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[ Macroeconomics ] ( Microeconomics )
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How the whole country’s economy is doing
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Y How healthy the economy is
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( Gross Domestic Product (GDP) ) C Inflation ) ( Employment )
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Economy's pulse
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Help the people in Make or break the value of things
charge make decisions : like stocks and bonds
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Microeconomics

Choices made by individuals daily

C Businesses ) C Families )

How families make sure they can pay for everything they need

How businesses plan to make and sell stuff

These choices have a big impact on how the economy moves
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Link Between Financial
Markets & the Economy
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Investors Monitor the economy’s performance Issuers

Financial instruments are, in essence, promises of future cash flows

Dividends Coupons Redemption payments

Price is the present value of future expected cash flows:

Today Future dates

! ! ! ! ! ! !

Cash flow Cash flow Cash flow Cash flow Cash flow Cash flow Cash flow
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Today Future dates

! ! ! ! ! ! !

Cash flow Cash flow Cash flow Cash flow Cash flow Cash flow Cash flow
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|||I Financial Instrument Prices @ <erreenenen e >® Interest Rates

The value of these instruments is expected to adjust accordingly
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Why Do Expectations Change?

\)
Microeconomics @‘ : @ Macroeconomics

C Profitability, cash flows and leverage )

Breakthroughs in product development )

Economic growth

Inflation

Unemployment

Global trade

YA YAYA
NS A A

Interest rates are significantly influenced
by macroeconomic factors
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The Economic Cycle
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o
The Economic Cycle

Economic activity is not steady - its fluctuations are referred to as the economic cycle.
> v Slowdown
3 and contraction
§ /' Recovery and expansion
L
£
o
c
o
8

* =~
Growth ﬁl I.I.I. Decline

Economic cycle Business cycle

( Employment ) ( Consumer behavior ) ( Business investment ) (Government policy decisions)
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The Economic Cycle

Economic activity is not steady - its fluctuations are referred to as the economic cycle.

v slowdown
and contraction

/' Recovery and expansion

Economic activity

[ Recovery and Expansion ] [ Peak ] [ Slowdown and contraction ] [ Trough ]
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The Economic Cycle

> Slowdown

2 .

3 and contraction - -
g : L -

[ Recovery and expansion -

L =

cE) -7 -

e Peak_ e —

H - Trough

3 -

Improvements in employment Increased production

Leads to greater spending and investment

Economic activity is not steady - its fluctuations are referred to as the economic cycle.

Rising sales

FINANCIALEDGE!

L]
The Economic Cycle
Economic activity is not steady - its fluctuations are referred to as the economic cycle.
> Slowdown
3 and contraction I N
§ Recovery and expansion -7 -
) - - =
; -
£ 2 Peak_ "= = Trough
3 -
Growth accelerates
il
Gross Domestic Product (GDP) Employment Income '
\ J
Y Qm
Y |
Substantial increases

Inflation canrise

Demand outpaces supply
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The Economic Cycle

Economic activity is not steady - its fluctuations are referred to as the economic cycle.

v Slowdown
and contraction

/' Recovery and expansion

Economic activity

s =] s

Employment is robust Consumer confidence is high Business profits are strong

Inflation can intensify

FINANCIALEDGE!

The Economic Cycle

Economic activity is not steady - its fluctuations are referred to as the economic cycle.

v Slowdown
and contraction
/' Recovery and expansion

Economic activity

A

’.\‘P Slowdown and Contraction —5\
Y [T

Economy starts to retreat

Falling consumer confidence Dwindling business profits Possible job cuts

Central banks might reduce interest rates to spur growth

FINANCIALEDGE!
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The Economic Cycle

v Slowdown
and contraction
/' Recovery and expansion

Economic activity

Economic activity is not steady - its fluctuations are referred to as the economic cycle.

e

Production

C

End of the contraction

Bottom point of the cycle, where economic activity is at its lowest

Fall to minimal levels

Income

)

Start of a new cycle of recovery and expansion
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»
—e
Technological
advancements

%9

Economic events

Peak often identified in hindsight

A

2

Geopolitical shifts

- @D

Tl

Escalating prices

Possible signs

Rising interest rates
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What exactly is a Recession?

C Significant and prolonged downturn in economic activity )

[
A
4 v

) S '

agann \

m m Employment Industrial production Wholesale-retail sales

( Common shorthand: 2 successive quarters of falling GDP )

National Bureau of Economic Research (NBER)

Gross Domestic
Product (GDP)
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g
-

The overall health
of the economy?

The current stage of
the business cycle? dlp

')"

- Governments shaping Central banks setting
Investors and issuers ' 3 -
fiscal policy monetary policy
FINANCIALEDGE"
uﬂn
EE

Gross Domestic Product (GDP)

The market value of all final goods and services
produced within a country during a specific time frame

m EXPENDITURE APPROACH

FINANCIALEDGE!
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EE
Gross Domestic Product (GDP)

EXPENDITURE APPROACH

Overcounting

$ 200,000 O  $250,000

O  s100,000

o
2 i1 R it

A steel company The manufacturer The retailer than m

produces turns the steel into sells the cutlery to
stainless steel quality cutlery customers
This would include the value of the steel three times...
FINANCIALEDGE!
Gross Domestic Product (GDP)
EXPENDITURE APPROACH
( Ensures that only end products are accounted for )
| GDP
Cc
+
|
+
(e )
+
(x-M)
FINANCIALEDGE!
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Gross Domestic Product (GDP)

EXPENDITURE APPROACH

( Ensures that only end products are accounted for )

&= SORSUMPTION

+
1 Household purchases of goods and services
+
G Groceries Housing rent Medical care
+
(x-m)
FINANCIALEDGE!

Gross Domestic Product (GDP)

EXPENDITURE APPROACH

Ensures that only end products are accounted for )

INVESTMENT
\ [ 4
S |
v
=1l

C
Cc
+ . . !
- Business capital expenditures such as:
+
+
(x-m)

Machinery New Residential

purchases construction housing Unsold goods
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Gross Domestic Product (GDP)

EXPENDITURE APPROACH

Ensures that only end products are accounted for )

GOVERNMENT EXPENDITURE

-
(et B,

Government spending on goods and services

Roads Defense

FINANCIALEDGE!

Gross Domestic Product (GDP)

EXPENDITURE APPROACH

Ensures that only end products are accounted for )

EXPORTS AND IMPORTS
->

Egn
il,‘;E-

Economy imports and exports goods and services
and GDP should be adjusted accordingly

Trade Surplus Trade Deficit

Exports > Imports Exports < Imports
Boosts GDP : Reduces GDP
FINANCIALEDGE!
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Gross Domestic

Product (GDP) Over Time

FINANCIALEDGE!

26,000

24,000

22,000

20,000

18,000

16,000

14,000

12,000

US Gross Domestic Product, Billions of
Dollars, Annual, Not Seasonally Adjusted

10,000

GJ%

Nominal US GDP in 2022:

(@ $17,511.7 bn
| $4,756.6 bn
G $4,446.9 bn
(X-M) -$9711bn
Total GDP $25,744.1 bn

Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis

C The Global Financial Crisis )

6%‘

Burst of the housing bubble High-risk lending practices Collapse of financial institutions

Negative growth
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o 28000 Nominal US GDP in 2022:
5 8
g2 M © $17,51.7 bn
= < 22000
-3 I $4,756.6 bn
$ 5 20000
23 G $4,446.9 bn
& § 18,000
% 2 (X-M) -$971.1bn
“E' _u- 16,000
82 Total GDP $25,744.1 bn
@ € 14000
g ;- 12,000
8%

[=]

Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis

C The COVID-19 Pandemic )

Economic disruptions on a global scale

Business closures

Lockdowns

Caused economy to shrink for a limited period of time

Supply chain interruptions

FINANCIALEDGE!

o 2800 Nominal US GDP in 2022:
s 2
g3 = © $17,51.7 bn
£ S 200
@z | $4,756.6 bn
$ 5 20000
23 G $4,446.9 bn
t 2 18,000
= O - -
§§ 1000 (X-M) $971.1 bn
o 3
% é 14,000 Total GDP $25,744.1bn
2 4
o5 12,000
33

9 10000

WQQQ (96(9&(90‘5{9&{90@@00@ ,Loé\ w°°%w°@ WQ\Q S {Lo{y {9{5 (&\v 'LQ\(O (LQ\@ (9\« (&\cb ’LQ\Q W&o '>°
Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis
( U.S. GDP 2022 )
Breakdown underscores the dominance of consumption in the US economy
U.S. as a net importer Expenditure-based GDP
-.. is adjusted downward
. T for the United States
Value of imports Value of exports Leading to a trade deficit
FINANCIALEDGE!
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Market practitioners

Expanding Contracting

FINANCIALEDGE!

GDP Growth Rates

400 Absolute Real GDP Q3 2023:

22,490.7 bn USD

20.0

100 Absolute Real GDP Q4 2023:

@
S
5]

ﬁ 00 it I|.|I||||I|||I||..I.|||I|I _.|.I||_||I..|.I\I|||I|..|.||||I|I||.|I|| |||||.”"||
3 ! ! 22,672.9 bn USD
2 100
&
-200

QoQ growth:
-30.0 0.8%

-40.0

US Real GDP, Percent Change from Preceding
Period, Quarterly, Seasonally Adjusted
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Source: U.S. Bureau of Economic Analysis, Real Gross Domestic Product
[A191RLIQ225SBEA], retrieved from FRED, Federal Reserve Bank of St. Louis
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Predictable seasonal fluctuations in economic activities

tﬁglﬁ o o

Retail sales over the holidays Planting and harvesting seasons

-
-® Truer reflection of economic growth

FINANCIALEDGE!

Analyzing data

Regular seasonal Trends and
Over many years A !
behavior anomalies

N
g T More accurate comparison of

4l growth rates between quarters

FINANCIALEDGE!
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o

Quarter over quarter
growth rates

Q (Seqsonolqdjustments)

ey
&

Year over year
growth rates

6 CSeosonoI odjustments]

FINANCIALEDGE!

Nominal vs. Real Gross
Domestic Product (GDP)

FINANCIALEDGE!
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( Nominal GDP Real GDP )

FINANCIALEDGE!

Nominal GDP VS.

The total market value of all goods and services produced in an economy

® il

Economy's size at Susceptible to
present-day prices price shifts

i gin

As falling prices can cause
nominal GDP to shrink

FINANCIALEDGE!

Higher prices lead to higher
nominal GDP figures

© 2025 Financial Edge Training
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VS. Real GDP

The total value of all goods and services an economy produces, adjusted for inflation

®

By anchoring prices Real GDP strips away
to a base year the inflation impact

Real GDP captures real change in output

Go-to metric for:

Comparing Economic . L . .
Parfolmands Ovar Time Crafting Policies Sizing up Economies

FINANCIALEDGE!

( Nominal GDP Real GDP
Year 1 Year 2
Units produced 100 106
Price per unit S5 $5.5

Nominal GDP 100x 5 = $500 106X 5.5 = $583 (+16.6%)
Real GDP 100x5=$500 106 X5 =$530 (+6%)

Base-year as yardstick
il

ul %an ;R sé@)

Measure real growth - Decline in the economy
' FINANCIALEDGE"
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Year 1 Year 2
Units produced 100

Price per unit
NominalGDP ~ [100x5=$500] [106x5.5=$583 (+166%) |
Real GDP 100x5=$500 (106X 5=$530 (6% |

Calculate the Real GDP )

Current year's output at base year prices

Increase in
economic activity

FINANCIALEDGE!
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2017-01-01 2018-01-01 2019-01-01 2020-01-01 2021-01-01 2022-01-01 2023-01-01

@meNOMINAl GDP  «===Real GDP

Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis

2017

Economic conditions provide us with a
stable comparison platform

FINANCIALEDGE!
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30,000
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2017-01-01 2018-01-01 2019-01-01 2020-01-01 2021-01-01 2022-01-01 2023-01-01

@===Nominal GDP  «===Real GDP

Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis

il @
] [(s)
( Heightened inflation _ Global COVID-19 pandemic
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@mmsNOMINal GDP  «===Real GDP

Source: U.S. Bureau of Economic Analysis, Gross Domestic Product [GDPA], retrieved from FRED, Federal Reserve Bank of St. Louis

Significant impact of inflation

Real GDP - different tale

Nominal GDP about the economy's
S S actual expansion FINANCIALEDGE!
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Benefits of Gross Domestic
Product (GDP) Growth

FINANCIALEDGE!

a Private Sector | E Public Sector

FINANCIALEDGE!
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Private Sector

a Public Sector

A oo
oo oo

oo
ﬁ =iz e

ane s lml s
Households : Companies Government
Increase in economic output often E TGRS CEET G : | ; g tout
A : output often leads to rising : ncrease in economic outpu
e : revenues and profits : should boost tax revenues

directly (for example VAT)
: and indirectly (higher income tax
This improves confidence and : This improves confidence and : if employment situation improves)
leads to increased consumption leads to increased investments

It also might lead to a decline
: in government expenses (for
Usually, improved access : example unemployment benefits)
to financial resources :

Household balance
sheets improve as well

Overall this should lead to
smaller budget deficits
or even a budget surplus

FINANCIALEDGE!

GDP growth also plays a pivotal
role on the international stage

o

wy

Y /) W m
C Economic strength and stability ) C Attract foreign investors )
FINANCIALEDGE!
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GDP growth also plays a pivotal
role on the international stage

4 )

=D
Trade agreements from a position of strength 0%‘
\ J) %
e ™
Influence global economic policies :g
\ Y, —
A country with
robust GDP ( | ) ] \ &
Compete effectively in the international market r@
\_ ) QlD
FINANCIALEDGE!

GDP growth also plays a pivotal
role on the international stage

Improved standards of living

Increased economic clout

A country with

robust GDP | _ .
More significant impact on global affairs

FINANCIALEDGE!
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What does the future hold?

Expectations start to wane

(" )

Forecast is optimistic

Drive the economic growth further Brake on economic vitality
'I
Tighten purse Stifle Slow down
E T @ O strings investments hiring
e alpaid
P
Companies and individuals are =0

more inclined to spend and invest

If they can recover Replenish their Self-fulfilling prophecy of
their expenditures savings in the future economic downturn

FINANCIALEDGE!

GDP growth are not always evenly
distributed among a country's citizens

( GDP growth can result in increased income inequality )

" 4

A -/ S

Less wealthy segments
reap smaller benefits

Inclusive growth
strategies that address
these disparities

Wealthier segments of society reap
disproportionately larger benefits

FINANCIALEDGE!
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GDP doesn't capture the qualitative
aspects of societal well-being

Environmental

Health Education Leisure .
quality

Still face challenges related to the

Country may exhibit strong GDP growth happiness and satisfaction of its citizens

FINANCIALEDGE!

FINANCIALEDGE!

www.FE.training

Please do not redistribute these materials without the
express permission of Financial Edge Training.
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