
Exercise 2
National Output and National Income

1. Is the following a stock or flow variable?
2.1 Inventories ​ ​ ​ ​2.2 Change in Inventories
2.3 Money Supply ​ ​ ​ ​2.4 Change in Money
Supply
2.5 National Income ​ ​ ​2.6 Expenditure
2.7 Wealth ​ ​ ​ ​ ​2.8 Population
2.9 Capital ​ ​ ​ ​ ​2.10 Interest

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?

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

Nominal GDP, and GDP Deflator of 2018?
7. Explain three limitations of the GDP concept.

 
 

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 50$.
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- The citizens bought 4 new houses, each worth 150$.
- The citizens grew rice for their own consumption. The rice was

worth 500$.
- The firms bought 6 used machines, each worth 50$.
- The firms bought 8 car parts, each worth 25$.
- The government bought 4 new computers, each worth 50$.
- The government paid 1000$ to the poor as welfare payment.
- The citizens bought 10 imported ships, each worth 100$.
- The firms sold 4 planes abroad, each worth 200$.

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
of A

Quantity
of A

Price
of B

Quantity
of B

Price
of C

Quantity
of C

2012 1 3 2 3 3 3
2013 3 1 4 2 1 4
2014 2 2 3 4 2 1
2015 4 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.

I = 9×150=600 $

2hdhand = ขอTGDP
✗ NOT GDP

↳ Intermediateproduct= ขอTODP
G ใ ✗50=200 $

transfer
payment

= NOT GDP

M ะ 10✗100ะ 1000 $
export

✗ = 4×200 ะ 800 $

Nominal GDP = [(P ✗ Q)
Real GDP = EC Pแµ × Q)

GDP deflator = CPI

year
→ priceindextelling

☒ GDP deflator = Nominal × เออ youhowexpensive

☒ ☒ Real the goods

nominal
rea ,

✗เออ
A""Ud lnflationrate 2014-2015

PXQ Pzokt Q

=

new - old

3+6+9=18
P2°[ วุ§2012 1 8

48✗ 100 = 100 dd
× 100

3+8+4 = 15 P20h × Q2013 1 547 ✗ 100 = 88.26
= 17

4+12+2=18 P2°¥ Q 2014 18113 ✗ เออ = 138.5
= 208.3-138.5

× 100

16 t 1+8=25 P2012 ✗ &2° 15 254 2 ✗ เออ = 208.3 138.5
= 12

= 50.9 % lt

Thelnflationrate = % change in GDP deflator

GNP = GDP + NFFI NNP = GNP - depreciatioh
= GDP + (incomefromabroad.to abroad) = 7,950-900
= 8000+(250-300) = 7,050 #

= 7,950 #



11. Using the table below, Calculate the following items.
11.1 Gross domestic investment
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.)

 
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
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⑦
GDENDI + Depreciation = 784+168=952 #

pfromto GDP :(+ [ +0 tll - M)

ONP ะ GDP+ Nff[ =3899.6+(35.2-68.8)=3,816# = 2,203.2 +952+716.8+(212.8-235.2)
NNP = GNP - Depreciation ะ 3,816-168 ะ 3 698 # = 3849.6 #

④ = 1407.7+257.6+593.6+

182.2+173.9+34,1+44.8

= 2,604.3 #

wage
corporate profit

④
⑥
①

indirecttax
interest

⑥

N0N - corporate profit

rent

subsidy

wage



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

 

⑥ Expenditure Approach
⑦ GDP -- [+ [ +6 + (✗ - M )
"

= 9,500 -13,000+3,200+(850-900)
④
✓

wage
= 15,650 #

⑥

lfrom.to )
① Incometpproache ก

NI ะ NNP

GNFNNFDepleciation ,

GNP = GDPWhen Nff] = 0

→ NZ = 11,500+2,400 = 13,900 = NNP

→ GNP = NNP + Depleciatioh
= 13,900+1,750 = 15,650

→ ONP = GDP + NFFI

GDP = GNP - NffI

GDP ะ 15,650 - 0

GDP = 15,650 #



1) Stock V5
.

Flowvariables

Stock ⇒ pointoftime 1 notinedimension
Flow ⇒ periodoftime 1 timedimension

2) GDP V5.6NP

GDPC grossdomesticproduct ) - total marketvalueofallfinalgoods { Services which
produce andlocate inacountry

- givenperiod → flow variable

GNPCgrossnationalproduct ) - totalmarketvalue ofallfinalgoods 1 services which

produceandownedby acountryscitizensregardlesswherethey
live

- givenperiod → flowvariabk

Unitedstate : GNP > GDP blc Usopensfactoryinmanyothercountries
China : GDP > GNP bk there issomanyfactories opened inchin

4) Transferpaymentisa paymentmadebythegovermenttopeoplewhodoritsupply
anygoods 1 services . Inotherwords , Itisafreepaymentwloanyproductioni Thisiswhy
its notinduded in GDP . e.g. socialsecuritypayment , คนละครั่ง , unemploymentbenefits .

5) Weinterestin Real GDP becausewewanttoseetheactualoutputthathasbeen
adjust forinflation .

e.g. Year P Q Nominal GDP
zozo

ะ 20×5 ะ 100

2020 20 5 Nominal GBP2อµ
ะ 5×18 ะ 90

2019 5 18 → Itseemslike 2020 isbetterthan 2019

Butifwe use real GDP
,

W/ 2019 asabaseyear

Real GBP2020 : 5×5 = 25

Real GDP
µ ฯ

: 5 ✗ 1g = qo
→
M "" dlarly Seethat 2019 isbetter .

Problems

DSUPH shift , pricechanged → Real GDP willbe implement
2) structuralchanged , pricefluctuated → Real GDP willbeaccurate

6) Real GDP ะ Productionof 64s valuedatfixedprice Cbaseyear) = [ l Pzoyx Qหา8)
Nominal GDP ะ Productioh ot 645 Valued at current Price = Elp

µ g
✗ Qmg)

•

°

• Nominal ODP = Real GDP when 2018→ base year

GDP Deflator = overallpricelevel = Nominal GDP × 1ออ

Real ODP



7) 3 limitationsof GDP (oncept .

- lnequalities ะ GDP isritaffectedbypeopleslevelofoutcomeblcGDPfocusesinoveralleconomy.nlnformalmarket : unreported 1 illegalproducthtransterpayment areritcounted as GDP
- Externality ะ pollution { environmentcost


