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1. What are the three primary measures used in macroeconomics to assess the performance of an economy? 

An economy refers to the state of a particular region, industry or a country when it comes to the production of goods, services and resources, its rate of consumption, services rendered to its consumers and the supply of monetary services. In assessing the performance of an economy, unemployment, inflation and output are the key primary measures used in macroeconomics. If the gross domestic product of an economy is on the decline, then it definitely affects the macroeconomic performance of an economy. Gross domestic product can be defined as the market value of all the products and services given by the economy, domestically. The performance worsens with every notable decline in the gross domestic product, while an increase in the GDP shows that the economy is growing. In worst case scenarios, macroeconomic performance goes into a recession. When the rate of unemployment is likely very high in a particular region, then that means that there is a low demand for goods and services hence labor is not much needed. However, when the economy starts to expand, the demand for services and good increases hence the unemployment rate decreases. Inflation on the prices of goods means that the economy is not doing well; hence consumers have to pay dearly for goods. It is every economy’s goal to maintain price stability for goods and services to consumers (Free, 2010).

2. Discuss the merits and demerits of GDP as a measure of the economy's output performance and as a measure of its standard of living.

 For purposes of comparison with other country’s economy and individual past performance, gross domestic product is an advantageous way of measuring an economy’s output performance. A consistent evaluation of the same ensures valid and accurate reports are submitted, corrections and improvements made where necessary. GDP takes into account the expenditure approach as an advantage. This expenditure approach looks at the government disbursements, domestic consumption, investment expenditures and the net exports. GDP can be used to measure the living standards of its people because a growth in the gdp guarantees an increase in a country’s living standards. Some of the demerits to using GDP include that it does not factor in the quality of goods being consumed. Therefore, low quality and cheap products end up in the market, which could adversely affect consumers as the GDP grows. GDP leaves out some products and services. For instance, it does not take into account non-marketed products, voluntary services and some products such as vegetables that are grown for consumption within the household. It also leaves aspects of pollution, natural disasters and the general well-being of people. 
3. Explain why even small changes in the rate of economic growth are significant. Use the “rule of 70” to demonstrate the point.

The rule of 70, also known as the doubling time, is used to measure and determine the number of years an economy will take to double its gross domestic product or investments. This is done by comparing the annual compound interests of an investment to determine how long it will take to grow. Small changes are very significant in the rate of economic growth as they determine and affect where a given economy will be in the next years (Mankiw, 2009). Using the rule of 70 concepts, any fluctuations in the growth rate of an economy affects the initial calculations of rule 70 making it inaccurate. Since the rule of 70 is an estimation of what is expected in a given number of years. This estimation helps in guiding on how to allocate resources, dealing with population growth and returns on investments. The lack of it, that is, a decrease in population, for instance, will mean that the rule of 70 becomes inaccurate hence unreliable. For example, if an investor has a portfolio that he looks forward to doubling his returns at a 10% rate, it will take seven years for it double up. The higher the growth rate, the lesser the number of years it will take for an investment or GDP to double up in regards to the rule of 70.
4. “Unexpected inflation is more beneficial to those who save than those who borrow.” Evaluate this statement. How does your answer change if the inflation is expected?
Unexpected inflation is more beneficial to those who save than those who borrow. First of all, inflation is the increase on the averagelevel of prices for both services and products. It increases the real value of goods, services, wealth and even savings (Baumol, & Blinder, 2008). If the prices of products are rising, then individual and general income should be on the increase too. In agreement to the statement, having savings saves one from being in debt even if it means digging deeper into their pockets. This means that one can still operate within their means. Besides, it is personal finances being consumed. On the other hand, those that have borrowed will have to deal with reimbursing the amount borrowed, and could end up making more losses than profit. This could also be as a result of additional expenses that were not expected. However, when inflation is expected, it only favors, or is beneficial to the borrower. This is so because he still owes the same amount of money, with even a profit to it for himself due to the inflation. The lender ends up not making any interest, while the borrower pays off the debt with profits made from the loan, probably. However, when the two parties see inflation coming, those who save are at a better chance of securing the bag, while borrowers face very high interest rates as compensation for the inflation.
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