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Figure 3 A Shift in the Production Possibilities Frontier
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Concepts of Production Possibilities Frontier

> Efficiency
> Tradeoffs

> Opportunity Cost

> Economic Growth
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Economic Growth
« /]

e Economic growth

- A process of steady increase in the quantity and quality of
goods and services the economy can produce

- More production enables more potentia/ consumption of
goods and services

- Improvement in average standard of living

e If we are “richer” we have more choices
— could take more leisure OR
— consume more goods OR
— purchase more services

e A higher standard of living does NOT necessarily imply more
pollution or adverse environmental impact

— Now people are pursuing GREEN GDP
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Business Cycle and Output Growth

e The business cycleis the cycle of short-
term raises and falls in the economy.

Peak

Gross Domestic Product

Trough

Time



Business Cycle and the Output Growth
S

e A recessi/onis a period during which aggregate
output declines and unemployment rises. More
precisely output is growing slower than trend and is
getting under.

e An expansion, or boom, is the period in the
business cycle from a trough up to a peak, during
which output and employment rise.

e A prolonged and deep recession becomes a
depression.

e The growth rate of output is a serious concern of
macroeconomists and policy makers.
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U.S. Real Gross Domestic Product,
1929-2002
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High Employment (or Low Unemployment)

e Unemployment affects distribution of
economic well being among our citizens

- People who cannot find jobs suffer a loss of
Income
e Joblessness affects all of us—even those
who have jobs

— A high unemployment rate means economy is not
achieving its full economic potential



Stable Prices

e With very few exceptions, inflation rate has been positive

e Why are stable prices—a low inflation rate—an important
macroeconomic goal?

— Because inflation is costly to society

- With annual inflation rates in the thousands of percent, the costs
are easy to see
e Purchasing power of currency declines so rapidly that people are no
longer willing to hold it

e Economists regard some inflation as good

e Price stabilization requires not only preventing inflation rate
from rising too high, But also preventing it from falling too low,
where it would be dangerously close to turning negative



U.S. Annual Inflation Rate, 1922-2003
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