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Exercise 2

Tnbroduction o Macroeconomics

1. Is the following a stock or flow variable?
2.1 Inventories S‘\'ock Variaue 2.2 Change in Inventories Flow Variable
2.3 Money Supply S*OC‘( V;rig\,,\,_ 2.4 Change in Money Supply Flow Variable
2.5 National Income F|g,, Variable 2.6 Expenditure Flow Variable

2.7 Wealth Si‘ock Vsri;\o\e 2.8 Population S+ock Varia)o\c

2.9 Capital Stock Voriable 2.10 Interest Flow Variable

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?

GNP produces ‘a\J '\n?ujf Yhat locsted in their Country  regardless of

nationa\thies of ?mAucm uki\t GNP owns By Yeeir c_ow\\-yy cﬂizms,
Uy\“\ln\civxg of wlw.n’, H\c ouﬁ:o* PmAUcw(.

T expect US  will hawe t\ijl\w GNP Yhan Ohine becouse Ching has mIny
recovrces ar\d Hnu‘r Makria's are ci\capcr 'H\sn o‘H\cr c.oun%*"es, se

Us may imfm’} substances from China and be the producer.



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 2

Shipping 20 9

Retail Sale 22 9

. GDP valve of the commed spple is 22

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

Transter Paymtml is 2 Yrangaction when money or joods
C‘n%je |rm\olsl Vhich ien't included in the GDP because

W} doesn't creale 3oods and services unless i} Syen-}.

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

associated with Real GDP?

Real GOP makes ?eoP\e know Yhe real value of production and 'ﬂ\ey
Can make sure that ﬂ' has 'H\c in'Fl:Hon or o\eﬂnﬁon o‘urinﬂ H\a -\ime
that  Yhey clwlbte GDP or pot.

EXJY'\?\E-‘ 2000 P-10 Q=10 - nominal GDP“: 100 rea\ GDPLM N pww X Mo
= lox7
. . i TS
2001 ’ te ! @ A “"'“7‘5\ GD':'" : J0 (42 12&5 H\'AV\ yomina |
R GDP)
Even in 2001 has \n\jl. GDP Yhan 2000, Yt iYs becavse the grice rises

whle The quaviily n 290 is mare Hhon 2000 which show  peopk’s
beler standird o living.

Limitskions of  Rel GDP :

GDY can't show  vesl standard of \ivihﬂ, ‘f\u\w, politica)
freedom, and e socia) of Yhat country -



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

GDP De?\a¥r20‘% = Norir:| OBF e X 100
Resl @DP

7. Explain three limitations of the GDP concept.

1. L\e‘i“’hb . 6DP  doesn? & “"t'o\is\-yk\/‘hon of ou}f,ﬁ arony in

Sotie by,
2. GDP  doesnd comt the illega\ income Which is 3 i formal economy

3. GDF doc_sh"} cnhsialer ‘\'\r\t CbS‘\' av\o‘ k:ntc'l“'s ?rom Po“U‘HOV\ 3'1\4 o_yw\vohmey\{- us"';,

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. 8 X 50 * 400 §

- The citizens bought 4 new houses, each worth 1508. 4 x 150 = €00 $

O N N

- The citizens grew rice for their own consumption. The rice was worth 5008. X
| - The firms bought 6 used machines, each worth 503. ¢
| - The firms bought 8 car parts, each worth 258. X

- The government bought 4 new computers, each worth 508. 200 $

G

G - The government paid 10008 to the poor as welfare payment.

M- The citizens bought 10 imported ships, each worth 1008. |oX (00 = oo §
X - The firms sold 4 planes abroad, each worth 2008. L x 2006 = g00 $

C_ = Yoottoo = 1000

6 1 00
X__M : =200

GOP : CH|+G+ (X-m)

GDP = (voo <4200 -200
GD? = tooo #



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 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 - 2 1 -

2014 |2 2 3 - 2 1

2015 |4 - 1 1 - 2

Year |Nominal GDP Real GDP GDP Deflator

2012 |34 649+ 1§ A+ L+ 1% %X“"” {00
2013 [ 34 %+ ¢ = 15 14441217 ;\_?,,(‘oo~ 2. 14
2014 [ 4 41242~ 18 24@+3 = \3 1‘—;xw° * 158 40
2015 1 +14¢ * 25 44944« 12 7:_2“00 90§, 33
Amua‘ int laHon rate ("rvm 2018 fo 9015 i 0% 33 -13¢.4¢ X lod

13%.4(
- 0.4 /.



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 world 300
Depreciation 900
Indirect taxes minus subsidies 500
Corporate profits minus dividends 500
Social insurance payments 700
Perconal interect income received from the
gov ernment and consumers 300
Transfer payments to persons 1100
Personal taxes 1000
GNP = GDP + NFFI NNP > GNP - Depreciation
GNP = gooo + (250-%00) | NNP = 950 - 100
GNP = 77450 NNP = 7050




Table 6.5

Depreciation 168.0

Compens ation of employees 1,407.7

Corporate profits 2576

Dividends B4

X Exports 2128

11. Using the table below, Calculate the following items. (> Government purchases 716.8
o M Im 2352

11.1 Gross domestic investment . hmtm 593.6
11.2 GDP, using the expenditure approach Net interest income 182.2
11.3 GNP Net private domestic investment 784.0
7 C Personal consumption expenditures 2,2032
11.4 NNP f| Personal interest income 112.0
== Receipts of factor income from therest of the world 352
11.3 National Income, using the income approach — Personal taxes 627.2
(Do not worry if NNP and NI differ greatly.) Esupaesineay -
T— Payments of factor incometo the restofthe world 688

Rental income 1

Social irsurance pay ments 3808

© Subsidies 48

Transfer payments 504.0

1.1) Gross Aomes"ic '\nves)men*= sz (1)
Ned 9riva‘rt daw‘es}ic .\V\WS)(WV\{' : GNSS iv\“s*M} - ‘*EP"“L’“""

54 : X - 168
as1 : X

n2) GOP = CA 4G+ (x-1M)

GDP =9203.2 +q5) + T16.54 (212.8- 235.2)
GOP = 3%44.¢

ni) GNP : GDP + NFFI
GNP - %4a.6 + (352 - (5.9)

GNP = 3%1L

n4) NNP = GNP - Deprecistion
NNP = 3816 — \b¥
NNP . 3(C4¢

1ns) N o= NNP

NI 2 14073 42594+ $93.( +1$2.2 4173.4 +34) +44.g

NI = 2(04.3



12.In a simple economy, suppose that all income is either compensation of
emplovees 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

CHl+ G+ (x-M)
agoo + 3000 +3200 +($50 -990)

GDP

"

GNP : GDP- NEF!
GNP = |5tS0 — ©

GoP =
GO = 15680 GNP < 15650 f

NNP = ($650 (350
NT = NN?P NNP = (3200 |

NI = 13qo0



