Exercise 2
National Output and National Income

1. Is the following a stock or flow variable?

2.1 Inventories Stock 2.2 Change in Inventories flow
2.3 Money Supply Stock 2.4 Change in Money Supply {low
2.5 National Income {lo w 2.6 Expenditure {low

2.7 Wealth Stock 2.8 Population Stock

2.9 Capital Stock 2.10 Interest flow

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? China becavse more pm\ﬁiﬂ\-
GOP is the toh) G&S produced ina cunitey , doesn} matter if the owner of the 083 re foreigner.

GNP is the tota) G&S produced by a country's Gitizen,doesnt matter it they are abroad.
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 Value Added
Growing Apple 12 1
Pickling 15 3
Canning 18 2
Shipping 20 N
Retail Sale 22 1

4. What is Transfer Payment? Why is it not included in GDFP?
Transfer ‘Jajv\ev\’f IS the wmoney government give to Gitizen eg. i ucirony
Not included in GDP because it does hot produce new Gr&5

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

associated with Real GDP?

Becouse if we anly interest in Nowinal we wight wisunderstand the increasing GOP level
9s more / better GXS while it j‘\is+ inflation that on\\) increage i prices of GLS.

€9 16 @ =15% , Nowins) P = 150 ,previoys yexr 1@ =} §, Nommd\ 6P = 105
vsing [Previous year 38 baso Yea, Real GOP= 30

Cah sive vndevestimated vesult , it overeshimake inflation




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

Real GOP = Nominal GOP
0P Oefbhv = 100

7. Explain three limitations of the GDP concept.
'\.'\Y\CTC’AS'\Y& G@OP does not mean better \ivir\5 standavd.

2.d0€$ not count in i\\eg‘a\ GxS

3doe$ M+ Cb\m‘\- .\“ PmdUC"iOV\ ‘For one own co“sum?+l°h

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.  GDP= C+I 46+ (xM) = 1500%

C - The citizens bought 8 new cars, each worth 50$. 400%
I- The citizens bought 4 new houses, each worth 1503, 5003)
not cownt - The citizens grew rice for their own consumption. The rice was worth 5008%. 0
[— The firms bought 6 used machines, each worth 50%. 300 $
1- The firms bought 8 car parts, each worth 25%. 200:’?
G- The government bought 4 new computers, each worth 50%. 200%$
net coont = The government paid 1000% to the poor as welfare payment. Q
M- The citizens bought 10 imported ships, each worth 100%. 1000 $
X- The firms sold 4 planes abroad, each worth 200%. %00$



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. (ZM;B_*“ xm) =5057/.

133.4
Year |Price (Quantity | Price Quantity | Price Quantity
of A of A of B of B of C of C

2012 (1 3 2 3 3 3
2013 (3 1 4 1 4
2014 (2 2 3 4 2 1
2015 | 4 4 1 1 4 2
Year | Nominal GDP Real GDP GDP Deflator
2012 14 19 100
2013 15 1% 8.1
2014 18 > 13% 4
2015 25 12 10%.3

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

Billions of Daollars

=DP E|IIII:Jr
FReceipts of fackor incame from the rest of the warld 250
Payments of factor income 1o the rest of the world 00
Depraciation a00
Indirect taxes minus subsidies 500
Corparate profits minus dividends 500
Social imsurance payments 700
Ferzonal interest income received fram the

gow ernment and consumers 300
Iranster payments fo persons 1100
Fersonal tamas 1000

GNP = $0004250-300 = 7,"150¢
NNP= 3450 - 400 = '7‘,050¢



Using the table below, Calculate the following items.

11.1 Gross domestic investment 334

11.2 GDP, using the expenditure approach 36316

11.3 GNP 3049

11.4 NNP 3430

11.3 National Income, using the income approach 3§57.3

(Do not worry if NNP and NI differ greatly.)

Tabie 6.5
Depreciation 168.0
Compens ation of employess 147
Corpor she profits 257 &
Dividends 78B4
Exporte 212.8
Government purchases 7168
Imports 2852
Indirect t aes 593.6
Met interast irncome 182.2
Iet private domestic inwestment 784.0
Personal consumpton expenditures 2,032
Personal interest inoome 112.0
Receipte of factor income from the rest of the world 352
Personal tanes 6272
Propretors income 1/3.%7
Paymenis of factor income to the rest of the wordd 683
Rentd incomes 3.1
Social ireurance pay ments 3805
Subsidies #HE

Transfer payments M0




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 T 9500
Investment -E 3000
Depreciation 1750
Profits T 2400
Exports —E 850
Compensation of employees I 11500
Government purchases 2 3200
Direct taxes I 1200
Saving "L 1600
Imports 3 900

EX\O\',V\ QW- GDP = 75,656
GNP =19,¢50 + O

NNB =15,650 — 1350
N1= 15900

Thome app. GDP = 16H0



