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Student Notes 

Chapter 20:  Economic Stability 
 
 
Opening Story: The three bricklayers 
 
Economic Stability is the absence of extreme fluctuations in prices and 
employment.  
 

A stable economy has three characteristics: 
  

1. It grows at a steady rate. 
2. Prices are predictable. 
3. The country’s available resources are used to their best potential. 

 
Economic instability is caused by a natural or human-made event that 
interrupts a country’s ability to be productive and puts everyone’s material 
well-being suddenly at risk.  
 
Three destabilizing events Gen Z experienced before they turned 20 years old:  
 

1. 9/11 terrorist attacks 
2. Financial crisis of 2008 
3. COVID-19 pandemic 

 
Some terms used to describe the state of the economy:  
 

• growing and shrinking 
• stagnating and recovering 

• expanding and contracting 
• booming and busting 
• surging and crashing 

• overheating and cooling 

• in a recession 
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• in a bubble 
• in a depression 

• hitting a peak 
• bottoming out 
• stuck in a trough 

 
The Golden Moment 

Shared Problem: Inflation and unemployment undermine the well-being of 
society 
Shared Goal: Stable prices and full employment 

 
Imagine the economy as a three-legged stool, with GDP (production), 
employment (jobs), and prices as the three legs.  
 
Gross Domestic Product (GDP) measures the production of goods and services.  
 
Quarterly Percentage Changes in GDP 

 
 

The official definition of unemployment has three parts:  
 

1. Wanting a job but not having one 
2. Actively seeking work 
3. Being eligible and available to take a job 

 
Monthly Percentage Changes in the Unemployment Rate 
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Frictional and structural unemployment are considered natural, and even 
healthy for an economy. Economists call the combination of the two the 
natural rate of unemployment.  

 
The goal isn’t to eliminate frictional and structural unemployment, but to 
eliminate cyclical unemployment, which is caused by a downturn in the 
economy. 
 
Full employment (FE) means we are using all our land, labor, and capital most 
efficiently—except for frictional and structural unemployment.  

 
Three Costs of Unemployment 

 
1. Social crises: Increases in crime, substance abuse, depression,  
domestic violence, and suicide.  
2. Lower living standards: Workers lose wages.     
3. Slow economic growth: Permanent loss of goods and services. 

 
Prices Changes: People suffer when prices on average unexpectedly go up 
(inflation) or down (deflation) by more than 2 percent.  
 
Monthly Percentage Changes in the Consumer Price Index 
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Worst-case scenario is hyperinflation—when prices increase by more than 50 
percent in a single month.  
 
Highest Historical Monthly Inflation Rates through 2008 

 
 

Three Costs of Unanticipated Inflation 
 

1. Lending crisis: Lenders are unwilling to make loans. 
2. Lower standard of living: People on fixed incomes suffer.   
3. Slow economic growth: Fewer long-term contracts  
and less long-term planning. 

 
Unexpected deflation is just as damaging to the economy as unexpected 
inflation, and causes borrowing crisis, lower standard of living, and slow 
economic growth.  
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The Misery Index: Inflation + Unemployment. When they occur at the same 
time, it is called stagflation. 

 
Shared Tools: The Business Cycle 
 

It describes the ups and downs of the economy.  
 

    
 

Each of the perspectives tries to solve the problems of inflation and 
unemployment with two types of policies:  
 

1. Monetary policy relates to changes in the money supply (think money).  
2. Fiscal policy relates to changes in government spending and taxes (think 

budget). 
 
Conventional Tools: Fixing Recessionary Gaps and Expansionary Gaps 
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Classical Theory Conclusion: Say’s Law 
 

“Supply creates its own demand.” – John-Baptiste Say 
 

• In the long run, the economy will self-correct.  
• Therefore, whether the economy goes up or down, we should leave 

it alone (laissez-faire). 
 
This was the conventional wisdom until 1929, when the U.S. stock market 
crashed and sent the economy into a tailspin that became the Great 
Depression.  

 
Liberal (Keynesian) Ideas 
 

• The economy may self-correct in the long run, but… 

• “In the long run, we are all dead!” – John Maynard Keynes 

• Say’s law doesn’t hold.  
• Demand is the engine of growth. 
• Government can actively stabilize the economy through fiscal and 

monetary policy (called stabilization policy).  
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Conservative (Modern Classical) Ideas 
 

• Without government interference, the economy self-corrects in the long 
run.  

• Say’s law holds.   
• Supply is the engine of growth 

• Get rid of government interference, and then leave it alone. 
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Radical Tools: Production for Profit and Production for Use 
 

Radicals use the six core points as tools to analyze economic issues.  
 

• Ownership 

• Governance 
• Meeting people’s basic material needs 

• Production 

• Sustainability 
• Communities 
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Radicals select the core point that makes the most sense for a particular issue. 
For the economic stability, it is production.   

 
Drill down into production in capitalism: 
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Drill down into production in democratic socialism: 
 

 
 

 
 



 The VOTE Textbook, Student Notes, Chapter 20, Page 13 
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Three-in-One Activity, Parts A, B, & C: “Are You the Next Great Economic 
Thinker?” 
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Part A: My 3 ideas for fixing unemployment (in the first column).  
 

Part B: Do I want to change my ideas (in the second column)?  
 

Part C: Do any of my ideas echo the radical, liberal, or conservative 
perspectives or do I have a new idea (in the third column)?  

 
Discussion Story: Financial Crisis of 2008 
 
Understanding Economic Stability 
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The Output Gap over Seventy Years 

 
 

Presidential Ping Pong: Since Reagan, U.S. presidents have gone back and forth 
between Keynesian and supply-side economics. 
 
The U.S. has never had a democratic socialist president, so for now 
presidential ping pong only represents the liberal and conservative 
perspectives.  

 
Voices on Economic Stability 
 

Radical 
 

Response to discussion story: The obsessive drive for profit led to the 
collapse of the economy, and millions lost homes, jobs, and savings. In 
capitalism, it will happen again. 
 
Voice: Pages 1086-1090 
Summary: Page 1091 
Talking Points: Page 1092 
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Liberal 
 

Response to discussion story: The profit motive creates untold wealth, but 
without strong and effective government oversight to rein it in, the 
economy will fail again. 
 
Voice: Pages 1193-1197 
Summary: Page 1098 
Talking Points: Page 1099 
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Conservative 
 

Response to discussion story: Government meddling creates false price signals, 
and when the boom goes bust its “fixes” lead us inevitably into the next cycle 
of ups and downs. 
 
Voice: Pages 1100-1104 
Summary: Page 1105 
Talking Points: Page 1106 
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Shared Outcome: Full employment and stable prices.  
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