1.

3.

Exercise 2
National Output and National Income

Is the following a stock or flow variable?
2.1 Inventories §tock 2.2 Change in Inventories  low
2.3 Money Supply StotK 2.4 Change in Money  |ow
Supply
2.5 National Income 2.6 Expenditure flow
2.7 Wealth 2.8 Population
2.9 Capital 2.10 Interest f(0w
. 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?

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
Canning 18
Shipping 20
Retail Sale 22
4. What is Transfer Payment? Why is it not included in GDP?

5.

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

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

Nominal GDP, and GDP Deflator of 2018?

. Explain three limitations of the GDP concept.

. 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.




- The citizens bought 4 new houses, each worth 1508$.

- The citizens grew rice for their own consumption. The rice was
worth 5008.

- The firms bought 6 used machines, each worth 508$.

- The firms bought 8 car parts, each worth 258$.

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

- The government paid 100083 to the poor as welfare payment.

- The citizens bought 10 imported ships, each worth 100$.

- The firms sold 4 planes abroad, each worth 2008.

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

20121 3 2 3 3 3
20133 1 4 2 1 4
20142 2 3 4 2 1
20154 4 1 1 4 2

Year Nominal GDP Real GDP GDP Deflator
2012
2013
2014
2015

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



Billions of Dollars

GDP 5000
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
Personal interect income received from the

government and consumers 300
Transfer payments to persons 1100
Personal taxes 1000

11.1 Gross domestic investment

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

11.2 GDP, using the expenditure approach

11.3 GNP
11.4 NNP

11.3 National Income, using the income approach
(Do not worry if NNP and NI differ greatly.)

Table 6.5
Depreciation 168.0
Compere ation of employees 14077
Corpor ate profits 257 6
Dividends 784
Exports 212.8
Government purchases 716.8
Imports 2352
Indirect taxes 593.6
Net interest income 182.2
Net private domestic investment 784.0
Personal consumption expenditures 2,203.2
Personal interest income 112.0

Receipts of factor income from therest of the world 352

Personal taxes
Proprietor'’s income

627.2
173.9

Payments of factor ircometo the restofthe world 688

Rental income #1
Social irsurance pay ments 3808
Subsidies 4.8
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 =0, and (3) NI =

NNP)

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

Imports 900




1. Is the following a stock or flow variable?

2.1 Inventories $tock 2.2 Change in Inventories flow
2.3 Money Supply §to 2.4 Change in Money  f|ow
Supply

2.5 National Income F/o W 2.6 Expenditure flow

2.7 Wealth  Stock 2.8 Population S$toCk

2.9 Capital §+pck 2.10 Interest f 0w

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?
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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
Canning 18
Shipping 20
Retail Sale 22

4. What 1s Transfer Payment? Why is it not included in GDP?
The payments by the  overument o houghold

for whith no  hew \900‘15 UIOJ SEMVICes  are pmo‘ucelj,
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5. Why are we interested in Real GDP? Explain with examples. Is
there a problem associated with Real GDP?

Redl  GDPP s o corrects 6DP  Pr  annu
price.  change AOQSII\’1L Gunt inf(aNoy an g

doflafion. we we ry GDP to Compare GPP M
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6. Supposé 2018 1s the base year. What can we say about Real GDP,
Nominal GDP, and GDP Deflator of 2018?

Lf 201y 1S q bu se \Rali- nominal GDP  and
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7. Explain three limitations of the GDP concept.
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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. - oo

- The citizens bought 4 new houses, each worth 150$. ¢= 6§00

- The citizens grew rice for their own consumption. The rice was
worth 5008. not count

- The firms bought 6 used machines, each worth 508%. not cownt

- The firms bought 8 car parts, each worth 25§. 4+ = 206

- The government bought 4 new computers, each v&&r&%&%ﬂ} 200

- The government paid 1000$ to the poor as welfare payment. el cow

- The citizens bought 10 imported ships, each worth 100$. ™ = 1000

- The firms sold 4 planes abroad, each worth 200S. y . 49

GDP = C+ I +G+(x-m)
= 4oo t 60O T 9pe+ 200 +( 800 1000)

= 200
[

4



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 1s the base year. Also, calculate the annual inflation rate
from 2014 to 2015.

Year Price Quantity Price Quantity Price Quantity
ol of A of A of B ofB  ofC ofC

W01 33 2 36 3 39
20133 -1 3 4 28 1 4 ¢
20142 2+ 3 41 2 1 *?
20154 41 1 1 ' 4 2 3%

Year Nominal GDP Real GDP GDP Deflator

2012 3t6ed=i8 | 3401 | g0 =102
2013 3+8+e=15 | (44 =B | S creo = gb 24
2014 ¥raey 1§ [24943- 03 [ Bweo = 5g 4,
2015 6414y o5 | $e2tb=(z| 25 . 208 33

T,'_KI"" =

anng|) inflation  pafe 2014 To 2015 -

20933~ 139.46 - O.‘SJOLI'
13%. 4C

= ‘;O_L[’h] .



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 @H
Indirect taxes minus subsidies 0o
Corpoarate profits minus dividends 500
Social insurance payments 700
Personal interest income received from the

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

GNP = 6DP+ Net foreign factor Jncome (NFFI)
- §006 + 250300

= 3950

NNP = 3950~ 900
z '7‘—0)9(‘){:‘E



11. Using the table below, Calculate the following items.
11.1 Gross domestic investment 28 4+(6 8 =95
11.2 GDP, using the expenditure approach 334q
11.3 GNP 39953. ¢
11.4 NNP
11.3 National Income, using the income approach
(Do not worry if NNP and NI differ greatly.)

Depreciation 168.0
Compers ation of employees 14007
Corpor ate profits 257 .6
Dividends 784

X Exports 212.8
6 Government purchaszes 716.8
M Imports 2352
Indirect t axes 593.6

Net interest income 182.2
GD¥ 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

C  Personal taxes 627.2
Proprietor's income 173.9
Payments of factor ircometo the restofthe world 6858
Rental income A1
Social irsurance pay ments 3808
Subsidies 445
Transfer payments 5040

GDP = Ct+ 146+ (x-Mm)

= 220504 52k Fo+ (22,3 _ 4390)

- 334 J
RS R Mo 0N SU Qb

GNP = GDP + Net Poreign = #dctor ncome (ngp ()
. 3396+ (35 63.%)

n

3816
NNP = GNP - Depredqtion
z 3816 |68

= 3644

|



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

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)

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

6DP= CiT+ €+ ( X -M)

- 7‘700+ 3000 t 2900 4 (?50-700)

z /363/'(;



