
MODULE INTRODUCTION TO MACROECONOMICS

BEFORE YOU READ THE MODULE

Summary

This module introduces the business cycle in an economy. It also presents three important relateC
macroeconomic concepts: unemployment, inflation, and economic growth. Measures of employment, the
price level, and aggregate output are used to evaluate the performance of the macroeconomy. The basic
concepts are presented here and developed in greater detail in Section 3. These topics will be used in the
models we build throughout the course.

Module Objectives

Review these objectives before you read the module. Place o "^1" on the line when you can do each of'the
following:

Objective #1. Explain what a business cycle is and why policy makers seek to diminish the
severity of business cycles

objective #2. Describe how employment and unemployment aremeasured and how they change
over the business cycle

Objective #3. Define aggregate output and explain how it changes over the business cycle

Objective #4. Define inflation and deflation and explain why price stability preferred

Objective #5. Explain how economic growth determines a country's standard of living

Objective #6. Summarize the crucial role of models--simplified representations of reality--in
economics

WHILE YOU READ THE MODULE
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Key Terms

Define these key terms as yolt read the module;

Business cycle:

Depression:

Recessions:
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Expansions:

Employment:

Unemployment:

Labor force:

Unemployment rate:

Output:

Aggregate output:

Inflation:

Deflation:

Price stability:

Economic srowth:

Model:

Other things equal assumption (ceteris paribus):
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Practice the Model

Fi-sure 2.1 in the text shows the unemployment rate and the timing of business cycles between 1989 and
2013. For each of the tirne frames below, indicate what was happening to Unemployment and GDP. The
first one has been done for vou.

Time period Unemployment and GDP

1989 -  1992 Unemployment was increasing; therefore, GDP was decreasing.

t993 - 2000

2001 -2004

200s - 2001

2008 -  2010

20rr - 2013

List questions or difficulties from your initial reading of the module:

AFTER YOU READ THE MODULE

Fill-in-the-Blanks

Fill in the blanks to complete the.following stcttements. If you.find yourself having dfficulties, please
re.kr back to the appropriate section in the text.

o The upturns and downturns in the macroeconomy are known as the 1)

Economic downturns are known as 2) , and economic upturns are known as

3)

4\

. During an economic downturn, employment and aggregate output both

while unemployment 5)

Multiple-Choice Questions

Circle the best choice to answer or complete the.following questions or incomplete statements. For
additional practice, use the space provided to explain v'ht, one or more of the incorrect options do not
work.

6. Unemployment is best described as
a. a rise in the overall price level.
b. the total number of people who are not currentlv employed.
c. the total number of people who are not currentlr employed but are actively looking for work.
d. the labor force plus the total number of people looking for pay.
e. what is experienced by anyone who is lookintr fbr a job.
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7. Economists believe that which of the following is a desirable goal for an economy?
a. deflation
b. inflation
c. depressions
d. price stability
e. recessions

Helpful Tips

Inflation is undesirable, but that does not mean that its opposite, deflation, is desirable either. Both
have negative consequences for the economy.

Not all economic downturns are recessions. The term recession is generally reserved for a downturn
that lasts two quarters (six months) or more.

Not all economic expansions (or recoveries) are economic growth. Economic expansions may be
temporary, but economic growth is a permanent increase in the amount of goods and services that can
be produced. Economic growth can only occur when there is an increase in one or more of the four
economic resources.

Aggregation of data is at the heart of macroeconomics. This module briefly describes the meaning of
aggregation and gives examples of aggregated measures like employment, real GDP, and the overall
price level.

Module Notes

A model is a simplified representation of reality used to better understand the world. An important part of
economics is working with models. Very often, economic models use graphs to simplify reality and
facilitate understanding. Graphs can make it much easier to understand verbal descriptions, numerical
information, or ideas. To understand economics, you must learn how to interpret and manipulate graphs.
A picture may be worth a thousand words, but a graph is even more valuable. Graphs are used not just to
depict something, but they can be used to predict what might happen as well.

As you study economics, make sure that you are able to not only read and understand the graphs that
you see, but also that you are able to construct and explain graphs on your own. The ability to represent
an economic idea using a graph is different than the ability to look at and understand an existing graph
and you should be able to do both. The appendix to this section explains how graphs are constructed and
interpreted and how they are used in economics. The appendix, and lots of practice drawing graphs, will
help you to master the material.

Graphs are a way of describing the relationship between two variables (in other words, two things that
might vary with each other). For instance, how does the quantity people buy vary with the price that they
pay, how does aggregate output vary over time, etc.? Each of the variables being compared will be one of
the two axes on a graph.

To get used to the idea of drawing graphs in economics, begin by drawing your own graph of the
business cycle. You can use the one in this module as a guide to the labels and information you will need
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on your graph. Labeling your graph is critical: without labels, nobody else reading your graph can tell
what you are trying to show.

Many of the models you will encounter in this course make the other things equal assumption (also
known as ceteris paribus), which means that the model considers only one change at a time while holding
everything else constant. Make sure you understand this basic assumption before working with the
models introduced in the module.
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