Exercise 2
National Output and National Income
1. Is the following a stock or flow variable?

2.1 Inventories $¥0 (K 2.2 Change in Inventories ‘FIOW
2.3 Money Supply g0k 2.4 Change in Money £|ow
Supply

2.5 National Income W 2.6 Expenditure Hgw

2.7 Wealth $yo(K 2.8 Population §+otk

2.9 Capital §tgck 2.10 Interest £{yw

2. 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?

GDP MeasUves totg) geods ond Servites produed within g “ontyy
boh  citizens and) nmon-Gitixeas, GNP weosures good 5 gy
sevvites froduted by ountry's thttns . compared betw eep

tar US anma Ceina, |oxpeet Yhab (wing g hl'g\nev GNP,

s 15 breavse Cwing Wims e lavge sy populationm v ¥ world .

3. 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 valuc Added
Growing Apple 12 1
Pickling 15 3
Canning 18 3
Shipping 20 2
Retail Sal 22

etail Sale 2

?;é
0P Veflup 2y



4. What is Transfer Payment? Why is it not included in GDP?
fransfer qoyment is @ One way payment that the  gpvermeny

give topeople and we don't have Yo give mnerhiwg back 10 vetury
it is wet docluded iw GDp becuuse tvangfer payment doesn’t
tvedbt  Quads Lofervices,

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

el W0 oS deen adjusy for inflation deflakiovy
v wyample, Gl of @ oty higher tygan Real 6D beequgp

We o odidsted  the mdlarion 16 ke the vel owd mie, g

pablem with real  6DF s i goly fo(ust Changes i
WALy belvg o duted  not Change i pri Ce

6. Suppose 2018 is the base year. What can we say about Real GDP,
Nominal GDP, and GDP Deflator of 20187

Redl GDP and Nomingl &0 will e the sume . Alse
08 Deflator s 100

7. Explain three limitations of the GDP concept.
() nequility ke hag mw\mﬂ o say  aboa? OiStObwion of ou puy
Q) Mhemal tonowy : GDr doesnt count unrepovien incgme Cey.ilega)

6 whunalidy ¢ 600 doemA Tolg inky atount e st o leqopds )
on te thivd Party a5 o vesult  of mdluﬁiov\ . oyt oy



8. 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. (onsum phion (Go0 )
- The citizens bought 4 new houses, each worth 1508. ™vestment (¢go)
- The citizens grew rice for their own consumption. The rice was

worth 5008.

Nut be Counted

- The firms bought 6 used machines, each worth 508. ot b coun{eol

- The firms bought 8 car parts, each worth 258. Wt b¢ tonied

- The government bought 4 new computers, each worth 508. 9iv spendiy g (200)
- The government paid 1000$ to the poor as welfare payment. not % (sunt ed
- The citizens bought 10 imported ships, each worth 100$. imguvt (1000)

- The firms sold 4 planes abroad, each worth 2008$. port (00)
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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.

Real 60 EPy o X Q

2012 1% 1% loo
) , 2013 16 1+ 440 =43 %Moo g% De{’\th = Noming| oy
anoudl flakon wdp (2014 6 3 Egy 5T el
200520 &p 4= Tyer33

20% 35|84
I 3% Y

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

2012 3 A 3 b330l 3 [ 1§
20133 \1 4\2 g1 \4 ¢ IS
20142 \ 2 34 0 2 \'1 1 1§
20154 V4 I 1 M1 3

1 4 2 VA
Year Nominal GDP Real GDP GDP Deflator
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10. Using the table below, calculate GNP and NNP.

Billions of Dollars

GDP 8000
Receipts of factor income from the rest of the world 250 - ' .
Payments of factor income to the rest of the warld 300 GNP Goe NQT NKUM Fctr Maom ¢
Depreciation 900 > k0o ~
Indirect taxes minus subsidies 500 0+ (- 150 300)
Corporate profits minus dividends 500 R
Social insurance payments 700 50 X
Personal interest income received fram the
government and consumers 300 N B GNP - T
Transfer payments to persons 1100 we ¢ Dﬁ Pre U Migw
Personal taxes 1000 = '}_qw ~ 409
= 308%0
11. Using the table below, Calculate the following items.

11.1 Gross domestic investment (1) @ 1 = Fe4+ lbg

11.2 GDP, using the expenditure approach = q5)

11.3 GNP

11.4 NNP

1153 National Income, using the income approach L) Dp: (414G +(k-M)

(Do not worry if NNP and NI differ greatly.) > 93,24 952 4 Me 8+ (200, - 738 »

Table 6.5
Depreciation 168.0 N
Compers ation of employees 14077 - 3 L3 4 ‘6
Corpor ate profits 257 6
Dividends 784
Exports 212.8
Government purchases 716.8 Q 5 (rNP : G‘DF + NFPEFL
Imports 2352
Indirect taxes 593.6 > 3549 + _
thapgt fo gross Net interest income 182.2 J (35 2 Le ’8)
9 9 “— Net private domestic investment 784.0 - 38'\ 6
= + .+ Personal consumption expenditures 2,2032 -
Mt b defrecithen b onal interest income 1120 @
Receipts of factor income from therest of the world  35.2 | - _ '
Personal taxes 627.2 \ ' NN? [ff\“’ de(CCI ﬂ‘hl)V)
Proprietor's income 1739 -
Payments of factor incometo the restofthe world 688 - 38'1 6 ~ ‘ 6%
Rental income 1
Social irsurance pay ments 380 8 -
Subsidies w8 3(eg
Transfer payments 504.0

ALY 3

1903.3 + 2976 + 8936 12,y | B39 -4ag
2411 .9
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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
Q\(pmu\i’rvwe appfoach = (+ T+ 6+ (X-M)

= 950U +30004 V00 + S0 -900
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