1. Is the following a stock or flow variable?

1. Inventories = o stock variable
Z.Chomge in Inventories = o flow variable
3. Morey SUPPI\/ - o Stock variable
4.Chom99, in Noney SUPPLY - aflow varighle
O. Nahoml Ihcome <0 tlow variaue

6. Expeno\iiure, - o flow voriable

I, Weth <0 stock variable

8. PoPulaJrion - o stock variable

q. CQP”:&., < 0 SJrOdﬁ variaHe

10. Interest - aflow varighle

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?

- G DP [Gross o\omesjrl'c Prooludl:,

1S Jche 1L0Jra' Marke"» \/a,lu,e O]C Q,“ P;'na,, 900d5 Qﬂd Services
?roducecﬂ by non-citizens and citizens wikhin

a given Pew‘od located  within o cou\nlrry’s border&.

- GNP [Gross notional ProolUCU
is te total markel volue of all Final 3oods and

\Servfceg Proo\vceO\ by OV\\\/ Counjrry)s c:}LiZCVIS !)U?l
both o\omesjfica\\y and abroad within o given period



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

The U.S. has higher GNP than China because US companies open
their factories in" other lower wage Countries wmore Han open

their faclories in their COun*ry. But Chiva has o lot of Facl'ow in their
country becavse China can manofaclure Frodvclrs with h.‘sh a,uali#y ot o low cost
S0 ot wakes China  has many (:acjrories.

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 12
Pickling 15 3
Canning 18 3
Shipping 20 2
Retail Sale 22 2
Total value odded 21

G\DP VO\.\\LQ of the Comneci &ﬂ:le = 22

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

-Tmnsﬁer Paymenjr iS Free money 'Fr‘om sovermenl' 'l'o 1’9°Ple Wl'\fcl?
People, don 't need }o QKC\'\OLHQC For goooLS and services .

‘Troansfer Poayment is not included in GDP because it doesn't Prooluced
SoooLS ond  services and it doegn't exc\f\mnged between e money  and
3000\6 and. Services.



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

- We are I'V\‘-e,ves-l—eJ in Real GDP becauvse it measvres a
Counhy’s bola| economic oujrpujr ,a_d‘)‘vsl-eol for Prfce Cl'\omge (('V\Flonl:'om/
Oleﬂmlrl'mn) . We can USE Reql GDP }o oma.l\/ze on economy'\s Fu,rChOusn'nj
power and, growH\ fol—e"h‘al in \on})-l-evm. Real GDP Shows o more accurate
OF [N Coun"r\,'s ecovnowm; ¢ ?erﬁoxmance,

E.)(a‘mp\e
= » Pencil
Bmskd of goads en enc
Price Quanlily | Peice Quonhily
‘L\ORSQ Year ;
2017 10 400 2 1000
20\% & 500 3 1160
2019 12 660 4 1200
yeor Real GDP
2017 6,000
201 3,200
2019 8,400

/ .
= Real GDY incremses Lvery year so that meons country s economy is
growing than last year becowse on increase in real GDP means
ou¥\>u3r increase d.

Is there a problem associated with Real GDP?

- The Prob\em associoted with Real GDPis the limitabions of GDP.
e limitations of GDP are wot reflect ol Pre contents of
e eCovomic oackivitieS. The main limitations ot GDP include
non - markel ackivikies 5 the UM\G,Ycarouno{ tconomy ,negqﬁve eYl—evafes)
and o‘/u.a\(hj of life.



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

- when 2015 is the bage year , then Real GDP of 2013 and
Nominal GDP aye eq/ml L Real GDonn; = Nomina | GDPMHJ
GDP Deflator of 2018 s 100

7. Explain three limitations of the GDP concept.

1. Nown- mo\rke\- o\clriv{hes
‘GDP does wol measure SOOOls and Services “m;l’
PeoP|e, make For own Con.sum:])l-[ov\ J such as Cook‘ng dihner.

2. Ihlc‘orma_‘ econom
- This is econony ackivilies which never rePorerl Mcome
l—o qu, 9ove,r-nme,w+ . ExamP\e inc,lude \J\o\ck marke)r *rmnsqc\lions
or il\egml 3°°d3 and, services.

3. Ineq/ua.l{{y
—A”—hou(‘)\'x GDP is oN-evm vse,d oS a Wlll; 0{-\ \ife, memure,mgvﬁ,
fere are Ffaclors not covered by it. These include leisure J-imeJ
P\go\smvr\’ Surround.‘mg,s ,omo\ ?erwr\al Sunce,{;y.



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%.
Y Cowsvm?\—ioﬂ
- The citizens bought 4 new houses, each worth 150%.
Ls Investment
- The citizens grew rice for their own consumption.The rice was worth 500%.
L)-V\OV\~ market Fransoction nol measure non-markel Fransactions n GDP
- The firms bought 6 used machines, each worth 50§.
b Se cond \/\omo\ Proo\vcl's , hese are nol ;nc]ud-e,d in GDP
- The firms bought 8 car parts, each worth 25%.
Y InkYMe,o\(ode, 9oocls not included i GDP
- The government bought 4 new computers, each worth 50%.
> Government spending
- The government paid 1000$ to the poor as welfare payment.
b Transfer po\yme,nl— not included n GDP
- The citizens bought 10 imported ships, each worth 1008$.
b Impork
- The firms sold 4 planes abroad, each worth 200$.

L Export

cGDP - C+I+G+(X-M)
the 201t GDP- 400 + 600 + 200 + ( §00- 1000)
The 2018 GDP = 1000



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  Guanhly Price Q wantily

of A of A of B of 8 of C of C
2012 L 3 2 3 3 3
2013 3 1 4 2 1 ¢
2014 2 2 3 4 2 1
2013 4 4 1 1 4 2
Jear Nowinal GDP Real €DP GDP Deflator
2012 B) (O #9) =18 (3 +(b) Hy-(g 100
2013 (3) *(%) +(@) = 1 M £ +(2) =1 952
2014 () H(12) «(2) = 18 Q+®+():13 13% .4
2015 B rMrE)y =25 W+RIr()-v 20% .3

The annuwal inflation rate From 201¢ +o 2015 is
(20%.3 - 138.4)/1384 = 0.505 =50.5/



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

Billions of Dollars

GDP g000
Receipts of factor income from the rest of the world 250
Payments of factor income to the rest of the world 300
Depreciation 800
Indirect taxes minus subsidies 500
Corporate profits minus dividends 500
social insurance payments 700
Personal interect income received from the

gav ernment and consumers 300
Transfer payments to persons 1100
Personal taxes 1000

QNP= GDP 4+ N} Foreisn Foackor Income [ NFFI)
6 N? = %000 + (250- 300) = 3950
NNP= 1950 - 900 ‘70501



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

11.1 Gross domestic investment = Ned ‘mvesMM’ + D&pre c|‘o»lr:‘on

= 7384 +l6§ = 952

11.2 GDP, using the expenditure approach = CtI*& +(X-M)
=2,203.0 452+ 3 6.8+(212.§-2352) - 3,%40.¢

11.3 GNP (GDP+ NFFID

b < 38496+ (35.2 -48.8) = 3816
11.4 NNP [ GNP - depreciation
bos 3,810 - 168t 3,648

11.3 National Income, using the income approach
NT= 1 40%.% + 25%.b + 593, +152.2 +(33.9 —44.9 4 34

< 2004.3
Tabie 6.5
Depreciation 168.0
Compere ation of employees wi 14077
Corpor ate profits  w.( 257 6
Dividends 784
Exports 212.8
Government purchases 716.8
Imports 2352
Indirect taxes wi 593.6
Net interest income w 182.2
Net private domestic investment 784.0
Personal consumpton expenditures 2,2032
Personal interest income 112.0
Receipts of factor income from therest of the world 352
Personal taxes 627.2
Proprietor’s income W 173.9
Payments of factor incometo the restofthe world 688
Rental income wi 4.1
Social irsurance pay ments 3808
Subsidies 44 5

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 = O, and (3) NI = NNP)

ININT )

Consumption 9500
Investment 3000
Depreciation 1750
Profits 2400
Exports 850
Compensation of employees 11500
Government purchases 3200
Direct taxes 1200
Saving 1600
Imports 900

Ex?ehdiLure qﬂn«oc‘q - C+1+ Gl r (- M)

60 = 9500 + 3000 * 3200+ ( $50 - 900)
< 15,650 3%

Income aPproac.k

NI:= NNP
© NL> 11500+ 2400 = 13900

« GNP= NNP + Deprecialion
- 13,%0041350 = 15450

GNP- NFFI
15,650 =0
15,650 4

+ GDP

"

\



