EOCT Review
Part 6
Below are the standards that we will cover as part of today’s review. You need to review these standards and make sure that you are familiar with concept or idea connected to each of them.

SSEMA1 The student will illustrate the means by which economic activity is measured. 
a. Explain that overall levels of income, employment, and prices are determined by the 

    spending and production decisions of households, businesses, government, and net 

    exports. 

b. Define Gross Domestic Product (GDP), economic growth, unemployment, Consumer 

    Price Index (CPI), inflation, stagflation, and aggregate supply and aggregate demand. 

c. Explain how economic growth, inflation, and unemployment are calculated. 

d. Identify structural, cyclical, and frictional unemployment. 

e. Define the stages of the business cycle, as well as recession and depression. 

f. Describe the difference between the national debt and government deficits. 

EOCT Content Descriptors

On the EOCT, students will be required to show an understanding or be able to apply the following concepts related to the above standards.

- significance of the unemployment rate

- structural, cyclical, and frictional unemployment

- factors that account for household, business, and government spending decisions

- aggregate demand, aggregate supply, and their relationships to prices

- how and why data collections are used to measure economic conditions

- Gross Domestic Product: data collection, significance, and uses

- Consumer Price Index: data collection, significance, and uses

- inflation and stagflation

- causes and stages of business cycles and their effects on economic performance

- causes and effects of recessions and depressions

- national debt and government deficits: how calculated, differences between them,

  and their significance
Concept 1: The Importance of Consumer Spending 
Standard(s): 

Explain that overall levels of income, employment, and prices are determined by the 

spending and production decisions of households, businesses, government, and net 

exports. 

Content Descriptor(s): 

- factors that account for household, business, and government spending decisions

What to know: 


Market economies are controlled by consumer demand. Producers are attempting to make a profit by meeting consumer demand. If consumer spending increases, producers will try to produce more products in order to meet the rising demand. To increase production, producers will need to hire more workers and buy more capital goods. Therefore, consumer spending can influence economic growth, the unemployment rate, and the standard of living of the people. In other words, if the people increase their spending, then new jobs will be greated and the economy will grow. At the same time, if the consumers decrease their spending, then companies will fire workers and the nation may slip into a recession. If consumer spending increases at a fast pace, then prices may start to go up. Therefore, consumer spending can also influence inflation.
Practice Questions:

(1) Which of the following is likely to happen if there is an increase in consumer spending in the United States?
A   the unemployment rate will increase
B   the economy will stop growing
C   prices will drop
D   the unemployment rate will decrease
(2) Which of the following is likely to occur if there is a decrease in consumer spending in the United States?
A   the standard of living will decrease
B   the economy will grow rapidly
C   businesses will hire more workers
D   prices will increase
(3) Explain how consumer spending influences levels of income, employment, and prices. 

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________
____________________________________________________________________________

Concept 2: GDP and Economic Growth
Standard: 

Define Gross Domestic Product (GDP), economic growth, unemployment, Consumer 

Price Index (CPI), inflation, stagflation, and aggregate supply and aggregate demand. 

Content Descriptor(s): 

- Gross Domestic Product: data collection, significance, and uses

- how and why data collections are used to measure economic conditions

What to know: 


The Gross Domestic Product (GDP) can be defined as the total value of all goods and services produced in a single nation. The formula used for calculation the gross domestic product is GDP = C+I+G+F. The “C” represents all consumer purchases. The “I” represents all business (investment) purchases. The “G” represents all government purchaces. The “F” represents all foreign purchases minus the value of all imports. In a market economy, consumer spending makes up the majority of GDP. If consumer spending increases, then GDP will increase. GDP can be used to compare one nation with another, and can also be used to compare a nation’s economic production with a past year. The gross domestic product is ultimately used to measure a nation’s economic growth.
Practice Questions:

(1) Which of the following are included in calculating GDP?

A   consumer spending, taxes, interest charges, exports

B   consumer spending, purchases of capital goods, government spending, and net exports

C   consumer spending, secondhand sales, the underground economy

D   consumer spending, inflation, the unemployment rate

(2) Which of the following best describes GDP?

A   measure of a nation’s economic capability

B   measure of a nation’s financial stability

C   measure of a nation’s total output of goods and services

D   measure of a nation’s unemployment and inflation rates

(3) What economic measurement do economists use to show the total output of goods and services that a nation produces?

A   Aggregate Demand

B   Consumer Price Index

C   Gross Domestic Product

D   Inflation Rate 

(4) Define GDP? _______________________________________________________________

(5) What is the formula for calculating GDP and what do the letters in this formula stand for? 

______________________________________________________________________________

______________________________________________________________________________

Concept 3: CPI and Inflation
Standards: 

Define Gross Domestic Product (GDP), economic growth, unemployment, Consumer 

Price Index (CPI), inflation, stagflation, and aggregate supply and aggregate demand. 

Explain how economic growth, inflation, and unemployment are calculated. 

Content Descriptor(s): 

- Consumer Price Index and inflation and stagflation

What to know: 


Inflation is the general increase in the level of prices. Inflation is calculated using CPI. The Consumer Price Index (CPI) is an average of the prices of over 90,000 consumer products. This average can be used to compute the change in price from year to year. Let’s say CPI in 2005 is $100 and CPI in 2006 is $110. This would indicate that prices increased from 2005 to 2006, and that we experienced 10% inflation during the period. Inflation is usually caused by a strong increase in consumer spending or a growth in the money supply. Stagflation occurs when inflation and unemployment are both high.
Practice Questions:
(1) If people start spending more, then what is likely to happen to the rate of inflation?

A   The inflation rate will increase.

B   The inflation rate will decrease.

C   Prices are not influenced by consumer spending.

D   The inflation rate is impossible to predict.

(2) This measure of the prices of 90,000 consumer goods is used to measure inflation.

A   GDP

B   PPI

C   CPI

D   Reserve Requirement

(3) If CPI was at $100 in 2004 and is $125 now, what would be the rate of inflation since 2004?

	A
	25%

	B
	20%

	C
	5.0%

	D
	2.5%


(4) What is CPI and what types of (and how many) products are included in CPI?  ___________

_____________________________________________________________________________

(5) What is the formula for calculating the inflation rate? _______________________________

(6) What does the inflation rate tell us about our economy? _____________________________

_____________________________________________________________________________

















































