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Output gaps
An output gap shows the difference between the actual 
output and the potential output of an economy when 
it is working at full capacity. It is possible to look at 
changes in real GDP over a period of time and compare 
this with the long-run trend rate of growth to see if there 
is a deviation or divergence. This output gap can be 
either positive or negative.

Figure 8 shows both a negative and a positive output 
gap. Points A and D are on the long-run trend line, but 
points B and C are below this trend line. Between A and 
D, below the long-run trend line, there is a negative 
output gap.

Beyond point D, the actual GDP line is above the 
long-run trend line, e.g. at points E and F. Between 

points D and G, above the long-run trend line, there is a 
positive output gap.
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Figure 8 The output gap

l	11 State what is meant by an output gap. (AO1)  2 marks 

l	12 Distinguish between a positive and a negative output gap. (AO1)  2 marks 

Exam-style questions

l 13 a Calculate the size of the national income multiplier from the following  
information. An economy has a marginal propensity to save of 0.1, a marginal  
propensity to tax of 0.3 and a marginal propensity to import of 0.4. (AO1)  2 marks 12
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	  b Explain the factors which determine the size of the national income multiplier. (AO2)  6 marks   

For multiple-choice questions, circle the letter of the answer that you think is correct.

l 14 The accelerator shows the relationship between change in investment and: (AO1)  1 mark 

A the change in the level of prices

B the change of output

C the rate of change of output

D the rate of change of unemployment

l 15 The Phillips curve shows the trade-off between: (AO1)  1 mark 

A the rate of inflation and the rate of economic growth

B the rate of inflation and the rate of unemployment

C the rate of investment and the rate of unemployment

D the rate of unemployment and the balance of payments

l 16 Economic growth is at its most rapid at which stage of the economic cycle? (AO1)  1 mark 

A Boom

B Recession

C Recovery

D Slump

l 17 An output gap shows the difference between actual output and the potential  
output of an economy when: (AO1)  1 mark 

A it is working at full capacity

B the marginal propensity to tax increases

C the savings ratio falls

D there is some spare capacity
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