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After studying this chapter, you will be able to
= Define GDP
= Explain the way of measuring GDP
= Explain how we measure real GDP and the
GDP deflator

= Explain how we use real GDP to measure
economic growth and describe the limitations
of our measure
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GDP Defined JlexY! ool z5UI Cisyas

GDP or gross domestic product is the aldl arezn) ddgudl dogdll g JlozYl ool L

market value of all final goods and . e sl b LSls 0 sl @lousdl
services produced in a country in a given i) 840 s ? J 4z el o ?

time period. VPP

This definition has four parts: eyl Aol (oo Lyl 1 055G
48 gunll dasdll o

algdl Olodsdly gl @
Lo oy J=lo dxitadl o

Market value

Final goods and services

Produced within a country

. In a given time period
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1- Market value

GDP is a market value—goods and
services are valued at their market
prices.

To add apples and oranges,
computers and popcorn, we add the
market values, so we have a total
value of output in dollars.
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2- Final goods and services 4slgd! Olodsdly adud!

GDP is the value of the final goods and services produced. A5l Gledsdly adudl dosd 9o Sl ol Z5UI

A final good (or service) is an item bought by its final user - . - . Aaial

during a specified time period. pSiuall g ldo dal (2) dodsl gl ALl daludl o
Bodee de) 848 M- 3lgidl

* Ex: Bread sold to a consumer is a final good 35\ ks 9 Mlginol) pleall 35 Jlia o

A final good contrasts with an intermediate good, which is an
item that is produced by one firm, bought by another firm, and Lz dades (29 o gl aduadl po A5l aludl (28U

used as a component of a final good or service. 31 il (oSS L 3 cdﬁi dsﬂ L@g L3g ol 2\sz
* Ex: Wheat sold to a baker to make the bread is an A deds
intermediate good dlaiwg dadus g2 13| c,«.,,a.j el &L.MJ\ G**-*”‘i Jle o

Excluding intermediate goods and services avoids double ZladY iz dawgll wloasly dludl sladll
counting. owlxal|

o
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GDP measures production within a country— Yl - le abs Js-lo LY Jlea Yl el 78U s
domestic production. (ol
4- In a given time period diuxe duin) B9 34-
GDP measures production during a specific dn) 848 IS ZUEY! Jlez Yl (ool Z8U) s
time period, normally a year or a quarter of a ple 2 9l ple dale Bod=a
year.
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Aggregate expenditure

*Total expenditure on final goods
and services equals the value of
output of final goods and
services, which is GDP.

*GDP= Total expenditure=C+ 1 +
G+ (X—-M).

S B!
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Aggregate income Sl J=I
*Aggregate income earned from (Y (gl adud ZU3] e CnndiSadl S| Jbe=| ol
production of final goods, ¥, equals the 292919 Dyl gall plaseinl Jslie dads @5 L dw\ S9lu
total paid out for the use of resources, Cbﬂ’b)bul’b ...\.3\3.0.’\3
w?ges, interest, rent, .and proflt. Al ! m (50 WYlas] aper a1 &3
*Firms pay out all their receipts from the Sl Byl Golun JlazYl Jsul olo JUJlgg

sale of final goods, so income equals

expenditure, ez ol W1 = Sl Gyl = Jlazl Jsle

- olhalall) + 295>l B! + )l + Mg =
‘GDP=Y=C+1+G+(X—-M). (wlaylgll
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- C)b.)L,aJ\) + L”s'j-i"-” d@}’\ +)L@Lwy‘ + _SJ)&@MU\ = L}Loa-}’\ L.?lzo.” GSU‘ = dl,q;-}’\ @LQ.J}" = L;Lqp-}“ d.>JJ‘
(C)\J)\}H
GDP= Total Expenditure = Total Income = Total Product (output)
GDP = Consumption + Investment + Government Spending + Net Export

GDP = Y= AE
GDP=C+ 1|+ G + NX.
GDP=C + | + G + (X-M)

o = All private consumption’ consumer spending in the economy.

e I =All of a countrv’s investment 1n capital equipment. housing_ etc.

o (= All of the country’s government spending. It includes the salaries of a
\. government employee, construction, maintenance, etc.

e NX= Net countrv export — Net countrv import



MIDOCZEA|

UNIVERSITY

Measuring Gross Domestic Product Aaell gt clea
!

Chapter

~N

)

LATIN AMERCA
* | usiTeED AND CARIBBEAN
INGDOM | MIDOLE EAST
s202Y cunoeE
ASIA

Nd z20% /
f NORTH AMERICA

/= / GERMANY
/ g S $3.99T
/ i
frser| FRANCE { samr
frazx ] s278Y r

B - 5 5= =<
World GDP = T
e = STATES
$20.49T
23.89% /:

Article & Sources:
ety Mg s b e e howmuch




(‘

Chapter LaaV)
09 "’1 =
\
Net Export = Exports - Imports Oloylgll - Whsball = whaball ue
NX = (X-M)
L§JL2:’JJ\ Olnadb (&5 wilsylgll < lyslall
Exports > Imports Surplus Sl el 32ee Slaylgl > bl
Exports < Imports Deficit Sl Olnell G185 Wlyylgll= whsball
Exports = Imports Balanced
J
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Problem (1)
The table shows data from the United

Kingdom in 2005. Calculate GDP in the __ltem Billions of pounds

United Kingdom and Explain the approach  Wages paid to labor 685

. . Consumprion expendirure 791

(expenditure or income) that vou used to Taxes 39,4

calculate GDP. Transfer payments 267

Answer Profits 273

The expenditure approach will be used Investment 209

Government expenditure 267

GDP = AE Exports 322

GDP=C+1+G + (3-M) Saving 38

GDP = 791 + 209 + 267 + (322-366) SPOITS 266

GDP in the United Kingdom = £1,223 billion

M= E — 366>322 — Trade deficit

\_ _
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The transactions in Jupiter last year

are im the table to the righht. s L - Ei"'gg":]f;n
- C:l.ll::ul;ite Jupiver’s aggreg Consumption -a_'_'tl:n:ndi[urc 0, Oy
" c“:l“:. fawe- Taxcs 350,000
) caiane J“F::tﬂ s met exports. Transfer paymonts 1 S50, O
c. Calculate Jupiter’s povernment Profics : FO0.000
expenditure. Investment 50,000
Exports O, OOV
Saving 40D, DN
Imports 50,0000

Answer

a) Agcggregate expenditure = GDP = $1_400_000.

b))y N =X — MN= S400_000- 5350 000 = $50.000

c) Jupiter’s government expenditure was $300_ 000, As-
P+ TGN
£:1_ 400000 = 700,000 + E350_ 000 + G + F50_ 000
£1. 400,000 = 351100, 000 + & TH‘NK
G = 51_ 400000 - 51100, 000

\ = = S300.000.
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Gross Domestic Product can be measured as the sum
of

a. final goods and services, intermediate goods,
transfer payments, and rent.

b. consumption, investment, government purchases/
expenditure, and net exports.

d. investment, wages, profits, and intermediate
production.

Gross Domestic Product is the sum of the market
value of the

a. intermediate goods.

b. final goods and services.

c. manufactured goods.

d. inferior goods and services.

\_

c. consumption, transfer payments, wages, and profits.

~N
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If a cobbler buys leather for €100 and thread
for €50 and uses them to produce and sell
€500 worth of shoes to consumers, the
contribution to GDP is

a.€£50.

b.€100.

c.€650.

d.€500.

If your grandparents buy a newly built
retirement home, this transaction will affect
a. investment.

b. net exports.

c. government purchases.

d. consumption.

\_

Jolio U gas9 959 )+ + Jolie 1> LodYI ailio (g4I 13)
9092 0+ + Aoy Dd>T oy ZUSY Lagadseiwly 9592 0
P JlezYl el I § dadlua! O nSigiael

" a.€50.
b.€100.

c.€650.

d.€500.

dolaadl 002 1555 Lgud cdods Ve Haluat (g ikl 13)
yleliwl a..

Sl 3bs b..
lipn oS ine €.,

Mgl d
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Intermediate goods are not included to calculate the

final output because:

a) they do not have value
b) they have unknown value

c) their value is included in final goods, so they are not

added to avoid the problem of double counting

d) none of the above

A country with a larger GDP per person generally has a

greater standard of living or quality of life than a

country with a smaller GDP per person. True

If company A, an American corporation, produces

sneakers in Thailand this would add to Thailand’s GDP

but not to U.S. GDP. True

S W Glus 3 asogll aldl pos ol Y
oY
doasd Lg) ud) |

dd9ym0 pe dosd lg)) O

et Y (Jubg cdolgdl aludl (§ Wiesd (ol o) Z
Lg..wlznﬂ zl9)Y! WSio o @dlLo)
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Old 603..\." O ul.cl Bl 839> ol dduas (S giumes Syal)
R LR LU BB (PE SRR ENIF A1)

Sl oead! W1 A3Lp| JI WD $05umud 3N
LY JlazYl Jomall g Jf g oSg W3k
Tuoue. blseia]|
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Steps to measure GDP inflation rate/ price U (§ pSeadl Jume (wld Cilglas-
level: syl (S giuns / Jl.a:-}” ulzo."
1. Measure Nominal GDP P oYl doeadl ZW Ol 11
2. Measure Real GDP Gl Syl Jowadl W Ol 2
3. Measure GDP deflator (1/2)*100 SVl ool U bSOl Jolaa .3
4 . 4

GDP Inflation Rate

— GDEDelfator Year? - GDP Defator Year lye | 00
GDP Delflator Year |
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*Real GDP is the value of final goods and pdl dod g UM;J\ Sl ol mildle
services produced in a given year when L o fL‘ @ il 451! uLo.J::Jb
valued at constant prices. ool L jlad / a6 el (gopss
*Calculating Real GDP Gzl Sl Yl ool U1 Ol
*The first step in calculating real GDP is to Syl Joxadl @ Ol (3 oY) 8gkasille
calculate Nominal GDP, which is the value Jb=Yl doadl W Ol (2 (el
of goods and services produced during a doiall lodsdlg ! wﬁ,asg ‘uwm
given year valued at the prices of that ) plall U3 el pae ‘aLc I
year. (A=l
\_ /
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)| Lol ool
Nominal GDP Real GDP
It 15 the value of final goods and services produced na | It 15 the value of final goods and services produced
given vear valued at the prices of that year i a given vear when valued at the prices of a
reference hase year.
Nominal GDP=} Q Current Period X Prices Current Period | Real GDP= ¥ Q Current Period X Prices Base Period
= (Q1(2002) * Pr2002)) + (Q2(2002) *P(2002)) - (Q12003) *P2002)) + (Q2(2003*P2002))
\_
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a % : N
d5lgdl wlbmiedl S Hlawdl Juae aa3 GDP deflator) Jladl dsedl @I (#lSSl Jolas
. P Deflator  Nominal GDP
The GDP deflator is a measure of the G[}:nﬁ.ﬁuf; or_ REEI!I aop 100
overall level of prices.
GDP Inflation Rate
— GDEDelflatar Year 7 - GOP Delfiator Year lye |00
GDP Delflator Year |
\_ J
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Pizza Latte
year P Q P Q
2002 $10 400 $2.00 1000
2003 $11 500 $2.50 1100
2004 $12 600 $3.00 1200
a) Compute nominal GDP in each year:
Answer

2002: $10x400 + $2x 1000 $6,000
2003: $11x500 +$2.50x 1100 = $8,250
2004: $12x600 + $3x1200 = $10,800
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Pizza Latte
year P Q P Q
—2002 $1g10 | 400 $ $2.00/ 1000
2003 $11 500 $2.50 1100
2004 $12 600 $3.00 1200

b) Compute real GDP in each year

using 2002 as the base year:
Answer:

2002: $10x400 + $2x 1000 = $6,000
2003: $10x500 + $2x 1100 = $7,200
2004: $10x600 + $2x 1200 = $8,400
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€) Compute the GDP deflator in each year
Answer:
Nominal Real GDP

year GDP GDP Deflator
2002 $6000 $6000 100.0 190x(6000/6000)
2003 $8250 $7200 114.6 130 x(8250/7200)
2004 $10,800 $8400 128.6 100 x (10,800/8400)
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XX JYe Y oo pduail Jias Qlusd JlazYl ol gl Gl Jalas pusci
Yool Y. Y a9
d) Use GDP deflator to compute the Inflation rate from 2002 to 2003, and from
2003 to 2004
Inflation rate from 2002 to 2003
= (D2003 — D2002)/D2002 X 100 GDP
=(114.6—-100/1000 X 100 =146 % year Deflator
Inflation rate from 2002 to 2003 = 14.6 %
2002 100.0 -
Inflation rate from 2003 to 2004 ) 14.6%
= (D2004 — D2003)/D2003 X 100 003 114.6
=(128.6- 1146 /114.6) X 100 =122 % 12.2%
Inflation rate from 2003 to 2004 =12.2 % 2004 128.6
'\ Y,

Y

)
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GDP - What in it for me?

Economic Growth

* |s your main indicator of the economic activity

e Sales Leaders as to use the expected growth as
base to their sales forecasting.

e Countries with high rate of Economic growth
are attractive for new investment.

~N

L;ALAﬁY\ 3.&.'4\

(o baBY) Laliall i M) & piige iy Ja o
aglne lad gl QS a8 gl gail) Cilagall 308 axding
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*\We use real GDP to calculate the economic
growth rate.

*The economic growth rate is the percentage
change in the quantity of goods and services
produced from one year to the next.

_/

Glusd (Al ozl Uoall 7L pusiude
) LSaL,aié}HjAJJ\ Jdas

LS)"‘ L;‘ diw (po doxial Olodsdlg adudl dusS

Economic Growth = (Real GDP Current
Period — Real GDP Last)/ Real GDP Last

Al Bl (Badod! Sl el Z5U1) = GoLaidYI gaill
DU / (Alud! 54 § iz Sl Aoeodl 501 -
dlud! AN § Aol Jlaz! ool

We measure economic growth so we can
make:

1. Economic welfare comparisons
2. International welfare comparisons

30 0l (G SIS gadl) pudd oxi :
e i

D3l Aol )l Obylie 1

el o)l ©byae 2
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1) Economic Welfare Comparisons dolaidyl daldJl wlbhlde (1
*Economic welfare measures the nation’s overall doLaidyl sl dolall Al Lobaid! dald ) s
state of economic well-being. Agul)

*Real GDP is not a perfect measure of economic A2yl Wi Lobide (Aol Jleyl (ool U sy Ve

welfare for seven reasons: rOo bl daud aawv!
1. Real GDP does not include Quality improvements 83 g7l Wlidwsd Jodio Y (Bl Jloz)l U=l W 1
2. Real GDP does not include household production Sl gyl Jesin Y (il JaYl ol W2
3. Real GDP does not include the underground eyl pe 2Lai®l Jodin Y (Al Sl J=dl U3
economy, illegal economic activity. dyLaJ\J«; L;obw)’\ bladl
* The underground economy means that GDP will Ja G JlazYl ol @SN ol oyl 8 oLaid) g o
understate the actual level of economic welfare. AosLas3Yl dals,l (S]] S gl (0
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1) Economic Welfare Comparisons 216,10 bl Dol &3l dunls,l “
*Economic welfare measures the nation’s overall Al Lalaidyl
state of economic well-being.
.ReI?I GDfP is not a perfect.measure of economic Wlke Uil | dtﬁ"}” ool 1 iy Yo
welfare for seven reasons: ol daed 3)| 4@\9,.0
4. :?fe:LSD:cSaonecs not account for people’s health and e LYl 3 =Ly I s el W4
P y &%MJ\ Saall laiagiag el
5. R.eal GDP does not consider the value of leisure LYl & dsb Y sl Sl W, 5
time.. : Gl Jledl g L
gl ey
6. Eeal GDP does not consider Environmental Quality / 35 sLasYl sl S I Jadl el W 6
amage Sl )l )
7. Real GDP does not indicate the extent of political
e . . ., doy>dl (Se J\M)’dwz:d\ L;Lc\..>)’| ul:ud\ w7
g;(ze:::\ and social justice enjoyed by a nation’s 2l gibolga g & ;& e loind) Al ol
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How do people spend their time? By

Averages of minutes per day from time-use diaries for peaple between 15 and 64.

: Other unpaid work . Personal care — Eating & drinking
EdUCatIQIT Care v.-ork_‘voiun!eering S ——
In schoo! & study . 7 f Seeing — - Total
- OLS < riends Othe i
Paid work Sleep = et e miends | Other leisure

228 mins
172 mins
258 mins
292 mins
253 mins
278 mins

China
Mexico
South Korea
Austria

India
Canada
Portugal
USA

New Zealand
UK

Ireland
Poland
Germany
Netherlands
Turkey

i ! ns

241 mins
292 mins
301 mins
305 mins
312 mins
286 mins

331 mins

316 mins

2848 mins

Norway 369 mins
Denmark 328 mins
Finland 331 mins
Belgium 339 mins
Greece 341 mins
Spain - Z 316 mins
France RTINS 5 33 : 107 14 55 I 293 mins

323 mins

Italy

Data source: OECD Time Use Database, Gender Data Portal. For most countries surveys were canducted betwesn 2009 and 2016, but surveys for some countries are older

OurWorldinData.org - Research and data to make progress against the world's largest problems Licensed under CC-BY by the author Esteban Ortiz-Ospina
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2) International Comparisons &b)las

ki gl objlas (2
 When Real GDP is used to compare / Fiod! Jlo Yl owadl w1 plustinl o Losis
economic welfare in one country with / Ll osTub e db @ “-’-3‘44*-93" dald,ll d5)lie]
that in another, there are two special :ObolS- Ol

problems arise:

o W (Lol oYl ool @UI bgod o
1.  Real GDP of one country must be ool U1 (3 Lodsuiunedl Aoadl Olig i J
converted into the same currency f’“’“’“" e Jubﬁ ;> uld uw’d‘ JL°>3"

units as the real GDP of the other Bpall yauw
country, so an exchange rate must be - - Eloaslly ! oedn) Hlaaed)l o ‘5‘ il coo o

used. Ol _)la.w\ USJ_g ¢lgiylae (°'° 6‘” U\ALJ\ Lg
Lﬁ)[&w\y}&\;&\g\&\uﬁu\sud\béw

2. The same prices should be used to
eS| 3

value the goods and services in the
countries being compared, but

prices of particular products in one
country may be much less or much
\ more than in the other country )
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Suppose that nominal GDP is $21,000 in 2002, the 1998 GDP deflator is 100, and the 2002
deflator is 105. The approximate real GDP in 2002 is

A) $20,000.
B) $21,000. GDP Defl |
C) $19,04s. eflator_ _Nominal GDP _ ..,
’ Formula Real GDP
D) $22,050. Sa .
105 = 21000 < 400 :
Real GDP . P BN’
P
1.05 = 21000 ‘
Real GDP
Real GDP = 20000 THINK
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Which of the following is NOT included in real GDP?

A) Production of services, such as the services of
doctors.

B) Production of goods that last more than one year,
such as television sets.

C) Production of goods that do not last more than one
year, such as gasoline.

D) Production in the home.

Which of the following is NOT a reason that real GDP
is a poor measure of a nation’s economic welfare?

A) Real GDP omits measures of political freedom.

B) Real GDP does not take into account the value of
people’s leisure time.

C) Real GDP does not include the underground
economy.

\D) Real GDP overvalues household production.

un;.a.z.ll dLo:'}’l ool = Lg Js0y L Lo ‘5|
;bJo)’\ Olods JJ.A (Lol zwl) i

Sald! 85451 Jie i1y ele oo ST 0945 L“SJ‘ ! ) o
Al Jie a9 ple e ST p9ds Y ! i zl)) =
_djus." L“g CUA)") S

‘Muwmw@wmﬂwwyuuwg
Tdod LolaidYI dald, W luas qu.u
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Real GDP is measured in prices while nominal GDP is measured in
prices.
A foreign; domestic
B. current vear; base year
C. domestic; foreign
D. base vear: current vear
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