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Overview

	Business Cycles
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	Economic Goals

1. Economic Growth (strong, steady, 2-3+%)

· Population Growth

· Increased standards of living

2. Full Employment (4.5-5.5% unemployment)

3. Price Stability (no inflation or deflation; 0-2% inflation) 


Circular Flow Model
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GDP (Gross Domestic Product)

	Definition
	Market value of all final goods & services produced by labor and property within a nation’s borders during a period of time (year)

	Circular Flow
	Spending = Income

	Expenditure Approach
to Measuring GDP
	Adds up all the spending to buy it by: Consumers, Business, & Government

	Income Approach
to Measuring GDP
	Adds up all the income generated to produce it

GDP = employee compensation + rents + profits + net interest + indirect business taxes

	Recession
	Official Definition: decline in real GDP consisting of a minimum of: 2 quarters

Current Definition: 2 quarters negative GDP and/or continuing net job losses

	Depression


	Severe recession lasting many years
(The Great Depression) +2 years at -5%

	Economic Indicators
	Leading: Stock Market, Consumer Confidence, Factory Orders, Housing Starts
Coincident: GDP, Retail Sales, Nonfarm Payrolls (net gain/loss)
Lagging: Unemployment, Inventory Levels


Expenditure Approach:
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2009 U.S. - % (China - %) Contibution to % Change

                                     (billions) 2008:Q4  2009:Q1  2009:Q2  2009:Q3  2009:Q4 

Gross domestic product........ 14,259 $    100% 100% -5.4 -6.4 -0.7 2.2 5.7

 

C: Personal consumption expenditures.. 10,093            71% 29% -2.15 0.44 -0.62 2.0 1.4

I: Gross private domestic investment.. 1,623              11% 45% -3.91 -8.98 -3.10 0.5 3.8

G: Government consumption and investment 2,933              21% 14% 0.24 -0.52 1.33 0.6 0.0

X-M: Net exports (390)                -3% 12% 0.45 2.64 1.65 -0.8 0.5


	C
	Personal Consumption Expenditures: spending by individuals

	
	By Category
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	By Type:

1. Services (60+%)

· Housing: rent or imputed (estimated) rent to self for owner-occupied

· Auto repair, health, legal, financial, education

2. Durable goods: last longer than 1-3 years
(autos, appliances)

3. Nondurable goods: consumed within 1-3 years
(fuel, food, toothpaste, clothing)

	I
	Gross Private Domestic Investment:
nongovernment, nonforeign spending by businesses

1. Fixed Investment: newly produced capital goods (plant & equipment)

2. New Residential Housing Construction

3. Change in Business Inventories

· goods produced in one year but sold in a different year

· intermediate goods (raw materials, component parts)
	

	G
	Government Consumption Expenditures & Gross Investment: (goods, services, labor)

1. Spending for public services (national defense, police, public schools, trash collection)

2. Investment in public infrastructure & buildings

3. NOT transfer payments

	X - M
	Net Exports

· Add Exports (X): goods & services produced in US and sold outside US

· GM produces 10K Volts in US: 9K sold in U.S. (+C), 1K Sold in Canada (+X)

· Subtract Imports (M): goods & services produced outside US and sold inside US

· Wal-Mart sells 10 sweatshirts in U.S. (8 imported)

· +C: 10 X $15 = +$150

- M: 8 X $10 = -$80




GDP Qualifications and Limitations

	Not Counted in GDP (and should not be)

	Secondhand
Transactions
	Sales of goods produced in an earlier period are not counted
Sales commissions of used goods are counted (a current service)



	Nonproductive
Financial Transactions
	1) Transfer Payments: welfare, social security, medicare, unemployment, etc
2) Buying & selling of stocks & bonds

	Intermediate Goods
	Goods & services used as inputs for the production of final goods (materials, parts, etc.)

Added value of each stage of production becomes part of the final price to the end user

Windshield Wiper Blade




	Not Counted in GDP (but should be)

	Nonmarket transactions
	Legal, unpaid activities done for self or others (housework, do-it-yourself repairs)

	Underground Economy
(Bartering or Black Market)
	Unreported production and consumption of goods & services: to avoid law and/or taxes

· Illegal activities (gambling, prostitution)

· Illegal goods: drugs, stolen goods/service, pirated software and music

· Under-the-table transactions involving legal activites (tax evasion)

	Quality of Products
	GDP is quantitative only, it does not measure the distribution, type, or quality of production or consumption

	Leisure Time
	When comparing different years/countries, GDP does not account for the usage of time


	Counted (but distort GDP)

	Economic Bads
	Activities counted in GDP that are the result of or cause negatives and use up resources

· Externalities: Cleaning up pollution

· Cleanup and reconstruction from natural disasters

· Crime prevention, prosecution, & punishment

· Accidents, preventable diseases (smoking)

· 


GDP Comparisons

	Real GDP

Adjusting for Inflation
	Nominal GDP: GDP measured in the unadjusted dollars of the year

	
	Real GDP: GDP adjusted for changes in prices levels (inflation) by indexing to a base year

	
	GDP Chain Price Index: Measure used to adjust GDP from different years to a base year for comparison purposes

Real GDP (given year) = Nominal GDP (given year) X (index for base year / index for given year)



	Per Capita GDP

Adjusting for Population
	Per Capita Real GDP = GDP / Population: average GDP per person

Uses GDP at PPP (purchasing power parity)

	
	Country (2009)
	GDP (trillions) at PPP
	Population
	Per Capita GDP

	
	World
	$51 
	6.5 biillion
	$7,800

	
	US
	$12 
	300 million
	$40,000

	
	EU
	$3-9 
	1.3 billion
	$2,300-7,000

	
	Norway
	$4 
	127 million
	$31, 500

	
	China
	
	
	$45,000

	
	India
	12.2
	457 million
	$26,700

	
	Mexico
	.338
	27 million
	$12,500

	
	Brazil
	. 0215
	31 million
	$700.00

	
	Russia
	
	
	

	
	Saudi Arabia
	
	
	

	
	Iran
	
	
	

	
	Iraq
	
	
	

	
	Afghanistan
	
	
	

	
	
	
	
	

	
	
	
	
	

	Real Per
Capita GDP

Adjusting for Inflation and Population
(actual U.S. figures)

(base year = 2008)
	1930
	1940
	1950
	1960
	1970
	1980
	1990
	2000
	2010
	2012

	
	7,252
	8,833
	13,186
	15,627
	20,811
	25,700
	32,916
	39,916
	42,356
	42,038

	
	% Increase:
	22%
	49%
	19%
	33%
	23%
	25%
	24%
	6%
	-1%

	Limitations of GDP

Comparisons
	· Distribution of wealth

· Tax burdens and benefits

· Cultural values


	Other Measures of National Income and Output

	GNP: Gross National Product
	GNP = GDP + US Residents' Foreign Income - Nonresidents US Income

	NDP: Net Domestic Product
	NDP = GDP - Depreciation

Depreciation: allowance for capital (plant & equipment) worn out during the year's production

	NI: National Income
	NI = NDP - Indirect Business Taxes (sales taxes & business property taxes)

	PI: Personal Income
	PI = NI - Social Security Contributions - Corporate Income Taxes - Corporate Retained Earnings + Transfer Payments

	DI: Disposable Personal Income
	DI = PI - Personal Taxes
(Income that households have left to spend or save after taxes)


GDP Data

	Nominal
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	Real (2005 dollars)






Annual Percentage Change (1929-2011 (Q1)
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Annual Percentage Change (1970-2010)
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Amount % Contibution to % Change

                                     2009 2008:Q4  2009:Q1  2009:Q2  2009:Q3  2009:Q4 

Gross domestic product........ 14,259 $  100% -5.4 -6.4 -0.7 2.2 5.7

 

Personal consumption expenditures.. 10,093      71% -2.15 0.44 -0.62 2.0 1.4

  Goods............................ 3,258         23% -2.41 0.56 -0.71 1.6 0.6

    Durable goods.................. 1,034         7% -1.64 0.28 -0.41 1.4 -0.1

      Motor vehicles and parts..... 313           2% -0.84 0.14 -0.14 0.8 -0.6

      Furnishings and household equipment 253           2% -0.27 -0.13 -0.15 0.1 0.2

      Recreational goods and vehicles   328           2% -0.30 0.20 -0.11 0.4 0.3

      Other durable goods.......... 141           1% -0.21 0.07 -0.02 0.1 0.0

    Nondurable goods............... 2,223         16% -0.78 0.29 -0.29 0.2 0.7

      Food and beverages for off-premises consumption 790           6% -0.41 0.03 0.20 0.2 0.2

      Clothing and footwear........ 326           2% -0.21 -0.04 -0.20 0.0 0.2

      Gasoline and other energy     307           2% 0.27 0.17 0.02 0.0 -0.1

      Other nondurable goods....... 800           6% -0.43 0.12 -0.32 0.1 0.3

  Services......................... 6,835         48% 0.26 -0.13 0.09 0.4 0.8

    Household consumption expenditures for services         6,570         46% 0.06 0.34 0.30 0.2 0.7

      Housing and utilities........ 1,878         13% 0.46 0.02 -0.16 0.1 0.4

      Health care.................. 1,626         11% 0.19 0.37 0.44 0.0 0.2

      Transportation services...... 305           2% -0.17 -0.15 0.02 0.1 0.0

      Recreation services.......... 383           3% -0.10 0.05 -0.04 -0.1 0.0

      Food services and accomdations     606           4% -0.35 -0.07 -0.10 -0.1 0.0

      Financial services and insurance      829           6% -0.24 0.03 0.14 0.2 0.1

      Other services............... 944           7% 0.27 0.10 0.01 0.1 0.0

    Final consumption expenditures of nonprofits serving houesholds 265           2% 0.20 -0.46 -0.21 0.1 0.1

 

Gross private domestic investment.. 1,623       11% -3.91 -8.98 -3.10 0.5 3.8

  Fixed investment................. 1,748         12% -3.28 -6.62 -1.68 -0.2 0.4

    Nonresidential................. 1,387         10% -2.47 -5.29 -1.01 -0.6 0.3

      Structures................... 481           3% -0.31 -2.28 -0.69 -0.7 -0.5

      Transportation, Industrial, and IT Equipment and software....... 906           6% -2.15 -3.01 -0.32 0.1 0.8

    Residential.................... 361           3% -0.81 -1.33 -0.67 0.4 0.1

  Change in private inventories.... (125)          -1% -0.64 -2.36 -1.42 0.7 3.4

    Farm........................... (3)            0% 0.10 0.05 0.05 0.0 -0.2

    Nonfarm........................ (123)          -1% -0.74 -2.41 -1.47 0.7 3.6

 

Net exports  (390)        -3% 0.45 2.64 1.65 -0.8 0.5

  Exports.......................... 1,560         11% -2.67 -3.95 -0.45 1.8 1.9

    Goods.......................... 1,035         7% -2.50 -3.41 -0.45 1.6 1.9

    Services....................... 525           4% -0.17 -0.54 0.00 0.2 0.0

  Imports.......................... 1,950         14% 3.12 6.58 2.09 -2.6 -1.4

    Goods.......................... 1,570         11% 3.09 6.25 1.89 -2.4 -1.6

    Services....................... 380           3% 0.03 0.34 0.21 -0.2 0.1

 

Government consumption and investment 2,933       21% 0.24 -0.52 1.33 0.6 0.0

  Federal.......................... 1,145         8% 0.49 -0.33 0.85 0.6 0.0

    National defense............... 779           5% 0.20 -0.27 0.70 0.5 -0.2

      Consumption expenditures..... 667           5% 0.15 -0.22 0.53 0.4 0.0

      Gross investment............. 112           1% 0.05 -0.05 0.17 0.1 -0.2

    Nondefense..................... 366           3% 0.29 -0.06 0.15 0.2 0.2

      Consumption expenditures..... 320           2% 0.16 0.06 0.12 0.1 0.2

      Gross investment............. 46            0% 0.13 -0.11 0.03 0.0 0.0

  State and local.................. 1,788         13% -0.25 -0.19 0.48 -0.1 0.0

      Consumption expenditures..... 1,431         10% 0.04 -0.04 0.01 -0.2 0.0

      Gross investment............. 358           3% -0.28 -0.15 0.47 0.1 0.0
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