towards the purchasing of products, the saving of income, and spending of income. It is also a science that oversees what happens when inputs are transformed into outputs and how peoples respond to them. Inputs are the capital, the land, the labor, the resources or the things that people can use to make or obtain what they want, the human capital, and energy put into the means to achieve transformation of the inputs into outputs like goods, ideas and services. Economics therefore studies the production of a good or product, the distribution of this good to be sold and the consumption of these goods and services by the average public. Economics also analyzes how a society deals with the limited amount of resources that there are how the rewards or the penalty guide our limits or broadness to spend. Economics is a social science because it studies society by studying people’s actions as a whole and as individuals and because as a science it looks for solutions for the problems of scarcity (which means that people do not and cannot have enough income, time, money, or other resources to satisfy their every desire), inflation, and unemployment. It basically, analyzes how people and nations make choices about how to use limited resources to fulfill their wants. The resources can be classified into land, labor, capital, entrepreneurship, and technology. Land refers to natural resources. Labor is often called human resources and it includes anyone who works. The capital refers to all the property use to make other goods and services. Combining capital with land and labor increases the value of all resources by increasing their productivity. Productivity is the ability to produce greater quantities of goods and services in better and faster ways. Entrepreneurship is a resource which refers to the ability of individuals to start new businesses, to introduce new products and techniques, and to improve management techniques. Together, the resources of land, labor, capital, and entrepreneurship are called the factors of production. They are used to produce goods and services. Goods are the items that people buy. Services are the activities done for others for a fee. Technology usually describes the use of science to develop new products and new methods for producing and distributing goods and services or outputs. The choices that are made are like what to produce now, what to produce later, and what to stop producing. These decisions in turn affect people’s income and their ability to buy. Nations also make decisions like how much to spend on Social Security benefits and aid to higher education. How people make these choices is the subject of economics. Our economy is service based. Therefore we must take into account that in order to understand our economy businesses efforts or expense and results or revenues should be acknowledge as well as consumer spending. The way money flows in our economy is by a circular flow model it is a model of the economy that shows the circular flow of expenditures and incomes that result from decision makers’ choices 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 and then back to the households and the cycle progresses. 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. 
Economics study of how societies manage their resources. In countries resources allocated through decisions of households and firms. Economies research how and in what people work, how much do they spend and how much do they save. There are ten principles of economics. Principle one is people have tradeoffs. Principle two is the cost of something is what you give up to get it. Principle three is that 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 a country’s standard of living depends on its ability to produce goods and services. Principle nine is prices rise when the government prints too much money. Principle ten is that society faces short-run tradeoff b/w inflation and unemployment. 


Economics is categorized by two divisions and they are macroeconomics and microeconomics. Macroeconomics is the study of large-scale economic systems. It is a branch of economics that places its main focuses on the general features and processes that make up a national economy and the ways in which different segments of the economy and connected. Macroeconomics is the examination of the total effects on the national economy and the global economy of the decision that individuals, businesses, and governments make in order to cope with the limited resources. Macroeconomics attempts to explain three big issues. They are the standard of living, the cost of living, and the economic fluctuations-which are the recessions and the expansions. The standard of living is the level of material comfort in terms of goods and services available to someone. For most of us, achieving a high standard of living means finding a good job. Unemployment is the state of being available and willing to work but unable to find an acceptable job. Unemployment gives you a low standard of living. Production gives us a higher standard of living. The standard of living has risen in comparison to the earlier times. The cost of living is the amount of dollars it takes to buy the goods and services or the inputs and outputs that achieve a given standard of living. A rise in the cost of living reflects the rate of inflation. A rising cost of living is called inflation which means that the value of dollar is shrinking. As opposed to deflation which means that the cost of living is falling and the value of money is rising. Thirdly are economic fluctuations. Economics fluctuations are comprised of recessions and expansions. The economy fluctuates in business cycles, a periodic but irregular up-and-down movement in production and jobs. Recession is when production and jobs shrink and expansion is when production and jobs increase the economy is in a business cycle. Fluctuations can be caused by events outside the economy like wars, or hurricanes, or also by changing factors within the economy like interest rates, government spending, and investor confidence. Like any cycle a business operates in a way that it repeats it self over and over again. No two business cycles are alike but they all move through similar phases. If business cycle falls for two quarters this is a recession. Both output and employment decline. The lowest point a recession is called a trough. At which point the cycle turns and the cycle begins its recovery. In the first years of the 20th century the United States already one of the world’s leading powers enjoyed relative prosperity. World War I created unprecedented levels of production followed by a brief recession and then a post war boom. The prices sky rocketed during the war, after government slashed military spending the boom turned into deep but relatively long recession. On the other hand there is microeconomics which is the branch of economics that studies a specific or localized aspect of an economy. Microeconomics is the examination of the decisions that individuals and businesses make and the way these decisions respond to rewards, penalties, interactions, and influences by the governments. Microeconomics helps us answers three major questions. These questions are what goods and services (outputs) get produced and in what quantities? How are goods and services produced? And For whom are goods and services produced? The answer to this question depends on the incomes that people earn and the prices they pay for the goods and services they buy. Economics also answers the question who should share in what is produced. Money, payment for works, the amount of health care, education, food, and so on, that each person receives are all part of the distribution of income. This question relates to how goods and services are distributed among all members of an economic system. 



In this course we are attempting to analyze and explain inflation and unemployment in our economy. Inflation is when the value of money shrinks. It happens when too much money is printed that its value falls. Inflation can also be defined as a prolonged rise in the general price level of goods and services. For example, last year a hamburger may have cost $2.50. This year it may cost $2.75. The physical output - the hamburger - has not changed, only its money value. Inflation can be measure two ways with consumer price index (CPI- as it rises there is inflation) or product price index (PPI- which measures a change in price over time). And unemployment is when capable and willing people want work but can not find jobs any where. Economists look at economic data from the real world to test economic models that they formulate about the behavior of people and businesses. Economic models are representative of reality that takes into account only the most important factors that might influence a problem. Economic models and economists do not tell whether certain policies are good or bad, because such judgments depend on a person’s values. Economics attempt to analyze the economy from the money point of view. It studies the path of money and the spending and collections by businesses and the lending by banks to customers and the consumption by customers. The wages that go to employees, the interests banks charge, and the cash paid the goods and factors markets. 



National income accounts measure the national economic performance. This area of economics deals with the overall economy’s income and output. It also measures the interaction of consumers, businesses, and governments. The major measurements used for the nation’s income and production are gross domestic product, net domestic product, national income, personal income, and disposable personal income. National Income Accounts aim to place a money value on this year's output. There are three methods of calculation. First there is the income method which adds together the total value of all incomes that have been earned in the relevant time period. These may include income from employment, income from self employment, profits, surpluses of public (government) corporations and rent. Note that only incomes earned from supplying a factor service are counted. Transfer payments are ignored. Then there is the expenditure method where the government adds up all the money spent in buying this year's output. This will be the total of Consumption, investment, government expenditure and net exports (exports - imports). This ignores: indirect taxes and subsidies included in the selling price and spending on second-hand goods. The third method is the output method in which the economy is broken up into twelve different sectors (example is like: manufacturing). The money spent on making the goods (inputs) is taken away from the money received from the sale of the goods (outputs) to give each sector's value added. Taking final output or adding up each sector's value added gives national income. Unpaid output such as the work of housewives is not recorded. The national income accounts in macroeconomics to compare the incomes of our country to the income of other countries in order to measure its performance as acceptable or as unsuccessful. 



John-Baptiste Say published a book called A Treatise on Political Economy in 1803. In this book, Say reasoned that supply creates its own demand-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. Savings equals income minus consumption expenditure; the equilibrium real interest rate ensures that consumption expenditure plus investment exactly equal potential gross domestic product. Say’s Law was attack during the Great Depression when the biggest recession in the American economy occurred. Recession is when production and jobs shrink and at this time it seemed like a stretch to argue that supply creates its own demand. John Maynard Keynes originated the school of economic thought referred to as Keynesian economics. Keynesian economics supports the liberal use of government spending and taxing to help the economy. This is in part, because Keynes believed 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 adds 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 and therefore the more obvious and outrageous the defects of the economic system. So in 1936 John Maynard 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 said that during a recession or whenever resources can become and can remain unemployed indefinitely. And he also implied that businesses new to spend new capital the amount that people plan to save, or total demand will be under potential gross domestic product. He saw how preposterous Say’s Law was and his stride of thought guided him to conclude that effective demand or the proper demand determined real gross domestic product. 



The knowledge of the aggregate demand and the aggregate supply concepts help us deal with macroeconomic issues because they are both measures of the economy as a whole. Aggregate demand is total demand by the people. Aggregate supply is the total output supplied by producers. Aggregates are the summation of all the individual parts in the economy. Aggregate demand curve measures the demand for the entire economy 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, measured by the implicit GDP deflator. Aggregate demand measures the relationship between the aggregate quantity demanded of all goods and services by all people and the average of all prices, which we measure by a price index. Similar to the aggregate demand curve, the aggregate supply curve is macroeconomic measure. The aggregate supply is the real domestic 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 based on real domestic output using the implicit GDP deflator as the price index. As the verbal illustration paints a picture that makes it plausible to conclude that the aggregate supply and the aggregate demand measure macroeconomics because aggregate implies a summation or a total of all, of all the people’s demand and all the products supplied by the producers. Law of Supply and Demand at the equilibrium price we are all conformed. But when there are higher prices or too much supply and not enough demand the prices fall. Like in 1985 the price of oil plummeted. When the supply of oil was less; the search for domestic oil increased based on incentives of profits. When prices are high people find ways to save either save water or and oil. High supply means higher prices in a stable economy the equilibrium price tells the price where supply and demand meets. 


Money is defined as anything customarily used as a medium of exchange, a unit of accounting, and a store of value. The basis of the market economy is voluntary exchange so the availability of monetary systems guides our economy. The macroeconomics issues can be solved by the monetary systems by creating liquidity, by lowering the costs of lending and borrowing, by lowering pool risks by lending to a large amount of businesses and individuals, a bank lowers the average risk it faces, and finally is banks provide a means for companies to exchange among themselves large sums of money in order to be and keep business. The monetary system consists of the Federal Reserve and the 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. Thrift institutions are like mutual funds or savings and loan associations and credit unions. Money is anything of value that we can use to get something. Like is we can get money from our clothes our clothes would represent money. Money we can say that it is a medium of exchange. 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 therefore can make a control of it to help solve the macroeconomic issues. What is money? Almost everything we do involves money. Arithmetic, history, social studies, athletics, cafeteria, entertainment almost every school subject and activity involves money. Money is created by our government. As specified in the constitution to coin money and specify the value there of.  Money is a mysterious substance you can’t eat it, you can’t wear it, it can’t be used for shelter, you can’t take it with you, and every one wants it. Money is worthless until it is spent, saved for future use, or lent. Money is a medium of exchange which we use in the forms of bills, coins, and checking accounts. In modern life money has become the most important tool we use. In modern usage money becomes a instrument of credit. Still money is worthless without something to buy or if other won’t accept it for good and services. You can starve to death with a million dollars if there is no food to buy. Usually we think of money as coins and paper bills, but it can be checks, or anything else that people would readily accept for goods and services. Coins according to Herodotus were first made by the King of Libya. We can carry limited amount of money with us. We call this convenience money and it permits us to make small purchases. Credit cards and checks make it possible for businesses to work. Through the centuries many other things served as money. We life was simple barter worked very well. If two cats are traded for one dog this is barter. If two cats are worth 25 dollars each and the dollar is 50 dollars then they serve as a standard of value or unit of account. Thus even in barter money acts a measure of value.
Money is like a bus, there are limited amount of buses but unlimited amounts of people can use them. In reality money is a public utility and should be managing like a bus system. Buses must make rounds to function if they are piled up many people will be left without transportation. Wealth is everything we own like houses, clothes, food, movies, TVs, bats and others. Money is that mysterious substance that makes a modern society possible. Wealth is created through work. Money is necessary to the distribution of goods and services created by work. Without work there are no goods and services to distribute. Money can not be a dependable economic tool until we all understand where it comes from and how it should be used for the good of all the people rich and poor alike. This lack of understanding has created many nations to create a quagmire of inflation and unemployment that may lead to a money catastrophe. Just as a reduction of the money supply in 1920s which led to the Great Depression of the 1930s in the United States. When nations create too much money its citizens are robbed of their savings thus destroying their incentives to save. When citizens save for a rainy day and the government creates too much money for the deficit spending it destroys the value of saving bonds, annuities, insurance policies, and pension funds. Money is a medium of exchange. It enables us to exchange our labor and services for the products of labor and services of others. It eliminates inefficient barter as a means of exchanging goods and services. Money is a standard of value. Money measures value in terms of dollars, marks, francs, lira, pounds, pesos or any of the hundred names for the mediums of exchange known as money. Money is a store house of value it makes it possible to save the value of what we sell for a later date. But its weakest is store as money to it must be lent at an interest that they can pay. Money cannot be a medium of exchange and a store of value at the exact same time. If the coins are in your pocket there are a store of value when they are spent they become a medium of exchange. 
