Output measures, spending and the

[ ] L[]
multiplier
Pearson Edexcel - International A-Level - Economics - Vocabulary in
context
Word Example
i economic growth Economic growth means the economy makes more
/,izka'nopmik gravf/ each year.
@ Gross Domestic Product Gross Domestic Product is the value of all goods
/gravs da'mestrk 'prodakt/ and services made in a country in a year.
@ Gross National Income Gross National Income adds the income that
/gravs 'naefonl 'mkam/ people earn from abroad to GDP.
GDP
0 nominal /nomml/ Nominal GDP uses today’s prices, so it rises when
prices rise.
GDP
@ real /rel/ Real GDP removes the effect of rising prices.
GDP
g per capita /ps: 'kepits/ GDP per capita is GDP divided by the number of
people.
GDP GDP
m purchasing power parities Purchasing power parities let us compare incomes
in countries with different prices.
MM recession /r'sefn/ In a recession, the economy shrinks and jobs are lost.
A inflation /m'flen/ Inflation means prices in general are rising.
= deflation /di'flerfn/ During deflation, prices in general fall.
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disinflation /dism'flen/

consumer price index

/ken'su:ma prars 'indeks/

producer price index

demand-pull /dr'meend pol/

cost-push /kost pof/

unemployment /anem'ploimant/

frictional /frikfonl/

seasonal /sizenl/

structural /'straktferal/

When inflation falls from 6% to 2%, that is
disinflation: prices still rise, but more slowly.

6% 2%

The consumer price index measures the price of a
basket of household goods.

The producer price index measures changes in the
prices that firms pay and charge.

Demand-pull inflation happens when people want to
buy more than firms can make.

Cost-push inflation happens when oil and wages cost
more.

Unemployment counts people who want a job but
do not have one.

Frictional unemployment is short: people are
between two jobs.

Ski teachers face seasonal unemployment in summer.

Coal miners face structural unemployment when the
mines close for good.

My demand-deficient Demand-deficient unemployment rises when people
stop spending in a recession.
,9\‘ underemployment A part-time worker who wants more hours faces
/,andarem'plormant/ underemployment.
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balance of payments

/'beelans pv 'peimants/

current account /karents'kaont/

aggregate demand
/'egrigert di'meend/

COIlSllmptiOIl /kan'sampfn/

savings ratio /'sevmz 'rerfiso/

investment /m'vestmant/

government spending

/'gavenmant 'spendiy/

aggregate supply
/'egrigert sa'plai/

long-run aggregate supply

/1oy ran 'egrigert sa'plar/

Keynesian

classical

circular flow of income
/'s3tkjols flav pv 'gkam/

The balance of payments records all money flowing
into and out of a country.

Money from selling services abroad goes into the
current account.

Aggregate demand is the total spending in the
economy.

Consumption is what households spend on goods
and services.

The savings ratio is the share of income that people
save.

Buying new machines for a factory is investment.

Government spending pays for schools, hospitals
and the army.

Aggregate supply is the total output that firms will
produce.

Long-run aggregate supply shows how much the
economy can make at full capacity.

A Keynesian believes the government should spend
more in a recession.

Classical unemployment happens when wages are
kept above the level the market would set.

The circular flow of income shows money moving
between households and firms.
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wealth /welo/

injections /m'dzekfnz/

withdrawals /wig'dro:lz/

multiplier / malti'plaia/

marginal propensity to
consume

/'ma:dzinl pra'pensiti ta kan'sjuzm/

marginal propensity to
withdraw
/'ma:dzml pra'penstti ts wif'dro:/

actual growth /zktfual gravt/

potential growth /ps'tenfl gravs/

foreign direct investment

/'foran dar'rekt mn'vestmant/

productivity /prodek'tiviti/

output gap /avtpot gep/

A household’s wealth is its assets minus debts.

Investment, government spending and exports are
injections into the flow of income.

N

Saving, taxes and imports are withdrawals from the
circular flow of income.

N

The multiplier means £1 of new spending can create
more than £1 of income.
£1 £1

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

The marginal propensity to withdraw is the share
of extra income saved, taxed or spent on imports.

N

Last year the country had strong actual growth:
output rose by 6%.
6%

Potential growth is a rise in what the economy
could produce.

Building a factory abroad is foreign direct
investment.

Better machines raise productivity: more output per
hour.

An output gap is the difference between what the
economy makes and what it could make.
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