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SUMMARY
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Explain the difference between the long-run framework 
and short-run framework.

Summarize some relevant statistics about growth, 
business cycles, unemployment, and inflation.

List four phases of the business cycle.

Explain how unemployment us measured and state some 
microeconomic categories of unemployment.

Relate the target rate of unemployment to potential 
income.

Define inflation and distinguish a real concept from a 
nominal concept

State two important costs of inflation.

After reading this chapter you should be able to…
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INTRODUCTION
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Problems of:
➢ Growth

➢ Business cycle

➢ Unemployment

➢ Inflation

2 frameworks

➢ Long-run

➢ Short-run

Introduction
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GROWTH
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Real GDP

Per capital real output
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Global experiences with growth

The U.S

Europe and Japan

South East Asia

Africa

The prospect for future U.S. growth, and the 
rest of the world

The benefits and costs of growth
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GDP: First measurement of growth.

Global Experiences with Growth

Colander

E

p486

9



BUSINESS CYCLES
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Keynesians vs. Classical economists
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“Upward or downward movement of economic 
activity, or real GDP, that occurs around the growth 
trend.”

Business cycles

Colander

E

p488
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Definitions:

Recession

Depression

Expansion
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4 phases:

➢ The peak

➢ The downturn

➢ The trough

➢ The upturn.

Changes in the 
demand side of 
the economy

Business cycles

Business cycles

Colander

E

p489
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Why do business cycles occur?
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Indicators vs. predictors:

Leading

Coincident

lagging
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Leading indicators:
➢Average workweek for production workers in manufacturing.

➢Average weekly claims for unemployment insurance.

➢New orders for consumer goods and materials.

➢Vendor performance, measured as a percentage of companies 
reporting slower deliveries from suppliers.

➢ Index of consumer expectations.

➢New orders for nondefense capital goods.

➢Number of new building permits issued for private housing units.

➢Stock prices.

➢ Interest rate spread.

Business cycles
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UNEMPLOYMENT
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Unemployment(s):

Cyclical

Structural (natural)
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Related to growth and business cycles.

Unemployment is:
➢ A social problem

➢ A governmental problem

Why has the target rate of unemployment changed over time?

➢ Inflation rate

➢ Demography

➢ Changes in Social and institutional structure

➢ Changes in governmental institutions

Unemployment
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Unemployment rate: Measured by dividing the 
number of unemployed individuals by the 
number of people in the civilian labor force and 
multiplying by 100.

How is unemployment measured?

Unemployment

Colander

E

p497
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Unemployment and potential output: 

Unemployment

Colander

E

p498
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INFLATION
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Definition:

Inflation (deflation) is a continual rise (fall) in the 
price level.

Inflation since 1900

Inflation

Colander

E

p501
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Measurement of inflation: 
➢ Create a price index: A price index is calculated by dividing the current 

price of a basket of goods by the base price of a basket of goods.

➢ Example: 

Price index in 2001: $675 / $540 x 100 = 125

Inflation in 2001 = percentage change in the price index 

= [(125 / 100) – 1] x 100 = 25%

Inflation

Colander

E

p501
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Real-world price indexes

➢ Producer Price Index (PPI)

➢ Gross domestic product deflator (GDP deflator)

➢ Consumer price index (CPI)

Real and nominal concepts

➢ Real output: The total amount of goods and 
services measured at current prices

➢ Nominal output: The total amount of goods and 
services measured at current prices.

Inflation
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Issues with the measurement of inflation:

Subsitution

Quality

New products

Store measurement

Non-market transactions
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Expected an unexpected inflation

➢ Expected inflation (expect to occur)

➢ Unexpected inflation

Costs of inflation

➢ Redistribute incomes

➢ Effect on the information prices convey to people

Hyperinflation

➢ 100% or more per year

Inflation
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