Cycle Six Supplemental
Answer in ink on a separate sheet. Study all terms for the SuperTest.

· DISPOSABLE INCOME: Money available after taxes have been paid.

· BALANCE: The amount of money in an account, or what is owed against a loan.

· LIQUIDITY: The ease with which to convert assets into cash without suffering substantial monetary loss.
· SAVINGS RATE: The percentage of people’s disposable income that is not spent.

· budget: A spending and savings plan.
· diversification: A variety of financial investments such as certificate of deposits (CDs), stocks, bonds, etc.

· real investment: A new capital good, such as an apartment complex, private schools, office building, factory, or retail store.

· infrastructure: Generally, public sector real investments such as roads, bridges, schools, libraries, harbors, or airports.

· capital gain: The difference between the higher selling price and lower original purchase price of an investment. The opposite is a Capital Loss.

· stock: A share of ownership in a corporation, as opposed to inventory on a shelf.

· prospectus: A fact sheet containing data about a company’s finances.

· share: The smallest unit of ownership in a corporation usually expressed as one share of stock. For example, Bill Gates controls the majority of stock in Microsoft Corporation, but others may purchase shares that are for sale in the stock exchange.

· dividend: A portion of a corporation’s earnings paid to a stockholder.
· brokers: Someone who links the buyer and seller of a stock.
· investment bank: A firm that specializes in purchasing large blocks of stock from a company desiring to “go public” by selling stock in their firm. The investment bank purchases large quantities of stock from the company in exchange for the right to sell the stock to the public. In this manner a company may obtain a large sum of money to expand their operations.
· nyse: The New York Stock Exchange, the largest stock exchange in the U.S.

· amex: American Stock Exchange.

· OTC: Over-the-counter market. A stock exchange for smaller corporations.

· chicago board of trade: A futures market where investors purchase products out in advance to sell for future gain. These product speculators may buy agricultural products like soy beans, animals such as hogs, minerals like diamonds, or even coal. A futures trader must be thoroughly acquainted with their markets as this type of speculation involves high risk.
· nasdaq: The National Dealers Automated Quotations which lists thousands of other stocks not listed on many stock exchanges. 

· Bull market: When the DOW rises steadily over a period of time. During a bull market investors buy stock in anticipation of higher stock values and profitability.
· bear maRket: When the DOW falls over a period of time. This means there are more sellers than buyers of stock.

· dow: Short for the Dow Jones Industrial Average (DJIA) consisting of 30 major corporations followed by stock investors. These are also known as “blue chip” stocks. The DJIA is an index which measures the volume of shares traded in these large companies. A rising DOW is thought to measure increasing confidence in the stock market.
· Real Wages: What one can actually purchase with the wages earned after taxes, or Real Disposable Income. If prices fall and money wages remain the same, real wages will have increased. If money wages increase, but prices increase by an even higher percentage, real wages will have fallen. If next year you can actually buy more for less, your real wages have risen. Yet if prices and money wages remain the same, but taxes increase, real wages will again have fallen!
· Land-Value: A term for rent plus a collectible cost, or simply premium rent. When land is held out of use, the price of available land rises. The difference between what one would pay to rent a site if land were not held for speculation and the price people must pay nowadays because so much is held for speculation is Land-value. This extra comes from the earnings of Labor and Capital.
· Cash Crop: Any investment which yields a quick return with minimal capital investment. A billboard along a freeway, a parking lot in the middle of downtown surrounded by skyscrapers, or a field of strawberries across the street from Disneyland, are examples. The landholder is waiting for his future anticipated value to be met until putting the site on the market. 
· URBAN SPRAWL: The outward development of a city into the countryside through suburbs. In contrast to sprawl is the upward development of compact metropolitan cities with high-rise buildings.
· bUSINESS CYCLE: Periodic fluctuations of business activity characterized by a ‘boom’ (expansion) and ‘slump’ (contraction).
· Indicators: Statistics that attempt to measure or indicate economic activity. Leading, coincident, and lagging indicators are used to study the business cycle. Leading indicators include changes in the number of building permits, the number of orders for new capital and consumer goods, as well as raw materials and stock prices. 
· OVERPRODUCTION THEORY: A theory of the business cycle that suggests the economy slows down because supply has outstripped demand.
· UNDERCONSUMPTION THEORY: A theory of the business cycle that suggests the economy slows down because of a lack of demand. 
· underproduction theory: A theory of the business cycle that suggests the economy slows down when the cost of production makes increasing production unprofitable. Economist Henry George in his Progress and Poverty blamed this on the speculative advance in land prices.
· John Maynard Keynes: Author of The General Theory of Employment, Interest, and Money. To increase demand during recessions, Keynes proposed make-work government programs to give unemployed workers some money, even if the jobs were not productive. To pay these workers the government would have to raise taxes or borrow money, thus burdening producers. This thinking influenced Roosevelt’s New Deal. 

· Recession: A business contraction lasting 2 quarters (6 months) or more.
· Depression: A prolonged recession. 

· Triggers: Anything that may push an unstable economy into recession or depression.
· Gross Domestic Product (GDP): The total dollar value of all final goods and services produced in a country in a calendar year. 
· Output-Expenditure Model: The components of GDP consisting of personal consumption expenditures (C); gross investment (‘fixed investment’ such as structures like new machinery, factories, and offices, and ‘inventory investment’ such as raw materials and final goods but not stocks, bonds, and land) (I), government purchases (G), and net exports (exports minus imports) (X-M), so that GDP=C + I + G + (X-M). The 2005 U.S. GDP was $12.4 trillion making it the world’s biggest economy. 
· Nominal GDP: Current GDP expressed in current dollars.
· REAL GDP: GDP adjusted for price changes.
· PRICE INDEX: A set of statistics used to compare prices over time.
· PHASES OF THE BUSINESS CYCLE: Expansion or recovery, peak, contraction or recession, and trough.

· rEAL gdp PER CAPITA: The dollar value—adjusted for price changes—of all final goods and services produced per person in an economy in a given year. The U.S. GDP per capita in 2005 was $42,000.


(http://www.cia.gov/cia/publications/factbook/geos/us.html). 
· LABOR PRODUCTIVITY: A measure of how much each work produces in a given period of time, such as one hour.
· PRODUCTIVITY GROWTH: An increase in the output of each worker per hour of work. Factors the influence productivity growth include the level and availability of technology and capital per worker (capital-to-labor ratio), as well as the education and skill level of the labor force. This helps explain the higher Real GDP per capita of the American worker compared to many other workers in other nations. (Hard work is not necessarily as productive as smart and efficient work.) If a nation lags behind in terms of education, surely labor productivity and productivity growth will decline as well. “Mental power is the motor of progress” said economist Henry George.
· Economic growth: Economic growth depends on access to natural resources, labor productivity, investment in capital, and conditions that do not discourage entrepreneurial activity.
1. What economist blamed underproduction (recessions) on the speculative advance in land-values?

2. Give two examples of infrastructure.

3. What’s a bull market?

4. What is the opposite of urban sprawl?

5. How would you know if your real wages have risen?

6. What does the DOW represent?

7. Name three factors that increase productivity growth?

8. What does economic growth depend on for the economy as a whole?

9. What are the components of GDP?

10. What is real GDP?

11. What does real GDP per capita mean?

12. What is the largest stock exchange in the U.S.?

13. What is a real investment?

14. Investment in stock may have low liquidity but a higher rate of return. How would this compare to a standard savings account at a local bank?

15. Without land speculation, rent will measure the relative worth of one location compared to another. How is the concept of Land-value different?
16. How does one begin to own a share of a corporation?
17. What type of investments are traded at the Chicago Board of Trade?

18. Name a book by Henry George.

19. What was Keynes’ answer to the problems of the business cycle?

20. What is the commonly used term for the expansion phase of the business cycle?
