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Exercie 2
1. 15 ne following 0 dtock or flow variable )
11 Inventoried tock Varidbles
22 (nhange in Inventohes flow vandqbley
23 Money fuply Jtock variables
14 Ghange in MonRy upply flow varidbles
1§ vabional Tncome flow Varidbles
116 Expenditure flow varidbles
A7 Wealth ¢hock vanables
18 Populabion Jtock varidbles
19 Capital Jbock varidbles
A0 Tnkevest flow varigbler

9. What is the diffrence between GDP and GNP § When looking at
the W dnd Chind qwhich country de you expect o have higher
6np2 wny?

6DP - a megsure of domerbic @MNOMIC dckivity.
6NP - g messure of Qconomic wWell-being of the countrys nationals.
¢ Ching hag higher GNP pnan US because ching how more
income from aboard wmore than LS.

3 The canned apple hoe & §tages of production ac follows. Find the
vdlue added of each $tage and the GDP value of the canned apple.

Stages of Production Value of Sales Value Added

Growing Apple 12 Ly}
I;ickli'ngg " :; g goe = ¢um of Vvdlue- Gddgd
Shippingg 20 2 = +H3+308

Retail Sale 22 2

(value Added) = ').7.#



¢.Wnat i¢ Transfer Payment 2 Why is ot included in €0p?
* Trangfer Payment i¢ d one-wdy payment o d penion or an orgnization
which ha¢ given or exchdnged ho goods or gerviceS for it.
9. Socidl security payment qunemployment benefits  welfare ¢ etc.
o T£% not included in GDP because they dont reflect dctudl production
within_the @conomy.

5 Why are we interested in Redl 6DP2 Explain with examples. Is there d
problem dsSocigted with Real GDP?
o becouse we want 4o fee the dctual owtpyt +hat hae been adjusted
for inflation
examples I¢ price T4 people confumed that mean Real 6DP
doegn’s Concern on people congumption
Problemg If &he eoonomy Ftructure changeythe base year
(which ¢ used to cdlculate in real 6DP) must be
change too.

8. Suppose 201¢ IS the base year.What can we Gy dbout
Redl GDPq Nomindl GDP,and 0P Defldtor of 2048
Real 6Dp20l\%= Nominal GDPQ_OQQ

gop dequwkzm =100

7. Explain Yhree limitations of the GDP concept
1) Inequality > @DP per cdpita = oubput /person
not gay about the ditribution of outpub
2) Informdl Economy > doesn® Count the unreported income

generated in the hidden part of econo



3) Externq\ity—’ pollution and environmentgl cost.

8. Tn 2018, Kingdom Aggard made the following trangaction.Using
the expenditure aqpprodch, identify which component of GIP i¢
affected by each tranguction g and cdlculate the 20ag G0P.

-The citizens bought 8 new carsyeach worth So

Consumption 1400
~ The citizens bowght a4 new houses 4 €ach  worth 150 §
Investment 4 gop

- The citizens grow rice for thar own Congumption. The rice was

worth 500 ¢
Not induyded in @bp

= Tne firmS lought 6 used machines q€ich worth so§.
Not included in GDP

= The firm¢ bought & car partsyeach worth 254
Not included in GDP

= The government boughti 4 hew computers q €ach worth 504
Government §pending 4 200

- Tre government  paid 1000 o the poor ar welfare payment.
Not included in GDP

- The citicens bought 10 imported hips g each warth 100 § .
Import ¥ 1000

— The firms Sold 4 planes abroad q€ach worth 200 §.
export 1 300

So GDP = 400 + §00 +200 +800 ~1000 =1000 #



9. uppose that there are three Hoods in Qconomy — goods AqBg
dnd ¢. Calculated Nomindl ©pPg Real 6DP4 dnd SDP Deflator
when 2012 i the bage year. Algo 4 cdlculate the annual inflation

rte  fiom 2014 40 201S.

Year Price Quantity Price Quantity Price Quantity

of A of A of B of B of C of C
20121 3 2 3 3 3 i .
2oas N\, °~. N\ ; annudl inflation
20142 2 3 4 2 1 2014 -201S
20154 4 1 1 4 2 = _20%. 33 = 43896 X460

138.4.6

Year Nominal GDP Real GDP GDP Deflator
2012 36+ =48 | 3469 =13 1007 = §0,46%
2013 34844 =15 | a+a4n2=47| 832387
2014 441242218 | 213437 13 138467
2015 164148 =25 | ¥+*2i¥6=12 208.337.

10- Using the table belowqcalculate GNP and NNP

Billions of Dollars

GDP
Receipts of factor income from the rest of the world
Payments of factor income to the rest of the world
Depreciation
Indirect taxes minus subsidies
Corporate profits minus dividends
Social insurance payments
Personal interect income received from the
gov ernment and consumers
Transfer payments to persons
Personal taxes

8000
250
300
900
500
500
700

300
1100
1000

gnp=GDP+ NFFI
ONP = Q000 +250-300
GNP = 7950 #

NNP = GNP - Depre Cintion
NNP = 7950 ~800
NNP 2050



i Using the tdble below ¢ calculabe the folowing itemy.

Table 6.5

o e 7= mA Gross domestic  invesbment
S ot GDP= NNP +Depracigtion
e ¢ s GOP = 7R¢+ 108 = 052 »
nanetne e A2 GOP 4 yaing the oxpenditure
e ——————— qpprodch
D siniscee 2 ISR CHEE R R
Pt ;s = 920324052+ 7164 +212.3-
e —— ey 2352
Gs— 5040 =3%4.9.: 6 %
M3 S NP Mg NNP
ONP= GDP+NFFI NNP = 6N P-Depreciation
= 3849:6 +352.-68% = 3816-1€%
= 3316 = 3648 g

11.S Nationdl Tncomequsing the income approach
(Do rot worry i NNP and NI differ greatly.)
140772 4473.9+ 341t 257.6+182.2+ 593-6- 443

= 26043 %



2. In g imple economy q suppose that dll income i either
compenddtion of empioyees Or profits: Juppose aleo that there
are no indirect taxes. Calowlate GDP from the table below.
Thow that the expenditure dpprodch and the income dpprodch
ddd up Yo the game figure.

CHint§ § Ca) NND + Deprecidtion <GNP 4 (2) NFFI =0 qand GINL=NNP ]

Consumption ’ 9500 C

Investment 3000 X GDD = L+ G +(X'M)

Depreciation 1750 1 = 9500 +3000+ J2.00 + %50"800
Profits 2400 =45650

Exports 850 ¥

Compensation of employees 11500

Government purchases 3200 © SNP: ODP+NFFI

Direct taxes 1200 - '\56 50+ 0
Saving 1600 -
Imports 900 M 15650

NNP= ENp -DepreCid bion
= 15660 1760
= 43900

NNP= NT
13900 = 115002400
13000 = 13000 4



1.

3.

Exercise 2
National Output and National Income

Is the following a stock or flow variable?
2.1 Inventories Stock varigble 2.2 Change in Inventories
2.3 Money Supply vt 2.4 Change in Money
Supply £
2.5 National Income £ 2.6 Expenditure £
2.7 Wealth §t 2.8 Population §t
2.9 Capital {t 2.10 Interest £
. What is the difference between GDP and GNP? When looking at

the US and China, which country do you expect to have higher
GNP? Why?

The canned apple has 5 stages of production as follows. Find the
value added of each stage and the GDP value of the canned apple.

Stages of Production Value of Sales Value Added
Growing Apple 12

Pickling 15
Canning 18
Shipping 20
Retail Sale 22
4. What is Transfer Payment? Why is it not included in GDP?

5.

Why are we interested in Real GDP? Explain with examples. Is
there a problem associated with Real GDP?

. Suppose 2018 is the base year. What can we say about Real GDP,

Nominal GDP, and GDP Deflator of 2018?

. Explain three limitations of the GDP concept.

. In 2018, Kingdom Asgard made the following transactions. Using

the expenditure approach, identify which component of GDP is
affected by each transaction, and calculate the 2018 GDP.
- The citizens bought 8 new cars, each worth 508.




- The citizens bought 4 new houses, each worth 1508$.

- The citizens grew rice for their own consumption. The rice was
worth 5008.

- The firms bought 6 used machines, each worth 508$.

- The firms bought 8 car parts, each worth 258$.

- The government bought 4 new computers, each worth 508§.

- The government paid 100083 to the poor as welfare payment.

- The citizens bought 10 imported ships, each worth 100$.

- The firms sold 4 planes abroad, each worth 2008.

9. Suppose that there are three goods in the economy — goods A, B,
and C. Calculate Nominal GDP, Real GDP, and GDP Deflator
when 2012 is the base year. Also, calculate the annual inflation rate
from 2014 to 2015.

Year Price Quantity Price Quantity Price Quantity
of A of A of B of B of C of C

20121 3 2 3 3 3
20133 1 4 2 1 4
20142 2 3 4 2 1
20154 4 1 1 4 2

Year Nominal GDP Real GDP GDP Deflator
2012
2013
2014
2015

10. Using the table below, calculate GNP and NNP.



Billions of Dollars

GDP 5000
Receipts of factor income from the rest of the world 250
Payments of factor income to the rest of the world 300
Depreciation 900
Indirect taxes minus subsidies 500
Corporate profits minus dividends 500
Social insurance payments 700
Personal interect income received from the

government and consumers 300
Transfer payments to persons 1100
Personal taxes 1000

11.1 Gross domestic investment

11. Using the table below, Calculate the following items.

11.2 GDP, using the expenditure approach

11.3 GNP
11.4 NNP

11.3 National Income, using the income approach
(Do not worry if NNP and NI differ greatly.)

Table 6.5
Depreciation 168.0
Compere ation of employees 14077
Corpor ate profits 257 6
Dividends 784
Exports 212.8
Government purchases 716.8
Imports 2352
Indirect taxes 593.6
Net interest income 182.2
Net private domestic investment 784.0
Personal consumption expenditures 2,203.2
Personal interest income 112.0

Receipts of factor income from therest of the world 352

Personal taxes
Proprietor'’s income

627.2
173.9

Payments of factor ircometo the restofthe world 688

Rental income #1
Social irsurance pay ments 3808
Subsidies 4.8
Transfer payments 5040

12. In a simple economy, suppose that all income is either
compensation of employees or profits. Suppose also that there are
no indirect taxes. Calculate GDP from the table below. Show that




the expenditure approach and the income approach add up to the
same figure.
(Hints: (1) NNP + Depreciation = GNP, (2) NFFI =0, and (3) NI =

NNP)

Consumption 9500
Investment 3000
Depreciation 1750
Profits 2400
Exports 850
Compensation of employees 11500
Government purchases 3200
Direct taxes 1200
Saving 1600

Imports 900




