Lecture Notes
Chapter 5    Measuring National Income and Product
GDP (Gross Domestic Product) is used to measure two things: 
(1) the total _______ of all members in an economy, and 
(2) the total _______ on the nation’s output (goods and services)

1. GDP 

The market value of all final goods and services produced within a country in a given period.

a) market value 

b) final goods and services 
· Included: 

· Not included: 

c) within a country – 

GNP (Gross National Product) - the market value of all final goods and services owned by its citizens in a given period. 
d) in a given period. 

2. There are two ways to compute GDP
· Expenditure approach (add all spending together = GDP)

· Income approach (add all incomes together = GDI gross domestic income)

3. Expenditure approach    GDP = C + I + G + NX

C: personal consumption 

I: private investment 
G: Government spending includes the federal government, state governments, and local governments.

NX: Net Exports = exports – imports.

4. Income approach

Gross Domestic Income – all income payments made in the country in a given period.

These income payments include wage, rent, interests, and profits. 
Question 1. If a foreign citizen works in the U.S., should his/her income be added to the US GDI? 
Question 2. Some American basketball players play in Canada. Should their incomes be included in the U.S.GDI? 

Total products = Total income

GDP = GDI

Example:

Farmer Adams harvests wheat and sells it to Miller Bush for $1000;

------------------------

Miller Bush grounds the wheat into flour and sells it to Baker Carson for $3000;

--------------------------

Baker Carson makes cookies with the flour and sells the cookies to consumers for $6000.

-------------------

How much should be added to GDP?

How much should be added to GDI?

5. Nominal GDP vs. Real GDP
Nominal GDP is the GDP measured by current year’s price.
Real GDP is the GDP measured by base year’s price.

Example:

Nominal GDP of 2005 = (price of 2005) x (quantity of 2005)

Nominal GDP of 2006 = (price of 2006) x (quantity of 2006)

As for real GDP, if the base year is 2000, then
Real GDP of 2005 = (price of 2000) x (quantity of 2005)

Real GDP of 2006 = (price of 2000) x (quantity of 2006)

Example:

	
	Pizza
	Jacket

	Year
	Price
	Quantity
	Price
	Quantity

	1999
	$10
	2 m
	$30
	1 m

	2000
	$15
	2 m
	$40
	1 m

	2001
	$15
	3 m
	$45
	2 m


Nominal GDP1999 = 

Nominal GDP2000 = 

Nominal GDP2001 = 

Real GDP1999 = 

Real GDP2000 = 

Real GDP2001 = 

If nominal GDP increases, it may be caused by ______, _____, or ______.

If real GDP increase, it is caused by ________.

6. Economic Growth Rate

Eco. Growth Rate (year n) = 
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Eco. Growth Rate 2000 =

Eco. Growth Rate2001 =

7. GDP deflator (or Price level index, is a measure of the price level)

GDP deflator (year n) = 
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8. GDP around the world
Top 10 GDP rank:

GDP per capita rank:
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