
US Macroeconomic History

Required Readings
• Chapter 2
• Chapter 5—pp. 83-87 & pp. 91-101



Key Macroeconomic Variables
• Level of Income
 Aggregate Income
 Income per capita

• Growth Rate of Income or Output

• Unemployment Rate

• Rate of Inflation



Basic Concepts
• Business Cycle
 Short-run Movements in Key Macro Variables

 Measurement: Quarterly or Annual Movements

• Long-term Trends
 Long-run Movements in Key Macro Variables

 Measurement:
 Observations at widely spaced points in time:

e.g., the year 1900 vs. the year 2000
 Averages over long –periods of time, e.g, Last 50 Years



Growth of Income or Output

Define:
RealIncome

=  Real Output
=  Real GDP 
=  Real Gross Domestic Product
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Expansions & Recessions
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 > 0 Real Income is rising

  Economy is in an Expansion

  0 Real Income is falling 

Economy is in a Recession
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The Growth Rate of U.S. Real GDP 
1870-2010



Real GDP Growth in the US
Recent Developments



Questions 
Growth Rate of Income & Output

• What causes Expansions and Recessions?

• Why was GDP growth less volatile after WWII 
than before?

• What has caused the current recession—often 
referred to as the “Great Recession”?

• What Macroeconomic Policies can be followed to 
offset recessions or to sustain expansions?



The Inflation Rate

Average Level of Prices
    = Implicit Price Deflator for GDP 
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Inflation & Deflation

> 0  Inflation:  Price level is rising
or the Cost of Living is rising

0 Deflation:  Price level is falling
or the Cost of Living is falling
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The Inflation Rate in the United States 
1870-2010



Inflation in the U.S. 
Recent Developments



Questions:  Inflation
• What causes the Price Level to rise and fall?

• What causes Inflation? 

What causes Deflation?

• Can Macroeconomic Policies be used to 
combat high Inflation?

• What are the obstacles? 



The Unemployment Rate

 = Unemployment Rate

Number of Workers Unemployed
Labor Force
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Unemployment Rate in the U.S.
1929-2010



The Unemployment Rate in the US 
Recent Developments



Questions:  Unemployment Rate

• What causes Unemployment to rise and 
fall?

• Can Monetary and Fiscal Policies be used 
to keep the Unemployment Rate low?

• What are the obstacles?



Long - Run Trends

Real GDPIncome Per Capita = 
Population



Important Note
Income per Capita

• An important component of a measure of 
the standard of living of a society

• Not the only component of a measure of 
the standard of living of a society





Comparing Economies



Questions: Long-Run Trends
• Why do some countries, but not others, 

experience dramatic increases in Income per 
capita over time?

• What causes the large gaps in the levels of 
Income per capita across countries?

• What causes the gaps in Income per capita to 
narrow or widen?

• What sets of macroeconomic policies would close 
the gaps?


