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Measuring a Nation’s Income

Macroeconomics answers questions like the 
following:
Why is average income high in some countries and low in 

others? 
Why do prices rise rapidly in some time periods while 

they are more stable in others? 
Why do production and employment expand in some 

years and contract in others? 
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When judging whether the economy is doing well 
or poorly, it is natural to look at the total income 
that everyone in the economy is earning.
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THE ECONOMY’S INCOME AND 
EXPENDITURE

For an economy as a whole, 
income must equal 
expenditure because:
Every transaction has a buyer 

and a seller.
Every Baht of spending by 

some buyer is a dollar of 
income for some seller. 
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The equality of income and expenditure can be 
illustrated with the circular-flow diagram.
Real Flow
Money Flow
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Circular Flow 1: CLOSE ECONOMY
Households and Firms



กระแสการหมุนเวยีนของรายไดแ้ละผลผลิตระหวา่งครัวเรือนและภาคธุรกิจ
(The Circular-Flow Diagram 1)
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Circular Flow 2: CLOSE ECONOMY
Household, Firms, Financial Institutions, and Government
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Firms HouseholdFinancial Sector

Government

The Circular-Flow Diagram 2

Income from Factors of Production

Expenditure on Goods and Services

Investment (+) Saving (-)

Taxes (-) Taxes (-)
Govt Expenditure Govt Expenditure
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- Leakage or Withdrawal of Money supply: 
  Economy contracts
- Injection of Money supply:

Economic expands
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Circular Flow 3: OPEN ECONOMY
Households, Firms, Financial Institutions, 
Government, External Sectors
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Firm HouseholdFinancial Institutions

Government

The Circular-Flow Diagram 3

Income from Factors of Production

Expenditure on Goods and Services

Investment (+) Saving (-)

Taxes (-) Taxes (-)
Govt Expenditure Govt Expenditure

External Sector
Import (-) Import (-)
Export (+) Export (+)
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National Income 
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Gross National Product: GNP
(ผลิตภณัฑม์วลรวมประชาชาติ)

Gross national product (GNP) is an estimate of total value of all 
the final products and services turned out in a given period 
(usually 1 year) by the means of production owned by a 
country's residents. 
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Gross Domestic Product: GDP
(ผลิตภณัฑม์วลรวมภายในประเทศ) 

Gross domestic product (GDP) is the monetary value of all the 
finished goods and services produced within a country's 
borders in a specific time period. 



Methods of Calculating GDP
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1. Product Approach
GDP = (P1 x Q1) + (P2 x Q2) + …+ (Pn x Qn)

= ∑n
i=1 Pi x Qi

P = Price
Q = Quantity

• To prevent double counting, it takes account only 
the final goods and services.

• Hence, it only considers the Value-Added in each 
stage.
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Value Added= Final Value- Intermediate Value

Production 
Stages

Intermediate 
value

Final 
Value

Value-
Added

Raw animal 
skin

     - 500 500

Cashmere 
piece

500 800 300

Cashmere scarf 
in factory

800 1,200 400

Cashmere scarf 
in retail shop

1,200 2,000 800

Total 2,500 4,500 2,000

Example
Unit: Baht
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2. Expenditure Approach 



GDP includes all items produced in the 
economy and sold legally in markets.
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THE COMPONENTS OF GDP 

What Is Not Counted in GDP?
◦ GDP excludes most items that are produced and 

consumed at home and that never enter the 
marketplace.

◦ It excludes items produced and sold illicitly, such 
as illegal drugs.
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GDP = C + I + G + NX



THE COMPONENTS OF GDP
Consumption (C):
The spending by households on goods and services, with the exception of 

purchases of new housing. (durable, non-durable goods & services)

Investment (I):
The spending on capital equipment, inventories, and structures, including 

new housing.
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THE COMPONENTS OF GDP
Government Purchases (G):
The spending on goods and services by local, state, and federal 

governments.
Does not include transfer payments because they are not made in exchange 

for currently produced goods or services.

Net Exports (NX):
Exports minus imports.
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Source: NESDB
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3. Income Approach or Factor Income Approach
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GDP = Rent +  Wage + Interest + Profit  + Net Business 
Indirect Taxes + Depreciation Costs of Capitals
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ความสมัพนัธ์ระหวา่ง GDP, GNP กบั บญัชีทางสงัคมอื่นๆ



REAL GDP VERSUS NOMINAL  (Money GDP)
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REAL VERSUS NOMINAL GDP
Nominal GDP values the production of goods and 
services at current prices.
Real GDP values the production of goods and 
services at constant prices.
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REAL VERSUS NOMINAL GDP
An accurate view of the economy requires 
adjusting nominal to real GDP by using the GDP 
deflator.
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สมมติวา่ในประเทศผลิตสินคา้เพียง 2 ชนิดนนี้
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คาํนวน Nominal GDP
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คาํนวน Real GDP
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The GDP Deflator

The GDP deflator is a measure of the price level 
calculated as the ratio of nominal GDP to real GDP 
times 100.
It tells us the rise in nominal GDP that is 
attributable to a rise in prices rather than a rise in 
the quantities produced. 
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The GDP Deflator

The GDP deflator is calculated as follows:
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GDP deflator = Nominal GDP
Real GDP

×100



The GDP Deflator
Converting Nominal GDP to Real GDP

◦ Nominal GDP is converted to real GDP as follows:
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Real GDP Nominal GDP
GDP deflator20XX

20XX

20XX
= ×100



การคาํนวน GDP Deflator
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วฎัจกัรธุรกิจ (Business Cycle)
Real GDP

Time

Through (Bust)

Recovery

Peak (Boom)
Recession

Through (Bust)

Potential GDP



GDP AND ECONOMIC WELL-BEING
GDP is the best single measure of the economic well-being of a society. 

GDP per person tells us the income and expenditure of the average 
person in the economy.
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GDP AND ECONOMIC WELL-BEING
Higher GDP per person indicates a higher standard of living.

GDP is not a perfect measure of the happiness or quality of life, 
however.
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GDP AND ECONOMIC 
WELL-BEING
Some things that contribute to well-being are not included in GDP.
The value of leisure.
The value of a clean environment.
The value of almost all activity that takes place outside of markets, such as 

the value of the time parents spend with their children and the value of 
volunteer work.
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