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Section 1: Guided Reading and Review

Gross Domestic Product
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54 Chapter 12 Guided Reading and Review

A. As You Read
As you read Section 1, answer the following questions about gross domestic product.

1. What is the gross domestic product?

2. How is the expenditure approach used to calculate it?

3. How is the income approach used to calculate it?

4. What is the difference between nominal GDP and real GDP?

Describe four limitations of using GDP to measure economic growth:

5.

6.

7.

8.

9. How is the gross national product derived from the gross domestic product?

10. How is GDP related to aggregate supply and aggregate demand?

B. Reviewing Key Terms
Match the descriptions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided. You will not use all the terms.

Column I

11. a system that collects macroeconomic statistics on production,
income, investment, and savings

12. goods used in the production of final goods

13. GDP measured in current prices

14. goods that last a short period of time

15. GDP expressed in constant, or unchanging, prices

16. goods that last for a relatively long time

17. loss of the value of capital equipment that results from normal 
wear and tear

18. the total amount of goods and services in the economy available at 
all possible price levels

19. the average of all prices in the economy

20. the annual income earned by U.S.-owned firms and U.S. residents

21. the dollar value of all final goods and services produced within a
country’s borders in a given year

Column II

a. real GDP

b. nominal GDP

c. aggregate supply

d. nondurable goods

e. price level

f. intermediate goods

g. depreciation

h. national income 
accounting

i. gross domestic product

j. durable goods

k. gross national product

l. aggregate demand

the dollar value of all final goods and services produced
within a country’s borders in a given year

In this approach, economists estimate annual expen-
ditures on consumer, business, and government goods and services, and net exports or imports of goods and services.

Economists add up all the incomes in the country.

Nominal GDP is measured in 
current prices; real GDP is expressed in constant, or unchanging, prices.

GDP does not measure nonmarket activities—goods and services that people make or do themselves.

It does not measure underground economy—production and income never reported to the government.
It does not measure negative externalities—unintended economic side effects are not reflected in 
the GDP.

There are things not counted by GDP that contribute to people’s quality of life.

by subtracting earnings by 
foreign firms and residents in the United States from GDP and earnings by U.S. firms and residents outside the U.S.

Aggregate supply is the real GDP; 
aggregate demand calculates GDP using the expenditure approach.
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Possible answers below
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Section 2: Guided Reading and Review

Business Cycles

Guided Reading and Review Chapter 12 55

A. As You Read
As you read Section 2, fill in each item in the following diagram.

1.

2.

3.

4.

Contributing Factors Cycle Indicators

5.

6.

7.

8.

9.

10.

11.

BUSINESS CYCLE

B. Reviewing Key Terms
Define the following terms.

12. business cycle

13. expansion

14. economic growth

15. peak

16. contraction

17. trough

18. recession

19. depression

20. stagflation

21. leading indicators

expansion business investment

peak interest rates and credit

contraction consumer expectations

trough external shocks

a period of macroeconomic expansion followed by a period of contraction

a period of economic growth as measured by a rise in real GDP

a steady, long-term increase in real GDP

the height of an economic expansion, when real GDP stops rising

a period of economic decline marked by falling real GDP

the lowest point in an economic contraction, when real GDP stops falling

a prolonged economic contraction

a recession that is especially long and severe

a decline in GDP combined with a rise in the price level
key economic variables that economists use to predict a new phase of a
business cycle

stock market

interest rates
manufacturers’ new 
orders of capital goods

Phases
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Section 3: Guided Reading and Review

Economic Growth
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56 Chapter 12 Guided Reading and Review

A. As You Read
As you read Section 3, fill in supporting facts or details under each main idea by answering
each question.

Main Idea: Capital deepening is an important source of growth in modern economies.

1. How does capital deepening increase output per worker?

2. How is human capital deepened?

Main Idea: The rate of saving and investment affects the economy.

3. What happens when saving rises?

4. How does increased investment help the economy?

Main Idea: Population, government, and trade all directly affect the economy.

5. What happens when population grows and capital remains constant?

6. How do government taxation for consumption spending and importing goods for short-
term consumption affect economic growth?

Main Idea: Technological progress is a key source of economic growth.

7. How do economists measure the impact of technological progress on economic growth?

8. How does the government aid technological innovation?

B. Reviewing Key Terms
Complete each sentence by writing the correct term in the blank.

9. is the proportion of disposable income spent to income saved.

10. The real GDP divided by the total population is called .

11. Increasing the amount of capital per worker is .

12. Income not used for consumption is considered .

13. An increase in efficiency gained by producing more output without using more inputs is
called .

With more capital, workers can be 

more efficient and productive and produce more output per hour of work.

through training programs and on-the-job experience of workers

more investment funds become available to business firms 

and these firms then spend more on capital

Businesses spend the extra money on 

capital investment, to expand the stock of capital in the business sector.

The amount of capital 

per worker shrinks, leading to lower living standards.

Taxing in order to pay for consumption spending
decreases the amount of investment. Importing goods for short-term consumption will not make the
economy grow any faster, and will leave the country without additional GDP to pay back debts.

They determine how much growth in output comes from increases in capital and increases in labor; any
remaining growth comes from technological progress.

It issues patents and sponsors 

basic research.

Savings rate

real GDP per capita

capital deepening

saving

technological progress

Possible answers below
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