Syllabus Items: 78-81
See Webnote 507 for reading schedule

ltems: HL only:

2.1: 7 Big Ideas
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see
Webnot®
210

1. Gdp....per capita....ppp $
2. GNI.....GNP

3. Inflation index ...CPI (consumer price index) +
PPl (consumer price index)

4. Unemployment rate

5. Balance of payments e.g. Trade deficit
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e 3.1 Big Ideas

* Key Diagrams

* Circular flow of income

Detailed version

ransfers Taxes
‘ Governmeat T
sewclissss Total income
Disposabl ’ N Total production
CGovermment
NCOME % Gbp
Investment
Households Financial
Frivate Institutions
savings
Consumption Borrowing Consumption
from abroad plus net exports
imports

‘Simple’ version

Injections: eakages:

(G: government S: savings
I: investment T: taxes

L: exports M: imports
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2.1 Big Ideas

R ——

National Income =

Income = Output = Expenditure

e.g. AD (= aggregate demand/total expenditure in the economy)

C+1+G - (X-M)

2.1 Level of Economic Activity - Big Ideas



S\?\leebno’te 2.1 Blg |deaS

What Objectives for Gov.?
Economic objectives:
1) Economic growth
2) Employment
3) Inflation- stable prices

4) Balance of trade +BoP

S) Economic development/
Rising standard of living/
Redistribution of wealth
utners.
Regional development
Balanced budgeting
Stable currency
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Business Cycle 1

Real GDP

which path will the
economy take?? A or B

boom

Note difference
between decrease
in GDP

. versus a decline in
yression / slump
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» Calculating real GDP from nominal GDP
Suppose GDP of USA in 1993 was $627 m showing an
increase of 56 % over 5 years. Nominal figure will not
take inflation into account. Inflation is 20 %.Using
inflation as a deflator then the figure would be adjusted

as follows:
627m X 100 = 522m ofreal GDP

120
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* Definitions; Know the following:
1.

GDP (employment+ domestic economic activity)
GDP deflator (webnote 213)

GNP
GNI

‘Green’ GDP = environmental sustainability

Gpd growth vs Gdp ‘decline in growth’
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3. (a) Explain the income, output
and expenditure methods used to
measure real

gross domestic product (GDP). [10
marks]

(b) Discuss the usefulness of real
GDP per capita as a method of
measuring

the living standards of a country’s
population. [15 marks]
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2.1 Big Ideas

* Big Questions:

1.

2.

w

Explain the key macroeconomic objectives of
government?

A) How do you draw the Macroeconomy?

B) In measuring national income why is:
Income = Output = Expenditure

Why is real GDP a key macroeconomic indicator?

Discuss the use of national income statistics in terms
of assessing government management of a
macroeconomy?
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