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•	 Whose numbers are they? Who is reporting the 
numbers? Is it a government agency? A political party? A 
business or consumer group? A newspaper? How might 
the source influence the interpretation of the numbers?

•	 What were the expectations? As important as the actual 
numbers is whether the numbers met the expectations 
of economic forecasters. An increase of 50,000 new jobs 
might seem like positive growth, but not if forecasters 
projected an increase of 250,000. (Also ask yourself who 
the forecasters are, and what agenda they might have.)

•	 Are the numbers affected by seasonality? Consumer 
spending and sales rise and fall at certain times of the 

year. For example, few people are building houses in 
the winter, which means that a decline in the number 
of home sales from August to December does not 
necessarily mean a drop-off in the economy. For seasonal 
variables it is best to compare numbers to previous years.
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whenever they wanted in the comfort of their own homes. 
VCRs were new, their supply was limited, and demand 
was high. As a result, prices were also high. Today, few 
people want to buy VCRs, preferring Blu-ray players 
instead, yet VCRs are still available for purchase. Demand 
is down, supply is up, and, as a result, VCRs are now quite 
cheap.

The total market value of all goods and services 
produced in a particular country during a given year is 
called the gross domestic product (GDP). The GDP is 
perhaps the best measurement to assess the health of 
the economy. In 2013 the GDP of the United States was 
estimated at over $16 trillion dollars, the largest GDP 
in the world by far. China had the second largest GDP 
($13.3 trillion), followed by India ($4.9 trillion), Japan 
($4.7 trillion), Germany ($3.2 trillion), and Russia ($2.5 
trillion). The GDP of the entire European Union was 
$15.8 trillion. Tuvalu, a tiny group of islands in the South 
Pacific, had a GDP of only $40 million.5 As we discussed 
earlier, one widely shared goal for the economy is to 
have a smooth, positive rate of growth in economic 

activity, and this translates into a steady growth in the 
GDP. Figure 18.1 shows annual percentage changes in 
the U.S. GDP since 1930.

But economies rarely follow a smooth or steady path. 
They go through peaks and valleys or, in economic terms, 
booms and busts. An economic boom is a period of fast 
economic growth in GDP, signaling a prosperous econ-
omy. An economic bust is a period of steep decline in GDP, 
signaling a recession. The alternation of periods between 
boom and bust is known as a business cycle. Fluctua-
tions in the economy vary in length and intensity, and are 
often—although not always—linked to economic condi-
tions in other countries.

Because cyclical economic effects can wreak havoc on 
businesses, not to mention on individual lives, the modern 
government tries to create policies that will minimize the 
impact of the business cycle and maximize economic pros-
perity. One of the biggest problems that government faces is 
controlling inflation. Inflation is an increase in the price of 
goods. During a period of expansion, the economy is grow-
ing, businesses flourish, new jobs are created, and people 
are pulled out of poverty to join the mainstream economy. 
Sometimes, however, business will expand so much during 
a boom and, with more people working and earning, the 
demand for goods will grow faster than the supply, which, 
as we stated earlier, results in a rise in prices. The effect of 
inflation is to reduce the value of money, so that it takes 
more money to buy the same product. It occurs most often 
when people are doing well and lots of people are working. 
They have more money, creating higher demand for con-
sumer goods, and prices go up. But inflation can result from 
hard economic times, too. A classic example of high run-
away inflation, sometimes called hyperinflation, occurred in 
Germany in 1923 after World War I, when consumers had 

gross domestic product (GDP) total market value 
of all goods and services produced by everyone in a 
particular country during a given year

economic boom a period of fast economic growth in 
GDP, signaling prosperity

economic bust a period of steep decline in GDP, 
signaling recession

business cycle the peaks and valleys of the economy 
between boom and bust

inflation an increase in the price of goods


