CP Economics:  CHAPTER 14    

SECTION  1
Business Cycles in the United States

1)  The business cycle consists of two phases: expansion and recession.

2) Recession begins with a peak and ends with a trough.

3) Expansion is the recovery from a recession.

4) If a recession becomes very severe, it can turn into a depression.

5) The worst depression in U.S. history was the Great Depression, which began in 1929.

6) The Great Depression was caused by various factors, including excessive borrowing in the 1920’s and global economic conditions.

7) Since the Great Depression, the U.S. has experienced several recessions but each was short compared with the recovery that followed.

Causes of the Business Cycle

1) Businesses reduce their capital expenditures once they decide they have expanded enough.

2) Businesses cut back their inventories at the first sign of an economic slowdown.

3) Businesses cut back on investment after an innovation take hold.

4) Tight money policies of the Federal Reserve System slow the economy.

5) External shocks, such as increases in oil prices and international conflicts, can cause business cycles.

Predict Business Cycles

1) Econometric models are macroeconomic models that use algebraic equations to describe how the economy behaves.

2) The index of leading indicators is a monthly statistical series that helps economists predict the direction of future economic activity.

Section 2

Measuring Unemployment

1) The unemployment rate shows the percentage of unemployed people divided by the total number of people in the civilian labor force.

2) The unemployment rate understates unemployment because it does not include “discouraged” workers or people who are working part-time because they cannot find full-time work.

Kinds of Unemployment

1) Frictional unemployment occurs when workers are between jobs.

2) Structural unemployment occurs when a fundamental change in the economy reduces the demand for workers and their skills.

3) Cyclical unemployment is related to changes in the business cycle.

4) Seasonal unemployment results from changes in the weather or changes in demand for certain products.

5) Technological unemployment results from technological improvements that make some jobs obsolete.

The Concept of Full Employment

1) Full employment is the lowest possible employment rate when the economy is growing and all factors of production are being used as efficiently as possible.

2) Full employment is achieved when the unemployment rate falls below 4.5%

Section 3

Inflation in the United States

1) The inflation rate is determined by comparing the price level at the beginning and end of a period.

2) Sometimes deflation can occur when there is a decrease in the general price level.

3) Creeping inflation is inflation in a range of 1 to 3 percent annually.

4) Galloping inflation is when inflation can go as high as 100 to 300% annually.

5) Inflation of more then 500% a year is known as hyperinflation.

Causes of Inflation

1) Demand-pull inflation occurs when all sectors of the economy try to buy more goods and services than the economy can produce.

2) Sometimes demand-pull inflation is caused by the federal government’s deficit spending.

3) Cost-push inflation occurs when input costs, especially labor, drive production costs up, 

4) The wage-price spiral occurs when higher prices force workers to demand higher wages, forcing producers to raise their prices even more.

5) Excessive monetary growth can cause inflation.

Consequences of Inflation

1) When inflation occurs the dollar buys less.

2) Inflation hurts propel with fixed incomes.

3) Inflation can cause people to change their spending habits, which disrupts the economy.

4) Inflation tempts some people to speculate heavily to take advantage of the higher price level.

5) Inflation alters the distribution of income
Section 4

The Distribution of Income

1. The Lorenz curve shows how the actual distribution of income differs from an equal distribution.

2. Since 1980, the distribution of income in the U.S. has become more unequal.

Reasons for Income Inequality

1. Level of education affects people’s ability to get high paying jobs.

2. Differences in wealth lead to differences in income.

3. Discrimination reduces the incomes of women and minorities.

4. Differences in abilities allow some people to earn more than others.

5. Monopoly power allows some groups, such as doctors, to maintain high incomes.

Poverty

1. Poverty is defines a having an income below a certain level (poverty guidelines)
2. Poverty in America is extensive:  more than 12% of the population lives in poverty.

3. Poverty has increased as a result of the growing gap in the distribution of income because of structural changes from a goods production to a service production economy,  

a. the widening gap between well educated and poorly educated workers,  

b. declining unionism

c. and the changing structure of the American family

Antipoverty Programs

1. Income assistance provides cash to people in need.

2. General assistance provides non-cash assistance, such as food stamps, to people in need.

3. Social service programs provide assistance with family planning, job training, child abuse prevention and other problems affecting lower income people.

4. The earned income tax credit provides federal tax credits and/or cash to low income workers.

5. Enterprise zones provide jobs in poor neighborhoods

6. Workfare programs require recipients to work in order to receive benefits.

7. A negative income tax would replace welfare programs by providing cash to people living below the poverty line.
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