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é parency

Levels Chapter | Section | Section | Section | Chapter

BL oL |AL ELL ReSOU rces Opener 1 p 3 Assess
FOCUS

Daily Focus Skills

BL oL AL ELL
Transparencies

BL Guided Reading Activities*
Economic Content Vocabulary Activities* p. 13 p. 13 p. 39
Critical Thinking Activities p. 19
Reading Essentials and Note-Taking Guide* p. 109 p. 112 p. 115
Enrichment Activities p. 13
Free Enterprise Activities p. 18 p. 19
Primary and Secondary Source Readings p. 41
Economic Cartoons p. 23 p. 24
Economic Concepts Transparencies, Strategies, p. 31
and Activities
Math Practice for Economics p. 19
Economic Forms and Financial Pages p.13

Transparencies, Strategies, and Activities

Reinforcing Economic Skills p.1 p.6 p. 14

High School Reading in the Content Area
Strategies and Activities

High School Writing Process
Transparencies

Writer’s Guidebook

StudentWorks Plus CD-ROM

sle e N N|o |V e VN UV ENN

NISINTS S
NISINTS S
NISINTS S
NSISINTS S
NSISINTS S

Vocabulary PuzzleMaker CD-ROM

*Also available in Spanish
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Plus

"i T « Interactive Lesson Planner - Differentiated Lesson Plans
IEJ r-” F‘-r ﬂrkS/ « Interactive Teacher Edition « Printable reports of daily
A_"_':‘__O:e — « Fully editable blackline masters assignments
« Economics & You videos - Standards tracking system
» = = . 0 0 D D
0 A 0 Op A
. O ed
0 f Economics & You Video Program DVD—
m Fighting Unemployment, Inflation and Poverty v v v v v
&» | Graph Coach CD-ROM v Ve Ve v v
\amw | Differentiated Instruction Strategies v v v v v
Teacher \aw | Success with English Learners v v v v v
Resources &» | Presentation Plus! CD-ROM v V4 V4 V4 V4
\amw | Section Quizzes and Chapter Tests p. 161 p. 162 p. 163 pp. 165,
169
@ | Authentic Assessment Strategies and Activities p.18 p. 19
€ | ExamView® Assessment Suite CD-ROM 13-1 13-2 13-3 Ch.13
&» | Interactive Tutor Self-Assessment CD-ROM 13-1 13-2 13-3
U
\aw | Reteaching Activities* p. 13 p. 13 p. 13
0 \aw | Reading and Study Skills Foldables p. 60

*Also available in Spanish
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7 3| Integrating Technology

e~ ) Web Site Builder

\ MoGraw-Hill
- Learning Fﬂ"’f
Technology Product Steps
The Web Site Builder is a convenient and dynamic ® On the McGraw-Hill Learning Network home page
McGraw-Hill Learning Network tool that helps you build (www.mhln.com), log in as a member.
Web sites quickly. The site allows you to include your e Choose Web Site Builder under Resources.
own images, videos, and text to customize it to your °

Choose a template from the Create a new site pull-
down options, and follow the prompts on the screen
to select a design, insert text, and select fonts, colors,
and sizes.

needs. The Web site builder also provides you with a
variety of tools to make your Web site inviting. Use the
Web Site Builder to

® provide assignments and important dates to your

® C(Create the content students will need to study for a
students;

) ) chapter text or post homework assignments.
e keep students and parents informed of events in

your classroom; ® Use the navigation buttons on the bottom of the

) ] ) screen to edit, add, and delete information, images,
® publish your contact information.

and videos.
® Publish the site and provide the URL to your
students.
—
E:unumiu?on LINE
Student Teacher Parent
Beyond the Textbook ° ° ° Glencoe Media Center
Chapter Overviews ° ® ® ) glencoe.com
ePuzzles and Games L] L] Study-To-Go
Concepts in Motion o ] * Vocabulary
Multi-Language Glossaries ° ° eFlashcards
Online Student Edition ° o ° B Oizzes
Self-Check Quizzes D D > Audio/Video
Student Web Activities ° ° itli;jiint Eeition
Study Central™ ° ° Spanish
Time Current Events ® ® ® Summaries
Teaching Today ° Economics & You
Vocabulary eFlashcards ° ° Videos
Web Activity Lesson Plans °
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Additional Chapter Resources

ADING SUPPORT FR%

EDUCATION

JAMESTOWN

¢ Timed Readings Plus in Social Studies helps
students increase their reading rate and fluency while
maintaining comprehension. The 400-word passages
are similar to those found on state and national
assessments.

¢ Reading in the Content Area: Social Studies
concentrates on six essential reading skills that help
students better comprehend what they read. The
book includes 75 high-interest nonfiction passages
written at increasing levels of difficulty.

¢ Reading Social Studies includes strategic reading
instruction and vocabulary support in Social Studies
content for both ELLs and native speakers of English.
www.jamestowneducation.com

CHAPTER

13

Reading B GOl . —
List Generator j 0 } ) L ! i L{ !
CD-ROM {.. I:'. | | N | -._}
Use this database to search more than 30,000 titles to create a
customized reading list for your students.

® Reading lists can be organized by students’ reading level,
author, genre, theme, or area of interest.

® The database provides Degrees of Reading Power™ (DRP)
and Lexile™ readability scores for all selections.

® A brief summary of each selection is included.

Leveled reading suggestions for this chapter:
For students at a Grade 10 reading level:
® The New Deal and the Great Depression in American
History, by Lisa A. Wroble

For students at a Grade 11 reading level:
® Free to Choose: A Personal Statement,
by Milton Friedman & Rose Friedman

For students at a Grade 12 reading level:
* Voices of Protest: Huey Long, Father Coughlin and the
Great Depression, by Alan Brinkley

* Review suggested books before assigning them.

NCEE

National Council on Economic Education

Voluntary Standards Emphasized in Chapter 13

Content Standard 18 A nation’s overall levels of income,
employment, and prices are determined by the interaction of
spending and production decisions made by all households,
firms, government agencies, and others in the economy.

Content Standard 19 Unemployment imposes costs on
individuals and nations. Unexpected inflation imposes costs on
many people and benefits some others because it arbitrarily
redistributes purchasing power. Inflation can reduce the rate of
growth of national living standards because individuals and
organizations use resources to protect themselves against the
uncertainty of future prices.

Resources Available from NCEE
e Virtual Economics® An Interactive Center for Economic
Education Version 3.0
e Capstone: The Nation’s High School Economics Course
® Focus: High School Economics, Second Edition
e Civics and Government: Focus on Economics, Second
Edition

To order these materials, or to contact your State Council
on Economic Education about workshops and programs,
call 1-800-338-1192 or visit the NCEE Web site at
store.ncee.net.
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INTRODUCING CHAPTER 13

The BIG Ideas

As students study the chapter,
remind them to consider the
chapter-based Big Ideas. The
Essential Question in the
chapter launch activity below
ties in to the Big Ideas and helps
students think about and
understand important chapter
concepts. In addition, the Hands-
On Chapter Project relates the
content from each section to the
Big Ideas. The steps in each
section build on each other and
culminate in the Wrap-Up Activity
on the Visual Summary page.

3 Economics To generate
E’ﬁ E You m\ student
interest and

provide a springboard for class
discussion, access the Economics
& You Topic 20 video, Fighting
Unemployment, Inflation and
Poverty, at glencoe.com or on
the video DVD.

-
[TAXEE Dinah Zike's
Foldables are
three-dimensional, interactive
graphic organizers that help
students practice basic writing
skills, review key vocabulary
terms, and identify main
ideas. Have students complete
this chapter’s Foldable activity
or activities in Dinah Zike's
Reading and Study Skills
Foldables booklet. m

CHAPTER

| E24 Economic Instability

Why It Matters

Do your grandparents talk about
the “good old days” when gas
was 25 cents per gallon and a
loaf of bread cost 10 cents?
Compile a list of things that you
have been purchasing for
several years. Note the prices
you paid in the past and those
you are currently paying. What
do you think accounts for the
price differences? Read Chapter
13 to find out what factors can
lead to economic instability.

The BIG Ideas

1. Economists look at a variety
of factors to assess the
growth and performance of
a nation’s economy.

2. The labor market, like other
markets, is determined by
supply and demand.

i
hnmru.ﬂ:mlﬂi Chapter Overview Visit the
Economics: Principles and Practices Web site at glencoe.com and click
on Chapter 13—Chapter Overviews to preview chapter information.

During times of economic p>
instability, people may lose
their jobs and have problems
finding new ones.

352 UNIT 4

. /

Economi MLINE

Introduce students to chapter
content and key terms by
having them access Chapter 13
—Chapter Overviews at

glencoe.com.

352

Activity: Launching the Chapter

Essential Question: \What causes instability
in the U.S. economy? Why is it a problem?
(Instability is caused by changes in spending,
innovations, external shocks, and changes

in government policy. Instability can lower
economic productivity, reduce consumer
spending, weaken the government, and
increase crime and poverty.) m

Visualizing Write the latest U.S.
unemployment and Consumer Price

Index figures on the board. This information

is available at www.bls.gov. Using the given
percentages, have students figure out how many
of their classmates would be unemployed if the
class represented the total labor force. Then have
students calculate the future price of a product
they recently bought if the current monthly CPI
continues at the same rate for three months.
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SECTION

|GUIDE TO READING|

Academic Vocabulary
* innovation (p. 355)
* series (p. 358)

Section Preview

In this section, you will learn that business cycles are
the alternating increases and decreases in the level of

economic activity.
& Reading Strategy

Identifying As you read the section, complete a
graphic organizer like the one below by identifying
factors that can cause changes in the business cycle.

Content Vocabulary

* business cycles (p. 353 * depression scrip (p. 356)
* business fluctuation * |eading economic
(p. 353) indicator (p. 358) ‘

* recession (p. 354) * composite index of Changes in the Business Cycle

* peak (p. 354) leading economic ’

* trough (p. 359) indicators (p. 359 T T T T T
° expansion (p. 354) * econometric model
e trend line (p. 354) (p. 359)

* depression (p. 354)

Economic Growth Totters

The economy has slowed to a snail’s pace, growing . . . at the slowest rate in
more than three years and stirring fresh debate about the country’s financial
health heading into the elections. The Commerce Department reported Friday
that economic growth during the July-to-September period [of 2006] clocked in
at an annual rate of just 1.6 percent, a subpar performance. . . .

The fresh reading. . . disappointed economists, rattled investors and gave
Republicans and Democrats plenty to argue about. Economic matters are
expected to influence voters’ choices when they go to the polls Nov. 7.

On Wall Street, stocks sagged. The Dow Jones industrials, which had hit new
highs in recent sessions, lost 73.40 points. . . . The third quarter’s performance
was the weakest since a 1.2 percent growth rate eked out in the first quarter of
2003, when a nervous nation hunkered down for the start of the Iraq war. B

Economic growth is something that is
beneficial to almost everyone. However, we
cannot take economic growth for granted.
Sometimes business cycles—regular ups
and downs of real GDP—interrupt eco-
nomic growth. Business fluctuations—the
rise and fall of real GDP over time in an
irregular manner—interrupt growth at
other times.

Slower economic growth, as you read in
the news story, is always a matter of con-
cern. Businesses lose sales, voters become
unhappy, investors get nervous—and even
the stock market shows its disapproval.
Because of this, economists have developed
elaborate forecasting models and statistical
tools. After all, we all want to know where
we are headed.

CHAPTER 13 Economic Instability 353

1 il Business Cycles and Fluctuations

business cycles
regular increases and
decreases in real GDP

business
fluctuations
irregular increases and
decreases in real GDP

CHAPTER 13, SECTION 1

(Bellringer

Daily Focus Transparency 56

|ROICQUSEAGTIVIITILES m‘

@ UsINESS FLUCTUATIONS

J

GUIDE TO READING

Differentiated
Instruction

Teacher Edition
« Visual/Spatial, p. 355
+ Logical/Math.,
pp. 356, 360
« Adv. Learners, p. 357

(ritical
Thinking

Teacher Edition

+ Assessing, p. 354
+ Making Connections,
pp. 355, 357

Additional Resources

« Authentic Assess.,
p.18

+ Reading and Study
Skills Fold., p. 60

Reading
Strategies

Teacher Edition

« ldentifying, p. 355

« Summarizing, p. 357
 Act. Prior Know., p. 359

R]

Additional Resources

« Guid. Read. Act., p. 37

- Read. Ess. & Note-
Taking Guide, p. 109

Additional Resources

« Econ. Cartoons, p. 23
+ Reteach. Act., p. 13

@ Writing
Support

Teacher Edition

+ Descriptive Writing,
p. 354

« Narrative Writing,
p. 356

+ Expository Writing,
p. 358

Additional Resources

« High School Writing
Process Trans.

Answers to Graphic:

changes in investment spending;
innovation; imitation; monetary
policy decisions; external shocks

Resource
Manager

Skill
Practice

Teacher Edition
« Using Line Graphs,
pp. 354, 358

Additional Resources

« Free Ent. Act.,, p. 18

« Reinforcing Econ.
Skills, p. 1

« Econ. Content Vocab.
Act., p. 13




CHAPTER 13, SECTION 1

E Critical Thinking

Assessing Ask: What are

the positives and negatives for
people when the economy hits
a trough? (negatives: the economy
has reached a low point, people
experience hard times; positives:
the GDP has stopped falling,
recovery will soon follow)

m Writing Support
Descriptive Writing Ask
students to write a one-page
description of the events that
might occur in a small town after
a factory there must lay off half
of its workforce. m

E Skill Practice

Using Line Graphs Ask: Where
is Real GDP in relation to the trend
line after a recession? (below the
trend line) What is the name of
the phase when GDP is rising?

(expansion) m

Economic Analysis

Answer: The GDP has stopped
declining, and expansion

recession decline
in real GDP lasting at
least two quarters

peak point in time
when real GDP stops
expanding and begins
to decline

trough point in time
when real GDP stops
declining and begins
to expand

expansion period
of uninterrupted
growth of real GDP

trend line growth
path the economy
would follow if it were
not interrupted by
alternating periods of
recession and recovery

depression state
of the economy with
large numbers of
unemployed people,
declining real incomes,
overcapacity in
manufacturing plants,
and general economic
hardship

P A business cycle is normally measured from peak to peak E’

Business Cycles:
Characteristics and
Causes

(LUNEEEY Business cycles are marked by
alternating periods of expansion and recession.

Economics and You Has a slow economy
ever shut down a factory in your community? Read
on to learn about some possible causes.

We can describe the basic features of an
expansion or a recession, or the phases of
the business cycle as they are sometimes
called. When it comes to identifying the
actual causes, though, no one theory seems
to explain all past events or predict future
ones because each seems to be a little dif-
ferent from the last.

Phases of the Business Cycle

The two phases of the business cycle are
illustrated in Figure 13.1. The first phase
is recession, a period during which real
GDP—GDP measured in constant prices—
declines for at least two quarters in a row,
or six consecutive months. The recession
begins when the economy reaches a peak—
the point where real GDP stops going up. It
ends when the economy reaches a trough—
the turnaround point where real GDP stops
going down.

Graphs In MCitig,,
See StudentWorks™ Plus
or glencoe.com.

RECESSION

As soon as the declining real GDP bot-
toms out, the economy moves into the
second phase, expansion—a period of
recovery from a recession. Expansion con-
tinues until the economy reaches a new
peak. When it does, the current business
cycle ends and a new one begins.

If periods of recession and expansion
did not occur, the economy would follow a
steady growth path called a trend line. As
Figure 13.1 shows, the economy departs
from, and then returns to, its trend line as it
passes through phases of recession and
expansion. To make it easier to read, reces-
sions in figures such as this are usually
shaded to separate them from periods of
expansion.

If a recession becomes very severe, it
may turn into a depression—a state of the
economy with large numbers of people out
of work, acute shortages, and excess capac-
ity in manufacturing plants. Most experts
agree that the Great Depression of the 1930s
was the only depression the United States

experienced during the twentieth century.

Changes in Investment
Spending

Changes in capital expenditures are
thought to be one cause of business cycles.
When the economy is expanding, busi-
nesses expect future sales to be high, so

PHASES OF THE BUSINESS CYCLE

€= EXPANSION ====p == EXPANSION ====p>

will follow. so that it includes one recession and one expansion. _
What does a trough indicate? ’ Trough §
&
€= BUSINESS CYCLE ====bp>
Differentiated B
Instruction

What Economic Indicators Really Indicate

Objective: Understand the limitations of the Consumer Differentiated Instruction Strategies

Price Index. [T Have each student explain the
Focus: Have students review the CPl and other indices in meaning of the cartoon to a partner.
the textbook. [XA Direct students to write two
Teach: Ask students to study the cartoon and answer paragraphs explaining how inflation rates
the questions. impact Social Security payments and the
— = . . 7 . 1 H
— Assess: Discuss students’ answers to question 3 as a class. setting of income tax brackets.
:E)C;gom'c (TR Close: Poll the class on their responses to question 4. Call [EM Have small groups brainstorm other

" H H ”
on students to explain their answers. examples of “creative exaggeration.
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they invest heavily in capital goods.
Companies may build new plants or buy
new equipment to replace older equipment.
At first this generates jobs and income, but
after a while businesses may decide they
have expanded enough. If they then cut
back on their capital investments, layoffs
and eventually recession may result.

negative, as when high oil prices hit the
United States in mid-2005.

Finally, in many cases, several factors
seem to work together to create a cycle. In
these situations, a disturbance in one part
of the economy seems to have an impact
somewhere else, causing an expansion to
begin or a recession to end.

Summarizing What are thought

to be the causes of business cycles?

CHAPTER 13, SECTION 1

ﬂ Reading Strategy

Identifying Ask: What are
five innovations that have
helped the U.S. economy
expand? (Possible answer:
computers, the Internet, cell
phones, cars, TV) B!

Differentiated

Innovation and Imitation

Another possible cause of business
cycles is an innovation that may be a new
product or a new way of performing a task.
When a business innovates, it often gains

an edge on its competitors because costs go Statistician Instruction
down or sales go up. In either case, profits . A
increase and the business grows. The Work Visual/Spatial Have students

* Scientifically apply mathemati-
cal principles to the collection,
analysis, and presentation of
numerical data

If other businesses in the same industry
want to remain competitive, they must
copy what the innovator has done or
develop something even better. The imitat-
ing companies must invest heavily to do ['] * Gather and interpret data
this, and an investment boom follows. After
the innovation takes hold in the industry,
further investments are unnecessary, and
economic activity may slow down.

create a collage about the effects
of OPEC's oil price increases in
the 1970s. (Collage items might
include pictures of lines at gas
stations, “out of gas” signs, and
newspaper headlines about
wage-price controls.) m

1
pertaining to a variety of fields,
including biology, finance,
economics, engineering,
insurance, medicine, public r
health, psychology, marketing,
education, scientific research,
and sports

[ critical Thinking

Making Connections Have
* Gauge the public’s feelings on E——

students write a paragraph
L certain topics by taking samples of opinions explaining how statistics impact

Monetary Policy Decisions
Another possible cause of business cycles

is the Federal Reserve System’s policy on

interest rates. When “easy money” policies

are in effect, interest rates are low and loans Qualifications their lives. For example, students
easy to get. Easy money encourages t.he * Aptitude for and an interest in mathematics and might write about an athlete’s
private sector to borrow and invest, which computers sports statistics, a calculation of

stimulates the economy for a short time.
Eventually the increased demand for
loans causes interest rates to rise, which in
turn discourages new borrowers. As
borrowing and spending slow down, the
level of economic activity may decline.

* Knowledge in subject matter of chosen field car insurance rates based on age

statistics, or the cancellation of
a favorite TV show because
of poor ratings. [[Y1

* Strong communication skills

* Bachelor’s degree in mathematics or statistics, with many
private sector jobs requiring a master’s degree

Earnings
* Median annual earnings: $58,620 (private sector), $81,262
(government sector)

Job Growth Outlook

* Average

External Shocks

Another potential cause of business
cycles is external shocks, such as increases
in oil prices, wars, and international con-
flict. Some shocks drive the economy up,
as when Great Britain discovered North
Sea oil in the 1970s. Other shocks can be

VAT @ Answer:
changes in investment
spending, innovations and
imitation, monetary policy

Source: Occupational Outlook Handbook, 2006—2007 Edition decis lons, externa I shocks

CHAPTER 13 Economic Instability 355

Leveled Activities

m Reteaching Activities, p. 13

m Free Enterprise Activities, p. 18

m Authentic Assessment Strategies and

Activities, p. 18

RETEACHING (&)

(@coNOMIC INSTABILITY

Couees o lation

| FREE ENTERPRISE g5 acrvirvis |

@ coNoMIC INDICATORS

TSI G ACTIVITY 1

€3 coNomic INDICATORS
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CHAPTER 13, SECTION 1

m Writing Support
Narrative Writing Have
students consult historical
sources to research how the
stock market crash affected
individuals. Ask students to

then create a character who
would have experienced or
observed the events of “Black
Tuesday.” (Possible characters
include a broker, a stockholder, the
manager of a publicly held firm, or
a hot dog vendor on Wall Street.)
Instruct students to write a story
about what the character saw,
heard, and felt on that day. m

Differentiated
Instruction

Logical/Mathematical Have
students calculate how their
weekly income (from allowance
or work) would change if it fell by
the same rate that manufacturing
wages dropped between 1929

to 1933. Ask: How would you
economize if this happened

to you? (Possible answers: cut
back on entertainment expenses;
ride a bicycle instead of drive) m

Caption Answer: 12.8 million

Additional
Support

depression scrip Business cvcles in the Depression, one out of every four workers

currency issued by - was unemployed. Even workers who had
Do, | UnitedStates B
civic bodies during the . wage, which was 55 cents an hour in 1929,
Great Depressiongof Business cycles have become plunged to 5 cents an hour by 1933.
the 1930s Many banks across the country failed.
. Federal bank deposit insurance did not
Economics and You Do you have a savings exist at the time, so depositors were not
account at a bank? Read on to learn why the money . .
. L protected. To prevent panic withdrawals,
lnyouraccountlsmsured ................................. the federal government declared a “bank
holiday” in March 1933 and closed every
bank in the country. The closure lasted for
only a few days, but about one-quarter of
the banks never reopened.

The size of the money supply fell by
one-third. Official paper currency was in
such short supply that people began using
depression scrip—unofficial currency that
The Great Depression towns, counties, chambers of commerce,

The stock market crash on October 29,  and other civic bodies issued. Billions of
— | 1929, known as “Black Tuesday,” marked  dollars of scrip were used to pay salaries
Great Depression | the beginning of the Great Depression, one  for teachers, firefighters, police officers,
During the l_leight of of the darkest periods in American history.  and other municipal employees.
the depression, the Between 1929 and 1933, real GDP declined
unemployed lined up nnearly 50 percent, from approximately $103
g‘ﬁie::flom',“mmy billion to $55 billion. At the same time, the ~ Causes of the Great Depression
people were unem- number of people out of work rose nearly An enormous gap in the distribution of
ployed during the 800 percent—from 1.6 million to 12.8 mil-  income was one important cause. Poverty
Great Depression? lion. During the worst years of the prevented workers from stimulating the
- economy by spending. The
rich had the income but often
used it for such nonproduc-
tive activities as stock market
speculation.

Easy credit also played a
role. Many people borrowed
heavily in the late 1920s to
buy stocks. Then, as interest
rates rose, it was difficult for
them to repay their loans.
When the crunch came, heav-
ily indebted people had noth-
ing to fall back on.

Global economic condi-
tions also played a part.
During the 1920s, the United
States had made many loans
to foreign countries to help
support international trade.
When these loans suddenly

much more moderate since the Great
Depression of the 1930s.

Economic activity in the United States
followed an irregular course throughout
the twentieth century. The worst downturn
was the Great Depression of the 1930s. The
years since World War II have taken on a
special pattern of their own.

356 UNIT 4 Macroeconomics: Performance and Stabilization

Activity: Interdisciplinary Connection

Mathematics Easy credit played a

role in causing the Depression, and

some economists are worried that it

could contribute to a future recession.

For example, in 2007 the mortgage
securities market fell into crisis. The
housing market slumped. Combined

with loan delinquencies from borrowers
with poor credit ratings, this slump caused
more than two dozen mortgage lenders

356

to go bankrupt. These bankruptcies in of each type of loan? (The monthly

turn dragged the housing market down payments on the 30-year loan are lower,
further, which slowed the overall economy.  but the total financing costs will be greater
Have students calculate monthly mortgage  over the duration of the loan. The monthly

payments on a $100,000 30-year loan at payments on the 15-year loan are higher,
6.125 percent interest. (5607.61) Next have but the total financing charge will be
students calculate monthly mortgage lower because the loan will be paid
payments on a $100,000 15-year loan at off much faster.) m

5.5 percent interest. (5817.08) Ask: What
are the advantages and disadvantages



Recovery Wartime
production during
the 1940s provided
an additional
stimulus in the post-
Depression era.

CHAPTER 13, SECTION 1

E Critical Thinking

What other efforts Making Connections
led to economic .
recovery? Ask: What U.S. social change

that took place during World
War Il does this image show?
(Large numbers of women took
jobs outside the home.) m

ﬂ Reading Strategy

Summarizing Have students
write a summary of the Social

Security program. B]

Differentiated
Instruction

were harder to get, foreign buyers pur-
chased fewer American goods, and U.S.
exports fell sharply.

At the same time, high U.S. tariffs kept
many countries from selling goods to the
United States, leading to economic crises
abroad. As world trade declined, American
exports dropped even further.

the same time. New unemployment pro-
grams gave some relief to people who were
temporarily out of work.

Because so many public stock compa-
nies went out of business, the Securities
and Exchange Commission (SEC) was cre-
ated to put requirements on the disclosure
of financial statements by public corpora-
tions. The resulting federal regulation made
stock ownership by the public much safer.

Finally, the newly established Federal 7]
Deposit Insurance Corporation (FDIC) pro-
vided modest bank insurance for deposi-
tors. Such safeguards were not available
earlier, when nearly one-third of the banks ]
had failed. In all, the period from 1933 to
1940 saw the establishment of many fed-
eral institutions to make working, banking,
investing, and retirement safer. -

The reforms of the 1930s seemed to help,
and most economists today think that it
would be unlikely, if not impossible, for
another Great Depression to occur.

Advanced Learners Have
students visit www.fdic.gov

to find out the basic insurance
coverage on deposits provided

by the FDIC. Ask students to
speculate on whether the amount
is enough for today and whether it
would have made a difference in
the 1930s. Ask: How does the FDIC
reduce the possibility of runs on
banks? (People know that even if
their bank fails, the government

will give them a certain amount

of their money back.) m

Recovery and Legislation

The Great Depression finally ended ten
years after it started, when real GDP
returned to its 1929 high. The economy
recovered partly because of increased gov-
ernment spending and partly on its own.
The massive spending during World War II
added another huge stimulant that further
propelled the economy.

The country was so shaken by the Great
Depression that a number of laws were
passed and agencies established from 1933
to 1940 both to protect people and to pre-
vent another such disaster. The Social
Security Act of 1935 was one of the most
important and significant pieces of legisla-
tion passed during this time. To protect
people during their working years, the
minimum wage was established at about

Caption Answer: government
legislation and agencies

Cycles After World War Il
Business cycles became much more

moderate after World War II, with shorter

recessions and longer periods of expansion.

Additional
Support

CHAPTER 13 Economic Instability 357

Extending the Content

Monetary Policy and the Great
Depression Monetarists view the Great

Fed should have greatly increased the
amount of money in the economy. Instead,

Depression differently from Keynesian
economists. Monetarists do not deny that

a lack of business investment in the early
1930s reduced aggregate demand. However,
they feel that the fall in aggregate demand
resulted from the reduced amount of money
in circulation. According to monetarists, the

the steps taken by the Fed cut the money

supply by one-third between 1929 and 1933.

By its actions, the monetarists claim, the Fed
turned what would have been just another
recession into an economic disaster.
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B Skill Practice

Using Line Graphs Ask: What
happened to the index in 2001-
20027 (decreased) What happened
to it from 1985-1988? (increased)

BL|

m Writing Support
Expository Writing Have
students research other statistics
that predict changes in GDP.
Then have them write a one-page
paper explaining why economists
consider those statistics to be
important factors in determining
the future state of the economy.

AL
Economic Analysis

Answer: Economists watch how
the index moves; it usually turns
down nine months before a
recession begins.

VLTS Answer: lower
GDP, high unemployment,
lower wages, bank failures,
smaller money supply

Hands-On
Chapter Project

3
Index (1996

TR EF IS The Index of Leading Economic Indicators

P The index of leading economic indicators is one of the tools used to predict future

economic activity.

araphs In MGtig,,
See StudentWorks™ Plus
or glencoe.com.

O VRN How do economists use this index to predict recession?

THE INDEX OF LEI
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On average, the index turns
down 9 months before a
recession begins.
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On average, the index
turns up 4 months before
arecovery begins.

1965

1970
Recession years

1975 1980 1985 1990

Year

E Source: The Conference Board

leading
economic
indicator statistical
series that turns down
before the economy
turns down, or up
before the economy
turns up

During this time, the average length of
recessions was about 10 months, while
expansions averaged about 54 months.
With the possible exception of the Vietnam
War period, most recessions from 1965 to
1980 occurred on a fairly regular basis.

After the early 1980s, recessions occurred
less frequently. A record-setting peacetime
expansion during the Reagan administra-
tion began in November 1982 and lasted for
almost eight years. This was followed by
a longer, and even more prosperous, expan-
sion during the Clinton years from 1991
to 2001. In fact, this 10-year period of unin-
terrupted economic growth is the longest
peacetime expansion in U.S. history.

Although the Clinton expansion ended
in March 2001, a new one began again in
November of that year, shortly after the
9/11 terrorist attacks. Whether the latest
expansion can set another record is yet to
be seen, but it has already exceeded the his-
torical 54-month average.

Inferring What impact did the

Great Depression have on the United States?

1995 2000 2005 2010

Forecasting Business
Cycles

(WLUTIETESY Economists use statistics and
models to predict business cycles.

Economics and You Would you change your
post-graduation plans if you knew a recession was
coming? Read on to find out how economists try to
predict future recessions and expansions.

Economists use several methods to pre-
dict business cycles. One uses the statistical
series shown in Figure 13.2. Another makes
use of macroeconomic modeling.

Using Everyday Economic
Statistics

A change in a single statistic often indi-
cates a change in future GDP. For example,
the length of the average workweek may
change just before a recession begins if
people work fewer hours. This makes the
measure a leading economic indicator—a
statistical series that normally turns down
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Step 1

Economic Indicators and the
U.S. Economy

In this project, students will research
economic indicators and problems

and then prepare and present a TV talk
show focusing on the U.S. economy.
Step 1: Explaining Economic
Indicators. Students will identify and
explain economic indicators, and predict
what will happen to the economy based
on current indicators.

358

Directions: Organize the class into

groups of five. Instruct group members

to take on the roles of talk show host, an
economic indicators “expert,” an inflation
“expert,” an unemployment “expert,” and

a summarizer/questioner. Then have
students work together within their groups
to consult Web sites such as www.nber.org
(National Bureau of Economic Research),
www.bls.gov (Bureau of Labor Statistics),
www.bea.gov (Bureau of Economic
Analysis) and any other reliable sites
needed to find current figures for

leading economic indicators and explan-
ations of what the indicators show.

Summarizing Direct students in each
group to use their research to write the
portion of the talk-show script that will
include the host and questioner discussing
economic indicators with the indicators
“expert.” Students should then work
together within their groups to construct
a forecast for the economy, based on
current indicators, to be included in

the script. m
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before the economy turns down or turns
up before the economy turns up.

However, no single series has proven
completely reliable, so several individual
series are combined into an overall index.
This is the approach used by the composite
index ofleading economicindicators (LEI),
a monthly statistical series that uses a
combination of 10 individual indicators to
forecast changes in real GDP.

The composite index is shown in Figure
13.2, where the shaded areas represent
recessions. The average time between a dip
in the index and the onset of a recession is
about nine months. The average time
between a rise in the index and the start of
an expansion is about four months.

To see how we use it, suppose that a sur-
vey of consumers revealed that households
annually spend a fixed amount of money
called ‘a’, along with 95 percent of their
disposable personal income, or DPI. We
could express this as C = a + .95(DPI) and
then substitute this equation into the
output-expenditure model to get:

GDP=a+.95DPl) + 1+ G+ (X - M)

This process is repeated until each of the
terms in the model is expanded and the
equation is broken down into smaller and
smaller components. To find GDP, forecast-
ers put in the latest values for the variables
on the right side of the equation and solve
for GDP.

Over time, actual changes in the econ-
omy are compared to the model’s predic-

composite index
of leading
economic
indicators (LEI)
composite index of 10
economic series that
move up and down in
advance of changes in
the overall economy;
statistical series used to
predict turning points
in the business cycle

econometric
model
mathematical
expression used to
describe how the
economy is expected
to perform in the
future

Using Econometric Models

An econometric model is a mathemati-

cal model that uses algebraic equations to

tions. The model is then updated by
changing some of the equations. In the end,
some models give reasonably good fore-
casts for up to nine months into the future.

describe how the economy behaves. Most
models start with the output-expenditure
model we examined on page 327:

GDP=C+1+G+(X-M) models?

SECTION

L

Vocabulary

1. Explain the significance of business cycles, business
fluctuation, recession, peak, trough, expansion, trend
line, depression, depression scrip, leading economic
indicator, composite index of leading economic
indicators, and econometric model.

Main Ideas
2. Explaining How are business cycles forecast?

3. Describing What are the two main phases of a
business cycle?

4. Identifying Use a graphic organizer like the one below

to identify the causes and effects of the Great Depression.

The Great

- Effects:
Depression

Causes:

Analyzing Why are short-term

econometric models more accurate than long-term

Critical Thinking
5. Why is it difficult to explain the causes
of business cycles?

6. Analyzing Visuals Use Figure 13.1 on page 354 to
explain how a business cycle can be compared to a
roller coaster.

7. Determining Cause and Effect Assume that business
inventories are falling, the average number of hours
worked per week is going up, and there is an increase
in the number of new building permits. What would
these indicators say about the economy, and why?

Applying Economics

8. Economic Security Suppose you were the head of a
household. How would you plan spending for your
family if you had an accurate prediction of future
business cycles? Include examples in your response.
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ﬂ Reading Strategy

Activating Prior Knowledge
Ask: What are the components
of the output-expenditure
model? (GDP = gross domestic
product; C = consumption
expenditures; | = investment
spending; G = government
expenditures; X = exports; M =
imports; X — M = net exports)

VAGEETTIHEES) Answer: Long-
term models include more
factors that can change over
time and require updating.

&9 Use the Interactive Tutor
Self-Assessment CD-ROM to
review Section 1, and then assign
the Section 1 Review as homework
or as an in-class activity.

Organizing Have students
create a chart with the columns
“Recession” and “Expansion,” and
list section terms and concepts
in each column. Some terms will
be used in both columns. m

SECTION

1. All definitions can be found in the section 55 cents an hour to 5 cents an hour,
and the Glossary. banks failed, money supply contracted.
2. Economists use models and statistical 5. Itis hard to pinpoint the cause of business
tools to forecast business cycles. cycles because many different factors are
3. The two main phases of a business cycle impacting the economy at the same time,
are recession and expansion. and disturbances spread quickly through
4. Causes: unequal distribution of income, the economy.
easy credit, global economic conditions. 6. A business cycle can be compared to

Effects: GDP fell almost 50 percent,
unemployment rose nearly 800 percent,
average manufacturing wage fell from

aroller coaster because both have ups
and downs.

7. These indicators say that the economy
is expanding. Goods, including houses,
are being rapidly bought. Meanwhile,
people are working more and increasing
overall production.

Answers will vary, but students should
demonstrate the understanding that
spending levels should be adjusted to
match fluctuations in the economy.
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BusinessWeek

Differentiated
Instruction

Logical/Mathematical Ask
students to visit the American
Research Group Web site (www.
americanresearchgroup.com)

to find the most current opinions
of Americans regarding the future
of the economy. Have students
write a report that describes the
polling figures, sample size, and
margin of error. m

BusinessWeek ﬂﬂ”ﬂﬁ

To find up-to-date news and
analysis on the economy,
business, technology, markets,
entrepreneurs, investments, and
finance, have students search
feature articles and special
reports on the BusinessWeek Web
site, www.businessweek.com.

Examining the Newsclip

Answers:
1. The National Bureau
of Economic Research
2. adjust expectations and
reduce spending

Additional
Support

Teacher Tip

s ldeas for

ing Businesse
Choosing be found

businesses to survey can

in the Yellow Pages of the phone
directory. Have groups furn in

their bu

. soyou can pre

. surveysof the

siness lists before calling
vent multiple
same business.

Business\Week NEwscLIP

conomists have developed a variety of tools and indicators
to spot the beginnings of a recession or expansion. They
also might want to take a look at one restaurant in New York

that has an indicator all its own.

Dog Days: A Frank Look at the Economy

Corporate chiefs and economists
don’t toss around the word “recession”
lightly—bad for morale. But New York
hot dog chain Gray’s Papaya, the
24-hour eatery frequented by bag
ladies and bankers alike, isn’t bashful.

Word is that the highly visible out-
post on New York’s Upper West Side is
about to plaster a sign for its
“recession special” in its huge front
windows. The last time it did that was
March 2001, just as the economy was
dipping into recession. The National
Bureau of Economic Research, which
officially calls business cycle turns,
reported that March onset eight
months later.

Already, perhaps seeing economic clouds (and
an interior “recession special” sign left over from
past downturns), more Gray’s customers are ask-

ing for the dog deal

Anxious ($2.75 for two franks

. and a drink, includin
Times for 0. &
Americans “People are getting
Americans are growing more realistic and
in(reasing|y uneasy adjusting their expec-
about the economy tations and budg-
THE NATIONAL ECONOMY A ets,” says Jackie
YEAR FROM TODAY WILL BE: Schwimmer, a senior
vice-president at one

CAIIEE; o% of tlfe city’s largest
THESAME: | 25% real estate brokers,
WORSE: | 67% in between chomps.

She doesn’t see an

Source: American Research Group, Inc.  imminent full-blown

recession but concedes a pinch in the housing
market.

Then there’s the Wall Street guy who’d ventured
uptown for his frank fix. Times are good in his
neck of the woods, he admits, but he’s feeling
less inclined to drop $11 on a Financial District
designer salad more than twice a week. And he’d
gladly trade the savory bliss of Gray’s recession
special for added job security. “I love the dogs, and
I'love the deal,” he says, “but I hope [Gray’s Papaya
is] wrong.”

—Reprinted from BusinessWeek

Examining the Newsclip

1. Identifying Which organization is responsible for
calling turns in the business cycle?
2. Determining Cause and Effect According to the

article, what do people do when they expect a
recession?
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Activity: Hands-On Economics

Adjusting to Recession Have students

work in groups of five or six to conduct
phone surveys of businesses in your

community to find out how the businesses

adjust to recession. Students within each
group should first brainstorm a list of
questions to ask such as: Are prices
adjusted? Is the workforce reduced?

360

Have groups develop a script to use for
their phone calls, including opening and
closing comments. Next, each student
should survey one of the businesses using
the list of questions created by his or her
group. Groups should then present their
findings to the class in an oral report.
Discuss as a class the similarities and
differences among students’ findings. m


http://www.businessweek.com
http://ww.americanresearchgroup.com
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SECTION

Inflation

2

|GUIDE TO READING

* demand-pull inflation (p. 365)
* cost-push inflation (p. 365)

Section Preview

In this section, you will find out that inflation is
a rise in the general level of prices that disrupts the
economy.

e creditor (p. 367)
* debtor (p. 367)

(Bellringer

Daily Focus Transparency 54

[EO.CUS ACTIVITIES m

@rrustion

Academic Vocabulary
* construction (p. 362) ° recover (p. 365)

Content Vocabulary

* inflation (p. 361) * creeping inflation
e deflation (p. 361) (p. 364)
* price index (p. 3620  * hyperinflation (p. 364)
° consumer price * stagflation (p. 364)
index (CPI) (p. 3620 * producer price index
* market basket (PPI) (p. 364)
(p. 362) * implicit GDP price
¢ base year (p. 362) deflator (p. 364)

Reading Strategy

Hlustrating As you read the section, complete a
graphic organizer similar to the one below by
illustrating the steps in a wage-price spiral.

o

J

GUIDE TO READING

Answers to Graphic: higher
prices force workers to ask for
higher wages; producers pass
the cost of higher wages to
the consumer as higher prices;
even higher prices cause even
higher wages

Hyperinflation in Zimbabwe

How bad is inflation in Zimbabwe?
Well, consider this: at a supermarket near the
center of the capital, Harare, toilet paper costs
$417. No, not per roll. Four hundred seventeen
Zimbabwean dollars is the value of a single
two-ply sheet. A roll costs $145,750—in
American currency, about 69 cents.

For untold numbers of Zimbabweans, toilet
paper—and bread, margarine, meat, even the
once ubiquitous morning cup of tea—have
become unimaginable luxuries. All are casual-
ties of the hyperinflation that is roaring toward
1,000 percent a year, a rate usually seen only in
war zones. Hl

V“-f‘—f‘—f‘*-{“’f‘f’“—/” B

Macroeconomic instability is not limited
to fluctuations in the level of national out-
put (GDP) or national income (GNP).
Changes in prices can be equally disruptive
to the economy. When the general level of
prices rises, the economy is experiencing
inflation. A decline in the general level of
prices is called deflation. Both situations

are harmful to the economy and should be
avoided whenever possible.

Inflation in the United States has varied
over the years. We may grumble when the
price of gas goes up by a few cents. As you
can see in the news story, though, price
increases can go to extremes and turn
everyday products into luxury items.

inflation increase
in the general level of
prices of goods and

services

deflation decrease
in the general level of
prices for goods and

services
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Reading
Strategies

Teacher Edition

« Det. Importance,
p. 363

« Using Context Clues,
p. 367

Additional Resources

« Guid. Read. Act., p. 38

- Read. Ess. & Note-
Taking Guide, p. 112

R]

Critical
Thinking
Teacher Edition
- Making Connections,
p. 364
+ Making Inferences,
p. 365

+ Analyzing Pri. Sources,
p. 368

Additional Resources

« Crit. Think. Act., p. 19
+ Reinforcing Econ.
Skills, p. 6

Differentiated
Instruction

Teacher Edition

« Logical/Math.,
pp. 362, 366
« Intrapersonal, p. 364

Additional Resources

- Math Prac. for Econ.,
p. 19

- Pri./Sec. Source Read.,
p. 41

« Enrichment Act., p. 13

@ Writing
Support

Teacher Edition

+ Persuasive Writing,
p. 365

Additional Resources
+ High School Reading
in the Content Area
Strat. and Act.
Reteaching Act., p. 13

Resource
Manager

Skill
Practice

Teacher Edition

« Using Circle and Bar
Graphs, p. 362

« Using Line Graphs,
pp. 363, 366

Additional Resources

- Authentic Assess.,
p.19

« Econ. Content Vocab.
Act, p. 13
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Differentiated
Instruction

Logical/Mathematical Have
students suppose that the BLS
decided to change the base year
for the Consumer Price Index to
1992-1994. Ask: How would that
change in the base year affect
the CPI rating for 20077 (It would
lower the rating.) Why would that
change occur? (The prices during
the new base year were higher than

price index
statistical series used to
measure changes in
the price level over
time

consumer price
index (CPI) series
used to measure price
changes for a repre-
sentative sample of
frequently used
consumer items

market basket
representative
selection of goods and
services used to
compile a price index

base year year
serving as point of
comparison for other
years in a price index
or other statistical
measure (also see

Measuring Prices and
Inflation

(LUTLEEY Several price indexes are used to
measure inflation.

and services. The CPI uses the prices of
approximately 364 goods and services,
such as those shown in Figure 13.3. While
this may seem like a small number, these
items are scientifically selected to represent

the types of purchases that most consum-

Economics and You Have you noticed that
prices for some items go up while others go down?
Read on to learn how this affects the rate of inflation.

To understand inflation, we must first
examine how it is measured. This involves
the construction of a price index—a statis-
tical series used to measure changes in the
level of prices over time. A price index can
be compiled for a range of items. We will
focus on the consumer price index (CPI),
a statistical series that tracks monthly
changes in the prices paid by urban con-
sumers for a representative “basket” of
goods and services.

ers make.

The next step is to find the average price

of each item in the market basket. To do
so, every month employees of the U.S.
Census Bureau sample prices on nearly
80,000 items in stores across the country.
They then add up the prices to find the
total cost of the market basket. The hypo-
thetical results of such a monthly activity
are shown in Figure 13.3 for three separate
periods.

A base year—a year that serves as the

basis of comparison for all other years, is
then selected. While almost any year will

do, the Bureau of Labor Statistics (BLS) in

those in 1982-1984, so the price page 221)

difference between the base and
2007 would not be as great.) m

the U.S. Department of Commerce cur-
rently uses average prices as they existed
from 1982 to 1984. While this is likely to be
updated in the future, it is still the most
popular base year used for prices today.

m Constructing the Consumer Price Index

The Market Basket

The first step we have to take is to
select a market basket—a representative
selection of commonly purchased goods

B Skill Practice

Using Circle and Bar Graphs
Have students use the data
in Figure 13.3 to create three

Description Price Base Period Price Second Period Price Third Period
different bar graphs: one for (1982-1984) (1998) (January 2006)
the individual product prices, 1 Toothpaste (7 0z.) $1.40 $1.49 $2.25
one for the total market basket ) Milk (1 gal.) 129 129 179
costs, a nd one for the 3 Peanut butter (2-Ib. jar) 2.50 2.65 3.73
Index Number. m
E‘: 4 Lightbulb (60 watt) 45 48 .65
Economic AnalVSls 364 Automobile engine tune-up 40.00 42.00 84.75

Answer: A CPI of 163.2

Total cost of market basket $1,792.00 $2,925.00 $3,582.00
means that prices have risen Current market basket cost $1,792 1.000 $2,925 $3,582
63.2 percent since the base year. Base market basket cost $1,792 §1,792 = 1632 s1792 = 199
Index Number (%): 100 (%) 163.2 (%) 199.9 (%)

> Every month the Bureau of Labor Statistics reprices its market basket of commonly used
consumer items and reports the results as a percentage of the cost for the base period.

LGN TTGU RN How do we interpret a CPI of 163.2?

Additional
Support

Activity: Collaborative Learning

Calculating CPI Have students work
together in groups of five or six. Ask students
to create a market basket for their group. Each
basket should include 20 items that students
typically buy. Totaling the prices of the items,
students should figure the current cost of their
group’s market basket. Ask students to then
calculate the total cost of the basket for the
next three years if prices rise by 4 percent

each year. Have students determine the CPI

for the third year using the current market
basket cost as the base year. Make copies of
each group’s basket list and distribute them
to the other groups. Have students compare
baskets and, as a class, create a composite
market basket. m
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Measuring Prices and Inflation

P Consumer prices have risen steadily since the mid-1960s. Inflation peaked in the early

1980s and then declined.

OGN ENET How is the CPI used to compute inflation?

THE RATE OF INFLATION AND THE CONSUMER PRICE INDEX, 1965-2006
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The Price Index

The last step in the process is to make
the numbers in the table easier to interpret
by converting the dollar cost of a market
basket to an index value. This is done by
dividing the cost of every market basket
by the base-year market basket cost. For
example, the $3,582 cost for January 2006 is
divided by the $1,792 base-period cost to
get 1.999, or 199.9 percent. The index num-
ber for January—199.9—represents the
level of prices in comparison to the base-
period prices.

In practice, all of the conversions are
understood to be a percentage of the base-
period cost even though the % sign or the
word percent is not used. For example,
prices in January 2006 are 199.9 percent of
those in the base period, which is another
way of saying that prices have nearly dou-
bled. A different base year would give a
different index number. However, to avoid
confusion, the base year is changed only
infrequently.

Year

Because so many prices are sampled all
over the country, the BLS publishes specific
consumer price indexes for selected cities
and large urban areas, as well as one for the
economy as a whole.

learn about

Percentages.

Measuring Inflation

Now that we have the price index, we
can find the percentage change in the
monthly price level, which is how inflation
is measured. To illustrate, suppose that the
CPI in January of one year is 199.9, and it
was 190.4 exactly one year earlier. To find
the percentage change, we would divide the
change in the CPI by the beginning value
of the CPI in the following manner:

(199.9-190.4)
190.4

9.5
190.4

=0.05=5%

In other words, the rate of inflation was 5
percent for the 12-month period.

Figure 13.4 shows what the level of prices
and the resulting inflation look like over a
much longer period. The two lines are

CHAPTER 13 Economic Instability

12 Skills Handbook
See page R54 to

Understanding

CHAPTER 13, SECTION 2

E Skill Practice

Using Line Graphs Ask:
According to the graph, what
was the annual rate of inflation
in 20057 (about 3.5 percent) What
was the CPlin 2000? (about

160 percent) In which years were
there two separate recessions?
(between 1980 and 1985) B!

m Reading Strategy

Determining Importance

Have students visit the Bureau of
Labor Statistics Web site (www.bls.
gov) and locate the Frequently
Asked Questions for the CPI. Ask
students to select a question

and then write a paragraph
explaining why it is important

for economists and/or consumers
to know the answer. m

Economic Analysis

Answer: The CPl computes
changes in price levels. Dividing
the CPI difference from one
period to the next by the begin-
ning value of the CPI gives the
inflation rate between those
two periods.

S|

Hands-On
Chapter Project

363

Economic Indicators and the

U.S. Economy

Step 2: Explaining Inflation. Students
will research and write the portion of the

talk show script that covers inflation.

www.minneapolisfed.org to find an
inflation calculator to help them con-

struct examples of the effects of inflation.

Remind students that as they conduct
their research, they should keep in mind
that TV talk shows aim to inform but in

Directions: Have students return to their
previously established groups. Ask them
to use the textbook and the Web sites they
consulted for Step 1 to research inflation,
its current levels and effects, and possible
future inflationary trends. Suggest that
students visit a Web site such as

an interesting way.

Summarizing Direct students in

each group to use their research to

write the portion of the talk-show script
that will include the host and questioner
discussing inflation with the inflation

Step 2

“expert.” Groups should include in this
section of their scripts a forecast of future
inflationary trends. m

(Chapter Project continued in Section 3.)
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E Critical Thinking

Making Connections Explain
that the CPI compares prices in
the same stores over time. If, when
prices rise, consumers switch to
stores that charge lower prices,
the CPI will exaggerate what
shoppers are paying. Ask: Why
are some people concerned that
the CPI might be overestimating
inflation? (Inflation impacts Social
Security payments and other cost-of-
living adjustments.)

Differentiated
Instruction

Intrapersonal Have students
write a paragraph explaining
why they should care about
the producer price index.

Caption Answer: inflation in
excess of 500 percent a year

VALEUTHEY® Answer: The
government monitors changes
in the prices of its contents to
measure changes in general
price levels.

Differentiated
Instruction

Hyperinflation
During the 1920s,
inflation in Germany
reached such levels
that banknotes in
denominations of
“100 Billionen
Reichsmark” (the
equivalent of 100
trillion) circulated.
How is hyper-
inflation defined?

creeping
inflation relatively
low rate of inflation,
usually 1 to 3 percent
annually

hyperinflation
inflation in excess of
500 percent per year

stagflation period
of slow economic
growth coupled with
inflation

producer price
index (PPI) index
used to measure prices
received by domestic
producers

implicit GDP
price deflator
index used to measure
price changes in GDP

:

shown together because the level of prices
is sometimes confused with the rate of
inflation, when in fact the level of prices is
used to compute the inflation rate.

The rate of inflation tends to change over
long periods of time. In the last 20 years,
the United States could be described as
having creeping inflation—inflation in
the range of 1 to 3 percent per year. When
inflation is this low, it is generally not seen
as much of a problem. However, inflation
can rise to the point where it gets out of
control. Hyperinflation—inflation in the

Other Price Indexes

A price index can be constructed for any
segment of the economy in exactly the
same way. The agricultural sector, for
example, constructs a separate price index
for the products it buys (diesel fuel, fertil-
izer, and herbicides), and then compares it
to the prices it gets for its products.

The producer price index (PPI) is a
monthly series that reports prices received
by domestic producers. Prices in this series
are recorded when a producer sells its out-
put to the very first buyer. This sample

range of 500 percent a year and above— [b] consists of about 100,000 commodities,

does not happen very often. When it does,
it is generally the last stage before a total
monetary collapse.

The record for hyperinflation was set in
Hungary during Word War II. At that time,
huge amounts of currency were printed to
pay the government’s bills. By the end of
the war, it was claimed that 828 octillion
(828,000,000,000,000,000,000,000,000,000)
pengds equaled 1 prewar pengo.

An economy also may experience
stagflation, a period of stagnant economic
growth coupled with inflation. Stagflation
was a concern in the 1970s, a time of rising
prices coupled with high unemployment.
Even today, some people worry that the
high price of oil could cause prices to go up
and economic growth to slow down.

using 1982 as the base year. Although it is
compiled for all commodities, it is broken
down into various subcategories, includ-
ing farm products, fuels, chemicals, rubber,

|_pulp and paper, and processed foods.

The implicit GDP price deflator, used
to measure changes in GDP, is another
series. This series is used less frequently
because the figures for real GDP, or GDP
already adjusted for price increases, are
provided when GDP is announced.

Finally, these are just a few of the many
price indexes that the government main-
tains. Even so, the CPI is by far the most
popular and the one we watch most often.

Analyzing How is a market

basket used to measure the price level?
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Figuring Inflation’s Effects

Objective:

Focus/Teach:

Assess:

Math Practice for
Economics, p. 19

Close:
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Understand how inflation affects purchasing
power.

Have students review the text’s definitions of
inflation, purchasing power, and consumer price
index. Then have them complete the activity.
Review the answers. Go over the calculations
for any problematic questions.

Have students write a paragraph summarizing
what they learned in the activity.

Differentiated Instruction Strategies
m Ask: Which increased the most
between 2000 and 2005: housing,

food, or medical expenses? (medical)
m Have students redo the activity with
new amounts for the expenses in the
third paragraph.

m Have students create a bar graph
illustrating the information in the table.



Causes of Inflation

Causes of inflation include strong
demand, rising costs, and wage-price spirals,
along with a growing supply of money.

Economics and You Have you ever wanted
something so much you did not care about the price?
Read on to learn how such behavior can fuel
inflation.

Economists have offered several expla-
nations for the causes of inflation. Nearly
every period of inflation is due to one or
more of the following causes: demand-pull
inflation, cost-push inflation, wage-price
spiral, or excessive monetary growth.

Demand-Pull

According to the explanation called
demand-pull inflation, all sectors in the
economy try to buy more goods and ser-
vices than the economy can produce. As
consumers, businesses, and governments
converge on stores, they cause shortages,
which drives up prices. Thus prices are
“pulled” up by excessive demand. This
could happen, for example, if consumers
decided to use their credit cards

products for manufacturers and thus cause
inflation. This situation might occur, for
example, when a strong national union
wins a large wage contract, forcing manu-
facturers to raise prices to recover the
increase in labor costs.

Another cause of cost-push inflation
could be a sudden rise in the international
price of oil, which can raise the price of
everything from plastics and gasoline to
shipping costs and airline fares. Such an
increase in prices occurred during the
1970s, when prices for crude oil went from
$5 to $35 a barrel. It happened again in
2006, when the price of oil surged to over
$75 a barrel.

Wage-Price Spiral

A more neutral explanation does not
blame any particular group or event for ris-
ing prices. According to this view, a self-
perpetuating spiral of wages and prices
becomes difficult to stop.

The spiral might begin when higher
prices force workers to ask for higher
wages. If they get the higher wages, pro-
ducers try to recover that cost with higher

C]

and go into debt to buy things
they otherwise could not afford.

A similar explanation blames
inflation on excessive spending by
the federal government. After all,
the government borrows and then
spends billions of dollars, thus
putting upward pressure on
prices. Unlike the demand-pull
explanation, however, which cites
the excess demand on all sectors
of the economy, this explanation
holds only the federal govern-
ment’s deficit spending responsi-
ble for inflation.

Cost-Push
The cost-push inflation expla-

© KAZ -Larry Katzman

nation claims that rising input
costs, especially energy and orga-
nized labor, drive up the cost of

“... but if daddy raised your allowance he’d be hurting
the economy by stimulating inflation. You wouldn’t
want him to do that would you?”

demand-pull
inflation
explanation that prices
rise because all sectors
of the economy try to
buy more goods and
services than the
economy can produce

cost-push
inflation
explanation that rising
input costs, especially
energy and organized
labor, drive up the
prices of products

Inflation Several
causes of inflation
exist, but an increase
in allowance would
probably not have a
large impact. Which
explanation does
the father in the
cartoon use?
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E Critical Thinking

Making Inferences Ask:
Which type of inflation

might be accompanied by
unemployment? Explain.
(Cost-push inflation. With demand-
pull inflation, there is a higher level
of spending and therefore no reason
to lay people off. With cost-push
inflation, a rise in prices can reduce
the amount being bought, which
would cause production, and
therefore employment, to be

cut back.) m

m Writing Support
Persuasive Writing Have
students imagine that they
have worked at the same part-
time job for the past three years.
During that time, their wages
have remained the same. Have
students write a letter to their
boss asking for a raise. Students
should use information about
inflation to justify their request.

Caption Answer: The father

is using either the wage-

price spiral or the cost-push
explanation, since an allowance
increase could be interpreted
as a rising labor cost.

Leveled Activities

m Guided Reading Activities, p. 38

{GUIDED READING Aty 132 |}

oNFLAﬂD;l

m Critical Thinking Activities, p. 19

CRITTICATT IHINKIINGH9)

m Primary and Secondary Source
Readings, p. 41

[ PRIMARY & SECODRRY SOURCES /2=, Reating 21 |

stagefor  lang periad of
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E Skill Practice

Using Line Graphs Ask:In
what year was the purchasing
power of the dollar equal to

10 percent of its value in 1947?
(2005) In which decade did the
purchasing power of the dollar
decline by the greatest amount?

(1970s) (1A

Differentiated
Instruction

Logical/Mathematical Have
students use the Internet to

find out the current maximum
monthly Social Security payment.
Then have students calculate
how much purchasing power (in
dollars) the payment would lose
in one year if the inflation rate
was 3 percent, 4 percent, and

6 percent. m
Economic Analysis

Answer: It declines.

WAL ® Answer:
Answers will vary but should
address the possible causes
of inflation.

Additional
Support

P> When the price level goes up, the purchasing
power of the dollar goes down. When the price
level rises more slowly, as it did after 1980, the
value of the dollar does not decline as fast.

LGN LU RN What happens to the H

purchasing power of the dollar during a

period of inflation?

Student Web Activity
Visit the Economics:
Principles and
Practices Web site at
glencoe.com and click
on Chapter 13—
Student Web Activities
for an activity on
working with
economic statistics.

$1.00

IR EE WS The Purchasing Power of the Dollar

VALUE OF THE DOLLAR

.90
80 \-

:70 \ -

prices. As each side tries to improve its rel-
ative position with a larger increase than
before, the rate of inflation keeps rising.

Excessive Monetary Growth

The most popular explanation for infla-
tion is excessive monetary growth. This
occurs when the money supply grows
faster than real GDP. According to this
view, any extra money or additional credit
created by the Federal Reserve System will
increase someone’s purchasing power.
When people spend this additional money,
they cause a demand-pull effect that drives
up prices.

Advocates of this explanation point out
that inflation cannot be maintained with-
out a growing money supply. For example,
if the price of gas goes up sharply, but the
amount of money people have remains the
same, then consumers will simply have to
buy less of something else. While the price
of gas may rise, the prices of other things
will fall, leaving the overall price level
unchanged.

Explaining Which explanation

do you think gives the most reasonable cause of
inflation? Why?
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Source: Bureau of Labor Statistics, 2006

Consequences of
Inflation

Inflation can reduce purchasing
power, distort spending, and affect the distribu-

tion of income.

Economics and You What would you do if the
price of your favorite food became too high? Read on
to learn how inflation changes people’s buying habits.

While low levels of inflation may not be
a problem, inflation can have a disruptive
effect on an economy if it gets too high.

Reduced Purchasing Power

The most obvious effect of inflation is
that the dollar buys less as prices rise,
and thus it loses value over time. Figure 13.5
shows the declining value of the dollar
since 1947 as inflation has eroded its pur-
chasing power.

This may not be a problem for everyone,
but decreasing purchasing power can be
especially hard on retired people or those
with fixed incomes because their money

Jbuys a little less each month. Those not on
fixed incomes are better able to cope. They
can increase their fees or wages to keep up

L_with inflation.
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The Gold Standard In the late
nineteenth and the early twentieth

so linked to the gold supply, price levels
usually did not vary much. Inflation was

the gold standard left economies
vulnerable to such instability and

centuries, the United States, like most
industrialized nations, was committed to
the gold standard. During this period, the
U.S. money supply was linked to its supply
of gold. Banks issued paper money that
people could redeem for a fixed amount
of gold. Because the money supply was

366

not a persistent economic problem during

the nation’s gold standard years. Major

gold discoveries, however, could abruptly

increase the money supply and price
levels. When gold was discovered in

California in the mid-1800s, a monetary
shock jolted the U.S. economy. Because

was costly to maintain, most nations
abandoned it in the twentieth century.
Today, governments use monetary
policies to regulate the money supplies.


http://www.glencoe.com

Distorted Spending Patterns

Inflation has a tendency to make people
change their spending habits. For example,
when prices went up in the early 1980s,
interest rates—the cost of borrowed
money—also went up. This caused spend-
ing on durable goods, especially housing
and automobiles, to fall dramatically.

To illustrate, suppose that a couple
wanted to borrow $100,000 over 20 years to
buy a house. At a 7 percent interest rate,
their monthly mortgage payments would
be $660.12. At 14 percent, their payments
would be $1,197.41. In 1981 some mortgage
rates reached 18 percent, which meant a
monthly payment of $1,517.32 for the same
size loan! As a result of the high interest
rates in that period, the homebuilding
industry almost collapsed.

diamonds, and other exotic items that
might be expected to increase in price. J
Some people actually make money on
speculative ventures like this, but even
speculators lose money on deals from time
to time. For the average consumer, a large
loss could have devastating consequences.

Distorted Distribution of
Income

Inflation can alter the distribution of
income. During long inflationary periods,
creditors, or people who lend money, are
generally hurt more than debtors, or bor-
rowers, because earlier loans are repaid
later with dollars that buy less.

Suppose, for example, that you borrow
$100 to buy bread that costs $1 a loaf. You
could buy 100 loaves of bread today. If
inflation set in, and if the price level dou-
bled by the time you paid back the loan,
the lender would be able to buy only 50
loaves of bread because each loaf now
would cost $2.

Encouraged Speculation
Inflation tempts some people to specu-
late heavily in an attempt to take advan-

creditor person or
institution to whom
money is owed

debtor person who
borrows and therefore
owes money

tage of rising prices. People who ordinarily
put their money in reasonably safe invest-
ments begin buying luxury condominiums,

Identifying Why is inflation

especially hard on people with fixed incomes?

. S§N

. Vocabulary

¢ 1. Explain the significance of inflation, deflation, price
index, consumer price index, market basket, base year,
creeping inflation, hyperinflation, producer price index,
stagflation, implicit GDP price deflator, demand-pull
inflation, cost-push inflation, creditor, and debtor.

. Main Ideas
2. Listing What are the main causes and consequences of
: inflation?

3. Identifying Use a graphic organizer like the one below
to identify the steps in measuring inflation.

Steps Details

Critical Thinking
4. How can inflation destabilize a nation’s
economy?

5. Understanding Cause and Effect In 2005 and 2006,
the price of crude oil suddenly increased. What type
of inflation might this development cause? Why?

6. Categorizing Information What kind of inflation
might be described as “too many dollars chasing too
few goods”? Why?

7. Analyzing Visuals Look at Figure 13.4 on page 363.
How does the rate of inflation change during times of
recessions? What might explain these changes?

Applying Economics|

8. Market Basket Construct a market basket of goods and
services that high school students typically consume.
Would it be a useful economic indicator? Explain.
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ﬂ Reading Strategy

Using Context Clues Tell
students: Readers can often

use the text around an unfamiliar
word to determine its meaning.
Ask: What do the context clues
reveal about the meaning of the
word speculate? (They reveal that it
involves buying items in the hopes
that their prices will rise.) m

WATELTINH S Answer:
Inflation is hard on people
with fixed incomes because it
reduces their purchasing power
and they cannot increase their
wages to compensate.

Assess

&9 Use the Interactive Tutor
Self-Assessment CD-ROM to
review Section 2, and then assign
the Section 2 Review as homework
or as an in-class activity.

Making Connections Have
students write a paragraph
describing how inflation has
affected them personally over
the past year.

Review ila

2

1. All definitions can be found in the section
and the Glossary.

2. Inflation can be caused by overspending
by all sectors or just the government, rising
input costs, a wage-price spiral, or excessive
monetary growth. Consequences include
reduced purchasing power, distorted
spending patterns, distorted distribution
of income, and increased speculation.

3. Step 1: Measure prices. Detail: Determine
the average prices of items in a market
basket.

Step 2: Construct a price index. Detail:
Convert the dollar cost of a market basket
to an index value.

Step 3: Compare the indices of two time
periods. Detail: Divide the change in the
CPI by the beginning value of the CPI.
Inflation can destabilize a nation’s economy
because the reduced spending it creates
may cause industries to weaken or collapse.

. cost-push inflation; higher oil prices increase

input costs for much of the economy

demand-pull inflation; excess spending
pulls up prices

The rate of inflation tends to fall during a
recession. This is because unemployment
often causes a decline in consumer
spending, which causes prices to

stop rising.

. Answers will vary but should show

that students understand the market
basket concept.

367



Profiles in Economics

E Critical Thinking

Analyzing Primary Sources
Remind students that the federal
budget deficit is currently very
large. This means that annual
government expenditures far
exceed tax revenues. Ask: What
do you think Freidman meant
when he said that taxes should
be cut “whenever it’s possible”?
How “possible” would it be
now? (Friedman was not in favor of
fiscal irresponsibility; he would want
reductions in spending to accompany
tax cuts. Today, reducing taxes is less
advisable since it would increase an
already large deficit.) m

Examining the Profile

Answers:

1. At a time when most
economists favored fiscal
policy, Friedman argued that
controlling the money supply
was the key to achieving
economic stability.

Answers will vary but

should address how free
market principles would
apply to education.

. J

g

Additional
Support

368

ECONOMIST

Profiles in Economics

® received the Nobel Prize for economics for his theories
on economic stabilization policy
® strong proponent of monetary policy

It's About the Money Supply

As a founder of the Chicago school of economic thought, Milton Friedman has
largely defined modern monetary policy. In an era when most economists
believed in fiscal policy, or government spending on public projects, Friedman
disagreed. He argued that monetary policy, or controlling the supply of money in
circulation, was the key to economic health and stability.

Friedman’s research fundamentally changed U.S. economic policy on inflation,
unemployment, and business cycles. His findings, for example, rejected the idea
that high inflation helped to limit unemployment. His influential books and articles
in Newsweek promoted the steadying role of the Federal Reserve in monitoring
the amount of money available to individuals, households, and businesses in
order to maintain the value of the dollar.

A popular column in
Newsweek helped Milton
Friedman become one of the
best-known economists. His
views appealed to people:

“I am in favor of cutting
taxes under any
circumstances and for any
excuse, for any reason,
whenever it's possible.”

Stay Off Our Backs

A fervent believer in individual freedom, Friedman advocated free markets with
minimal government involvement. In his book Capitalism and Freedom, he
argued for a flat tax rate and the elimination of deductions, such as those for
mortgage interest. Friedman also voiced opposition to such popular policies as
agricultural subsidies, price controls, and the minimum wage.

Friedman also wanted parents to be free to choose their children’s schools.
Together with his wife Rose Director Friedman, he established the Friedman
Foundation to promote the use of school vouchers in the United States. Vouchers,
he thought, would improve education by forcing schools, through free market
competition, to either excel or shut down. While many of Friedman’s ideas were
once considered radical, some have become widely accepted.

Examining the Profile

1. Contrasting How did Friedman disagree with other economists about
achieving economic stability?

2. Predicting Consequences How do you think the quality of education
would be affected if free market principles were applied to schools?
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by President Ronald Reagan and British

Prime Minister Margaret Thatcher in the 1980s.
While his ideas were praised by many business
leaders, they sparked controversy by exposing
ordinary citizens to economic forces beyond
their control.

Friedman'’s Influence After his death

in November 2006 at the age of 94, Milton
Friedman was remembered as one of the
most important economic thinkers of all
time. Friedman has been called a modern
Adam Smith because of his support for free
market competition and his opposition to
government intervention in the economy.
He was the chief promoter of supply-side
economics, the economic policy adopted



SECTION

228 Unemployment

|GUIDE TO READING|

Academic Vocabulary

* confined (p. 370)
e fundamental (p. 372)
* unfounded (p. 374)

Section Preview

In this section, you will find out how unemployment
is measured as well as what causes it.

Content Vocabulary

e civilian labor force (p. 370)

* labor force (p. 370)

* unemployed (p. 370)

* unemployment rate (p. 370)
frictional unemployment (p. 372)
structural unemployment (p. 372)
outsourcing (p. 372)
technological unemployment (p. 372)
cyclical unemployment (p. 373)
seasonal unemployment (p. 373)
GDP gap (p. 374)

misery index (p. 374)

discomfort index (p. 374)

Reading Strategy

Describing As you read the section, complete
a graphic organizer similar to the one below by
describing the different sources of unemployment.

Opting Out

Louis Myer is one of the uncounted. . . . [He volunteers at] a
Stone Mountain-based nonprofit that refurbishes donated medical
equipment and gives it to those who need it.

Laid off in 2001 from a job as an engineer, the Atlanta native
struggled in vain to catch another employer’s interest.

He volunteered for a while at Habitat for Humanity. In October,
he started helping out at the Stone Mountain nonprofit. It is good
work, but it is not paid work. Even so, he is not counted as unem-
ployed. . . .[T]he unemployment rate . . . does not include people
who have abandoned the job search, for whatever reason. B

Approximately half of the people in the
United States belong to the labor force, and
at any given time millions are without jobs.
Sometimes this is because they choose not
to work, as when they have quit one job to
look for another. In most cases, however,
people are out of work for reasons largely

Most Americans identify strongly with
their work. If you were to ask someone to
describe themselves, most likely they
would tell you their occupation, such as a
cook, a teacher, or a sales associate. Some
people, such as Louis Myer in the news
article, work for no pay when they cannot

CHAPTER 13, SECTION 3
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GUIDE TO READING

Answers to Graphic:
frictional—workers between
jobs; structural—economic
progress or changing prefer-
ences; technological—workers
replaced by machines; cyclical—
swings in the business cycle;
seasonal—seasonal changes

in weather or demand

out of their control.

find another job.
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Critical

Differentiated
Instruction

Resource
Manager

Skill
Practice

|E Reading
Strategies
Teacher Edition

« Act. Prior Know., p. 370
+ Questioning, p. 373

Additional Resources
+ Guid. Read. Act., p. 39
- Read. Ess. & Note-
Taking Guide, p. 115
» Quizzes and Tests,
p. 163

Thinking
Teacher Edition
« Dist. Fact/Opinion,
p.372
- Differentiating, p. 373
« Theorizing, p. 375

- Making Connections,
p. 380

Additional Resources

 Free Ent. Act,, p. 19
« Econ. Concepts Trans.,
Strat. & Act., p. 31

Teacher Edition

+ Special Ed., p. 372
« Logical/Math., p. 374

Additional Resources

« Econ. Forms and Fin.
Pages Trans., Strat. and
Act., p. 13

@ Writing

Support

Teacher Edition

« Personal Writing,
p.370

« Descriptive Writing,
p. 371

+ Expository Writing,
p. 376

+ Persuasive Writing,
p. 381

Additional Resources
« Writer's Guidebook

Teacher Edition

« Using Line Graphs,
pp. 371,374

«+ Using Tables and
Charts, p. 376

Additional Resources

« Econ. Cartoons, p. 24
- Reinforcing Econ.
Skills, p. 14
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m Writing Support
Personal Writing Have
students think of a job that
interests them. Ask students

to suppose that they were
hired for this job and were
pleased with the position.
Explain that after five years,
however, the company had

to lay them off. Ask students to
write a journal entry describing
the feelings they would have
after losing their jobs. m

m Reading Strategy

Activating Prior Knowledge
Tell students that before the
women’s liberation movement
of the 1960s and 1970s, many
people believed that women
should not work outside the
home. Ask: What happened to
the labor force after the 1960s?
(Possible answer: It increased

in size and diversity.) B]

Caption Answer: age, ability
to work, military service

Additional
Support

civilian labor
force or labor
force
non-institutionalized
part of the population,
aged 16 and over,
either working or
looking for a job (also
see page 204)

unemployed
working for less than
one hour per week for
pay or profit in a non-
family-owned business,
while being available
and having made an
effort to find a job
during the past month

unemployment
rate percentage of
people in the civilian
labor force who are
classified as
unemployed

Measuring
Unemployment
People are consid-
ered unemployed if
they are out of work
and actively seeking
a job. What other
factors are
considered?

Measuring
Unemployment

The government takes monthly
surveys to measure the unemployment rate.

Economics and You Have you ever wanted a
job but couldn't find one? Read on to learn how the
government measures such unemployment.

To understand the severity of jobless-
ness, we need to know how it is measured
and what is overlooked. The measure of

V) joblessness is the unemployment rate, one
of the most closely watched and politically
|_charged statistics in the economy.

[~ Civilian Labor Force
The Bureau of Labor Statistics defines
the civilian labor force, more commonly
called the labor force, as the sum of all per-
sons age 16 and above who are either

[[J employed or actively seeking employment.

This measure excludes members of the mil-
itary. Since only people able to work are
included in the labor force, those persons
who are confined in jail or reside in mental

|_health facilities are also excluded.

Unemployed Persons

The process of deciding if someone is
able to work, willing to work, or even at
work is more complicated than most people

realize. In the middle of any given month,
about 1,500 specialists from the Bureau of
the Census begin their monthly survey of
about 60,000 households in nearly 2,000
counties, covering all 50 states. Census
workers are looking for the unemployed—
people available for work who made a spe-
cific effort to find a job during the past
month and who, during the most recent
survey week, worked less than one hour for
pay or profit. People are also classified as
unemployed if they worked in a family
business without pay for less than 15 hours
a week.

After the census workers collect their
data, they turn it over to the Bureau of
Labor Statistics for analysis and publi-
cation. This data is then released to the
American public on a monthly basis.

Unemployment Rate

Unemployment is normally expressed in
terms of the unemployment rate, or the
number of unemployed individuals
divided by the total number of persons in
the civilian labor force.

For example, in May 2006 the unemploy-
ment rate was calculated as follows:

Number of unemployed persons
Civilian Labor Force

7,015,000
150,991,000

= 0.046 = 4.6%

The monthly unemploy-
ment rate is expressed as a per-
centage of the entire labor
force. Monthly changes in the
unemployment rate, often as
small as one-tenth of 1 percent,
may seem minor even though
they have a huge impact on the
economy. With a civilian labor
force of approximately 151 mil-
lion people, a one-tenth of
1 percent rise in unemploy-
ment would mean that nearly
150,000 people had lost their
jobs. This number is more than

Extending the Content

have more employees than local
governments, and the need for doctors
will increase more than the need for
workers in state government. This is
likely to happen because the population
will be aging as well as becoming more
technologically proficient.

government except education and
hospitals; wholesale trade; personnel
supply services; grocery stores; depart-
ment stores; and state government, except
education and hospitals. The outlook for
2008 is a little different. Computer and
data processing services are expected to
replace grocery stores as the eighth largest
employer in the nation. Also, hospitals will

Working in the New Economy A great
source for information on employment
trends is the Occupational Handbook
printed by the Bureau of Labor Statistics.
According to the handbook, in 1998 the
ten industries with the most workers

were education, public and private; self-
employed workers; eating and drinking
establishments; hospitals; local

370
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The Unemployment Rate

P The unemployment rate goes up sharply during a recession and then comes down
slowly afterward. When the rate moves as little as 0.1 percent, approximately
151,000 workers are affected.

LGN TGV RN How would you characterize the unemployment rate
during the period from 1990 to 2007?

E Skill Practice

Using Line Graphs Ask: What
happened to the unemployment
rate in the years following a
recession? (It usually dropped.)
When was the unemployment
rate highest? (71983) m

THE UNEMPLOYMENT RATE
12% ‘

g 0 N

g '\ 7] writing Support

AN AN AN pive iricing 0

5 6% u\/, - o/ \ / —- s| Descrlptlvg Wr.ltlng 'Dlr.e.ct

g \J’ F W\\\N students to identify an individual

g % with a part-time job who wants to
gain full-time work. Ask students
to research this person’s story

1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 through print or media sources
Recession years Year

or personal interview. Ask
students to write a paper
describing their subject’s
work experience and goals.

Economic Analysis

Answer: It rose until 1993,
fell until 2000, and then
rose for about three years
before dropping again.

Source: Bureau of Labor Statistics, 2006

Personal Finance
Handbook

See pages R20-R23
for more infor-

mation on getting

a job.

the current population of cities such as
Kansas City, Kansas; Syracuse, New York;
Bridgeport, Connecticut; or Savannah,
Georgia.

Figure 13.6 shows how much the unem-
ployment rate can vary over time. In gen-
eral, it tends to rise just before a recession
begins and then continues to rise sharply
during the recession. Sometimes the unem-
ployment rate continues to rise well after
the recession ends, as it did in 2003. When

First, the unemployment rate does not Ea
count those too frustrated or discouraged
to look for work. During recessionary peri-
ods, these labor force “dropouts” may
include nearly a million people. Although
they are not working and probably would
like to find work, these people are not clas-
sified as unemployed because they did not
actively seek a job within the previous four-
week period.

Second, people are considered employed |

the rate finally starts to go back down, it
may take from five to seven years for it to
reach its previous low.

Underemployment

It might seem that a measure as compre-
hensive as the unemployment rate would
include all of the people who are without a
job. If anything, however, the unemploy-
ment rate understates employment condi-
tions for two reasons.

even when they only hold part-time jobs.
For example, suppose a worker lost a high-
paying job requiring 40 hours a week and
replaced it with a minimum-wage job
requiring one hour a week. Although that
worker would work and earn less, he or
she would still be considered employed. In
other words, being employed is not the

same as being fully employed.

LIPS summarizing How do we

calculate the monthly unemployment rate?
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Activity: Interdisciplinary Connection

Health Studies have linked unemploy-

ment to increasing rates of suicide,

depression, substance abuse, and several
other minor and serious illnesses. Organize
students into groups of five to research
these connections. Have each group make

group before they begin work. Then,

after the groups are completed with

their individual posters, have students
combine their work into one large display

illustrating the connection between

a collage-type poster illustrating the link
between unemployment and an illness or
substance abuse issue. To avoid overlap,

you may wish to assign topics to each

unemployment and health issues. m

/Reading Check

Answer:
number of unemployed

individuals is divided by the

| number of persons in
civilian labor force.

Additional
Support

Teacher Tip

Collage M

students with old newspa

magazines

photographs. Re

aterials Provide

pers and
and photocopies of
mind students

that they can create their own
illustrations and use words in

addition to images.
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E Critical Thinking

Distinguishing Fact from
Opinion Ask: Which type
of unemployment do you
think is most common in
your community? Explain.
(Answers will vary.) Have
students conduct research
to find out which type of
unemployment is actually
most common in their
community. Discuss their
findings as a class.

Differentiated
Instruction

Special Education Students
who have difficulty categorizing
information may find it useful to
use a framework for comparing the
different types of unemployment
discussed in this section. Have
students look for the answers

to the following questions:

« What is the nature of this
type of unemployment?
What are the causes of this
type of unemployment?

« How does this type of
unemployment differ
from other types?

« How is it similar?

« Who does this type of
unemployment affect?

Differentiated
Instruction

Focus:

Teach:

Teeme——— A ssesS:

Free Enterprise

Activities, p. 19 Close:

372

[~ frictional
unemployment
unemployment involv-
ing workers changing
jobs or waiting to go to

Sources of
Unemployment

LILINREESY Unemployment is often caused

new ones by circumstances outside an individual’s control
structural and is therefore very difficult to remedy.
unemployment

Economics and You Did you ever have a job
and then lose it for no fault of your own? Read on to
learn about the different causes of unemployment.

unemployment caused
by a fundamental
change in the economy
that reduces the
demand for some

[.! workers

outsourcing
hiring outside firms to
perform non-core
operations to lower
operating costs

Economists have identified several kinds
of unemployment. The nature and cause of
each kind affects how much the unemploy-
ment rate can be reduced.

Frictional Unemployment
A common type of unemployment is

technological frictional unemployment—the situation
unemployment h K bet ‘obs f

unemployment caused ~ Where workers are between jobs for one
by technological reason or another. This is usually a short-

developments or
automation that makes
some workers” skills

| obsolete

term condition, and workers suffer little
economic hardship.

As long as workers have the freedom
to choose or change occupations, some
people will always be leaving their old jobs
to look for better ones. Because there are
always some workers doing this, the econ-
omy will always have some frictional
unemployment.

Structural Unemployment

A more serious type of unemployment is
structural unemployment—when econ-
omic progress, a change in consumer tastes
and preferences, or a fundamental change
in the operations of the economy reduces
the demand for workers and their skills. In
the early 1900s, for example, technological
and economic progress resulted in the

DinYou Knowi?
DO O
Measuring Unemployment Some countries measure unem-
ployment by counting the number of persons filing unemployment
claims. Others count only those receiving unemployment insurance

payments. This makes for relatively low unemployment rates, because
some people may not be eligible for unemployment insurance.

)

development of the automobile, which
soon replaced horses and buggies and left
highly skilled buggy whip makers out of
work. Later, consumer tastes changed away
from American-made automobiles in favor
of foreign-made cars, causing considerable
unemployment in Michigan, Ohio, and the
industrial Northeast.

More recently, outsourcing—the hiring
of outside firms to perform non-core opera-
tions to lower operating costs—has become
popular. Outsourcing was first used when
firms found that they could have other
companies perform some routine internal
operations, such as the preparation of
weekly paychecks. Later, improvements in
technology and communications made it
possible for companies to move some of
their customer service operations abroad
where wages are much lower. For example,
if you call your telephone company or a
computer software maker for customer
assistance, your call is likely to be routed to
an English-speaking worker in China or
India rather than a U.S. office.

Sometimes the government contributes
to structural unemployment. Congress’s
decision to close military bases in the 1990s
is a prime example. Military bases are much
larger than most private companies, and
the impact of the base closings was concen-
trated in selected regions and communities.
A few areas were able to attract new indus-
try that hired some of the unemployed
workers, but most workers either devel-
oped new skills or moved to other locations
to find jobs.

Technological Unemployment

A third kind of unemployment is
technological unemployment—unem-
ployment that occurs when workers are
replaced by machines or automated sys-
tems that make their skills obsolete.
Technological unemployment is closely
related to structural unemployment,
although the technological changes are not
always as broad in scale or as influential on
society as cars replacing buggies.

372 UNIT 4 Macroeconomics: Performance and Stabilization

Objective: Be able to differentiate between the four types

\\FREE ENTERPRISE g*;yg Acnvny 9 ||
O orommmone Types of Unemployment

Differentiated Instruction Strategies

of unemployment.

Ask students to brainstorm examples of each type
of unemployment.

Have students read the scenarios and identify the
type of unemployment that each illustrates.

Review students’ answers as a class.

Ask students to list jobs that they think would be
least likely affected by large-scale unemployment.

m Ask students to brainstorm services
that would be helpful to people who
are unemployed.

m Have students write a paragraph
explaining how a specific occurrence
of unemployment can be reduced.

m Have students design a poster
showing the types of unemployment.
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g GIobaI Economy

— ﬂ Reading Strategy
Finding Work Overseas

Unemployment can be the first step toward expand- requirements you'll need to Questioning Encourage
ing your horizons. Can't find a job in your area? Then work in another country. students to think about working
look abroad. U.S. businesses are becoming increasingly * A nation’s main presence in a abroad. Have them construct a

global, and companies are scrambliqg to expand foreign country is the embgssy. list of questions to ask about
overseas. As many as 400,000 Americans relocate Embassy workers can provide .
. ; : : ) a country that interests them
internationally each year. information and help you find .

Some human resource specialists encourage people a nearby consulate office. asa potentllal place of empl.oy—
to travel and work abroad. This will increase the chances « Different countries require dif- ment. Possible questions might
of being hired for management positions in the future. ferent documentation for a visa be: What kind of work is available

there? How much income could
I make? What language would

I need to learn? What is the
climate like? If time allows,
extend the activity by having
students answer their questions

One example is the reduced need for  where it was before the recession. In the ' cyclical through Internet research.

bank tellers by commercial banks because meantime, the pain of unemployment is a unemploymgnt
unemployment directly

of the increased use of automated teller  fact of life for those who are out of work. T E ege o o
related to swings in the
machines. Another example would be the business cycle ¥ Critica | Thinkin g

introduction of word processing programs
whose spell-checking, formatting, and text
manipulation functions have greatly
reduced the demand for typists.

Many books and Web sites offer advice to Americans or work permit. These often
who want to work in other countries. Here are some tips: @ include a valid passport, a

* Find the nearest consulate of the country in which statewide criminal history
you wish to work. The consulate is your ticket record check, and a medical
to learning about all the entry or residency certificate.

Seasonal Unemployment seasonal Differentiating Ask: A

Finally, a fifth kind of unemploymentis  ynemployment jobless trend that lasts three
seasonal unemployment—unemployment  unemployment caused years is an example of which

resulting from seasonal changes in the = byannual changesin

N )
weather or in the demand for certain prod-  {1¢ Weather or oher type of unemployment? (cyclical
conditions that reduce

Cyclical Unemployment ucts or jobs. Many carpenters and builders, ' the demand for jobs une.mplo.y ment) A. SaI?S clerk
A fourth kind of unemployment is for example, have less work in the winter Iosmg his or her jOb in early

cyclical unemployment—unemployment ~ because some tasks, such as replacing a January is most likely an

directly related to swings in the business roof or digging a foundation, are harder to example of which type of

cycle. During a recession, for example, do during cold weather. Department store
many people put off buying durable goods ~ sales clerks often lose their jobs after the
such as automobiles and refrigerators. Asa ~ December holiday season is over.

unemployment? (seasonal) m

result, some industries must lay off work- The difference between seasonal and | . .

ers until the economy recovers. cyclical unemployment relates to the period ALY Possible
If we look at Figure 13.6 on page 371, we of measurement. Cyclical unemployment Answer: structural and

can see that the unemployment rate rose  takes place over the course of the business | technological; they require

dramatically whenever the economy was ;ycle, WlhiCh maly last threi to flive years. workers to learn new skills

in recession. During the 2001 recession, easonal unemployment takes place every . .

more than 2 million j%)bs were lost. Laid-off ~ year, regardless of the general health of the and find new occupations

workers may eventually get their jobs back ~ €conomy. _

when the economy improves, but it usually Interpreting Which categories
takes several years of economic growth  of unemployment do you think are the most
before the unemployment rate returns to  troublesome for the U.S. economy? Why?
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Leveled Activities

m Economic Cartoons, p. 24 m Economic Forms and Fin. Pages m Reinforcing Economic Skills, p. 14
Trans., Strat. and Act., p. 13

ECONGINLC CARTOON 15 ECONOMIC FORMS g ey () Reinforcing Economic Siclls B8 seoy

@ouLp vou LIKE FRIES WITH THAT?

YAKING GENERALIZATIONS

©ar craru
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CHAPTER 13, SECTION 3 CPNTSES B Measuring Consumer Discomfort

Graphs In MOrtjg,,
See StudentWorks™ Plus
P> The misery index is an unofficial measure of consumer discomfort that is compiled or glencoe.com.

by adding the monthly inflation and unemployment rates.
O TGU RN When did the misery index reach its highest point?

B Skill Practice

Using Line Graphs Ask: During
which decade did the misery
index drop by the greatest
amount? (1980s) What is being
measured on the vertical axis?
(the combined percentage rate of

THE MISERY INDEX
25% ‘ ‘

|
20% A A‘

inflation and unemployment) Eﬂ § . A / v\t\
s 15% i
Differentiated 's IS ‘{ W ‘\4\% M )
Instruction VAL T N e

Logical/Mathematical Have 5% ‘ ‘ ‘

students visit the U.S. Bureau

of Economic Analysis Web site
(www.bea.gov). Ask them to
select one or more tables that
include information about the
GDP gap. Instruct students to
write a paragraph that describes
what the data in their tables
reveals about the GDP gap.
Students should also explain
why economists would be
interested in that information. m

1965 1970

Recession years

1975 1980 1985

Year

1990 1995 2000 2005 2010

L Source: Bureau of Labor Statistics, 2006

GDP gap
difference between
what the economy can
and does produce

cost—a measure of output not produced
because of unemployed resources.

If we were to illustrate the gap with a
production possibilities curve, the amount
that could be produced would be any point
on the frontier. The amount actually pro-
duced would be represented by a point
inside the frontier. The distance between
the two would be the GDP gap.

Costs of Instability

(LVAEEEY Unemployment can cause uncer-
tainty, political instability, and social problems.
misery index or
discomfort index
unofficial statistic that
is the sum of the
monthly inflation and
unemployment rates

Economics and You What would you do if
you wanted a job but could not find one? Read on
to learn about the costs of unemployment.

Recession, inflation, and unemployment

Economic Analysis

Answer: 1980-1981

Hands-On
Chapter Project

are all forms of instability that hinder eco-
nomic growth. These problems can occur
separately or at the same time. Fears about
these conditions are not unfounded,
because economic instability carries enor-
mous costs that can be measured in eco-

nomic as well as human terms.

GDP Gap

One measure of the economic cost of —

In a more dynamic sense, the business
cycle may cause the size of this gap to vary
over time. The scale of GDP is such that
if GDP declines even a fraction of a per-
D | centage point, the amount of lost produc-

tion and income could be enormous. For
example, suppose that an economy with a
$13.5-trillion-dollar GDP declines by just
one-tenth of one percent. This translates
into $13.5 billion in lost output.

unemployment is the GDP gap—the dif-

ference between the actual GDP and the
potential GDP that could be produced if all
resources were fully employed. In other
words, the gap is a type of opportunity

Misery Index

Figure 13.7 shows the misery index,
sometimes called the discomfort index—
the sum of the monthly inflation and

374 UNIT 4 Macroeconomics: Performance and Stabilization

Step 3

Economic Indicators and the
U.S. Economy

Step 3: Explaining Unemployment.

Students will research and write the

portion of the talk show script that
covers unemployment.

Directions: Have students reassemble
into their project groups. Instruct students
to use their textbooks and the Web sites
they consulted for the previous steps to
research unemployment, its current levels
and effects, and possible future trends. For

374

more information, suggest that students
visit www.whitehouse.goy, click on
“Federal Statistics,” and visit the Economic
Statistics Briefing Room. Students might
search under “unemployment products”
to find gift and T-shirt ideas to add

humor to their scripts.

Summarizing Direct each group to use
their research to write the portion of the
talk show script that will include the host
and questioner discussing unemployment
with the unemployment “expert.” Groups

should include in this section of their
scripts a forecast of future unemployment
trends.

(Chapter Project continued in Visual Summary.)


http://www.glencoe.com
http://www.bea.gov
http://whitehouse.gov

unemployment rates. As the figure shows,
the index usually reaches a peak either dur-
ing or immediately following a recession.

Although it is not an official government
statistic, the misery index provides a rea-
sonable measurement of consumer suffer-
ing during periods of high inflation and
high unemployment.

Political Instability

Politicians also suffer the consequences
of economic instability. When times are
hard, voters are dissatisfied and incum-
bents often voted out of office. For exam-
ple, many experts agree that Bill Clinton’s
victory over President George Bush in 1992
was due in part to the 1991 recession.

If too much economic instability exists,

_asduring the Great Depression of the 1930s,

Uncertainty

When the economy is unstable, a great
deal of uncertainty exists. Workers may not
buy something because of concern over
their jobs. This uncertainty translates into
many consumer purchases that are not
made, causing unemployment to rise as
jobs are lost.

Workers are not the only ones affected [
by uncertainty. The owner of a business
that is producing at capacity may decide
against an expansion even though new
orders are arriving daily. Instead, the pro-
ducer may try to raise prices, which
increases inflation. Even the government
may decide to spend less on schools and
roads if it is not sure of its revenues.

SECTION

3

some voters are willing to vote for radical
change. As a result, economic stability adds
to the political stability of our nation.

Crime, Poverty, and
Family Instability

Recession, inflation, and unemployment
can also lead to higher rates of crime and
poverty. They can contribute to problems
such as fights and divorce when individu-
als and families face uncertainty because
lost jobs and income make it difficult to
pay the bills. Thus all of us have a stake in
reducing economic instability.

Identifying What makes the GDP

_| gap a type of opportunity cost?

Critical Thinking

1

Vocabulary

. Explain the significance of civilian labor force, unem-

ployed, unemployment rate, frictional unemployment,
structural unemployment, outsourcing, technological
unemployment, cyclical unemployment, seasonal unem-
ployment, GDP gap, misery index, and discomfort index.

. Main Ideas
¢ 2. Explaining How do economists measure the economic

cost of instability?

3. Defining What is frictional unemployment?

4, Identifying Use a graphic organizer like the one below

to identify the people who are considered unemployed
and those excluded from the civilian labor force.

Excluded from the labor
force:

Unemployed:

5. Why is structural unemployment a
more difficult problem for the economy and for indiv-
idual workers than other types of unemployment?

6. Drawing Inferences What factors make it difficult to
determine the unemployment rate?

7. Categorizing Information List three reasons why a
person may become discouraged from finding a job.

8. Analyzing Visuals Look at Figure 13.6 on page 371 and

Figure 13.7 on page 374. How do the line graphs
compare?

Applying Economics
9. Employment Give examples of individuals caught in

each of the five types of unemployment. Find new
examples.
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CHAPTER 13, SECTION 3

G Critical Thinking

Theorizing Ask: How might
the wars in Iraq and Afghanistan
contribute to both inflation and
unemployment? (Government
wartime spending increases could
contribute to inflation; the rising
costs of the wars could cause a rise
in uncertainty, which would reduce
consumer spending and increase

unemployment.) m

WATELTINE S Answer: The
GDP gap represents output
not produced because of
unemployed resources.

Assess

& Use the Interactive Tutor
Self-Assessment CD-ROM to
review Section 3, and then assign

the Section 3 Review as homework
or as an in-class activity.

Summarizing Have students
write a paragraph summarizing
the information presented in
Section 3. Remind students to
include the section’s main points
in their summaries.

Review il

3

7.

1.

All definitions can be found in the section
and the Glossary.

by calculating the GDP gap and the

misery index

unemployment involving workers changing
jobs or waiting to go to new ones
Unemployed: people available for work
who made an effort to find a job during
the past month and who worked less than
one hour for pay or profit during the most
recent survey week; people who worked in
a family business without pay for less than

15 hours a week. Excluded from the labor
force: members of the military; people in
jail or in mental health facilities

It involves fundamental changes in the
economy that are hard for workers to
adjust to.

. Calculating the unemployment rate

involves deciding whether someone is
able to work, willing to work, or at work.
Also, during their surveys Census workers
must find unemployed people.

People might become discouraged if their
skills are out of date, if their job skills are
no longer commercially profitable, or if
the competition for jobs is too fierce.

The lines on the two graphs follow

a similar pattern.

Answers will vary but should identify

the types of unemployment as frictional,
structural, technological, cyclical,

and seasonal.
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£~ CASE STUDY

m Writing Support
Expository Writing Ask
students to visit and write a report
on a local thrift store covering
items sold, prices and source of

stock. m

B Skill Practice

Using Tables and Charts

Ask: What were Winmark's total
revenues in 20057 (526.42 million)
How much profit per employee
did the company average that
year? ($24,607.84) 0]}

Analyzing the Impact

Answers:

1. Winmark receives a share
of the profits from its
franchises and provides
profitable services to
its entrepreneurs.

2. Possible answer:
Unemployment and inflation
reduce purchasing power,
making the cheaper prices at
resale shops more attractive.

Additional
Support

£ GASE STUDY

Winmark Wins Customers
Everyone loves a bargain, espe-
cially during times of economic insta-
bility. That’s what Winmark counted
on when it incorporated its business
model in 1988. Winmark Corp. is the
parent company of four buy-sell-
trade franchises: Play It Again Sports,
Plato’s Closet, Music Go Round, and
Once Upon A Child. In 2006 these
franchises numbered more than 800.

Bargain Hunter’s Paradise
If purchased new atamall, clothing
from such top brands as Abercrombie
& Fitch, Juicy Couture, Seven for All
Mankind, and Baby Phat come with hefty price

tags. But astute customers who comb the racks
and shelves of Winmark'’s resale universe find the
same high-end brands at nearly 70 percent off
retail price. The average clothing price at Plato’s
Closet, for example, is about $10.

The resale concept has turned many teens into ]

consignment gurus. They sell their old threads,
buy new ones at the lower prices, and count their
savings, because they beat even mall sales by a
wide margin. Plato’s Closet buys and sells only
“gently used” merchandise, meaning it must be in
style and in great condition. The same holds true

for Play It Again Sports and Music Go Round, |

WINMARK CORP* 2005

Total Revenues: $26.42 million

Profits: 2.51 million

102

Employees:

Source: finapps.forbes.com
| *Figures for Winmark corporate headquarters

where customers can find new and almost-new
sports and music equipment, from hockey skates
and treadmills to amplifiers and saxophones.

Footing the Bill

Winmark receives a percentage of the profits
from its franchises, but the corporation makes most
of its money by providing services to the entrepre-
neurs who run the individual resale stores. It helps
owners set up shop, advertise, and gather inven-
tory. Winmark also leases technology to small busi-
nesses. On top of that, in 2005 the company launched
a new division called Wirth Business Credit, which
provides financing to small businesses. With just
over 100 employees, the parent company posted
profits of roughly $2.5 million in 2005.

Analyzing the Impact

1. Summarizing How does Winmark Corporation’s
business model enable it to profit from its franchises?

2. Drawing Conclusions How do you think economic
instability impacts resale shops?

UNIT 4 Macroeconomics: Performance and Stabilization

Donating Versus Reselling

Have students consider why some

people donate items to charity rather
than sell them to stores like Plato’s

Closet. Instruct students to choose

five articles of clothing or household
items that they would consider donating
to charity. Have students use the Salvation
Army’s valuation guide (found at
www.satruck.com/ValueGuide.aspx)

376

Activity: Hands-On Economics

to estimate the values of their items. Tell
students they could deduct that amount as

a charitable contribution when figuring their

income tax. Ask students to assume that
income tax brackets are as follows:

« 010 $7,550 = 10%

+ $7,550 to $30,650 = 15%

+ $30,650 to $61,850 = 25%
+ $61,850 to $94,225 = 28%

. $94,225 to $168,275 = 33%
. $168,275 and above = 35%

Have students figure how much

their donation would save them on their
taxes if their income was: $6,500; $23,000;
$47,800; $79,850; $113,000; and $212,000.
Ask: In which bracket do taxpayers save
the most money from charitable
donations? (the highest bracket) m


http://satruck.com/ValueGuide.aspx

CHAPTER

(@ Business Cycles Economic growth is typically
marked by periods of recession followed by
periods of expansion. A business cycle is the
period from the beginning of one recession
to the beginning of the next.

13 Visual Summary

BUSINESS CYCLES

Study anywhere, anytime!
Download quizzes and flash cards to your
PDA from glencoe.com.

.

@ EXPANSION === €= EXPANSION =——>

RECESSION

Trough
@ BUSINESS CYCLE ==——p>

RECESSION

----- 3 Inflation The economy faces inflation when the general level of prices increases.
If excessive, inflation can have a disruptive effect on the economy.

Demand-pull

Cost-push

—> Inflation

Wage-price
spiral

Excessive
monetary growth

—

—-

-

Reduced purchasing
power

Distorted spending
patterns

Encouraged
speculation

Distorted distribution
of income

----- (@ Unemployment The unemployment rate includes those individuals who are actively looking
for a job but work less than one hour a week for pay or profit. It does not include people
who are underemployed, working part-time, or have given up the job search.

Sources of
Unemployment

Seasonal
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Economic Indicators and the
U.S. Economy

Step 4: Bringing It All Together.
Students will present what they learned
in previous steps.

Directions: Have students reassemble into
their project groups. Ask each group to use
its script to present its talk show on the U.S.
economy to the class. Have a volunteer record
each group's forecast figures on the board.
Lead the class in a discussion comparing the

different groups’ figures after all presentations
are completed. Students should then vote on
which group’s forecast they believe is best

supported and most likely to occur. Save
the groups’ forecasts and review them
with students at the end of the year to
assess which one was most accurate.

CHAPTER 13, SECTION 3

Visual Literacy Have students
create a poster representing the
different types of inflation. An
example of an item for the poster
could be a photo of customers in
a store frantically trying to buy a
popular toy before supplies run
out. Ask students to include
captions identifying each

type of inflation. 1N

Personal Writing Ask: Which
type of unemployment do you
think is most likely to affect

you in the coming year? Explain.
(Answers may include seasonal and
frictional unemployment, because
most employed students have part-
time jobs and because most of them
are learning up-to-date techno-
logical skills.) Have students write
an essay expressing their concerns
about unemployment and how
they think the different types of
unemployment could affect them
in the future. Encourage students
to include ideas on how their
concerns could be alleviated. m

Hands-On
Chapter Project
Step 4: Wrap Up
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Assessment

CHAPTER and Activities

13

. /"'5@
ExamVie ‘g

Assessment Suite

This easy-to-use software includes
extensive question banks and
allows you to create fully
customized tests that can be
administered in print or online.

Review Content Vocabulary

1. f 2.1
3.d 4, k
5. b 6. j
7. a 8. h
9.9 10. c
1. | 12. e

Review Academic
Vocabulary

13.-19. Students’ sentences
will vary but
should demonstrate
understanding of each
term’s meaning in an
economic context.

Review the Main Ide‘as

20. Recession: real GDP declines
for at least two quarters in
a row. Depression: very
severe recession; has
high unemployment, acute
shortages, excess capacity
in manufacturing plants.

21. real GDP declined almost
50 percent, number
of people out of work
rose nearly 800 percent,
average manufacturing
wage dropped, banks failed,
money supply fell by one-
third

22. Econometric models use
algebraic equations to
represent the relationships
between economic variables.

23. Price level: agglomeration of
the prices that consumers
pay for goods and services.
Inflation: increase in price
level from one time period
to another.
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Review Content Vocabulary

Write the letter of the key term that best matches each
definition below.

- 0 Q& n T

. trend line g. trough

. cyclical unemployment  h. inflation

. unemployed i. market basket

. base year j. consumer price index

. civilian labor force k. structural unemployment
peak I. recession

. marks the beginning of a recession
. representative selection of commonly purchased goods
. point of comparison for other years in statistical

measures

. caused by a shift in demand or a change in the way

the economy operates

. caused by periodic swings in business activity
. used to measure price changes for a market basket

of consumer items

. growth path in absence of recession or expansion

8. measured by changes in the CPI

9. lowest point of the business cycle

10.
11.
12

works less than one hour per week for pay or profit
real GDP declines for two consecutive quarters

all persons aged 16 or older who are working or
actively seeking a job

Review Academic Vocabulary

Use each of the following terms in a sentence that
relates to either inflation or unemployment.

13.
14.
15.
16.

innovation 17. confined
series 18. fundamental
construction 19. unfounded
recover

Review the Main Ideas

Section 1 (pages 353-359)

20. Explain the difference between a depression and a
recession.

21. Describe the effects of the Great Depression.

22. Discuss how econometric models describe the behavior
of the economy.

Section 2 (pages 361-367)

23. Explain the difference between the price level and the
rate of inflation.

24. ldentify three major price indexes.

25. Identify four ways inflation destabilizes the economy
using a graphic organizer like the one below.

[ Destabilizing effects of inflation |

SO OO

Section 3 (pages 369-375)

26. Describe the five major kinds of unemployment by
using a graphic organizer like the one below.

UNEMPLOYMENT
Type Description Example
Frictional
Structural
Cydlical
Technological
Seasonal

27. Describe the costs and benefits of outsourcing.
28. ldentify the political costs of economic instability.

Critical Thinking

29. Why do leading economic indicators
and econometric models not provide long-term
predictions of economic behavior?
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24.

25.

26.

Consumer Price Index, Producer Price
Index, implicit GDP price deflator
reduces purchasing power; distorts
spending patterns; encourages specu-
lation; distorts income distribution
Frictional: workers between jobs.
Structural: due to a structural change
in the economy. Technological: due to
changes in technology. Cyclical: due
to a downturn in the business cycle.
Seasonal: due to business needs that
change with the seasons. Students’
examples will vary.

27. benefits: reduction in production costs

and retail prices; costs: unemployment

28. If times are hard, voters become

dissatisfied and vote politicians out
of office. If instability persists, voters
may support radical change.

Critical Thinking

period, and sometimes the factors
change at the same time, making it
impossible to isolate cause and effect.



30. Determining Cause and Effect How would a
10 percent inflation rate affect both lenders and
borrowers? Why?

31. Drawing Conclusions Which type of unemployment
do you think is the most troublesome for the U.S.
economy? Why?

32. Comparing and Contrasting What are the similarities
and differences between the CPI and the PPI?

33. Synthesizing Information Describe structural and
technological unemployment and give an example of
each. Why are these kinds of unemployment serious
problems for an economy?

Applying Economic Concepts

34. Inflation Go to the Minneapolis Fed's site at htip://www.
minneapolisfed.org/ and click on “Inflation Calculator.”
Follow the directions to find the adjusted prices for the
items listed in the chart below. Then use the Internet or
other sources to find the current price for each item.
Write a paragraph on the topic: “Were the ‘good old
days’ really all that good?”

Price
Yearand  pgjusted
for Inflation
Teacher’s starting 1969
salary (Richmond, VA) $6,500
2-bdrm apartment withden;| 1969
gas for heating/cooking $147.50
included (Richmond, VA)
Gallon of gas 1969
$0.25
Minimum wage 1978
$2.65
Tuition/room and board 1968
atLongwood Univ. (VA) $550 per
semester

35. Recession If we were to enter a period of recession,
what would likely happen to the unemployment rate?
The inflation rate? The poverty rate? Explain your
answers.

Iumi-ui:hluu: Self-Check Quiz Visit the
Economics: Principles and Practices Web site at glencoe.com and click
on Chapter 13—Self-Check Quizzes to prepare for the chapter test.

36. Inflation Explain why inflation cannot take place
without an expansion of the money supply.

37. Misery Index How might the psychological strains that
many people feel during difficult economic times help
prolong an economic downturn? Provide at least one
example with your answer.

Math Practice

38. Look at Figure 13.3 on page 362. Then find current
prices for the first four items on the list. Use the
equation on page 363 to determine the percentage
change in prices since 1998.

Analyzing Visuals

39. Look at Figure 13.6 on page 371. What was the lowest
unempoyment rate immediately before the 1991 reces-
sion, and when was it recorded? How long did it take
for the unemployment rate to reach this previous low?

Interpreting Cartoons

40. Critical Thinking How does the cartoon below relate
to what you have learned in this chapter?
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30. Inflation benefits borrowers at the
expense of lenders. With 10 percent
inflation, a debtor paying back a
loan would be paying 10 percent
less in purchasing power than
originally borrowed.

31. Answers will vary but should be logical.

32. Both are price indices, but the CPI
measures the prices that consumers
pay for final goods and services,
while the PPl measures prices
received by domestic producers.

33. Structural unemployment results
from a fundamental change in the

economy, such as a change in demand.
Technological unemployment, the result
of workers being replaced by machines, is
a type of structural unemployment. Both
types are serious because they can place

many people out of jobs, and they
require workers to be retrained.

Assessment
and Activities

CHAPTER

13

-
EconomicagONLINE

Have students visit the Web
site at glencoe.com to review
Chapter 13 and take the Self-
Check Quiz.

Applying Economic
Concepts

34. Prices Adjusted for
Inflation to 2007:
$36,396.46, $825.92,
$1.40, $8.35, $3,247.84
Today'’s prices will vary.

35. In a recession, the
unemployment rate rises,
inflation usually holds steady
or falls, and the poverty rate
rises. This is due to lost
output and lost income.

36. If the price of an item rises
without an increase in the
money supply, consumers
have no choice but to
decrease the amount they
buy. Other prices then fall
to offset the rise in price of
the first item.

37. Psychological strains lead
to uncertainty, which could
cause businesses to forgo
expansion and consumers
to cut back purchases. Both
trends would prolong the
economic downturn.

Math Practice

38. Answers will vary according
to current prices.

Analyzing Visuals

39. 5 percent in 1990; about
7 years

Interpreting Cartoons

40. Possible answer: The
flower represents growth,
which the stampeding bulls,
representing higher prices
and expenses, are about
to trample.
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Should the Trade Embargo
Focus » on Cuba Be Lifted?

Displ ay a map of the United States hree year.s after. Fidel Castro took power. m .Cuba and installed a
hat includes the Caribbean Sea Communist regime, the U.S. government initiated a trade embargo
that inclu : against the nation. The embargo was intended to put economic

Point out how close Cuba is to the pressure on the Cuban government. Today the embargo is still in effect—
United States. Have a volunteer one of the longest trade embargos in modern history. Opponents on each
use the map scale to determine side of the issue debate its effectiveness.

Cuba’s distance from the coast Who is right? As you read the selections, ask yourself: Should the trade
of Florida. (about 90 miles) embargo on Cuba be lifted or remain in place?

Teach IZI=1=] A HALF-CENTURY OF FAILURE

................................................ [~ For almost half a century, the U.S. government has tried to isolate Cuba economically in an

ol . . effort to undermine the [Communist] regime [of Fidel Castro] and deprive it of resources. Since
E crltlcal Th In kl ng 1960, Americans have been barred from trading with, investing in, or traveling to Cuba. . . .
Ma king Connections Lead a As a foreign policy tool, the embargo actually enhances Castro’s standing by giving him a

handy excuse for the failures of his homegrown Caribbean socialism. . . . If the embargo were
lifted, the Cuban people would be a bit less deprived and Castro would have no one else to blame
for the shortages and stagnation that will persist without real market reforms. . . .

Many of the dollars Cubans could earn from U.S. tourists would come back to the United States
to buy American products, especially farm goods. In 2000, Congress approved a modest opening of
the embargo. The Trade Sanctions Reform and Export Enhancement Act of 2000 allows cash-only
sales to Cuba of U.S. farm products and medical supplies. The results of this opening have been
| quite amazing. Since 2000, total sales of farm products to Cuba have increased from virtually zero

class discussion on how contacts
with the United States may have
promoted the growth of free
markets in Russia and China.
Ask: Is it possible that Cuba
might follow the same pattern
as Russia and China? Explain.

(Possible answer: Yes; the experience to $380 million. . . .
OfR“'SS"a and'Chlna demonstr'ates POTENTIAL AGRICULTURAL EXPORTS T0 CUBA, —Daniel Griswold, Professor
that it is possible for communist Top TEN STATES of Law and Economics,
nations to embrace free market Missouri ‘ ‘ Columbia University
capitalism.) [1]] Nebraska
Minnesota
Mississippi
g Illinois
s Texas
Louisiana
lowa
California
Arkansas
0 50 100 150 200

Millions of dollars

Source: Cuba Policy Foundation

Additional
Support
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Extending the Content
Tourism Apartheid in Cuba In the available to foreign tourists, they for tourists. Ironically, the Cuban
early 1990s, the loss of Soviet aid and have become less available to the Revolution promised equal access
declining sugar exports plunged the Cuban people. By law, Cubans and to the island'’s resources and facilities.
Cuban economy into a near depression. tourists are only allowed to mix in In the twenty-first century, however,
Cuba’s government embraced tourism public places if the tourist initiates Cubans must live with a government-
as the solution to the nation’s economic contact. Cubans are furthermore not imposed discrimination.
woes. More than new 22,000 hotel rooms allowed to listen to music in the same
have been built on the island since 1990. nightclubs or drink in the same bars as
However, while beautiful beaches and tourists. Moreover, some of Havana's

luxurious hotels have become increasingly ~ most beautiful plazas are now reserved
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[=I=1\Y] SuBSIDIZE COMMUNIST CUBA? W
At the end of July [2002], the U.S. House of Representatives voted on two amendments, each Assess I

approved by 95 vote margins, to end restrictions on travel and lift restrictions on financing
exports to Cuba. . . . While the White House has threatened to veto any legislation that would c I ose
“bolster the Cuban dictatorship,” the anti-Embargo lobby argues that U.S. tourism will benefit L | e
Cubans without strengthening Castro, and that trade with Havana will mean substantial m w .o S
American profits. These arguments are misguided at best and disingenuous at worst. riti ng upport
Fidel Castro is broke, and at issue is not trade, but extending American export credit and
export insurance to his regime, both of which are funded by American taxpayers. Since [2006],
American companies are allowed to ‘trade’ with Castro’s government on a cash and carry basis.
But when Castro defaults on his purchases, under the proposed policy American taxpayers will R .
o . ative or senator expressing
have the burden of picking up his tab. . .. o
their views on the trade

e b
CuBA’S INTERNATIONAL DEBT embargo against Cuba. m

suspended official credits to Castro’s Cuba—not

Persuasive Writing Direct
students to write a letter to
their congressional represent-

because of the Cuban communities in those 325
nations—but because Cuba has failed to make o
e R 2 Analyzing the Issue
payments on its debt, including debt incurred on e
agricultural purchases. . . . Havana owes billions of % 1 Answers:
doIIars-to western banks and former socialist % 10 1. Griswold maintains that the
countries. o S embargo provides Castro
—Frank Calzon, executive director 5 . ,
with an excuse for Cuba’s
of Center for a Free Cuba . .
0 PY— , Pom—— economic failures. He states
ussia urope apan rgentina ers are g .
Country o that if it were lifted, the

money Cubans would earn
from U.S. tourists would
return to the United States in
payment for American goods.
Answers will vary but should
analyze Calzon’s argument.
3. Answers will vary but

should be logical and

Analyzing the Issue well supported.

1. Summarizing What argument does Griswold use to support his L
argument that the embargo should be lifted?

2. Analyzing Review Calzon’s argument. Do you agree with him
that trade with Cuba would be a misguided policy?

Source: U.S. Department of State

=

3. Deciding With which opinion do you agree? Explain your
reasoning.

. Additional
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Activity: Interdisciplinary Connection

Literature Tell students that one of America’s called “grace under pressure.” The Old Man
greatest writers, Ernest Hemingway, lived fora  and the Sea contributed to Hemingway'’s

time in Cuba. The island was the setting for Nobel Prize for Literature. Cubans today

one of his best-known novels, The Old Man and  still deeply admire the author’s work. Have

the Sea. The book tells the story of a poor students read The Old Man and the Sea and
Cuban fisherman who, after a long, bitter write book reports on it. Instruct students to
struggle, hooks and boats a very large fish, include in their reports a comparison of the
only to have it eaten by sharks on the way poverty depicted in the book with the poverty
home. The theme of the novel clearly states experienced by Cubans today.

Hemingway's esteem for the character trait he
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