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Learning Goal 1:  Distinguish between microeconomics and macroeconomics.

Key Terms:

Economics
Microeconomics
Macroeconomics

Class Discussion Notes:

1. What is economics?

a. The social science that analyzes the choices made by people and governments in allocating scarce resources.

b. Everyone’s life is affected by economics—when you decide what products to buy or what activities fit into your schedule, you are making economic choices.

c. The economic system refers to the combination of policies and choice a nation makes to allocate resources among its citizens.

d. Choices the people make today are often global in scope.

2. Micro and macroeconomics

a. The study of small economic units, such as individual consumers, families, and businesses, is referred to as microeconomics.

b. Macroeconomics refers to the study of a country’s overall economic issues.

c. Micro and macroeconomics are interrelated since macroeconomic issues help to shape the decisions that affect individuals, families, and businesses (a good example to illustrate this point is interest rates).

Learning Goal 2:  Explain the factors that drive demand and supply.

Key Terms:

Demand
Supply

Class Discussion Notes:

1. Microeconomics:  The forces of demand and supply

a. Demand refers to the willingness and ability of buyers to purchase goods and services at different prices.

b. Supply refers to the willingness and ability of sellers to provide goods and services for sale at different prices.

2. Factors driving demand

a. Economics amounts to a balance between their unlimited wants and limited financial resources.

b. A demand curve

i. Is a graph of the amount of a product that buyers will purchase at different prices.

ii. Demand curves typically slope downward, meaning that demand rises as the price of a product falls.

iii. While not specifically discussed in the chapter, you may want to introduce the concept of price elasticity at this point (price elasticity measures the sensitivity of changes in demand to changes in price) and how different products have differing degrees of price elasticity. 

iv. A change in the quantity demanded is simply a movement along the demand curve (as price changes).

v. A change in overall demand results in an entirely new demand curve.

c. What causes shifts in the demand curve (see, Table 3.1)

i. Consumer preferences and income.

ii. Prices of complementary and substitute goods (define both).

iii. The number of buyers.

iv. Businesses need to carefully monitor the factors that may affect demand.

3. Factors driving supply

a. A supply curve graphically shows the relationship between different prices and the quantities that sellers will offer.

i. Virtually all supply curves are upward sloping—higher supplies at higher prices.

ii. Movement along the supply curve results in higher or lower supplies at different prices.

b. Determinants of supply

i. Business require certain inputs to operate effectively in producing their output (these factors were discussed in Chapter 1).

ii. A change in the cost or availability of any of these inputs can shift the entire supply curve (either outward or inward—discuss the causes and results of both types of shifts).

4. Interactions of supply and demand

a. The law of supply and demand states that prices are set by the intersection of the supply and demand curves.

b. The point where the two curves meet identifies the equilibrium price, the prevailing market price at which you can purchase a product.

Learning Goal 3:  Compare the three major types of economic systems.

Learning Goal 4:  Describe each of the four different types of market structures in a private enterprise system.

Key Term:

Private enterprise system

Class Discussion Notes:

1. Capitalism—the private enterprise system and competition

a. Capitalism is an economic system in which businesses are rewarded for meeting the needs and demands of consumers.

b. Government tends to favor a hands-off attitude toward controlling business ownership, profits, and resource allocations.

c. Competition regulates economic life, creating opportunities and challenges that businesses must handle to succeed.

2. Types of competition (See, Table 3.3)

a. Pure competition

i. Many competitors.

ii. Easy to enter the market.

iii. Products offered by competing firms are similar.

iv. Individual firms have little control over prices.

b. Monopolistic competition

i. Few to many competitors.

ii. Somewhat difficult to enter the market.

iii. Differences in products offered by competing firms.

iv. Individual firms have some control over prices.

c. Oligopoly

i. Few competitors.

ii. Difficult to enter the market (high barriers to entry).

iii. Products offered by competing firms may be similar or may be very different.

iv. Individual firms have some control over prices.

d. Monopoly

i. No direct competition.

ii. Government regulates who can enter the market.

iii. No directly competing products.

iv. Considerable power over prices in a pure (unregulated) monopoly; little control over prices in a regulated monopoly.

3. Planned economies

a. In a planned economy, government controls determine business ownership, profits, and resource allocation.

b. Communism

i. All property is shared equally by the people in a community under the direction of a strong central government.

ii. Each individual would contribute to the nation’s overall economic success, and resources would be distributed according to each person’s needs.

iii. The central government owns the means of production and everyone works for state-owned enterprises.

iv. The government determines what people can buy because it dictates what is produced.

c. Socialism

i. Characterized by government ownership and operation of major industries.

ii. Based on the belief that major industries are too important to a society to be left in private hands.

iii. Private ownership is allowed in industries considered to be less crucial to social welfare.

d. Mixed market economies

i. Most countries have mixed market economies.

ii. These are economic systems that display characteristics of both planned and market economies.

iii. Government owned firms frequently operate alongside private enterprises.

iv. In many European countries, the government has traditionally controlled certain key industries (such as railroads and banking).

v. A move toward privatizing many state-owned industries has been evident during the last couple of decades.

Learning Goal 5:  Identify and describe the four stages of the business cycle.

Key Term:
Recession
Class Discussion Notes:

1. The business cycle

a. Periodic cyclical expansions and contractions in overall economic activity.

b. The U.S. has experienced around 11 complete business cycles since the end of World War II.

c. Business decisions and consumer buying patterns differ at each stage of the business cycle.

2. Prosperity

a. Unemployment is low.

b. Strong consumer confidence leads to record purchases.

c. Businesses expand to take advantage of marketplace opportunities.

3. Recession and depression

a. A recession is a cyclical economic contraction that lasts for at least six months (two consecutive quarters).

b. Consumers frequently postpone major purchases.

c. Businesses slow production, postpone expansion plans, reduce inventories, and cut workers.

d. Depression

i. Should the economic slowdown continue in a downward spiral over an extended period of time, the economy falls into a depression characterized by high unemployment and low consumer spending.

ii. Most economists believe that sufficient government tools are available to prevent even a severe recession from turning into a depression.  (These tools are discussed later in the chapter.)

4. Recovery

a. Economic activity begins to pick up.

b. Consumer confidence improves leading to increased spending.

c. Unemployment begins to fall eventually.

Learning Goal 6:  Explain how productivity, price-level changes, and employment levels affect the stability of a nation’s economy.
Key Terms:

Productivity
Inflation

Class Discussion Notes:

1. GDP and productivity

a. Gross domestic product is the value of all goods and services produced within a nation’s boundaries each year.

b. Productivity is the relationship between the goods and services produced and the inputs needed to produce them.

i. During expansions, productivity tends to rise.

ii. During recessions, productivity stagnates or even falls.

2. Price-level changes

a. Inflation is a period of rising prices caused by a combination of excess demand and increases in the costs of the factors of production.

i. Demand-pull inflation—excess consumer demand.

ii. Cost-push inflation—rises in the costs of the factors of production.

iii. Hyperinflation is a period characterized by rapidly rising prices.

b. Inflation tends to increase during periods of rapid economic growth and fall during recessions.

c. Impact of inflation

i. Inflation devalues money as price increases reduce the amount of goods and services people can purchase with a given amount of money.

ii. Inflation is hardest on those with fixed incomes.

iii. Inflation can be good news to those whose income in rising or those with debts at fixed rates of interest (such as most homeowners).

iv. Businesses find it difficult to make long-range plans.

v. Low inflation, on the other hand, makes it easier for businesses to make long-term plans; low inflation also keeps interest rates low encouraging major purchases by consumers and business expansion.

d. Deflation

i. A period of falling prices.

ii. While deflation sounds good, it can have disastrous consequences;  the Great Depression was the last time the U.S. experienced a general period of deflation.

iii. Currently, the prices of some items are falling while the prices of other items are rising.

e. Measuring inflation

i. The Consumer Price Index (CPI) measures the monthly average change in the prices of a basket of goods and services.

ii. The Producer Price Index (PPI) looks at prices from the seller’s perspective (finished goods, intermediate goods, and crude goods).

iii. Make sure students understand that while, in theory, higher producer prices will lead to higher consumer prices (and vice-versa), the relationship between the two is not perfect.

3. Employment levels

a. The unemployment rate is usually expressed as the percentage of total workers who are actively seeking work but are currently unemployed.

i. Unemployment rates tend to increase during recessions and decrease during expansions.

ii. The unemployment rate doesn’t include so-called discouraged workers (the unemployed who are no longer looking).

iii. One cause for concern today is an increase in the ranks of the long-term unemployed (people who have been out of work for at least six months).

b. Categories of unemployment

i. Frictional:  temporarily not working, looking for work (recent college graduates).

ii. Seasonal:  not working during some months, not looking for a job (seasonal farm workers).

iii. Structural:  not working due to no demand for skills, may be retraining for a new job (assembly line workers).

iv. Cyclical:  not working due to economic slowdown, looking for work. 

Learning Goal 7:  Discuss how monetary policy and fiscal policy are used to manage an economy’s performance.

Key Terms:

Monetary policy
Fiscal policy
Budget

Class Discussion Notes:

1. Monetary policy

a. Government action to increase or decrease the growth rate in the money supply.

i. An expansionary monetary policy accelerates the growth rate in the money supply, tends to push interest rates down, and increase economic activity.  Inflation can also rise as economic activity increases.

ii. A restrictive monetary policy slows the growth rate in the money supply, raising interest rates and slowing economic growth.  Inflation will likely fall as economic activity falls.

b. The Federal Reserve (Fed) is responsible for formulating and implementing monetary policy in the U.S. (discussed in more depth in Chapter 17).

2. Fiscal policy

a. Deals with taxing and spending decisions by the federal government.

b. Higher federal spending and lower taxes tend to increase economic growth while lower spending and higher taxes tend slow economic growth.

c. A budget is an organization’s, or individual’s, plan for how it will raise and spend money during a given period of time.

d. The primary sources of government funds to cover the costs of an annual budget are taxes, fees, and borrowing.

i. The federal budget has gone from surplus to deficit in recent years meaning the federal government is spending more money than it is collecting in taxes and fees.

ii. The federal government will be borrowing billions of dollars in the coming years to fund the budget deficit.

iii. Even a balanced budget does not erase the national debt (the borrowings needed to fund past budget deficits).

3. A roller coaster ride (the U.S. economy)

a. Unemployment has risen over the past few years (around 2 million jobs have been lost).

b. Inflation and deflation—worries about inflation have been replaced by concerns over deflation.

c. Productivity has risen strongly and continues to do so.

d. Consumer spending has held up better than expected given the current uncertain economic climate.

Learning Goal 8:  Describe the major global economic challenges of the 21st century.
Class Discussion Notes:

1. Global economic challenges (see, Table 3.5)

a. International terrorism.

b. Shift to a global information economy.

c. Aging of the world’s population.

d. Improving product quality and customer service.

e. Enhancing competitiveness of every country’s workforce.

2. Creating a long-term global strategy

a. No country is an economic island in today’s global economy.

b. A growing number of businesses have become true multinational firms, operating facilities around the world.

c. Events in one nation can reverberate around the world.

d. Global expansion offers large opportunities, and risks, for U.S. firms.

i. Foreign markets are potentially very large.

ii. Foreign production costs are often much lower than they are in the U.S.

e. The U.S. market is also very attractive to foreign firms.
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