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PART THREE; MACROECONOMICS

32, GNP

Probably the most frequently used abbreviation
in macroeconomics is! GNP, % stands or gross
national product, the markethivalue of all currently%ML Wﬁ’

produced goods and services sold, but not resold,

on the market during a particular time interval,
GNP includes consumer purchases of food,clothing,.
gasoline, new cars, and hair cuts and other services;
includes purchases of machinery and equipment by
business firms; includes residential structures bought
by households and firms as well as mnon-residential
structures(shopping centers,factories, office buildings,
warehouses); and also includes purchases of goods
and services by governments as well as the excess of
exports over imports, GNP is computed by a process
of adding up all the different types of current produc-
tion, When we add up the actual amount of produc-
tion, we call this nominal GNP3, The word nominal
means the actual amount purchased at current prices,
Nominal amounts are not very useful for economic
analysis because they can increase either when people-

buy more physical goods and services* or when prices.
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rise, The following is a table of items inclu ded in
and excluded from GNP,

Type of expenditure

Included spending, Examples
in GNP ¢ billions

A _Final goods snd

services®

yes

1, Consumer expenditures yes

a, Durable goods®

b, Nondurable goods

c, Services

Private investment

a, Change in business
inventories

b, Producers?’durable
equipment

¢, Structures

(1) Nonresidential

(2) Residential
d, Foreign (exports

minus imports)

yves
yes
ves

yes

ves

ves

yes

yes

yas

yes

Government purchases yes

of goods and services

a, Inermediate

- b, Cousumption

¢, Investment

B,Covernment interest

and transfer payments?

2

yes

yes .

No -

2368,5

1509,8
2128
597,0
700,0
3827

18,4

.

163,6

204,2

92.3

111,9

—3.5

476,1

293.6°

Autos, TV sets
Food, clothes, shoes

Haircuts, airline trips

Computers, tractors

Factories, office
buildings, shopping
centers

Houses, condominiums
Export. tractors

Imports, coffee

Fire fighters, police

officers

~City parks, street

cleaners
Airports, university

dormitories, hospitals

Social security, wel-



fare, unemployment

benefits
T _Private inter-mediate
goods No Wheat, iron ore
D Private purchases of No purchases of used
used goods? houses, used cars
E_Nonmarket activites
1, Value of leisure time No Watching television,

playing tennis

2, Services from existing Value of use of auto,
consumer durables No dishwasher
3, Costs of Polution No Costs of smog, water
Pollution
4, Ilegal activities No Farnings from theft,
rackets

A real magnitude is the value expressed in the
price of an arbitrarily chosen 4base year!®,” Any
“real” concept measured in .the prices of a single
base year is adjusted for the effects of year-to-year
changes in prices, Real GNP! is sometimes called
real “output” or 4production”

A special name is given to the ratio of nominal
to real GNP (the value of gross national product in
constant prices); it is called the impliei+-CNP defla-
tgr/”, The word inflation means a steady rise in the
GNP deflator that is shared by most products, To
calculate the inflation rate we simply compute the
percentage rate of change of the GNP deflator, For
instance, the GNP deflator was 1,00 in 1983 and 1,058
in 1986, and its percentage chage between 1983 and
1986 is;
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1.058-1,00 _ 0,058 or 5,8 percent,

1,00
Notes
1. macroeconomics—— 32 M 2 Bk

The word “Macro” comes from a Greek word
meaning “large”, Just as a “macrocosm” is the
universe itself,macroeconomics is the study of the
major economic “totals” or “aggregates”, Among
these crucial economic aggregates that determine
the well-being in the capitalist world are total
wealth, money, income, unemployment, inflation
and the value of a currecy when we exchange it
for other currencies abroad,

In studying macroeconomics, we do not ask
about the income of Smith or Jones, but about
the total national income of a country, We do
not ask whether Tom or Jones is unemployed, nor
do we inquire into their indiv_igual circumstances,
Instead, we want to learn why the total number
of the unemployment in a country is so large,
why that number is higher now than in earlier
decades, and how some countries manage to have
a smaller number of unemployed in relation to.
their population, We do not concern ourselves.
with the prices of individual products such as
wheat or gold but yather with the rate at which

the average price level of all goods is increasing,

* 4 .0
.
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2 ., market value

'3 , nominal GNP

-4 , buy more physical goods and services MET
EEXHH MRS

5 . final goods and services—#%|% 7 FIR % 3 H

6 . durable goods——ffH & '

7. government transfer payment——BRF K

8 . intermediate -goods iiéﬁltpp, o ] g

9 ., used goods 1548 '

10, base year FA4E, FLME4E

11, real GNP EhRERA BE

12, implicit GNP deflator HEEFSEHBRERY

deflator

MM AEHEFENRY

33. The Circular Flow of Income and

Expenditure
rbk

Let us assume that an economy consists of only
‘households and business firms, that households spend
their entire income, saving nothing, and that there

is no government, On the one hand, the firms sell

goods services (product) to the households for

instance, bread and bus rides’ represented in the
following figure by the line labeled “product”, The
bread and bus rides are not a gift, but are paid for by
a flow of money called “consumer é:?;) Ed'ltures ” On
the other hand, households must work to earn the
income to pay for the consumptior goods, They work

for the firms, selling their labour and skills called



“labour services”, Household members are willing to
work omly if they receive a flow.of money, , usually
called “wages”, from the firms for each hour of work,
Suppose there is no explog__artion and wages are the
main component of income; Since households are
assumed to consume all of their income, and since
firms are assumed to pay out all of their sales in the
form of income to households, it follows that income
equals consumption expenditures, By the same token?,
the labour services provided in return for income are
equal to the goods and services sold by the firms to
households, in return for the money flow of consumer
expenditures, income =labour services=consumption

expenditure = product,

Income
e e T 1
i I
— 1 !

l—Housch olds :

| |

i [}

! Business firms

[}

) Product T

e e e e - o o s a l

Consumer expenditures

Flow of goods and services
Flow of money

B’ o7

If we add to the above figure the facors of govern-
‘ment, capital market, taxes, transfe®” payments and

savings,we get the following-figure, showing the flow

* § o
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of money, -

Income
zf |
Transfer paymefits (F)
I Housdholds LI ——— -
- Taxes (R)

Capital market

=

Ptivate - - . e ;
savings L | Government ; :
08 Government ¢
detiicic
Private L |Business finns
investment| Government purchases of goods [

and services (G)

Consumption expenditure (C)

& 8

From the above figure, we can see that there are three
types of expenditurge %1711 final ‘-prbduct; consumption
(C);private investment,(I);and government purchases
of goods and services(G), In ad&ﬁou, we have also
net export (NEP), Thus, E(total expenditﬁre on final
product) =C+ I+ G+ NEP, Q(real income or real GNP)
= C + S(real saving) + R(real government tax revenue)
— F(real government transfer pg_&n;e Lt N;EP Saving
consists of real undjs nbute corporat ofits®, real
capital consumpti YI? lowances‘ and real pe id\al

saving, Taxes consist of real indirect husmess taxes‘

real corporate profits taxes,real personal tax payments
and real corporate contributions for social insurance,
The following figure shows the flows of spending,

income, taxes, and their relations®,
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Expenditures (E) ® Business {irms

Income created (GNP) (Q)

Net national product (NNP) ® National income (QN)
Personal income created from production ‘
Personal income Households

Personal disposable income (Q)

Personal interest payments @ Personal saving
Capital market @ Personal consumption expenditures
Gross domestic and foreign investment

Government transfer and interest payments

Personal taxes @ Government

Government surplus

! 990000000000
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Government purchases of goods and services
Capital consumption allowances
Indirect business taxes

Corporate and social security tazes

Notes
bus ride RAILKE
by the same token HTREEHR
real undistributed corporate profits ATFRSE
7 3K o5 U
capital consumption allowance——(H R A G5

W) FHIRER, PriHS, FA WML, B capital

allowance,

If a country fails to make good its capital
depreciation, that is, if its output of new capital
is insufficient to replace worn-out or out-of-date
capital, then its total stock of capital will decline
and it will be said to be consuming capital,
Clearly, a country cannot permit capital consump-
tion to continue for very long, In a modern
state it is most likely to happen in time of war
when for a short time a country’s efforts may
be concentrated on the production of goods to
assist the prosecution of the war, the country
gambling on winning the war before the consump--
tion of capital reduces production,

Rl 8 i Bt

taxes on business levied as a cost of operation,

indirect business taxes

Examples:Sales, excise, and property tax, Indi-

e 9 »




