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Introduction

Economics touches every part of our lives. Our jobs and livelihoods, our purchase and investment decisions, our choice of where and in what to live, even the way we vote—all depend to some extent on economics. The economy—the system that we as a society use to decide what to produce and who gets what—is a powerful force in our lives.

Yet few of us truly understand how our economy works. We may have conventional wisdom of the type summed up in old sayings: The rich get richer, and the poor get poorer. Money comes to money. The best things in life are free. There is even some truth to these sayings when you look at income patterns, returns on investment, and certain quality-of-life issues. But despite their truth, those sayings don’t provide enough information, insight, or inspiration to guide us in our economic lives. They are substitutes for understanding economics, a subject many people find mysterious.

There are several reasons for the mystery that shrouds economics, but I believe the main reason is that most people think the whole subject is way too complicated. Part of this has to do with language. Just like medicine, auto repair, and other fields, economics has its own words for things. The words that describe economic activity may be unfamiliar, but they’re still only words. Those words all refer to concepts and phenomena that you’ll probably recognize, and once you understand what they mean, much of the mystery drops away.

Many people also think that economics is full of mathematics. Although there can be a lot of numbers in economics, the most important concepts can be explained in plain English. Also, except in specialized areas such as economic forecasting, the arithmetic that does pop up is very basic.

Economics is a social science. Like the other social sciences, such as psychology, it explains human behavior. Economics explains people’s behavior in the marketplace. Why do people buy what they buy? How do merchants decide what prices to charge? Why can’t everyone have what they want? How do the owners of a business decide what to make and how much to pay workers? What, if anything, can the government do to help poor people become better off? Economics answers these questions—and answers most of them without mathematics.

Sometimes economists make economics seem complicated. Economists are the highly educated experts who study economics deeply, conduct research, formulate theories, and teach in colleges and universities. They also advise business and political leaders about the economy. Economists can play an important role in society, but like all  experts, they create many of the complexities of their subject. This book simplifies the complexities and serves as your guide to economics and the workings of our economy.

If you are a business person, professional, investor, or just a citizen with a vote you don’t want to waste, The Complete Idiot’s Guide to Economics, Second Edition, will help you make better decisions. If you are a student, this book will give you a clearer explanation of many economic concepts than textbooks or lectures often supply. No matter what roles you play in our economy—and we all play multiple roles, as workers, employers, buyers, sellers, lenders, borrowers, and so on—this book will explain that role and show you how to play it better.

Why a second edition of The Complete Idiot’s Guide to Economics? Like everything else, economics and the economies it studies keep developing. Although the law of supply and demand and the workings of the marketplace have not changed, there have been a few developments. First, certain areas of economics, particularly health care and energy, have grown in importance since the first edition. Second, we have seen the wrenching end of a business cycle and the start of a new one—as well as potentially larger changes in the U.S. and global economic landscape. Third, the government has taken a more active role in the management of the economy, and people in general have become more interested in economic policy. Finally, more people than ever realize that their quality of life depends in large part on the performance of the economy in which they live and work. They’ve seen first-hand how economic events that once seemed remote can affect their daily lives.

Also, while virtually all of the basic material from the first edition has been retained, it has been streamlined in spots and explained more fully (and clearly) in others. New chapters cover the economic cycle, as well as health care, energy and sustainability, and the impact of policies. Most parts and many chapters have been reorganized to present the material in more accessible ways and to add more examples and references. And, of course, charts, graphs, and other data-driven features have been updated.

Like the first edition, this is not a book about economic theories, although it covers the major ones. It is a book about economic realities—so it is geared to the needs of the student, business person, worker, investor, and voter. I point out the effects of economics on businesses, consumers, lenders, borrowers, various segments of society, and our global neighbors. I will also, when appropriate, suggest steps you can take to protect yourself or benefit from economic realities.

Although economics can be fraught with politics, I have no political agenda in writing this book. When an author writing about economics has an ideological ax to grind or fails to stay politically neutral, then he’s not just discussing economics. He’s presenting political viewpoints. Staying politically neutral when discussing economics can be difficult, but it means, for example, pointing out both management’s and labor’s view of an issue, such as unions, or the right’s and the left’s arguments for and against deficit spending.

Viewpoints are fine and, like everyone, I have mine. However, I want to give you a clear understanding of economics and leave you free to develop your own viewpoint. So I’ve kept my political beliefs out of this book and presented the views of supporters and opponents when it comes to economic issues.

Here’s the approach we’ll take:

Part 1, Economics Explains It All, gives you an overview of economics, the U.S. economy, and some basic tools of economics. It also presents the concepts of supply and demand and shows you how prices are determined in the marketplace.

Part 2, Capitalism at Work, examines the ways in which consumers and businesses make decisions, the dynamics of income and spending, and the distribution of income and wealth, particularly in the United States.

Part 3, The Government and the Economy, covers the determinants of economic growth and patterns of expansion and contraction. It also examines taxes, government spending, and fiscal policy, and thus the role of the government in the economy and its occasional attempts to stimulate it through spending.

Part 4, Money, the Banking System, and Policy, explains the roles that money, credit, the Federal Reserve, and the banking system play in our economy. This chapter also explains monetary policy, which is the other way (aside from fiscal policy) that the government tries to keep the economy stable and growing.

Part 5, The Global Economy, takes you beyond U.S. borders and into the workings of the global economy. Here we examine imports and exports, international trade policy, the foreign exchange system, and the issues facing developing nations.

Part 6, Situational Economics, delves into health care, an important economic issue for many U.S. citizens, and into energy and the issue of sustainable growth, which depends on energy sources, population growth, and lifestyles. This part also shows how to monitor the economy yourself and then wraps up with ways of dealing with economic developments in your daily life.

In the tradition of the Complete Idiot’s Guides series, The Complete Idiot’s Guide to Economics, Second Edition, takes a complex subject and makes it clear and, I hope, fun to learn about. As you read this book, either straight through or when a part or chapter will help you understand something going on in the world (or in class), keep in mind that economics is affecting you every day, whether you know it or not. If you look around, listen to the news, and watch what people do, you will see every aspect of economics at work in the real world.

Yet the real value of your reading will come when you see the workings of economics—supply and demand, expansion and recession, monetary and fiscal policy—in your daily life: in your paycheck, wallet, pocketbook, credit card statement, bank account, and investment portfolio. The more you know about the economics of a situation, the better you’ll be able to understand the situation and know what action to take.




Some “Economic Indicators” 

Throughout the book, you will find the following features that will clarify certain points, add to your knowledge, and keep it real.
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ECONOTALK

These boxes explain economic concepts and technical terms in plain English.
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ECONOTIP

These boxes warn you about potential points of confusion and help you apply the concepts and analytical tools to everyday life.
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THE REAL WORLD

These boxes show aspects of economics at work in history, business, and the news.
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Part 1

Economics Explains It All

How does economics “explain it all”? By recording, analyzing, and studying the way people behave in markets, with the knowledge that most human behavior occurs in markets of some kind. Thus economics explains where people live and work, what they need and want, what they earn and buy, and how they make most decisions. Economics studies people in all of their roles as economic actors: in government, private industry, households, and nations. In its way, economics includes aspects of psychology, sociology, philosophy, history, and mathematics. So even though it’s an imperfect science, economics at least tries to explain it all.

This first part of the book will introduce you to key concepts and tools, with an overview of economics and a look at the players in the U.S. economy—consumers, businesses, the government, and importers and exporters.

Economists typically think in terms of markets. An economy contains thousands and thousands of markets. That would be pretty overwhelming if they didn’t all work the same fundamental way. All markets operate by the law of supply and demand and use prices to match supply and demand in a way that works for both buyers and sellers. So Part 1 will also show you how markets work, how prices behave, and how certain external forces can affect a market.

Let’s get started.




Chapter 1

Who Gets What, and How?

In This Chapter

• Why economics matters
• How societies make decisions
• Major economic theories



Let’s face it: if there’s one fundamental principle guiding life on Earth, it’s scarcity. There simply aren’t enough beachfront houses, luxury cars, and seats at the theater for everyone who wants one! And, on a more serious note, there’s not enough food, clothing, and medical care for everyone who needs it.

The entire discipline of economics—and all economic activity—arises from a scarcity of goods and services in comparison to human wants and needs. If there is not enough of something for everyone who wants or needs it, society faces a serious problem: how do we decide who gets that something and who goes without it?

Throughout history there have always been people who obtained what they wanted or needed by force. The barbarians who sacked Rome practiced this form of economic activity, and in modern times, it is practiced by armed robbers. But a society worthy of the name requires an orderly system of producing and distributing the necessities and luxuries of life. Such a system is essential to a stable society. Economics is the study of systems of production and distribution—which are called economies—and of their fundamentals, dynamics, and results.

This chapter introduces the science of economics and examines various ways in which societies organize their economies. It also introduces several important economists and explains their ideas, which lead to major schools of economic thought.




What Is Economics and Who Cares? 

Economics is the study, description, and analysis of the ways in which societies produce and distribute goods and services. Economics can be applied to ancient civilizations—the Greeks and Phoenicians had economies—and to modern societies at the national, state, and local levels. For instance, California has the largest economy of any state, while New York City has the largest of any U.S. city. Even a household has an economy (although this book does not cover home economics). Any system for deciding what is produced, how it is produced, and who gets to consume it—whether it is the system of an entire planet (as in the global economy) or a defined segment of society—is an economy and can be understood in economic terms.
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Economics is the study, description, and analysis of the ways in which a society produces and distributes goods and services. In economics, the term  goods and services refers to everything that is produced in the economy—all products and services, including government services, such as national defense and the prison system.




An Inexact Science? 

Economics is one of the social (as opposed to natural or physical) sciences, like psychology and anthropology. Social sciences examine and explain human behavior and interaction. Because of this, the findings and knowledge produced by a social science generally cannot be as exact or predictable as those of a physical science, such as physics or chemistry.

For instance, if you put water in a saucepan on a stove, you can be certain that it will boil when it reaches 212° Fahrenheit. But if you are the governor of a state and you raise the sales tax, you cannot be certain about the effect it will have, nor will you be able to answer any of the following basic questions: How much money will the tax raise? To avoid the tax, will people take more of their business across the state line? Will companies in the state experience lower sales and generate lower corporate income taxes as a result?

Economics deals with these kinds of questions, but it seldom produces totally precise explanations or predictions. Human behavior in the economic realm is as complex and mysterious as it is in any other sphere of life.


It’s Not Perfect, but It Helps! 

The good news is that economics can tell us the likely results of a sales tax. In addition, as a scientific discipline, economics provides useful analytical tools and frameworks for understanding human behavior when it comes to getting and spending money, which (let’s face it) occupies the majority of most people’s waking hours.

Economics deals with fundamental, often life-or-death, issues. That is why economics is important. Its challenge lies in its mysteries: we don’t know when the next expansion or recession will arrive. We don’t know if a federal tax cut will help the economy grow. We don’t know which new technologies should be encouraged and which ones won’t pan out. And, tragically, we don’t know how to overcome poverty, hunger, crime, and other evils rooted in economic reality. But economics is the branch of the social sciences most concerned with these matters, and it does help us deal with them.

Economics helps you understand government policies, business developments, and consumer behavior here and abroad. It provides a rich context for making decisions in your business, professional, and financial life. The economy is to business as the ocean is to fish. It is the environment in which business operates. The more you know about this environment, the better you will function as a manager, employee, consumer, voter, and all-around decision-maker.




Macroeconomics and Microeconomics 

Economics has two main branches: macroeconomics and microeconomics.

Macroeconomics (macro means large) focuses on the study of whole systems of production and distribution—that is, whole economies and the forces that determine their short- and long-term growth. Macroeconomics focuses on broad levels of economic activity, such as overall income and production, relationships among sectors of the economy, and an economy’s cycles of expansion and contraction. Macroeconomics also examines issues of employment, inflation, and living standards. In general, macroeconomic techniques study interactions between sectors of the economy, which include the private and the public sector, or between broad phenomena such as interest rates and economic growth.

We’ll talk about sectors of the economy in more detail in Chapter 2 but, broadly, most economies contain a public sector—local, state (or provincial), and federal governments—and a private sector, which includes consumers, businesses, and nonprofit and nongovernmental organizations.

Microeconomics, as the name indicates, concerns itself with smaller portions of the economy. Microeconomics focuses on individual economic entities, such as businesses or households, or on specific economic activities or phenomena, such as supply and demand in a market and how prices are set. In general, microeconomic techniques study the behavior and decisions of individual consumers, households, and businesses in the economy and the effects of their behavior and decisions.
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Macroeconomics focuses on whole economies and large sectors of economies and on broad levels of economic activity, economic cycles, issues of long-term growth, and interactions among sectors of the economy. Microeconomics  focuses on individual economic entities, such as a single business or household, or on specific economic activities or phenomena, such as employment or prices.



One other aspect of economics warrants mention: econometrics. (Metrics is just another word for measures.) The discipline of econometrics uses statistical methods to analyze economic behavior and problems. Much of econometrics focuses on forecasting economic activity, such as next year’s auto sales or interest rates, or when the next expansion or recession will begin. Economic forecasts are notoriously inaccurate, but then so are weather forecasts. Like most views of the future, economic forecasts should be used to describe different potential scenarios and their possible effects.




Applying Economics 

As a social science, economics has most of the characteristics of other sciences. Economists observe behavior and outcomes, systematically catalog those observations (by collecting data), and identify patterns and trends. Then they develop and test theories to explain the behavior, outcomes, patterns, and trends they have seen. Although economists can rarely test their theories in controlled experiments, they do seek practical applications of their theories. This application often takes the form of economic policies implemented by local, state, and federal governments. Economic policies also affect major decisions by large corporations and financial institutions. We’ll discuss economic policies in greater depth in Parts 3 and 4.
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Economic policies are actions that a government takes to help stabilize or grow its economy. Tools of economic policy include increasing or decreasing government spending and borrowing, adjusting certain interest rates, and increasing or decreasing taxes. They can also include direct government assistance to households, businesses, and banks, as seen in the 2008-2009 recession.



For example, economists have formulated theories about the relationship between interest rates and the amount of money businesses and consumers borrow. These theories help the government develop policies that affect how easily people can borrow money—that is, use credit. The availability of credit affects the level of people’s spending, which in turn affects the level of production, which affects the rate of economic growth.

Economists and economics play an important role in addressing many of the world’s most pressing problems. Many high-ranking public finance officials hold degrees in economics or are economists. The Council of Economic Advisors helps the president address economic issues.

Virtually every state, many cities, and some regions of the United States have established economic development agencies that create programs to maintain and improve the economic health of the area. Their goals include attracting and retaining businesses and jobs, fostering development of new technologies, and educating the area’s workforce.

On a larger scale, U.S. and international organizations, such as the World Bank, build programs to develop and stabilize economies of less-developed nations around the world. The International Monetary Fund monitors national economies, trade activity, and the value of the world’s various currencies.

The U.S. economy and even state and local economies cannot be completely controlled by the government or any other entity. They are too large and people’s behavior is too complex to fully understand, let alone control. However, economic theory helps government efforts to stabilize and grow economies and temper the effects of recessions.

Many people see economics as a theoretical ivory tower pursuit. That’s far from the truth. All of the world’s major investment and commercial banks—and many major manufacturers—have staff economists monitoring the impact of consumer, business, and government decisions on the markets and on their customers.




A Firm Base 

Let’s look at a few basic concepts that underlie the discipline of economics.

First, economics assumes that people make rational choices in the face of scarcity. It assumes that people can and will rationally decide what they need and what they can do without. At times, this assumption may seem odd. Are economists saying that people deliberately choose jobs with low pay? Are they saying that people choose poorly made products over high-quality ones?

Well, in a way, yes. Although individuals may have limited choices or make bad choices, they do make choices. Economics aims to explain and predict people’s financial and economic decisions and the ways in which conditions affect their decisions. Almost by necessity, economists generally assume that people are making rational, rather than irrational, economic decisions. However, a relatively new specialty—behavioral economics—recognizes that social, emotional, and psychological factors can affect people’s decisions and explain some of their irrational behavior, particularly in the financial markets.

Second, economics assumes that people have preferences that underlie their economic decisions. This resembles the idea of rational choice but focuses more on the trade-offs people are willing to make among their likes and dislikes. The assumption is that people know what they prefer and make choices that reflect these preferences.

Third, people’s choices and preferences—their decisions—take the form of transactions in the marketplace. With these transactions they buy and sell labor, products, and services in exchange for money. Furthermore, these transactions collectively amount to economic activity. For example, someone who decides to work at a certain job in a certain place for a certain salary has engaged in a transaction. When we sum up all of the work-related transactions that people in an economy have made, the result is employment activity, which can be quantified, described, and studied.

Fourth, economic activity occurs in markets. A market is a place where goods and services and the factors of production—raw materials, labor, and plant and equipment—are bought and sold. Although most of us think of a market as a physical place, economists define markets more broadly. The market for financial securities, for example, is located not only on Wall Street but also in cyberspace, where online brokerage services enable people to buy and sell securities. Economics delves deeply into markets—how they function and how people function within them.
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Markets are organized mechanisms or systems for exchanging money for goods and services (or, in a barter system, goods and services for goods and services). They may be physical places, such as the New York Stock Exchange, or they may be located in cyberspace, like the international currency market. A market enables buyers and sellers to engage in transactions.



Finally, some mechanism of exchange is required for a market to function properly. That mechanism used is usually the price mechanism, and prices are expressed in money. (Bet you were wondering when we would get around to money.) In all modern economies, money is recognized as the medium of exchange. A medium of exchange is something people within an economy have agreed to use as a standard of value. Certain Native American tribes reportedly used wampum, the purple parts of clamshells, as money. Other forms of money have included gold, furs, and huge round stones—all of which make about as much sense as using pieces of paper displaying pictures of deceased leaders. Essentially, money is anything that people agree to use as a medium of exchange on a large scale.

These concepts—people making rational choices and expressing preferences in marketplace transactions valued in money—form the basis of all that follows in economics. Keep these concepts in mind as we examine matters like the law of supply and demand in Chapter 4.

Also, bear in mind that markets, like governments, can be inefficient in delivering goods and services—and, as demonstrated in the 2000s, at allocating capital. Markets are considered most inefficient at delivering public goods. Essentially, a public good is something that everyone wants, such as clean air or a well-educated populace, but no one wants to pay for individually. Although the United States is experimenting with market incentives to obtain these goods—for instance, tradable exemptions from emissions controls and school voucher programs—markets have a generally poor record of delivering public goods. For instance, if you see health care as a public good, then the U.S. health-care system is an example of this, in that it delivers great care—and poor care—depending on people’s ability to pay.




Getting Organized: Command, Market, and Mixed Economies 

Not all economies are organized in the same way. The three major ways they can be organized are as a market economy, a command economy, or a mixed economy.

In a market economy, consumers and producers decide what they want to purchase and produce by voting with their dollars in the marketplace. Purchasers decide what to buy based on their preferences and the prices of goods and services. Producers decide what to produce based upon their sales and the prices they get for their goods and services. In a pure market economy, also known as a laissez-faire economy (from the French allow to do), the government plays a very limited role. The government does not direct, and may even lack the power to direct, the private sector to purchase or produce specific goods and services.

[image: 009]

ECONOTALK

In a market economy, the private-sector businesses and consumers decide what they will produce and purchase with little government intervention. A  laissez-faire economy is a “pure market economy,” in which the government plays a very limited role. In a command economy, also known as a planned economy, the government largely determines what is produced and in what amounts. In a mixed economy, both market forces and government decisions determine which goods and services are produced and how they are distributed.



In a command economy, also known as a planned economy, the government largely determines what is produced and in what amounts. It directs producers to make and deliver goods and services in specified amounts. In practice, command economies are associated with socialism and communism, two closely related forms of government. Socialism and communism are characterized by collective ownership of the means of production and central planning functions that try to produce what people want and need, in the quantities and at the time required. The underlying philosophy of socialism is: “From each according to his abilities, to each according to his needs.”

In command economies, the people (in the form of the state) own the means of production. The state, which is seen to embody the will of the people, decides what will be produced according to a plan based upon what the state calculates to be people’s need and desire for various goods and services. The state also plays an important role in determining how goods and services are distributed—that is, in deciding who gets how much of what.

In a mixed economy, both market forces and government decisions determine which goods and services are produced and how they are distributed. In general, market forces prevail in mixed economies. The government does not direct the private sector to produce certain goods and services in certain quantities at certain times. However,  the government’s influence in the economy stems from the amount of money (raised in the form of taxes and borrowings from the private sector) that it spends (on defense, for example) and, through various forms of welfare and entitlement programs,  redistributes.
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Welfare refers to government efforts to provide for people’s basic needs. Also known as public assistance, these are usually payments made by the government to support basic needs of those who cannot afford them. The Supplemental Nutrition Assistance Program (formerly known as food stamps) and Temporary Assistance for Needy Families are both forms of welfare.

Entitlement programs, such as Social Security, are also efforts to provide for basic needs, but people pay taxes specifically to support those programs and are thus entitled to them (though they must qualify by age or specific conditions, such as disability).



Today, the economies of most industrial countries are mixed economies. In Western European nations, the government usually plays a larger role in the economy than in North America. Since the fall of the Soviet Union in 1991, the only two major planned economies are those of North Korea and the People’s Republic of China. However, China has begun to incorporate market mechanisms, such as competition, into its economy.

Although many people characterize the U.S. economy as a free-market economy, it is clearly a mixed economy. The federal government alone accounts for about 20 percent of the U.S. economy (depending on what forms of government spending are counted). Adding state and local governments brings the public sector share up to about 28 percent. With that kind of economic clout, government at various levels has a lot to say about what is produced in our society and who gets what. Nevertheless, the United States relies on markets to a larger degree than any other major industrial nation in the world.




Three Key Economists and Their Theories 

The three most important economists were Adam Smith, Karl Marx, and John Maynard Keynes (pronounced canes). Each was a highly original thinker who developed economic theories that were put into practice and affected the world’s economies for generations.


Adam Smith and His Invisible Hand of Capitalism 

Adam Smith, a Scot and a philosopher who lived from 1723 to 1790, is considered the founder of modern economics. In Smith’s time, philosophy was an all-encompassing study of human society. In examining the world of business, Smith concluded that the individuals in society, each acting in his or her own self-interest, collectively manage to produce and purchase the goods and services that they as a society require. He called the mechanism by which this self-regulation occurs “the invisible hand” in his groundbreaking book, The Wealth of Nations, which was published in 1776, the year of America’s Declaration of Independence.

Although Smith couldn’t prove the existence of this hand (it was, after all, invisible), he presented many instances of its working in society. Essentially, the butcher, the baker, and the candlestick maker individually go about their business. Each produces the amount of meat, bread, and candlesticks he judges to be correct. Each buys the amount of meat, bread, and candlesticks that his household needs. All of this happens without their consulting one another and without all the king’s men telling them how much to produce. It’s the free market economy in action.

In making this discovery, Smith founded what is known as classical economics. The key doctrine of classical economics is that a laissez-faire attitude by government toward the marketplace will allow the invisible hand to guide everyone to create the greatest good for the greatest number of people and generate economic growth. Smith also delved into the dynamics of the labor market, wealth accumulation, and productivity growth and gave generations of economists plenty to think about and build on.


Karl Marx: It’s Exploitation! 

Karl Marx, a German economist and political scientist who lived from 1818 to 1883, looked at capitalism from a more pessimistic and revolutionary viewpoint. Where Adam Smith saw harmony and growth, Marx saw instability, struggle, and decline. Marx believed that once the capitalist (the person with the money and the organizational skills to build a factory) has set up the means of production, all value is created by the labor involved in producing whatever is being produced. In Marx’s view, presented in his 1867 tome Das Kapital (Capital), a capitalist’s profits come from exploiting labor—that is, from paying workers less than the value they are actually creating. Thus, Marx opposed the notion of a profit-oriented organization.

This situation of management exploiting labor underlies the class struggle that Marx saw at the heart of capitalism, and he predicted that this struggle would ultimately destroy capitalism. To Marx, class struggle is inherent in the system and intensifies over time. It intensifies as businesses become larger and larger, due to the inherent efficiency of larger operations and their ability to withstand cyclical economic crises. Ultimately, in Marx’s view, society moves to a two-class system of a few wealthy capitalists and a mass of underpaid, underprivileged workers.

Marx predicted the fall of capitalism and movement of society toward communism, in which the people (that is, the workers) own the means of production and thus have no need to exploit labor for profit. Marx’s thinking had a tremendous impact on many societies, particularly on the USSR (Union of Soviet Socialist Republics) in the twentieth century.

In practice, however, two events have undermined Marx’s theories. First, socialist, centrally planned economies have proven far less efficient at producing and delivering goods and services than capitalist systems. Second, workers’ incomes have generally risen over time in capitalist economies, undercutting the theory that labor is exploited for profit. If workers’ incomes are rising, they are sharing in the profits and in the growth of the economy.

On the other hand, large companies do tend to get larger and do tend to exploit their market power. In capitalist economies, a good amount of government intervention—ranging from anti-trust laws that can be used to break up large companies to minimum-wage laws to rules about workplace safety—are required to prevent gross exploitation of workers.

So although Marx’s theories have been largely discredited, they are fascinating and worth understanding. They even say something about weaknesses in capitalism. For instance, large companies have certain advantages over small ones and can absorb or undercut them, as shown by examples as old as Standard Oil (now ExxonMobil) and as recent as Microsoft, and by the family farm giving way to major agricultural companies such as ConAgra. In addition, as we will see in Chapter 10, highly competitive, U.S.-style capitalism tends to create a two-tiered class system of haves and have-nots.
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Karl Marx was a true revolutionary and philosopher. Of Jewish descent but baptized and raised as a Lutheran, he coined the phrase “Religion is the opiate of the people,” thus contributing to the rise of “godless Communism.”

Marx’s philosophy was based on a materialistic conception of history. This was in sharp contrast to the then-popular idea that God was shaping human affairs. Essentially, Marx believed that the prevailing economic system at a given time determines the way people think. He also believed that history is a process of the evolution of economies, which proceed from pre-capitalism, to capitalism, to communism.

Even before he wrote Capital, Marx wrote The Communist Manifesto with his fellow philosopher Frederick Engels, which posited the idea of a classless society. There was clearly more than a little idealism in Marx, despite his notorious irritability and arrogance.

Marx made his often meager living as a journalist. In 1849, after pretty much being thrown off the continent for revolutionary activities, he settled in London, where he spent the rest of his life and is buried.




Keynes: The Government Should Help Out the Economy 

John Maynard Keynes, a British economist and financial genius who lived from 1883 to 1946, also examined capitalism and came up with some extremely influential views. They were, however, quite different from those of Karl Marx and Adam Smith. In 1936, he published his General Theory of Employment, Interest, and Money. We will examine Keynes’s theories later in this book. They mainly involve people’s propensity to spend or to save their additional money as their incomes rise, and the effects of increases in spending on the economy as a whole.

The larger significance of Keynes’s work lies in his view of the role of government in a capitalist economy. Keynes was writing during the Great Depression. We will look at the Great Depression in Chapter 11, but it’s worth noting now that, in the 1930s, U.S. unemployment reached about 25 percent and millions of people had lost their life savings. Moreover, there was no clear path out of the depression, which led people to question whether Smith’s invisible hand was still guiding things. Was this worldwide collapse of economic activity the end of capitalism?

Keynes believed that there was only one way out: the government had to start spending in order to put money into private-sector pockets and get demand for goods and services up and running again. As it turns out, President Franklin D. Roosevelt gave  this remedy a try when he started a massive public-works program to employ a portion of the idle workforce. However, the U.S. entry into World War II rendered this a less-than-pure experiment in government spending. The war effort boosted production to extremely high levels (to make guns, ammunition, planes, trucks, and other equipment) while taking millions of men (and women) out of the civilian workforce and putting them into uniform.

The validity and desirability of Keynes’s prescription for a sluggish economy—using government spending to prime the pump—are still debated today. Indeed, President Obama’s stimulus bill to combat the recession in 2009 represents the most recent major debate. Many on the political left felt that the roughly $775 billion package should have been larger, while many on the right felt it should have been smaller. Again, we will look at the theory and practice of what came to be known as Keynesian economics later in this book.
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Keynesian economics is an approach to economic policy that favors using the government’s power to spend, tax, and borrow to keep the economy stable and growing. A Keynesian is an economist or other believer in Keynesian economics.



Many other economists of note advanced theories and otherwise added to the body of knowledge in the science. We will look at their ideas as they arise in our examination of economics. However, Adam Smith, Karl Marx, and John Maynard Keynes (later Lord Keynes) are widely recognized as the most influential—Smith because he founded and formalized the science of economics, Marx because he challenged capitalism and had so much impact on society and politics, and Keynes because he prompted new practices as well as new theories of economic policy. Keynes also played a key role in the founding of the International Monetary Fund and in other political economic measures at the end of World War II.




The Dismal Science? 

Thomas Malthus, a British clergyman and professor who lived from 1766 to 1843, developed the theory that orderly society was doomed because population growth would eventually outstrip the food supply. The Reverend Malthus believed that the resulting war, famine, and disease would periodically wipe out significant portions of the population in most countries.

He presented his theory, supported by mathematical proof, in 1798 in his Essay on the Principle of Population. When the Scottish historian Thomas Carlyle read the piece, he pronounced economics “the dismal science,” and the name has stuck. The idea behind Malthusian economics—that the scarcity or exhaustibility of resources breeds catastrophe—has also stuck with many people. Many today believe that overpopulation will ruin the planet and that the finite nature of fossil fuel, and even timber, may lead to catastrophe.

They may have a point, but optimistic economists point to countervailing forces. These forces include ever-increasing efficiency in food production, natural tendencies to limit population growth, and people’s ability to develop substitutes for finite resources. Also, we are, as pointed out in Chapter 21, now becoming more focused on adopting sustainable energy usage and business practices.

Still, the dismal science tag has stuck, and economics is, after all, the science of scarcity. Moreover, life can be dismal for people who don’t have everything they want, and it is downright desperate for those who don’t have everything they need.

Yet economics is also the science of plentitude. At its best, the discipline aims to further our understanding of how to keep society stable and economies growing. That way, the proverbial pie grows larger and everyone has what they want and need, including productive work, basic necessities, some luxuries, and peace and prosperity.


The Least You Need to Know 

• A stable society needs an orderly system of producing and distributing goods and services. Economics is the study of these systems and of people’s individual and collective behavior within those systems.
• Macroeconomics focuses on the study of whole systems of production and distribution—that is, whole economies—and large sectors within an economy. Microeconomics focuses on individual economic entities—such as a business or household—or on specific economic activities or phenomena—such as employment or prices.
• Economics generally assumes that people make rational choices and express preferences by engaging in transactions in the marketplace, which employs prices—valued in money—as its exchange mechanism. 
• Basically, a nation’s economy can be characterized as a market, command, or mixed economy, depending on the role the government plays in decisions about what is produced and how it is distributed.
• Adam Smith, Karl Marx, and John Maynard Keynes are history’s most influential economists. Smith founded the science of economics and formulated the basic theory of capitalism. Marx challenged capitalism and had a wide impact on the political world. Keynes developed new practices and theories, the key one being the idea that government spending can stimulate the economy.





Chapter 2

GDP and the Players Three

In This Chapter

• Major sectors of the U.S. economy
• The role of consumers, business, and government
• Drivers of economic growth



You may know the answer to the question, “How do you eat an elephant?”

“One bite at a time.”

That’s the approach to take when you are trying to understand the U.S. economy, which is the largest in the world. In this chapter, we start by carving this elephant into some fairly large parts, or sectors, as economists call them.

As we learn about these sectors, keep in mind that each one is made up of human beings. Actual people, in households, businesses, and government, decide how much of which goods and services to produce, what to purchase, and how much to pay for them. When dealing with trillions of dollars and entities like government and business, it’s easy to forget this. But when we lose sight of the people in the economy, we can also lose sight of the fact that we, and not some malevolent machine or faceless bureaucracy, are the economy.




All Together Now: C + I + G 

Consumption by consumers, investment by businesses, and government spending are the three major parts of our economy and of most economies. (Foreign trade, conducted by exporters and importers, is the remaining sector, which I’ll discuss soon.)

The size of a nation’s economy is the total value of the goods and services produced in the nation in a year. This production can be measured either by the total spending that occurs in the economy or by the total cost of the goods sold, which would equal total income. You arrive at the same number whether you add up the spending on the goods and services produced or the cost of producing them (the wages, profits, interest, and rent paid to workers, companies, lenders, and property owners). The first method is called the flow-of-product approach, and the second is called the earnings or cost approach.

In either case, when you add up all of these transactions—including the value of foreign trade—the result is gross domestic product, or GDP. The formula for GDP is:GDP = C + I + G + (Ex - Im)





The parts of the formula are simple:C = total spending by consumers

I = total investment (spending on goods and services) by businesses

G = total spending by government (federal, state, and local)

(Ex - Im) = net exports (exports - imports)





In 2009, C + I + G + (Ex - Im) equaled over $14 trillion in the United States. That means the United States produces more than $14 trillion of goods and services within its borders every year.

[image: 013]

ECONOTALK

Gross domestic product is the total value of the goods and services produced in a nation’s economy in a year. The formula for GDP is: GDP = C + I + G + (Ex - Im), where C equals spending by consumers, I equals investment by businesses,  G equals government spending, and (Ex - Im) equals net exports—that is, the value of exports minus imports. Net exports may be negative.



You should know several things about GDP. Spending by consumers, which economists call consumption or consumption expenditure, is by far the largest part of the U.S. GDP. In the mid-2000s, it accounted for about 70 percent of GDP in the United States. In the years following the 2008-2009 recession, consumers may spend less because they are expected to save more and to use less credit. This would signal a return to their more traditional role of accounting for two thirds of the U.S. economy.

Business investment is the total amount of spending by businesses on plant and equipment, and it accounted for about 17 percent of total GDP in the mid-2000s. This might seem to be a relatively small portion of GDP for business, but it’s an extremely important one. Businesses invest in productive equipment, and that equipment typically creates jobs as well as goods and services. Note that wages and salaries are not counted as businesses investment (I). That money is already counted in consumption (C) because that is the money that households are spending. Investment (I) includes only spending by businesses on goods and services, including raw materials, vehicles, offices and factories, computers, furniture, and machinery.

Government spending on goods and services averages about 19 percent, or one fifth, of total GDP. The government takes in an amount equal to more than one fifth of GDP in taxes, but a portion of that money, equal to about 10 percent of GDP, goes to transfer payments rather than expenditures on goods and services. Transfer payments include Social Security, Medicare, unemployment insurance, welfare programs, and  subsidies. These are not included in GDP, because they are not payments for goods or services, but rather means of allocating money to achieve social ends. By the way, although Social Security and Medicare represent transfer payments, they are not welfare; they are programs the participants have paid into to be entitled to the benefits. That’s why they’re called entitlement programs.
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Subsidies are transfer payments to assist industries that benefit the public but might not survive or remain stable if operated for profit without subsidies. Farm products and rail transportation are subsidized in most modern economies.



Net exports for the United States are typically negative, usually about 6 percent. Yes, the United States exports a tremendous amount of goods, but it imports even more.

So the composition of GDP breaks down roughly as follows:[image: 015]



Each component of GDP is important. In this chapter, we examine the role and contribution of each component.
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You may have heard the term Gross National Product, or GNP. Economists now usually use GDP—gross domestic product—rather than GNP to measure the economy. Here’s why: GDP includes all goods and services produced within  a nation’s borders. GNP includes all goods and services produced by a nation, including those produced overseas by that nation’s companies.

For example, given the number of foreign companies, such as car manufacturers, now operating in the United States, most economists see GDP as the better measure of U.S. economic activity. U.S. companies have operations in foreign nations, but that does not create goods, services, jobs, or income in the United States.






GDP Is “The Economy” 

When people refer to “the economy,” they are generally referring to GDP. If a newsperson says, “The economy grew by 3.5 percent last year,” it means that GDP grew by 3.5 percent during the year (compared with the previous year’s GDP). Incidentally, a growing economy (also called increasing output) characterizes an expansion, also known as a recovery. A contracting economy (or decreasing output) characterizes a recession. We will examine the cycle of recession and recovery—that is, the business cycle—in detail in Chapter 11. For now, it’s important to know that a society benefits greatly from a stable, growing economy.
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Economists also refer to GDP—total spending on goods and services—as total demand. In other words, the amount of goods and services accounted for in GDP is also approximately the amount demanded by households, businesses, and the government.



A growing economy generates increasing amounts of jobs, incomes, and goods and services for its citizens. All of these are good things, of course. In a contracting economy, jobs and incomes are lost and the amount of goods and services produced shrinks. This puts people out of work and means that there are fewer goods and services to go around. A stagnant economy—one that is neither growing nor contracting—isn’t much better than one that’s contracting. The population is always growing, so more people need jobs and goods and services, and a stagnant economy doesn’t produce them.

If you look at the formula for GDP, you’ll see that if any one component increases, then total GDP increases (assuming that the other components remain unchanged). For example:• If consumer spending grows—if people buy more clothing and cars and homes—then the economy grows.
• If business investment grows—if companies invest in new buildings and equipment and buy more raw materials—then the economy grows.
• If government spending grows—if money is poured into the space program, defense, roads, and police forces—then the economy grows.



By the same token, if any one component of GDP decreases, then total GDP decreases, unless another component of GDP increases enough to make up for the loss.




Consumers: Buyers, Buyers Everywhere 

As you have surely noticed, Americans are avid consumers. In a sense, the U.S. economy has been built on high household consumption. The advertising, credit card, banking, and retail industries have created an environment in which people spend freely on the things they want and need. In contrast, the Japanese put a higher percentage of their incomes into savings, and both Asians and Europeans make much less use of credit cards. Consumer demand in the United States has fueled the nation’s continual economic growth.
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In the recession of 2001, the media pointed out that consumers continued spending, despite concerns about job security and economic conditions. Indeed, consumer spending held up well while business investment contracted. Businesses cut their spending because of worries over the growth prospects of the economy and downward pressure on profits.

In the 2008-2009 recession, however, the consumer ran out of steam due to reduced availability of credit and high unemployment, and the financial insecurity those bring. Going into that recession, the U.S. savings rate stood at an all-time low and household debt stood at an all-time high. With baby boomers soon starting to retire, higher savings will probably prevail as they build their nest eggs. Also, the conspicuous consumption in vogue from the 1980s until the 2008-2009 recession may go out of favor, and credit will probably not be as available.



In general, several fundamental factors drive consumer spending in the United States and other nations. The most important of these are:• Population growth and household formation
• Employment
• Incomes
• Interest rates and taxes



Let’s examine each of these drivers individually.


Population Growth and Household Formation 

Population growth and household formation tend to drive one another as well as consumer spending. This occurred in the post-World War II years, when returning servicemen married and started families. The individuals born during the baby boom years of 1946 to 1965 have a well-documented record of consumption. By the same token, a decrease in population—or a lower growth rate—will generate lower consumer spending.

The post-World War II years were a time of high rates of household formation. When people (usually two) form a household, a whole series of purchases becomes necessary. First, there’s the housing itself. Economists keep a close eye on housing starts—the number of single-family houses and multifamily dwellings on which construction began in a period—because a home is the largest purchase that most families ever make. Second, people then need to buy a huge number of items for the house or apartment—furniture, televisions, carpeting, appliances, pots, pans, dishes, and so on. Finally, in most households, sooner or later one plus one equals three, which brings us back to population growth.

Economists look at population growth, as well as the age patterns within the population, to gauge long-term economic growth. However, the growth rate of the population is a very long-term indicator of economic growth. Short-term indicators of economic growth include household formation and housing starts. When housing starts fall—or when home construction and sales nosedive, as they did in the 2008-2009 recession—economic activity decreases.
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Economic indicators are measures of economic activity, such as growth rates, levels of income and spending, and percentages (such as the unemployment rate) that point to what is going on in the economy and, at times, forecast future trends.




Let’s Work: Employment 

As we will see in Chapter 6, the more money people have, the more they spend. But to spend money, you must make money, which is why employment and growth in employment are so important. Moreover, people need jobs not only so they can take care of their needs but also to occupy themselves productively. High unemployment, a common result of a recession, is associated with increased crime and political instability, as well as with poverty.

Economists look at employment in terms of economic indicators, with some of the most important being the following:• Employment is the percentage of the workforce that is either employed or self-employed. This may also be the reported number of people employed (rather than, or in addition to, the employment rate). This is usually expressed as nonfarm employment to focus the number on nonseasonal jobs, and it excludes the armed services.
• The unemployment rate is the percentage of the workforce that is out of work but looking for, and willing to, work. The unemployment rate is reported more commonly than employment; it is a bit more accurate because people file claims for unemployment insurance.
• “New jobs” is (as you surely suspected) the number of new jobs generated by the economy in a period, usually a calendar month, quarter, or year. The number of new jobs is commonly reported in the business news.
• “Jobs lost” is also just what it sounds like—the number of jobs eliminated in the economy in the period being considered.
• “Net new jobs” is the number of new jobs minus the number of jobs lost. Jobs lost and net new jobs are also reported in the business news.



These employment and job data all indicate the health of the economy. The larger the portion of the workforce that is employed, the better. A growing economy creates jobs, which is one reason that governments want to keep their economies growing. Political questions surround the government’s role in ensuring full employment, and we will examine ways in which the government attempts to do that in Parts 3 and 4.
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Full employment occurs when every person in the economy who is willing and able to work has a job. In the United States, economists consider full employment to have been achieved when the unemployment rate falls to about 4 percent. That 4 percent is considered frictional unemployment—mainly people who just entered or re-entered the workforce or who are between jobs.




Income and Income Growth 

Income is the total amount of money that households receive for supplying labor and capital in the economy: salaries, wages, bonuses, tips, benefits, interest, dividends, and so on. Rising incomes give people more money to spend and save. That increases demand and fuels economic growth.

Households can do only one of two things with their disposable income: spend it or save it. Which they choose has a profound effect on the economy, and we’ll examine that effect in Chapter 7. For now, it’s enough to know that higher incomes (or lower taxes) put more money into consumers’ pockets. When they spend it, they are increasing consumption—the C in the GDP formula. Yet even when they save it, they are fueling GDP growth, albeit longer-term GDP growth. Some of that savings goes into bank accounts or investments that put money into the hands of businesses, which in turn invest that money and boost the I in the GDP formula and the economy’s longer-term productive capacity.
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Disposable income is household income minus taxes. Disposable income is either spent, and thus boosts consumption, or saved, which makes it available for investment by businesses.



Another way of looking at income is national income, which is the total of all of the money and benefits (such as health insurance premiums and pension benefits) that are paid to workers, landlords, and investors in a period. It includes wages, salaries,  tips, benefits, and royalties; dividends and interest; corporate profits and other money earned by business owners; and rents paid to landlords, less their expenses.

Here’s another way to think of the economy. We all go out to work every day and create things of value—a huge pile of goods and services. But instead of attacking that pile and fighting over it, we accept income for our efforts and use that income to purchase the goods and services that we want and need in the amounts that we prefer (and can afford).


Interest Rates and Taxes 

The other main drivers of consumption are interest rates and taxes. U.S. consumers are the world’s greatest users of credit. When interest rates are low, people will borrow and spend more money. This is particularly true with regard to interest rates on home mortgages and auto loans. When lower taxes increase people’s disposable income, they dispose of it, either by spending it and boosting consumption, or by saving it, which makes it available for investment. Higher taxes, which nobody really wants, take money away from households and thus lower consumption expenditure. Yet higher taxes do not necessarily reduce GDP. If the government purchases goods and services with all the money raised through higher taxes, then total demand and GDP remain unchanged. Also, if the government spends tax dollars on investments in public infrastructure, such as roads, water treatment, and power generation, then the long-term productive capacity of the economy increases, which increases long-term economic growth.

I mention interest rates and taxes together because they are two of the three major levers that the federal government uses to implement economic policy. The other lever is government spending, and we will cover them all in Parts 3 and 4.

Let’s turn to the role of business investment in the economy.




Investment: Business Buys as Well as Sells 

The word investment can mean several things: a purchase of stock by an individual investor, the government’s program to restore the Everglades, a college student’s investment in herself in the form of tuition, or a company’s investment in a new factory or a new fleet of trucks. Only the last of these would be counted as investment in the formula for GDP. Investment refers to business investment—money spent by businesses to expand or maintain their capacity.
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Keep in mind that wages and salaries paid by companies are not included in investment. Doing so would double count wages and salaries in GDP, because that money is already included in consumption expenditures.



By definition, a capitalist economy is one in which people in the private sector can raise capital, invest it in businesses, produce goods and services, and attempt to sell them in the market at a profit. Several forces drive business investment, and the most important of these are:• Interest rates and taxes
• Availability of capital
• Availability of opportunities




Interest Rates and Taxes, Again 

Why would interest rates and taxes be listed first for business investment but last for consumption? Because, compared with consumption, business investment is more sensitive to interest rates and taxes. Of course, people are people, and people are making decisions to spend money whether they are part of a household or a business. However, people making business investment decisions usually (but not always) make them in a more disciplined and analytical manner than people making household spending decisions. A business tends to look more closely at the cost of money and at the tax implications of decisions.

A business analyzes the amount of money it will earn on a new factory or piece of equipment and expresses it as a percentage of the money invested. That percentage is the investment’s rate of return. The analysis compares the rate of return on an investment with the interest rate to be paid on the money that will finance the investment. If the rate of return on the investment is higher than the interest rate, the business will typically make the investment. For example, if a piece of equipment that costs $100,000 a year to lease and operate will annually produce goods that can be sold for a profit of $10,000, then the rate of return on the investment is 10 percent. ($100,000 ÷ $10,000 = 10 percent) If the business pays an interest rate of, say, 7 percent on the money for the investment, then the investment would probably be considered attractive.
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The rate of return on an investment is the amount of profit earned on the investment—that is, the amount of money earned after subtracting the expenses from the revenue brought in by the investment—expressed as a percentage of the investment.



Lower interest rates mean that more projects become attractive to businesses, because more lower return projects become viable when rates fall. For instance, projects with a rate of return of 8 percent are not attractive to a company that has to pay 10 percent interest. But if it has to pay only 5 percent interest, then the investment that pays 8 percent becomes worthwhile. So when rates fall, businesses will make more investments.

Taxes on business, such as the corporate income tax and the capital gains tax, also affect business investment. This is a politically charged issue, as are most taxes. Those who favor taxes (or higher taxes) on business believe a business benefits from government services, such as national defense, and should therefore pay its fair share of the cost. Those who favor no taxes (or lower taxes) on business believe that everyone who works for, invests in, or profits from a business already pays personal income taxes. They also believe that taxes discourage business investment, and thus employment growth, by taking money away from businesses and lowering the amount of money—the return—that the company realizes on an investment.

Although lower taxes can boost business investment, other factors—particularly interest rates—are usually more important drivers than taxes.


Availability of Capital 

The availability of investment capital—that is, money—drives interest rates, but for the sake of clarity I discuss it separately from interest rates. Investment capital comes from households, through the banking system and the financial markets. People save their money in banks, buy insurance policies, and invest in stocks, bonds, and vehicles such as 401(k) accounts and mutual funds. A good portion of that money flows through financial intermediaries, such as banks and investment funds, to businesses that invest it in plant and equipment.

As I mentioned earlier, U.S. households have a relatively low savings rate. But the U.S. economy has a record of such productivity, growth, and stability that many foreign financial institutions, which channel the savings of foreign households into investments, quite willingly invest in the United States. This foreign investment  increases the supply of capital in the states beyond what it would be if U.S. businesses relied solely on the savings of U.S. citizens. That said, the recession of 2008-2009 and high levels of U.S. government and household debt could reduce the flow of funds into the United States.

The government also borrows from households through the financial markets to finance budget deficits. When the government borrows truly large sums of money relative to the available capital, a phenomenon known as crowding out occurs. Crowding out refers to the fact that the government can borrow enough funds to crowd businesses out of the market for investment capital. In other words, if the government borrows enough money, it can curtail the availability of funds to other borrowers.
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Budget deficits occur when a government of a nation, state, or city spends more than it acquires in tax revenue during the period under consideration. The government borrows money from households and businesses to cover the spending that is not covered by taxes. A budget surplus occurs when the government takes in more tax money than it spends in a period.




Available Opportunities 

The major determinant of business investment may be the one least subject to economic analysis: the number of good investment opportunities available to businesses. It’s true that lower interest rates can make low-return investments more attractive and that lower taxes and plentiful capital can spur investment. But unless businesses see good opportunities, they will hold onto their cash or distribute it to their stock-holders as dividends.

The business cycle of expansion and recession affects the number of opportunities for better or worse. Business formation—the number of businesses being established in a period—also affects the level of business investment.

For instance, business investment remained relatively low throughout 2001 and 2002. In that relatively mild recession, consumers did their part to hold the economy up by continuing to spend. Also, during 2001 and 2002, interest rates remained at 30-year lows. However, when businesses didn’t see opportunities, they certainly weren’t about to invest. In the 2008-2009 recession, not only did business investment and bank lending to businesses plummet but consumers also dramatically pulled back their  spending. That is why the government had to undertake stimulus spending to boost demand and keep the economy from going even deeper into recession—or even depression. (See The Complete Idiot’s Guide to the Great Recession, which I also wrote, for a thorough account.)




Government: He’s Your Uncle, Not Your Dad 

As we’ve seen, the U.S. government—Uncle Sam—spends money on goods and services, thus boosting GDP. The government also makes transfer payments, which are not counted in the government’s contribution to GDP. Transfer payments can, however, contribute to consumption expenditure if they wind up in the hands of households who will spend that money, which they often do. But that’s part of C, and we are now discussing G.

The government’s money comes from only two sources: taxes and borrowing. The government levies taxes on and borrows funds from the private sector. This is true of government at the federal, state, and local levels. (Yes, government agencies do charge fees, for instance at national and state parks, and states and cities assess fines for criminal and traffic violations. Technically, these are not taxes, but economists lump them in with tax revenue.)

The role of the government in an economy is large and complex, and there are various views of how the government should play it. In most modern, capitalist economies, however, the role of the government is to create and maintain conditions that will ensure a stable, orderly (but free) society.

The most basic of these conditions are a sound currency, low unemployment, and sustained economic growth. A sound currency maintains its buying power because the economy undergoes minimal inflation. We’ll talk about inflation in Part 3.
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ECONOTALK

Inflation refers to price increases that erode the value of currency.



The government uses economic policy to help ensure a sound currency, low unemployment, and sustained growth. Economic policy falls into two broad areas: fiscal policy and monetary policy. Fiscal policy, which we take up in Part 3, has to do with budgetary matters, such as taxes, spending, and borrowing. Monetary policy, covered in Part 4, has to do with interest rates and the amount of money in the economy.




Imports and Exports 

When a country exports goods, it sells them to a foreign market—that is, to consumers, businesses, or governments in another country. Those exports bring money into the country, which increases the exporting nation’s GDP. When a country imports goods, it buys them from foreign producers. The money spent on imports leaves the economy, and that decreases the importing nation’s GDP.

Net exports can be either positive or negative. When exports are greater than imports, net exports are positive. When exports are lower than imports, net exports are negative. If a nation exports, say, $100 billion worth of goods and imports $80 billion, it has net exports of $20 billion. That amount gets added to the country’s GDP. If a nation exports $80 billion of goods and imports $100 billion, it has net exports of minus $20 billion, and that amount is subtracted from the nation’s GDP. (Conceivably, net exports could be zero, with exports equal to imports, and in fact this does occasionally happen.)

If net exports are positive, the nation has a positive balance of trade. If they are negative, the nation has a negative trade balance. Virtually every nation in the world wants its economy to be bigger rather than smaller. That means that no nation wants a negative trade balance.

Because no nation wants a negative trade balance, some countries try to protect their own markets. This policy, called (logically enough) protectionism, uses barriers to keep out imports. These barriers include high tariffs—taxes or surcharges on imported goods—and strict rules about what products can be imported.

Despite some nations’ attempts at protectionism, free trade—trade unencumbered by barriers—has recently been the overall trend (if not a complete reality) for most countries. For instance, in 1999, the European Union did away with most trade barriers among its member nations. Economists usually favor free trade because it tends to give consumers the greatest choice of products at the lowest prices. That occurs because some nations are better at producing certain products than others.
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ECONOTALK

Protectionism refers to government policies designed to restrict imports from coming into the nation. A tariff, also called a duty, is a tax on imports as they come into the country. Free trade means international trade that is unrestricted by tariffs or other forms of protectionism.



Part 5 covers trade policy and the drivers of international trade in detail. In general, however, the more goods a nation exports, the better for that nation’s GDP.
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THE REAL WORLD

A nation’s balance of trade is calculated for a country in relation to the rest of the world and in relation to other individual nations. It can even be calculated for a specific industry.

For example, since 1976, the United States has run a negative balance of trade with the rest of the world. That means the United States imports more than it exports. (U.S. dependence on imported oil is a major reason for this.)

The United States also has a negative balance of trade with Japan. The United States imports more from Japan than it exports to Japan. However, the United States exports more fruits, grain, and vegetables to Japan than it imports from Japan. So the United States has a positive agricultural trade balance with Japan.






It All Adds Up 

The U.S. economy is a multi-trillion dollar system of production and consumption, but it can be broken down and analyzed. The major players—consumers, businesses, and government—constantly interact with one another. Each interaction, whether it is a purchase or sale, investment or paycheck, tax or loan, constitutes a transaction and a form of economic activity.

It is that economic activity—and the millions of decisions that underlie that activity—that add up to our economy. The same is true of the economies of other nations. Economics is the study of the interactions of these various players, and of the motivation behind and the effects of these interactions.


The Least You Need to Know 

• Consumption by consumers, investment by businesses, spending by government, and foreign trade all add up to the economy, which is measured by gross domestic product, or GDP.
• The formula for GDP is C + I + G + (Ex - Im). C is consumption. I is business investment. G is government spending on goods and services and does not include transfer payments. (Ex - Im) is exports minus imports, or net exports, which may be either positive or negative. 
• The most important forces driving consumption are population growth and household formation, employment, incomes, interest rates, and taxes.
• The most important forces driving business investment are interest rates, availability of capital, and availability of investment opportunities.
• Government spending accounts for almost 20 percent of GDP, but government economic policies regarding taxes and the money supply also play a large role in the economy.
• Exports increase GDP, while imports decrease GDP. Therefore most nations want their exports to be higher than their imports, and many use some form of protectionism to try to ensure that this occurs.





End of sample




    To search for additional titles please go to 

    
    http://search.overdrive.com.   


OEBPS/page-template.xpgt
 

 
	 
		 
	

	 
		 
	

	 
		 
	

	 
		 
	

	 
		 
	    		 
	   		 
	    		 
		
	



 
	 






OEBPS/gorm_9781101478387_oeb_004_r1.jpg





OEBPS/gorm_9781101478387_oeb_136_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_268_r1.jpg





OEBPS/gorm_9781101478387_oeb_245_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_113_r1.gif
Savings and Investmont

Savings, Investment, and GDP.






OEBPS/gorm_9781101478387_oeb_056_r1.jpg





OEBPS/gorm_9781101478387_oeb_188_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_222_r1.jpg





OEBPS/gorm_9781101478387_oeb_079_r1.gif
Price (por pound in dollars)

Effect of Sales Tax on

10 20 % 40 50 60 70 8 % 100110 120

Quanity
(pounds of beaf in thousands)





OEBPS/gorm_9781101478387_oeb_010_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_142_r1.jpg





OEBPS/gorm_9781101478387_oeb_251_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_033_r1.gif
Demand Curve for Baloney

Price (per pound in dollars)

‘Quaniity (pounds of baloney in thousands)





OEBPS/gorm_9781101478387_oeb_165_r1.gif
U.S. Government Expenditures

Madeia
3

Discroonay
arermurasey Pt
Py o

iy

Nonsacuty
ascatonay

e
Netinres 5

2010

S Dsceony
g e
T e

Non

Nettarest
b sacuty

| dscrtonary
105

2020





OEBPS/gorm_9781101478387_msr_ppl_r1.jpg





OEBPS/gorm_9781101478387_oeb_016_r1.jpg





OEBPS/gorm_9781101478387_oeb_257_r1.jpg





OEBPS/gorm_9781101478387_oeb_211_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_228_r1.jpg





OEBPS/gorm_9781101478387_oeb_102_r1.gif
1990 2000 2009
Wages & salaries $3326  $5789 §7.787
Proprietors’ income 365 818 1,041
Rent 50 215 268
Interest 752 984 1,239
Dividends 169 377 554
Government transfer 595 1083 2,105
receipts

Less gov' transfer =410 =706 =967
contributions

Personal income SE84 S8S60 S12,027






OEBPS/gorm_9781101478387_oeb_045_r1.gif
Price per pound Pounds of beef sold

$10.00 20,000
$8.00 40,000
$6.00 60,000
$4.00 80,000

52.00 100,000






OEBPS/gorm_9781101478387_oeb_263_r1.jpg





OEBPS/gorm_9781101478387_oeb_062_r1.gif
Effect of a Shift in Demand

Price (por pound in dollars)

10 20 % 40 50 60 70 8 % 100 110 120

Quanity
(pounds of bee in thousands)





OEBPS/gorm_9781101478387_oeb_119_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_154_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_171_r1.jpg





OEBPS/gorm_9781101478387_oeb_027_r1.jpg





OEBPS/gorm_9781101478387_oeb_097_r1.gif
Cookies

"
1]
©
"

Jimmy's Budget Line

n

12





OEBPS/gorm_9781101478387_oeb_239_r1.gif
Population

(thousands) Percentage
High income 955,000 156
Upper-middle income 8.2
Lower-middle income 353
Low income 409
Toul 6,133,600 100.0






OEBPS/gorm_9781101478387_oeb_051_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_147_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_160_r1.gif
Government Spending as a
Share of GDP.

y o Sate and
P olimmmen 1025005
T s pies

Toa Govermont
Spencing 28%)

Spendiog fom
o
ft

Foderal gais o
o o
ovornmanis
Y

Spording o et
edecal pragams
%)

T ool
spanng
o%)





OEBPS/gorm_9781101478387_oeb_124_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_256_r1.jpg





OEBPS/gorm_9781101478387_oeb_101_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_204_r1.jpg





OEBPS/gorm_9781101478387_oeb_067_r1.gif
Unitary Elasticity
of Demand

of dollars)
g
I
X

250 A

H
H Al

125

50100 150 200 250 500 350

Quaniiy
(gallons of gasaline)





OEBPS/gorm_9781101478387_oeb_092_r1.gif
Milk Cookies
A 2 12
B 4 6
c 6 4
D 8






OEBPS/gorm_9781101478387_oeb_199_r1.gif
Demand deposits $1,001,000
Currency 199000
M-t §1,200,000





OEBPS/gorm_9781101478387_oeb_086_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_118_r1.gif
Cost (dollars)

How Volume of Output
Affect Costs

arc

Ave

AFC

L]

Units of Output
(acres)





OEBPS/gorm_9781101478387_oeb_262_r1.jpg





OEBPS/gorm_9781101478387_oeb_130_r1.gif
Tnion Nonunion
Members  Members  Differential®

All workers 16

years and older 542 284%
Men 620 19.1
Women an 305
White workers 565 267
‘White men 641 18.1
White women 482 309
Black workers 46 367
Black men 479 292
Black women 408 8.
Hispanic workers. 377 549
Hispanic men 394 02
Hispanic women 346 413

* Caleulated by subtracting nonanion wage from union wage and dividing the difference
by the nonunion wag.





OEBPS/gorm_9781101478387_oeb_044_r1.gif
Houschold Tncome

A 894,000
B 41,000
c 40,000
D $39,000
E $38,000
P $37,000

G $37,000






OEBPS/gorm_9781101478387_oeb_172_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_005_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_028_r1.gif
0] @ 3 @ ©)
GDP in Percent Change GDP in Percent Change
Billions of Based on Billions of  Based on
Year Nominal Dollars Nominal Dollars  Real Dollars*  Real Dollars*
1999 9,354 64 10,780 48
2000 9952 64 11,226 41
2000 10286 34 11,347 11
2002 10,642 3.5 11,55 1.8
2003 11,142 47 11,841 25
11,868 65 12,264 36
12,638 6.5 12,638 3
13399 60 12976 27
2007 14,078 5.1 2.1






OEBPS/gorm_9781101478387_oeb_217_r1.jpg





OEBPS/gorm_9781101478387_oeb_073_r1.gif
Inelastic Demand

50 100 150 200 250 300 350,

Quantity
(gallons of gasoline)





OEBPS/gorm_9781101478387_oeb_050_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_039_r1.jpg





OEBPS/gorm_9781101478387_oeb_209_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_234_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_177_r1.jpg





OEBPS/gorm_9781101478387_oeb_194_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_135_r1.jpg





OEBPS/gorm_9781101478387_oeb_022_r1.jpg





OEBPS/gorm_9781101478387_oeb_223_r1.jpg





OEBPS/gorm_9781101478387_oeb_240_r1.gif
High  Upper Lower Low
Income  Middie Middle Income

Average per capita income 2818 515 L8838
Percent of world pop. 156 8. B3 409
Life expectancy (years at birth) 768 01 681 546
Manufactured exports as % of total exports BR 526 B2 R0
Phone lines per 1,000 people w7 0 1
Waiting time for phone line (years) 005 185 451 531
Televisions per 1,000 people 90 2935 205 651
Personal computers per 1,000 people [ECT n 2
Literacy rate

(percent of adult pop) 97 %6 81 s
Scientists & technicians per 1,000 people 33000 13 04

Patent applications 76,507 18801 10008 336






OEBPS/gorm_9781101478387_oeb_078_r1.jpg





OEBPS/gorm_9781101478387_oeb_011_r1.jpg





OEBPS/gorm_9781101478387_oeb_166_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_107_r1.gif
000

50000

000

Gonsumpton

0000

200

1000

10000 20000 30000 40000 50000 8000 70000 B0
Disposable Income (dollars)





OEBPS/gorm_9781101478387_oeb_141_r1.gif
Year Lowest  Sccond  Third _ Fourth  Fifth  Top 5%
2007 34 87 148 n4 497

2000 36 89 145 20 198 29
1990 38 96 159 22 465186
1980 42 102 165 217 441158
1970 41 103 174 245 83166






OEBPS/gorm_9781101478387_oeb_183_r1.jpg
<





OEBPS/gorm_9781101478387_oeb_149_r1.jpg





OEBPS/gorm_9781101478387_oeb_229_r1.jpg





OEBPS/gorm_9781101478387_oeb_103_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_235_r1.jpg





OEBPS/gorm_9781101478387_oeb_212_r1.jpg





OEBPS/gorm_9781101478387_oeb_193_r1.jpg





OEBPS/gorm_9781101478387_oeb_264_r1.jpg





OEBPS/gorm_9781101478387_oeb_061_r1.gif
Price (per pound i dollars)

2

0

Supply, Demand, and Market
Equilibrium

AN

10 2 3 40 S0 60 70 80 0 100 110 120

Quanity
(pounds of beef in thousands)





OEBPS/gorm_9781101478387_oeb_132_r1.gif
Hourly Wage.

w2

wr

Effect of a Union on the Supply
of and Demand for Wor

52

Number of Workers





OEBPS/gorm_9781101478387_oeb_170_r1.gif
|

Taros Sponding

Ousthated Economy

(igh domand snd i) | " Dectoaso

Sluggih Economy
(low domand and Doctozsa ncrease
igh unemployment)






OEBPS/gorm_9781101478387_oeb_270_r1.jpg





OEBPS/gorm_9781101478387_oeb_241_r1.jpg





OEBPS/gorm_9781101478387_oeb_049_r1.jpg





OEBPS/gorm_9781101478387_oeb_098_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_037_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_169_r1.gif
200 € +1+G Determi
Equilibrium GOP 5-dogren

100 125 150 s 200

‘Gross Domestic Product
(rillions of doliars)





OEBPS/gorm_9781101478387_oeb_014_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_066_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_253_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_093_r1.gif
Cookies.

©





OEBPS/gorm_9781101478387_oeb_203_r1.gif
Assets Tiabilitics and Net Worth

Reserves +$900 Demand deposits +5900






OEBPS/gorm_9781101478387_oeb_087_r1.gif
Quanity
(unite of product consumed)





OEBPS/gorm_9781101478387_oeb_020_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_115_r1.jpg





OEBPS/gorm_9781101478387_oeb_158_r1.jpg





OEBPS/gorm_9781101478387_oeb_175_r1.jpg





OEBPS/gorm_9781101478387_oeb_003_r1.jpg





OEBPS/gorm_9781101478387_oeb_218_r1.gif
Food Computers
Possibility C:

United States 6,000 6,000
Japan 2,000 6000
Total 8,000 12,000
“Total production = 20,000 units

With Specialization:

United States 12,000 0
Japan 0 12,000
Toal 12,000 12,000

Total production = 24,000 units






OEBPS/gorm_9781101478387_oeb_246_r1.jpg





OEBPS/gorm_9781101478387_oeb_055_r1.gif
2 ‘The Supply Curve

10 2 3 40 S 60 7 B 9 100 10 120

Quantity
(pounds of boef in thousands)






OEBPS/gorm_9781101478387_oeb_143_r1.gif
Women

No high school diploma 14,200
High school graduate 21,200
Some college or

Associate’s degree 41,300 27,000
Bachelor’s degree 57400 38,600

Advanced degree 77,200 50900






OEBPS/gorm_9781101478387_oeb_252_r1.jpg





OEBPS/gorm_9781101478387_oeb_072_r1.gif
P x Q - R

Original situation $250 x 100 gals. -850
Price drops 50% SL35 x 120 gals = S0
Price doubles $5.00 x 80 gals. - sa0






OEBPS/gorm_9781101478387_oeb_164_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_126_r1.jpg
<





OEBPS/gorm_9781101478387_oeb_109_r1.gif
‘Savings (dolars)

One Family’s Propensity-to-Save Schedule

10000 20000 3000 40000 50000 6000 7000 80000

Disposable Income (dolare)





OEBPS/gorm_9781101478387_oeb_181_r1.jpg
<,





OEBPS/gorm_9781101478387_oeb_208_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_038_r1.gif
‘Real GDP Growth (percent)

60 6162 63 64 65 65 67 68 69 70 71 72 73 74 75

Average Tomperature
(degroes)





OEBPS/gorm_9781101478387_oeb_009_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_048_r1.jpg





OEBPS/gorm_9781101478387_oeb_082_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_176_r1.gif
Year National Debt Percent Increase
1950 $257 billion

1960 5286 billion n

1970 8371 billion 31

1980 908 billion 145

1990 $3.2 wrillion 252

2000 $5.7 trillion 78

2010 $129 willion 127






OEBPS/gorm_9781101478387_oeb_021_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_153_r1.jpg





OEBPS/gorm_9781101478387_oeb_137_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_269_r1.jpg





OEBPS/gorm_9781101478387_oeb_077_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_054_r1.gif
Price per pound Pounds of beef produced
$10.00 120,000
$8.00 90,000
$6.00 60,000
$4.00 30,000
$2.00 0






OEBPS/gorm_9781101478387_oeb_224_r1.jpg





OEBPS/gorm_9781101478387_oeb_236_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_182_r1.jpg





OEBPS/gorm_9781101478387_oeb_108_r1.jpg





OEBPS/gorm_9781101478387_oeb_148_r1.jpg
€





OEBPS/gorm_9781101478387_oeb_125_r1.jpg





OEBPS/gorm_9781101478387_oeb_198_r1.gif
Assets Tiabilities and Net Worth

Reserves 52,000
Loans 9,000 Demand deposits $11,000






OEBPS/gorm_9781101478387_oeb_230_r1.jpg





OEBPS/gorm_9781101478387_oeb_213_r1.gif
Possibility Bushls of Food Personal Computers

A 0 12
B 3 9
[ 6 6
D 9 3

E 12 0






OEBPS/gorm_9781101478387_oeb_060_r1.jpg





OEBPS/gorm_9781101478387_oeb_131_r1.jpg





OEBPS/gorm_9781101478387_oeb_247_r1.jpg





OEBPS/gorm_9781101478387_oeb_026_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_043_r1.jpg
<





OEBPS/gorm_9781101478387_msr_cvt_r1.jpg





OEBPS/gorm_9781101478387_oeb_159_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_114_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_187_r1.jpg





OEBPS/gorm_9781101478387_oeb_099_r1.gif
Cookles.

immy’s Optimal Point
of Eqilibrium






OEBPS/gorm_9781101478387_oeb_202_r1.gif
Assets. Tiabilitics and Net Worth

Reserves $1,100
Loans 9900 Demand deposits $11,000






OEBPS/gorm_9781101478387_oeb_120_r1.jpg
¢





OEBPS/gorm_9781101478387_oeb_032_r1.gif
Price (por pound n dollars)






OEBPS/gorm_9781101478387_oeb_258_r1.gif
. Building permits, new private housing

‘Average weekly hours worked, manufacturing

. Average weekly initial claims for unemployment insurance
. Manufacturers’ new orders, consumer goods and materials

. Index of supplicr deliveries—vendor performance

Manufacturers’ new orders, nondefense capital goods

nits

. Stock prices, 500 common stocks

Money supply, M-2
Interest rate spread, 10-year Treasury bonds less federal funds rae
Index of consumer expectations

2549
0307
0774
0677

0180

0270
0390

3580

0991
0282






OEBPS/gorm_9781101478387_oeb_015_r1.gif
Consumption
Investment
Government

Net Exports

70%
17%
19%
6%
100%





OEBPS/gorm_9781101478387_oeb_065_r1.gif
P x Q -

Original situation x 100 gals.
x 200 gals.

x 50 gals.

Price drops 50%

Price doubles






OEBPS/gorm_9781101478387_oeb_197_r1.gif
Demand deposits 51,000,000

Currency 200,000
M-I $1,200000





OEBPS/gorm_9781101478387_oeb_042_r1.jpg





OEBPS/gorm_9781101478387_oeb_174_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_122_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_254_r1.jpg





OEBPS/gorm_9781101478387_oeb_260_r1.jpg
*&





OEBPS/gorm_9781101478387_oeb_088_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_094_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_231_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_225_r1.jpg
€





OEBPS/gorm_9781101478387_oeb_116_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_248_r1.jpg
<





OEBPS/gorm_9781101478387_oeb_007_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_139_r1.gif
Sccond Fourth  Top 5%
2007 39,100 100,000 177,000
2000 18,000 33,000 82,000 145,500
1990 12,500 2700 36,200 55200 94700
1980 7600 14100 21,600 31,700 51,500
1970 3700 7100 10300 14700 23,200






OEBPS/gorm_9781101478387_oeb_151_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_219_r1.jpg





OEBPS/gorm_9781101478387_oeb_071_r1.gif
Prics (per month n dollars)

50 100 150 200 250 300 350 400

Quantity
(megabytes of content)





OEBPS/gorm_9781101478387_oeb_180_r1.gif





OEBPS/gorm_9781101478387_oeb_207_r1.jpg





OEBPS/gorm_9781101478387_oeb_192_r1.jpg





OEBPS/gorm_9781101478387_oeb_083_r1.gif
Supply and Demand for Labor

Wages

(in dollars)

Hour

o g
Hours Worked





OEBPS/gorm_9781101478387_oeb_179_r1.jpg
<





OEBPS/gorm_9781101478387_oeb_133_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_024_r1.jpg
<,





OEBPS/gorm_9781101478387_oeb_185_r1.gif
PxQ





OEBPS/gorm_9781101478387_oeb_242_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_076_r1.jpg





OEBPS/gorm_9781101478387_oeb_214_r1.gif
Bushels of Food Personal Computers.

0 1

mo 0w
R






OEBPS/gorm_9781101478387_oeb_059_r1.gif
1 2 % 40 5 0 70 8 % 100 1O 120

Quanity
(pounds of beef in thousands)

1 =lotwasd shit insupply (docoase)
52 - rightward shiftin supply (increase)






OEBPS/gorm_9781101478387_oeb_168_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_105_r1.jpg





OEBPS/gorm_9781101478387_oeb_013_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_030_r1.jpg
<;





OEBPS/gorm_9781101478387_oeb_191_r1.jpg





OEBPS/gorm_9781101478387_oeb_002_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_025_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_157_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_220_r1.jpg





OEBPS/gorm_9781101478387_oeb_243_r1.jpg





OEBPS/gorm_9781101478387_oeb_186_r1.jpg





OEBPS/gorm_9781101478387_oeb_058_r1.jpg
<





OEBPS/gorm_9781101478387_oeb_201_r1.gif
Demand deposits 1,001,900
Currency 199,001
M-1 $1,200,900





OEBPS/gorm_9781101478387_oeb_104_r1.gif
National Income and
the Factors of Production

capil) and
Enwepreneurship





OEBPS/gorm_9781101478387_oeb_121_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_127_r1.jpg





OEBPS/gorm_9781101478387_oeb_259_r1.jpg





OEBPS/gorm_9781101478387_oeb_144_r1.gif
1970 2008 Change
Total Population 208000000 299000000 4%
Houscholds 63,000,000 117,000,000 86%
Average Household Size 3.2 people Gpeople  -19%
Married Couples 45,000,000 ,000,000 29%
Married Couples as Percent of Pop. 2% 194% —






OEBPS/gorm_9781101478387_oeb_031_r1.jpg





OEBPS/gorm_9781101478387_oeb_163_r1.gif
Sources of Federal Revenue

Excis, tato, and it
taxes; customs duties;
and miscalaneous reventes.
o)






OEBPS/gorm_9781101478387_oeb_089_r1.jpg





OEBPS/gorm_9781101478387_oeb_064_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_095_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_226_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_047_r1.gif
Price (per pound in dollars)

2

‘The Demand Curve

© o w

Quanity
(pounds of beaf in thousands)

100

120





OEBPS/gorm_9781101478387_oeb_152_r1.jpg
€





OEBPS/gorm_9781101478387_oeb_265_r1.jpg





OEBPS/gorm_9781101478387_oeb_008_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_138_r1.gif
People

Living on
Toual LessThan  Percent of
Population  S1aDay Region's
Region (millions) (millions) Population
Latin America and Caribbean 432 49 12
West Asia and North Africa 204 5 3
Sub-Saharan Africa 388 169 44
South Asia 1,266 515 41
Fast and Southeast Asia 1726 320 19






OEBPS/gorm_9781101478387_oeb_053_r1.gif
New higher New lower

Old demand demand demand
schedule (D) schedule (D) schedule (D)
Price per pound Pounds of beef Pounds of beef Pounds of beef
$10.00 20,000 30,000 10,000
$8.00 40,000 50,000 30,000
5600 60,000 70,000 50,000
$4.00 80,000 90,000 70,000

52.00 100,000 110,000 90,000






OEBPS/gorm_9781101478387_oeb_271_r1.jpg





OEBPS/gorm_9781101478387_oeb_110_r1.gif
2000 2000 2002 2003 2004
Disposable 7307 7,649 8010 8378 8889
income

Less: personal EATT E2 2z 8586
outlays®

Equals: savings 21 205 8 303
Savings rate 29% 27% 3.5% 34%

2005 3006 007 2008 2009

Disposable 9277 9916 10403 10806 10924
income

Less: personal 9150 9,681 -10,22: 10,5, 10459
outlays®

Equals: savings 127 235 179 286 465
Savings rate 14% 24% 17% 2.6% 43%

“Personal Outlays include consumption, interest payments, and tran






OEBPS/gorm_9781101478387_oeb_070_r1.jpg





OEBPS/gorm_9781101478387_oeb_036_r1.gif
Household Income and
Spending on Clothing

‘Spanding on Clothing





OEBPS/gorm_9781101478387_oeb_237_r1.jpg





OEBPS/gorm_9781101478387_oeb_019_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_090_r1.gif
Price.

MarketPrice





OEBPS/gorm_9781101478387_oeb_017_r1.jpg





OEBPS/gorm_9781101478387_oeb_206_r1.jpg





OEBPS/gorm_9781101478387_oeb_069_r1.gif
250

125

Al

50100 150 200 250 300 350

Quanity
(gallons of gasoline)





OEBPS/gorm_9781101478387_oeb_084_r1.jpg





OEBPS/gorm_9781101478387_oeb_046_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_178_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_023_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_155_r1.jpg





OEBPS/gorm_9781101478387_oeb_161_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_184_r1.jpg
G,





OEBPS/gorm_9781101478387_oeb_052_r1.gif
Price (por pound in dollars)

Quantity
(pounds of beef i thousands)

1 = upward st in dmand (incease)
'D? = downward st i domand (decroase)





OEBPS/gorm_9781101478387_oeb_081_r1.gif
Markot
Ront

Controllod
Ront

e

V%

D

QF¢ Q
Quantity (Number of apariments)





OEBPS/gorm_9781101478387_oeb_075_r1.gif
Price.

Perfect Inelasticity

Quantity





OEBPS/gorm_9781101478387_oeb_215_r1.gif
‘Bushels of Food (thousands)

United States

Bushol of Food thousands)

dapan

Porsonslcomputars
‘nousands)





OEBPS/gorm_9781101478387_oeb_106_r1.gif
[ @ [5) @ [5) © @
Average  Average  Average  Marginal  Marginal
Disposable  Amount  Amount  Propensity  Propensity Prop.to  Prop. to
Income  Spent  Saved  toConsume toSave  Consume  Save
$10000 11000 $-1,000 110 -10 — —
20,000 20,000 0 100 0 20 -
30,000 28,500 1500 95 05 85
40,000 36,000 4000 90 10 75
000 7,500 15 65
60000 48500 11,500 19 60
70,000 54000 16,000 23 55
80,000 59000 21,000 2% 50






OEBPS/gorm_9781101478387_oeb_238_r1.gif
World Bank Classification

Average Income

High'i
Upper-middle income

me

Lower-middle income
Low income

$11,906 or more (United States, Western Europe, Japan)
3,856-11,905 (Argentina, Mexico, Poland)

976-3,855 (China, Pakistan, Philippines)

975 or less (Sub-Saharan Africa, North Korea)






OEBPS/gorm_9781101478387_oeb_129_r1.jpg





OEBPS/gorm_9781101478387_oeb_146_r1.gif
Personal Personal Average Annual

Spending Spending Percent Growth
1977 1993 19771993
Durables 280 490 47
Nondurables 820 1079 20
Services 1,197 1,890 36
Toual 2,207 3459 3.2
Personal Average Annual
Spending Percent Growth
1995 1995-2009
Durables 512 82
Nondurables 148 30
Services 4,208 32
Toul 6,158 36






OEBPS/gorm_9781101478387_oeb_232_r1.jpg





OEBPS/gorm_9781101478387_oeb_041_r1.gif
GOP Growth (percent over prior year)

o

Growth Rates of Nominal and
Real GDP (2000-2009)

o

0 05 06 07 08

Year

D Nominal

Roal






OEBPS/gorm_9781101478387_oeb_150_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_123_r1.jpg





OEBPS/gorm_9781101478387_oeb_196_r1.gif
Assets Liabilities and Net Worth

Reserves 1,000
Loans 9,000 Demand deposits $10,000






OEBPS/gorm_9781101478387_oeb_249_r1.jpg





OEBPS/gorm_9781101478387_oeb_267_r1.jpg





OEBPS/gorm_9781101478387_oeb_006_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_112_r1.jpg





OEBPS/gorm_9781101478387_msr_cvi_r1.jpg
Economics

Second Edition





OEBPS/gorm_9781101478387_oeb_221_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_034_r1.jpg
@&





OEBPS/gorm_9781101478387_oeb_189_r1.jpg





OEBPS/gorm_9781101478387_oeb_200_r1.gif
Assets Liabilitics and Net Worth

Reserves $2,000
Loans 9,900 Demand deposits 11,900






OEBPS/gorm_9781101478387_oeb_233_r1.jpg





OEBPS/gorm_9781101478387_oeb_195_r1.jpg





OEBPS/gorm_9781101478387_oeb_063_r1.gif
Effect of a Shift in Supply

"
N
S
.
g ‘1
i S
£
i
.
»

10 20 3 40 5 60 70 8 9 100110 120

Quanity
(pounds of beaf in thousands)





OEBPS/gorm_9781101478387_oeb_210_r1.jpg





OEBPS/gorm_9781101478387_oeb_227_r1.gif
Price of 10 Pesos in U.S. Currency.

210
200
190
180
170
160
150
140
120
120
110

‘Quantity of Pesos Domandsd and Supplisd

(in il

o

ot US. dolare)

15






OEBPS/gorm_9781101478387_oeb_266_r1.jpg





OEBPS/gorm_9781101478387_oeb_134_r1.gif
1950 1960 1970 1980 1990 2000 2009
Wages& Saharies 64 B M 7 71 70
Rent 20 16 12 9 9 9 12
Interest 1 3 5 8 10 10 9
Profits 15 12 10 9 9 9 9
Total 100 100 100 100 100 100 100






OEBPS/gorm_9781101478387_oeb_040_r1.gif
GDP in Nominal and
150 Real Dollars

9 200001 G2 03 04 05 05 07 08 09

Year

Nominaldolars = ———

RoalDollas






OEBPS/gorm_9781101478387_oeb_111_r1.gif
Consumption Expenditure.

The

‘onsumption Function

(1990-2001)

80 5 dogroo ne

70
e ofbest it
(consumpiion

50 Tuncion)

50

40

40 50 6 70 80

Disposable Income
(in trllions of dollars)





OEBPS/gorm_9781101478387_oeb_096_r1.gif
Cookies






OEBPS/gorm_9781101478387_oeb_167_r1.jpg





OEBPS/gorm_9781101478387_oeb_035_r1.gif
Annual Income (in dollars)

Household Income and
Spending on Clotl

Annual Spending on Clothing (in dolars)





OEBPS/gorm_9781101478387_oeb_272_r1.jpg





OEBPS/gorm_9781101478387_oeb_140_r1.gif
Tower Limit

of Year Lowest  Sccond  Third  Fourth  Top 5%
2007 20900 40200 63700 102700 182,000
2000 18500 33900 53700 84200 149,600
1990 16400 31100 47500 124400
1980 15400 28700 44000 64500 104800
1970 14600 27900 40600 57900 91,500
Increase in breakpoint,

1970-2000 267% B3% A% 6%
Increasc in breakpoint,

1970-2007 B2 A% 69%  TIA% 90%






OEBPS/gorm_9781101478387_oeb_018_r1.jpg





OEBPS/gorm_9781101478387_oeb_012_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_100_r1.jpg





OEBPS/gorm_9781101478387_oeb_173_r1.jpg





OEBPS/gorm_9781101478387_oeb_091_r1.jpg





OEBPS/gorm_9781101478387_oeb_255_r1.jpg





OEBPS/gorm_9781101478387_oeb_068_r1.gif
3 x Q - 3

Original situation x 100gals - a0
Price drops 50% x 300 gals. - s
Price doubles N als. - s






OEBPS/gorm_9781101478387_oeb_085_r1.gif
Adding Demand for Beef

Ui Domand
Quanity (pounds)

Diano's Domand
Quanity (pounds)

Total Demand
‘Quantity (pounds)





OEBPS/gorm_9781101478387_oeb_205_r1.jpg





OEBPS/gorm_9781101478387_oeb_117_r1.gif
[0 @ ) @ © © [ ®
Marginal Average  Average  Average
Quantity  Fixed  Variable Toral  CostPer Fixed  Variable Total
(Acres)  Costs  Costs  Cost  Ace  Cost  Cost _ Cost
0 5,000 0 5000 - - - -
50 5,000 3000 5300 600 10000 600 10600
100 5000 550 5550 500 5000 550 55.50
150 5000 70 5750 400 33500 3833
200 5000 1050 6050 600 2500 525 30.25
250 5000 LSS0 6550 1000 2000 620 26.20
300 5000 2250 7250 1400 1667 750 117
350 5000 3150 8150 18.00 1429 9.00 329
400 5000 4250 9250 22.00 1250 10.63 2313
450 s, 10,550 26.00 [IRTR A Ba4
500 5 7050 12,050 30.00 1000 1410 2410






OEBPS/gorm_9781101478387_oeb_261_r1.gif
Date. 3-mo. Tyear Seyear 10-year 20-year
2499 533 598 636 645

122900 589 532 499 512

AL 174 217 438 507

A 122 132 278 383 483
12303 095 126 3.25 427 510
124104 222 275 3.63 424 485
1AV 408 438 435 439 461
1272906 502 500 474 471 491
2AUT 336 334 345 404 450
12408 011 037 155 225 3.05
124109 0.06 047 247 385 458






OEBPS/gorm_9781101478387_oeb_001_r1.jpg
. COMPLETE
T°S
DIO].

Economics

Second Edition

by Tom Gorman

Al

ALPHA
A member of Penguin Group (USA) Tnc.





OEBPS/gorm_9781101478387_oeb_156_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_190_r1.jpg





OEBPS/gorm_9781101478387_oeb_244_r1.jpg





OEBPS/gorm_9781101478387_oeb_080_r1.jpg
C,





OEBPS/gorm_9781101478387_oeb_029_r1.gif
[0 @) [©) @ ©)
GDPin Percent Change  GDP in Percent Change
Billions of Based on Billions of  Based on
Year  Nominal Dollars Nominal Dollars _ Real Dollars* _Real Dollars
2008 14441 26 13312 04
2000 1425 13 12,987 24

2005 dollars





OEBPS/gorm_9781101478387_oeb_216_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_074_r1.jpg





OEBPS/gorm_9781101478387_oeb_250_r1.jpg
@





OEBPS/gorm_9781101478387_oeb_057_r1.jpg
&





OEBPS/gorm_9781101478387_oeb_128_r1.jpg





OEBPS/gorm_9781101478387_oeb_145_r1.jpg
€,





OEBPS/gorm_9781101478387_oeb_162_r1.jpg





