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Table 2 Real and Nominal GDP

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



Table 2 Real and Nominal GDP

Year

Calculating Nominal GDP

2001
2002
2003

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

Copyright©2004 South-Western



Table 2 Real and Nominal GDP

Year

Calculating Real GDP (base year 2001)

2001
2002
2003

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

Copyright©2004 South-Western
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The Circular Flow Diagram

* Five key points coordinate the
circular flow of income.

1. The resource market coordinates
demand for factors of production
between businesses and households.

2. The goods & services market
coordinates the demand for output
between businesses and
households.

3. The income and expenditure of
government

3. The loanable funds market
directs household and foreign
Investments to business and
government borrowers .

4. The foreign exchange market
coordinates demand for currencies
for export/import transactions

services
market

Loanable
funds
market

Mo

Goods and

Resource
market

¥

Foreign
exchange
market

<< Exports
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THE COMPONENTS OF GDP
<

e GDP (Y) is the sum of the following:
— Consumption (C)
- Investment (/)
- Government Purchases (G)
- Export (X)
— Import (M)
Y=C+ 1|+ G+ (X-M)



THE COMPONENTS OF GDP
<

e Consumption (C)

- The spending by households on goods and
services, with the exception of purchases of new
housing.

e /nvestment (1)

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

LSJLLA—\&‘ J)A‘ PR K ‘j_n.uL.h.uLS 0 )92 uv& Lot ' PL



THE COMPONENTS OF GDP
<

e Government Purchases (G).

- The spending on goods and services by local,
state, and federal governments.

- Does notinclude transfer payments because they
are not made in exchange for currently produced
goods or services.

o Net Exports (NX):
— EXports minus imports.



GDP and Its Components

Total
(in billions Per Person
of dollars) (in dollars) Percent of Total
Gross domestic product, Y $10,082 $35,375 100%
Consumption, C 6,987 24,516 69
Investment, / 1,586 5,565 16
Government purchases, G 1,858 6,519 18

Net exports, NX —349 —1,225 —3



daf A b a5 68 Gy

Ml oS g oY pana Al g Al 8 0 AS Wl Jal e el @
C) s Gl e pallAl ad o Ao gy (g g (4
o i coddi cably 3 Lag 3 Al 5 codd alag) el jd £ gana ¢l
dald g dgew co ) co gy q sl g Jja Jald — 2l gl Jal e
2 (NI) e el Gl dg —  ola LS g Colllo ks g0
g pa 4l 8 B




daf pa b a3 88 Glig
.

5 A8 9 e Ol Ay LERN p AdS Jald fdeds g e
s ?19".‘ JQ&A BL &QJLAJMSJ‘MQ o alall L§~3§'

Gl ldia () )3 Adba e () AS Al g ) Agla e agew o O
ZRAR

Oladala g | C):\-CLLA Aiila eUJQ d‘}“ GiladA Al ,'AJIQ/ 0
2 S )8 ool 394 Jgeana dly g )3 4S

S clhd g cladd cul La S agw fdpw




e ol (slgia gaaa

Alaa sl 9 el Al U -
SNL s slgillad 4 dx g ade Y
) dal®) 4y da g s LY

bl slgilu U ¥



