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MACROECONOMICS - CLUTCH

CH. 10 - INTRODUCING ECONOMIC CONCEPTS



CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – BUSINESS CYCLE 

 

● Business Cycles describe the increases and decreases in economic activity that occur over periods of several years 

 

Business Cycle Illustration 

 

 

 

□ Recession – Period of economic downturn when _______________ and _______________ are ____________ 

 > Recessions are also called contractions 

□ Trough – The point where the economy turns from _______________ to _________________ 

□ Expansion – Period of economic upturn when _______________ and _______________ are ____________ 

 > Expansions are also called recoveries 

□ Peak – The point where the economy turns from _______________ to _________________ 

 
 
PRACTICE: Which of the following marks the beginning of a recovery in the business cycle? 

a) Recession 

b) Expansion 

c) Trough 

d) Peak 

 

Employment 

or Production 
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CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – NOMINAL GDP AND REAL GDP 

 

● Gross Domestic Product measures the value of goods and services produced by a country in a specific year 

□ One of the most important calculations in this class 

□ If the GDP in the US is greater in Year 2 than in Year 1, we conclude that the economy is ______________ 

● Nominal GDP is a measure of GDP using _____________ year prices 

 

EXAMPLE: A carpenter builds 100 cabinets. The prices in 2017 are $1,000 per cabinet. In 2018, the price rises to $2,000. 
 
 
2017 Nominal GDP =           2018 Nominal GDP =  
 
 

 

● Real GDP is a measure of GDP using _____________ year prices (i.e. prices are kept constant) 

 

EXAMPLE: A carpenter builds 100 cabinets. The prices in 2017 are $1,000 per cabinet. In 2018, the price rises to $2,000. 
 
 
2017 Real GDP =           2018 Real GDP =  
 
 

 

PRACTICE: Simpletown produces Apples and Robots. In Year 1, Simpletown harvested 1,000 apples and built 50 robots. 

During Year 2, Simpletown had identical production to Year 1. However, during Year 2, prices rose by 50%. Based on this 

information, which of the following is true? 

a) Simpletown’s real GDP was higher in Year 2 

b) Simpletown’s real GDP was lower in Year 2 

c) Simpletown’s nominal GDP was higher in Year 1 

d) Simpletown’s nominal GDP was lower in Year 1 

e) Both (a) and (d) are true 
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CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – UNEMPLOYMENT AND INFLATION 

 

● Unemployment – when a person is willing to work, actively searching for work, but cannot find a job 

 

□ The unemployment rate tends to increase during ____________________ 

□ Unemployment is undesirable because a nation is not using its most important resource – the skills of its citizens 

 
● Inflation – an ________________ in the overall price levels 

□ In contrast, deflation represents a _________________ in overall price levels 

 

 

□ The inflation rate tends to decrease during ____________________ 

□ Inflation is undesirable because income may not rise as quickly as prices, thus lowering the standard of living 

 

MACROECONOMICS - CLUTCH

CH. 10 - INTRODUCING ECONOMIC CONCEPTS

Page 4



CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – ECONOMIC GROWTH 

 

● Economic Growth – the state of the economy where output per person ____________ 

□ Economic growth is correlated to a higher standard of living 

> Throughout most of history, the standard of living was essentially the same 

 - Even though empires grew, the increased output was matched by increased population 

> Only since the start of the ________________________ has economic growth really kicked off 

- Output began growing faster than ________________ 

 

 

 

 
                      Source: Angus Maddison, Statistics on World Population, GDP, and Per Capita GDP, 1–2008 AD, http://www.ggdc.net/MADDISON/oriindex.htm;  

                      Bureau of Economic Analysis; The Conference Board Total Economy Database™, January 2014 
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CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – SAVINGS AND INVESTMENT 

 

● Savings – current consumption is _____________ current output 

● Investment – current resources are devoted to _____________ future output 

□ The term investment is different in economics from the definition you are used to: 

 

Financial Investment: 
 
 
 

 

Economic Investment: 

 

● A firm’s success is linked to making correct investment choices. Thus, firms must have expectations about the future. 

 □ If firms become pessimistic about the future, it leads to less (1) current investment and (2) future consumption 

 □ If expectations of the future turn out to be incorrect, the economy must deal with shocks: 

  - Demand Shock – unexpected changes in the demand for goods and services 

  - Supply Shock – unexpected changes in the supply of goods and services 

 

EXAMPLE: A chocolatier is considering opening a firm to sell chocolate. She makes predictions about the future, expecting 
to be able to sell 500 boxes of chocolate per week at a price of $20 per box. She calculates that each box would cost her 
$18 to produce, thus she can make a profit. She builds her factory and staffs it with workers to produce her optimal quantity 
of 500 boxes per week. 
 

 

         Flexible Price              Sticky Price 

      

 
● Flexible prices allow the firm to continue producing at the optimum quantity while selling all production 

 □ No short-run fluctuations in output, unemployment levels would not change 

● Sticky prices cause the firm to keep inventory if they will maintain the same level of production  _________________ 

 □ Continuous low demand leads to a large inventory, thus leading to reduced output, and increased unemployment 
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CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – TRADE DEFICIT AND SURPLUS 

 

● Open Economy – an economy that trades goods and services with other countries 

 □ Exports – Goods and services _____________ to other countries 

 □ Imports – Goods and services _____________ from other countries 

 □ Trade Surplus  Exports ______ Imports 

 □ Trade Deficit  Exports ______ Imports 

 

 

 

● So is a trade deficit a bad thing? Is a trade surplus a good thing? 

 □ The answer is _________________ 

 □ International trade is the result of ___________________: countries export goods they are good at producing 

 □ The determinants of the balance between surplus and deficit lie in the details of Savings and Investment 

> Savings – current consumption is _____________ current output 

> Investment – current resources are devoted to _____________ future output 

 

Financial Investment: 
 
 
 

 

Economic Investment: 

 □ For now, understand that these terms describe the current condition, but not exactly the strength of an economy 
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CONCEPT: INTRODUCING MACROECONOMIC CONCEPTS – MONETARY POLICY AND FISCAL POLICY 

 

● Self-regulating Economy – economic problems, such as unemployment, are resolved without intervention  

 □ This theory of the invisible hand was shattered during the 1930s by the ___________________ 

● This introductory course on macroeconomics mainly focuses on the Keynesian Economics of John Maynard Keynes: 

 □ Economic slumps are caused by inadequate spending and can be mitigated by ______________ intervention 

 □ Monetary Policy – changes in the quantity of money will alter interest rates and affect overall spending 

  > In the United States, monetary policy is administered by the ________________________ 

 □ Fiscal Policy – changes in government spending and taxes will affect overall spending 

  > In general, fiscal policy is administered by _____________________ 

  > Government spending can: 

   - Create jobs to reduce unemployment 

   - Protect against economic hardships through welfare programs 

  > A change in tax policy affects the amount of money available for both the government and the public 

● By comparing the Great Depression of the 1930s to the Great Recession of 2009, we can see the effects of policy: 
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