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 FLO W

2.3 Money Supply  sToCK 2.4 Change in Money Supply  ¥LbW
2.5 National Income [FLOW 2.6 Expenditure FLOW

2.7 Wealth STo(K 2.8 Population  §TO(CK

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?

* GDP isvalue of output produced within q Country, put GNP
is cdlculated by productions owned by Country’s citizens.

* T QXpeCt +he US hes higher @NP than Ching. Because the cost of
production in ching Is lower than the Us, so the Us is likely fo
invest and produce goods in Ching which mcreqse; its GNp.

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 3
Canning 18 3
Shipping i 0 2
Retail Sale 22 2

ToTAL VALUE ADDED = 3+3+2+2 =10
GNP final good & 22



4, What is Transfer Payment? Why is it not included in GDP?

Transfer payment is one-way payment +o person O organization
without goods and Services exchange, Because therels no produCing products
soit'snot inclyded in &DP.

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

associated with Real GDP?

Real &GP tells us qboyt effects of inflation and deflation, beCause GDP
Focyses on econamy's production. However, there dre some problems such 95
it doesn't focus on change and cavnet fell +he quality of citizens' lives,

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

and GDP Deflator of 2018?

We can Say fhat &DP and nominal Gpp will be equal, The @oP deflator is 200,

7. Explain three limitations of the GDP concept.

@) Tnequality : Gpp has nothing 10 99y about money distribution.

@) Tnformq( Economy: GDP doesht count dh unreported income
manufactured n hiddea part of economy.

(B)Externality: GDP doesn't tuke into account +he benefits on +he third party.

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

approach, identify which component of GDP is affected by each transaction, and
calculate the 2018 GDP.

§ 7400 40046001 200+ (820-100) = 1900



- The citizens bought 8 new cars, each worth 50$. = 4—00$ on S'meﬁon

- The citizens bought 4 new houses, each worth 150%. = 600* investment

- The citizens grew rice for theirown consumption: The rice was worth 500$. — not @pp
investment

- The firms bought 6 used machines, each worth 50$. 300§ {nvestment

- The firms bought 8 car parts, each worth 25$. = 200$ inves tment

- The government bought 4 new computers, each worth 50$. = ‘ZOOf qonYﬂmen’\‘ ) P eh&ig

- The government paid 1000$ to the poor as_welfare payment. N0t aop

- The citizens bought 10 imported ships, each worth 100$. = Ooof im POﬂ'

- The firms sold 4 planes abroad, each worth 200$. = %00‘* eXPOd'

. 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.

GDP deflator

Year | Price Quantity | Price Quantity  Price Quantity = NOWI( T\Q‘ GDP xioo
of A of A of B of B of C of C

2012 |1 3 3|2 3 b3 3 q g . Real GDp

2013 '3 1 3|4 2 g1 4 & | |h‘[>(q+i0h rqfe from

2014 |2 2 4|3 4 12|2 1 2 |18 2014 o 2015

2015 4 4 161 1 14 2 Q125 = ﬂQVV'O(d _ 25_1%=0.3$

Year ' Nominal GDP Real GDP GDP Deflator o‘d 18'

2012 17 18 100

2013 1s t412=17 98.24

2014] 249+8:=13 137 .4 —

2015 25 $4246=1? 20833



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

Billions of Dollars GNP-" GDP+N FFI

GDP 8000

Receipts of factor income from the rest of the world 250 = GDP + From QbOUrd - {'0 QbOQ\'d.

Pay its of factor i to the rest of the world 300

Depreciation 900 — g’oo 0+ (')_50 -'500)

Indirect taxes minus subsidies 500

Corporate profits minus dividends 500 < 7’95’0

Social insurance payments 700 N N P

Personal interest income received from the - —_ ]
government and consumers 300 aN p DQPTQC(QHGD

Transfer payments to persons 1100 = r

Personal taxes 1000 7595.0 QOQ

= 7050

11.Using the table below, Calculate the following items.
Gpr =NDI+Depfeciation
= 784-+15g =q52
11.2 GDP, using the expenditure approach Ct+1+G + (x-W) = 22203 +952+71b.3+

GNP=GDP+NFFI (2128-235.2)
11.3 GNP =3186-16p = 3649 = 33496

11.1 Gross domestic investment

114NNP - NNP = @NO -Depreciation 5 3649 -16¢ =32,30

11.3 National Income, using the income approach
1407.071257.64593.6+ 182,2 +173.9 134,1 +44.8 = 2,4604.,3
(Do not worry if NNP and NI differ greatly.)

Table 6.5

Depreciation 168.0
Compers ation of employees 14077 (13 .
Corporate profits 257.6 merm profit
Dividends 784

X Exports 2128

G Government purchases 716.8

M Imports 2352
Indirect taxes 593.6 indi rex tux
Net interest income 182.2 jn¥erest
Net private domestic investment 784.0

(C Personal consumption expenditures 2,203.2
Personal interest income 112.0
Receipts of factor income from therest of the world 352
Personal taxes 627.2 .
Proprietor's income 173.9 nown - (ol")efq‘l’e P"Ofﬂ‘
Payments of factor incometo the restofthe world 688
Rental income %1 rent
Social irsurance pay ments 3808
Subsidies #8 Subsi dy
Transfer payments 540




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)

C Consumption 9500
( Investment 3000
Depreciation 1750
Profits 2400

X Exports 850
Compensation of employees 11500

G Government purchases 3200
Direct taxes 1200
Saving 1600

M Imports 900

o EXpenditure Appro ach
GDD = C+I +a+(X-W)
= 9500 +3,000+3 4200 + (§50- 900)

= 154650
* Tncome Aperoach &DP ~ Deprecidtion = profits+Compensution
NI = NNp GDN = 2400 +144500 +1350
GNP = NNP + Depreciation =15,450 4

TNP=GDP when NEFZ<g



