Measuring National Income

EE452 (PRE-TOPIC 5)




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?



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.




HE 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.




The equality of income and expenditure can be
illustrated with the circular-flow diagram.

Real Flow

Money Flow



Circular Flow 1: CLOSE ECONOMY

Households and Firms
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Circular Flow 2: CLOSE ECONOMY

Household, Firms, Financial Institutions, and Government



The Circular-Flow Diagram 2
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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



The Circular-Flow Diagram 3
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National Income
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Gross National Product: GNP
a Y] s a
(HARAUNNIATINUTZH1319)

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.




Gross Domestic Product: GDP
a Y] J
(NaanuNuIasINNe lulszing)

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.
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Methods of Calculating GDP



1. Product Approach
GDP=(PI1xQ1)+(P2xQ2)+...+(PnxQn)

=> " PixQi
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.




Value Added= Final Value- Intermediate Value

Example
Unit: Baht

Production Intermediate | Final Value-
Stages value Value Added
Raw animal - 500 500
skin
Cashmere 500 800 300
piece
Cashmere scarf | 800 1,200 400
in factory
Cashmere scarf | 1,200 2,000 800
in retail shop
Total 2,500 4 500 2,000




Table 3 Gross domestic product
at current market prices by economic act

Agriculture

Agriculiure, foresiry and fishing

Mon-agriculiune

Mining and quarrying

Manufaciuring

Blecinicily, gas, steam and ar condiSoning supply
Waler supply, sewerage, wasie management and reme
Congirucion

Wholesale and retal rade; repair of molor vehicles and
Transportaiion and storage

Accommodaiion and food service acivises

informiaiion and comimunicalion

Financial and insurance achviges

Real estgie acivites

Professional, sciendiic and lechnical aciviles
Adrninisrativie and suppor service acivises

Public admmisiraion and defence; compulsory social =
Education

Human healh and social work acihvises
Antz, enferiainment and recrealon

Oer service aciivilies

ActiviSies of houssholds as employers
Gross domestic product, (GDP)

vities
2009
945 297
945 257
8,713,357
326,742
2,845 650
249 752
35,174
271,258
1,381,508
578,875
285,443
208,273
553,900
278,727
170,202
155,875
§05,300
303 574
183,354
35,523
123,726
17,370
8,658 864

2010
1,137,252
1,137,252
9,670,890
366,998
3,343,011
264 783
7,712
302,792
1,516,327
807,153
311,910
222 201
580,532
204,125
195,504
171,745
B840, 207
447,853
205,441
44,516
129,574
17,906

10,808 142

2011
1,310,673
1,310,673
9 995,234
400,576
3,278,536
270,494
38,202
05,522
1,570,715
515,470
348 523
242 815
£44 552
05,174
214,438
189,205
£81,051
454 748
219,165
50,555
142 068
20,503

11,308,807

213
1,421,602
1,421,602
10,335,742
483 427
3,456, 693
291,725
41,888
40,855
1,708,703
865,131
413,291
265,230
744 515
7,770
258 785
227 841
732,534
503,345
235,802
50,357
162,716
72,623

12,357 344

213
1,462 283
1,452,283
11,452,875
496,562
1563122
313,431
47 509
344 785
1,729,205
593,503
472,928
290,854
871,377
319,055
265,925
234 475
785,585
538 167
750,812
85,422
175,308
23,297

12945159

2014r
1,334,795
1,334,795
11,895,508
495 627
3,648,058
131,412
51,722
137,043
1,815,182
720,581
497,777
301,427
961,260
124,590
267,745
231,495
802,790
555,145
270,681
55,540
181,557
24,774
13,230,303

2150
1,235,858
1,235,858

12,511,138

431,425
3,758,226
3 199
55,333
379,940
1,963,028
779,849
500,218
327,058
1,037,951
332,488
261,303
237 026
840,197
502,787
787 898
70,145
185,559
27,809

13,748 997

2H6p
1,235,583
1,235 583
13,297 882
398,582
3,955,738
172,457
58,450
402,916
2,160,150
833,497
700,843
340,292
1,118,062
352,981
258 480
242,959
877,237
§16,205
305,021
81,15
193,729
28,103
14,533 485




2. Expenditure Approach



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



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.

o |t excludes items produced and sold illicitly, such
as illegal drugs.

GDP=C+ 1+ 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 (1):

» The spending on capital equipment, inventories, and structures, including
new housing.



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.

W Net Exports (NX):
P Exports minus imports.




Table 1 Gross Domestic Product at Current Prices

Unit: Millions of Baht

2015p 2016p1
2015p 2016p1
e Q2r o3 [0 Qir O Q3ar Q4

Private Final Consumption Expenditure 7,024,885 TITRI2 1885512 1,790,755 1,780,543 1,TET.ETA 1,725350 1875926 1341131 1336305
General Government Final
Consumption Expenditure 2,368,138 2433577 535,280 579,318 45 557 597,341 0,052 A05263 EITOSF S16541
Gross Foeed Capital Formason 3,373333 3,450,508 346,180 850,705 TRT.2T5 579,153 F04,433 B33 754 205711 S90S
Change in Inventories 331428 -337,412 -25,338 153,247 184,351 16,504 -305,2%2 153,143 -TE801 111,624
Exports of Goods and Servdces 5,444,146 9,898,739 2284 416 2242 582 2452106 2457042 2524915 2362830 2494611 2516383

- Goods 7.335,108 7555329 i 7dTTEE 1,765,432 1.927,139 1885315 1875550 1850540 1712845 1932549

- Senices 2115058 2349418 Eaf 589 L2500 S3529 585,537 #45 345 537200 551,744 SB4015
Imports of Goods and Serices TAELETR TTBZTEL 15913440 1942879 ZMEEIE 1986592 1877454 1,904 967 1565085 2085253

- Goods £,407,228 429857 1545511 1572173 1,455,099 1411305 1455351 1557247 LS00%4F  1EFT.SE0

- SERCEE 1,454,451 1,488,133 BT AR AT.458 360,779 S7Ea7 Fé5.073 BETTI0 3S4TIE EETETE
Expenditure Side 14,017,383 15009564 3423612 3,367,085 3495952 A TI0TI4 A T26049 3465263 A TIEE2E 3.E85.425
Statistical Discrepancy 344,518 43 53T -£.592 30,387 40T 206,342 188,563 441,357 -ISTHE0  -132.704
Production Side 13,6T2E65 14360627 3417000 3,334,698 3384775 3524372  3.559,084 359076 3.5T0E4E ATOETH

Source: NESDB
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3. Income Approach or Factor Income Approach



GDP = Rent + Wage + Interest + Profit + Net Business

Indirect Taxes + Depreciation Costs of Capitals

27
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REAL GDP VERSUS NOMINAL (Money GDP)



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.



REAL VERSUS NOMINAL GDP

An accurate view of the economy requires
adjusting nominal to real GDP by using the GDP
deflator.




Prices and Quantities

Quantity of Quantity of
Year Price of Hot Dogs Hot Dogs Price of Hamburgers Hamburgers
2001 $1 100 $2 50
2002 2 150 3 100
2003 3 200 4 150

Copyright©2004 South-Western



Year Calculating Nominal GDP

2001 ($1 per hot dog x 100 hot dogs) + ($2 per hamburger x 50 hamburgers) = $200
2002 ($2 per hot dog x 150 hot dogs) + ($3 per hamburger X 100 hamburgers) = $600
2003 ($3 per hot dog x 200 hot dogs) + ($4 per hamburger x 150 hamburgers) = $1,200

Copyright©2004 South-Western



Year Calculating Real GDP (base year 2001)

2001 ($1 per hot dog x 100 hot dogs) + ($2 per hamburger X 50 hamburgers) = $200
2002 ($1 per hot dog x 150 hot dogs) + ($2 per hamburger x 100 hamburgers) = $350
2003 ($1 per hot dog X 200 hot dogs) + ($2 per hamburger X 150 hamburgers) = $500

Copyright©2004 South-Western



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.



The GDP deflator is calculated as follows:

Nominal GDP "
Real GDP

GDP deflator =

100



Converting Nominal GDP to Real GDP
° Nominal GDP is converted to real GDP as follows:

Nominal GDP,y+
GDP deflator, v

Real GDP,yy = x 100



Year Calculating the GDP Deflator
2001 ($200/$200) x 100 = 100
2002 ($600/$350) x 100 = 171
2003 ($1,200/$500) X 100 = 240

Copyright©2004 South-Western



Real an Nominal GDP
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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.



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.



GDP AND ECONOMIC
WELL-BEING

P 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.




