Economics Ch 12 – Economic Indicators and Measurements

What is GDP?

1. This unit will focus on the area of __________________________.  Macroeconomics looks at the behavior of the economy as a whole, it is more concerned with ________ ________     economic activity. An important measuring device used to gauge our economy is _______________________________________________.  It is the market (dollar) amount of all goods and services produced in a year. 
Components of GDP
2. To be included in GDP, a good or service has to fulfill three requirements:                          _______________________________________________________________.  E.g.. The fabric used to make a shirt is an intermediate good, the shirt itself is a final good.                                                  __________________________________________________________________________________________________________________________________________ E.g. Cars made this year, but sold next year would be counted on this years GDP.                                                                                                            _____________________________________________________________________  E.g.Products made in foreign countries by US companies are not included in US GDP 
Calculating GDP
3. Economists usually use the expenditures approach to figure GDP.  They focus on four sectors of the economy:

______________________________ – spending by households


______________________________ – spending by businesses


______________________________ – what it means


______________________________ – total exports minus total imports


So, mathematically, _____________________________________________
Consumer Spending

4. ________________________ includes all spending by household on _____________ ____________ (an item that doesn’t wear out quickly-car), _____________________ (good that is used up quickly after purchase-food, clothing, fuel) and services.  Consumer spending makes up _______________ or roughly 66% of our GDP.
Consumer Spending
5. Services make up more than ___________ of GDP. The two largest components are: 
                     _________________________,________________________________
      Non-durable goods are ____________ of GDP. The three largest components are: 

      ___________________,____________________,_______________________ 
      Durable goods, which is the smallest, makes up only 8%. The two largest     components:  _______________________,_____________________________ 

Investment

6. Investment measures what ____________________ spend. and it has two categories.                     __________________________________ – which includes new construction and purchases of such capital goods like equipment, machinery, and tools. _____________________________  – also called unconsumed output, is made up of unsold goods that businesses keep on hand. Investment is roughly _____ of our GDP.
Government Spending 
7. This included all expenditures of federal, state, and local governments on goods and services.  Examples are spending for highways, public education, and defense. Government spending accounts for ________ of our GDP spending, with 1/3 going towards defense spending. 
Net Exports
8. This component represents foreign trade.  It takes into account the goods and serviced produced in the US but sold in foreign countries.  To calculate this area, we take the value of US ___________ minus the value of US _____________.
Two Types of GDP
9. GDP is used to gauge how well a country’s economy is doing.  To get a clear picture, economists use two forms of GDP to get a clearer picture.  _____________________ is stated in the price level for the year in which GDP was measured. But, do prices of goods/services change?  ________________________ states GDP corrected for changes in prices from year to year.
What GDP Does Not Measure
10. GDP can not measure all output of an economy.  It can not measure ______________ _______________________ , such as home childcare or performing one’s own home repairs. It also doesn’t measure output from _________________________________, things that are not reported because they are illegal or those involved want to avoid paying taxes. 
Business Cycles
11. We chart our economy using the ________________________.  It has periods of ups and downs and plateaus.
Expansion
12. When we experience a period of economic growth, we call it ___________________.  It is an increase in a nation’s real GDP.   During this period, jobs are relatively easy to find, so ______________________ goes down. The only downfall is that as spending continues, more __________________ are needed causing them to become _______ .  As they become scarce, their prices ____________.
Peak
13. The point at which real GDP is at its highest is called the __________ of the business cycle. As prices rise and resources tighten, businesses become less ______________ .  From this point on, real GDP declines as businesses reduce ____________________ .

Contraction
14. _________________________ begins after the peak.  Producers cut back, resources become less scarce and prices tend to _______________ or __________. Sometimes, the contraction becomes a ___________________.  A recession is when GDP declines for ______________________________ (six months) or more. In the 1930’s the economy experienced a ______________________, which was an extended period of high unemployment and business activity. 
Trough
15. The final phase of the business cycle is the __________________.  This is the point at which real GDP and employment stops declining. Once you have gone through all four phases a business cycle is complete. 
Why Do Business Cycles Occur?
16. Four Factors are especially important in causing shifts in the business cycle:


______________________________
______________________________

______________________________
______________________________
Business Decisions
17. When a business decides to increase or decrease production, it can have far-reaching effects. If a wood furniture business cuts back on its production, it will have to either ____________ workers or cut their time.  But, their decision will affect their suppliers.  The __________________________ that supplies the wood, will cut back ________________________ of rough lumber (rough cut wood cut from trees into long planks), because of the furniture businesses decision.   ____________________ , who cut the wood will see a ________________ in work, because the demand for cut wood has decreased. ______________________, who transport the wood, will have _________________ delivers because there is less wood being cut.  So, a decision by the furniture company not only affected their workers, but everyone involved in every area of production involving the wood, from start to finish. 
Changes in Interest Rates
18. Changing interest rates can cause shifts in overall supply and demand. ____________ interest rates, make it more costly for consumers to borrow money for purchases, from cars to houses.  When this occurs, it causes a decrease in overall demand and promotes a ________________ phase. __________________ interest rates, cause the opposite effect.  They promote borrowing and spending.  Thus, it causes an increase in overall demand, promoting an ___________________ phase. 
Consumer Expectations
19. Every month, ___________________ households are surveyed to find out how people are feeling about the economy.  This lets us know how consumers feel about prices, business activity, and job prospects, which can influence their ____________ _______________. If consumers are __________________ in the economy, they tend to ____________________ more, causing an economic expansion. 
External Issues
20. Sometimes a nation’s economy can be influenced by issues and events outside its control or borders. In 2005, __________________________________ struck the Gulf Coast.  They destroyed oil refineries, oil wells, and oil platforms. Their effects led to ______________ oil prices and ____________ down the growth of the US economy. 
Predicting Business Cycles
21. Economists attempt to predict changes in the business cycles to prevent rapid changes.  They predict based on sets of economic indicators. ___________________ ___________________ – measures that usually change six to nine months ________ real GDP.  Examples are new building permits, consumer expectations, average manufacturing workweek, stock prices, and money supply. _____________________ _________________   - measures that usually change _________________________ as real GDP. Ex. Employment, sales volume, and personal income. ______________   __________________ – measures that usually changes _______________ real GDP.  These indicators are useful for confirming the end of an expansion or contraction. Examples are length of unemployment or ratio of consumer credit to personal income. 
What Determines Economic Growth?
22. Four factors influence a nations growth: ______________________ – the availability of arable land, water, forests, oil and minerals. ____________________________ – a nations labor force. ______________________________ is the size of the labor force multiplied by the length of the workweek. _____________________ – more and better machines increases a factories production. _____________________________ – new technology has increased production and innovations have made things easier, increasing efficiency. 
Productivity and Economic Growth
23. ________________________________ measures the amount of output (how much you make) produced to the amount of input (labor & capital)
What Contributes to Productivity?
24. _________________________________ – a better educated, healthier workforce tends to be more productive.  _______________________________________ – new technology has generally generated productivity gains. ________________________ – Gas, electricity, and coal fuels the technologies that increase productivity.  When their prices go up, they become more expensive to use and productivity declines. 
