National Income and Price Determination
AP Macroeconomics - Vocabulary in context

Word

Example

@ aggregate demand (AD)
/'egrigert di'maend/

E> price level /pras 'levl/

@ wealth effect /welofekt/

% interest-rate effect
/'mtrest ret 1'fekt/

5. net-export effect

[]b consumer confidence

/kan'su:ma 'konfidens/

X multiplier effect
/,malti'plaa 1'fekt/

) marginal propensity to
consume

/'mazdzml pra'pensiti ta kon'sjurm/

‘Q marginal propensity to
save /'ma:dzml pra'pensiti ta serv/

X spending multiplier
/'spendiy maltr'plara/

Aggregate demand (AD) is all the spending in an
economy.

The price level is the average of all prices in the
economy.

The wealth effect: when prices rise, people’s savings
buy less, so they spend less.

The interest-rate effect: higher prices push up
interest rates, so firms invest less.

The net-export effect: higher prices at home make
exports harder to sell.

A fall in consumer confidence makes people spend
less.

The multiplier effect means $1 of new spending
raises GDP by more than $1.
$1 GDP $1

The marginal propensity to consume is the share
of extra income that people spend.

The marginal propensity to save is the share of
extra income that people save.

A spending multiplier of 4 turns £40 of spending
into £160 of output.
4 £40 £160
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tax cut

balanced-budget multiplier

short-run aggregate supply

(SRAS) /fort ran 'zgrigert sa'plar/

input prices /mnpot 'prasiz/

nominal wages /nomml ‘weidsiz/

sticky /'stiki/

pI‘OdllCt 1V1ty /,prodak'trviti/

supply shocks /sa'plaz foks/

long-run aggregate supply
(LRAS) /loy ran 'zgrigert sa'plar/

full-employment
(potential) output
/fol em'ploimant 'avtpot/

economic growth
/,itka'npmik gravf/

production possibilities
curve (PPC)
/pra'dakfn ppsa'bilitiz ka:v/

A tax cut leaves people more money to spend.

The balanced-budget multiplier is 1: raising
spending and taxes by $10 raises GDP by $10.
1 $10 GDP
$10

Short-run aggregate supply (SRAS) slopes
upward.

Higher input prices, like oil and wages, raise firms’
costs.

Nominal wages are wages in money, before prices
are taken into account.

N

Wages are sticky: they change slowly.

Better machines raise productivity: more output per
hour.

Sudden oil-price rises are supply shocks.

Long-run aggregate supply (LRAS) is a vertical
line.

At full-employment (potential) output, all
resources are used normally.

Economic growth means the economy makes more
each year.

A production possibilities curve (PPC) shows
the most a country can make of two goods.
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real GDP /rol dsi: di: 'pic/

recessionary gap /ri'sefonari gep/

inflationary gap /m'flefonari gzp/

long-run equilibrium

/log ran itkwi'libriam/

demand shock

stagflation /stegflefn/

fiscal policy /fiskl 'polisi/

expansionary /ek'spanfonori/

contractionary /ken'trekfonori/

time lags /taim leegz/

crowding out /krasdm avt/

automatic stabilizers

/o:ta'meetik 'sterbalarzaz/

Real GDP removes the effect of rising prices.

A recessionary gap means the economy produces
less than it could.

An inflationary gap means the economy produces
more than it can keep up.

At long-run equilibrium, the economy is at full
employment.

A sudden fall in spending is a demand shock.

Stagflation is high inflation together with high
unemployment.

Changing taxes and government spending is fiscal
policy.

An expansionary policy aims to raise aggregate
demand.

A contractionary policy aims to reduce aggregate
demand.

Interest rate changes work with time lags of up to
two years.

Crowding out happens when government borrowing
leaves less money for firms.

Unemployment benefits are automatic stabilizers:
they rise by themselves in a recession.
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A progressive taxes
/pra'gresiv 'taeksiz/

<__> transfer payments

/'treensfs: 'permants/

ﬂ discretionary /dr'skrefonri/

P . 1.
i tax multiplier /teks maltr'plas/

Progressive taxes take a higher income share as
income rises.

Pensions are transfer payments.

A new tax cut is a discretionary policy.

With an MPC of 0.8, the tax multiplier is —4.
MPC 0.8 —4
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