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Measuring Growth 
· When the economy grows, businesses are producing more goods and services, and they hire more workers. 
· People then have more money and buy more. 
· The gross domestic product (GDP) is a measure of the economy’s growth. 
· It is the dollar value of all final goods and services produced in a country in a year.
· When prices increase, GDP would go up even if the economy was not growing. 
· To avoid this false impression, economists use real GDP.  
· Real GDP shows an economy’s production after the distortions of price increases have been removed.
· How is it possible for GDP to go up when the economy is not growing? 
· Business Fluctuations 
· The economy goes through alternating periods of growth and decline called the business cycle. 
· An economic expansion takes place when real GDP goes up.  
· At some point, real GDP reaches a peak, or the highest point in an expansion.  
· Then it starts to decline.
· Expansions are normally longer than recessions. 
· A recession takes place when real GDP goes down for six straight months.  
· An average recession lasts about one year. Recessions are painful times.  
· The economy declines, and many people lose their jobs.
· Describe the business cycle. 
· Unemployment 
· The civilian labor force includes all civilians 16 years old or older who are either working or looking for work. 
· The unemployment rate is the percentage of people in the civilian labor force who are not working but are looking for jobs. 
· The unemployment rate reflects the health of the economy. 
· The unemployment rate tends to rise sharply during recessions and then slowly decline. 
· Unemployment affects the income of the economy as a whole and of individuals. 
· When people lose their jobs, they must cut back their purchases.  
· Some go into debt.
· Suppose you are 16 years old. You don’t have a job but you are not looking for one. Would you be counted as “unemployed” in figuring the unemployment rate? Explain. 
· Fiscal Policy 
· To try to reduce high unemployment, the government uses fiscal policy. 
· It changes the way it taxes or spends. 
· Government might cut taxes to give people more money to spend.  
· It hopes people’s increased purchases will prompt businesses to hire more workers to boost production.
· Government might buy more goods and services itself, trying to convince businesses to hire more workers to boost production. 
· Why is fiscal policy often not very effective?
· Price Stability 
· Inflation is a sustained increase in the general level of prices. 
· It hurts the economy because it reduces purchasing power and may alter the decisions people make. 
· To track inflation, the government samples prices every month for about 400 products commonly used by consumers. 
· These prices make up the consumer price index (CPI), which is a measure of the price level.  
· The rate of inflation is the change in the average level of prices as measured by the CPI.
· If the price of an item doubles, you would need twice as many dollars to buy the item. 
· In other words, the purchasing power of your dollar has fallen. 
· Inflation is particularly hard on people with fixed incomes.  
· Inflation also reduces the value of money in a savings account.  
· The money will buy less than before inflation.
· Prices act as signals that help individuals and businesses make economic decisions. 
· High inflation distorts this process.  
· People begin to speculate rather than invest in capital goods and services, causing the economy to suffer.  
· Government can do little to prevent inflation.
· Suppose you read that the inflation rate is 5 percent. What does this mean?
· Stocks and Stock Markets 
· Investors can earn profits from stocks in two ways: dividends and capital gains. 
· Dividends are a share of a corporation’s profits that are distributed to stockholders.  
· A capital gain occurs when stock can be sold for more than it originally cost to buy.
· Supply and demand determine the price of a company’s stock. 
· Factors such as changes in sales or profits or news of a technological breakthrough can change demand for a company’s stock and, therefore, its price. 
· Stock indexes are statistical measures that track stock prices over time.  
· Investors consult stock indexes to follow the performance of their stocks.
· The Dow-Jones Industrial Average (DJIA) and Standard & Poor’s (S&P) are stock indexes that track a group of representative stocks. 
· These indexes reflect the general well-being of the stock market as a whole. 
· Shares of stock are bought and sold at a stock market, or stock exchange.
· Most stocks in the United States are traded on the New York Stock Exchange (NYSE), American Stock Exchange, or an electronic stock market like the NASDAQ. 
· Computers allow investors to trade major stocks around the clock, anywhere in the world. 
· Stock indexes also reveal investors’ expectations about the future. 
· If investors expect rapid economic growth, high profits, and low unemployment, then stock prices tend to rise in what is called a “bull market.”  
· If investors are pessimistic, stock prices tend to fall in what is called a “bear market.”
· What makes a stock’s price go up and down?
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Income Inequality 
· Education, family wealth, and discrimination are common reasons for income differences in the United States. 
· Level of education has a major impact on a person’s income.  
· For this reason, the government offers programs such as free lunches, college grants, and low-interest loans to encourage people to improve their education.
· People born to wealthy parents often have access to excellent colleges and to business opportunities. 
· As a result of discrimination, women and members of minority groups may not be hired into high-paying jobs or receive desirable promotions. 
· The Equal Pay Act of 1963 requires equal pay for jobs that require equivalent skills and responsibilities. 
· The Civil Rights Act of 1964 bans discrimination on the basis of gender, race, color, religion, and national origin.  
· The Americans with Disabilities Act of 1990 extends this protection to people with physical or mental disabilities.
· How does level of education affect a person’s income?
· Poverty 
· The government offers programs to help people living in poverty. 
· To determine who is eligible, the government sets guidelines based on estimates of how much it costs to buy enough food, clothing, and shelter to live. 
· Food stamps are government coupons that can be used to purchase food.  
· Low-income Americans can obtain a small number of stamps at little or no cost.
· The Women, Infants, and Children (WIC) program provides help with nutrition and health care to low-income women and children up to age 5. 
· Some programs make cash payments.  
· Supplemental Security Income (SSI) gives payments to blind or disabled people and to persons age 65 and older.
· Temporary Assistance to Needy Families (TANF) makes payments to families who need help because a parent is dead, disabled, or absent. 
· It limits the number of months that someone can receive benefits to encourage people to look for paying work rather than rely on the program. 
· Workfare describes programs that require welfare recipients to work for benefits. 
· These programs are designed to teach people the skills they need to succeed 
in a job. 
· A progressive income tax is a system that taxes lower incomes at a lower rate and higher incomes at a higher rate. 
· This helps lower-income people by taking a smaller portion of their income 
in taxes. 
· The Earned Income Tax Credit (EITC) gives tax credits and even cash payments to qualified workers.
· Why does TANF limit the number of months people may receive benefits? 


