	
	
	
	
	 Calculating (Nominal) GDP
	
	
	

	
	To calculate Nominal GDP
	
	
	
	
	

	
	 
	2001
	2002

	
	 
	Quantity
	Price
	Q x P
	Quantity
	Price
	Q x P

	
	Cars
	10
	$2,000 
	 
	12
	$3,000 
	 

	
	Computers
	4
	$1,000 
	 
	6
	$500 
	 

	
	Oranges
	1000
	$1 
	 
	1000
	$1 
	 

	
	 
	Nominal GDP 2001
	 
	Nominal GDP 2002
	 

	
	
	
	
	
	
	
	

	
	Multiply the prices of goods times the quantities produced and sold that year
	
	
	

	
	 
	2001
	2002

	
	 
	Quantity
	Price
	Q x P
	Quantity
	Price
	Q x P

	
	Cars
	10
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	Computers
	4
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	Oranges
	1000
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	Nominal GDP 2001
	 
	Nominal GDP 2002
	 

	
	
	
	
	
	
	
	

	
	Then add up all the market values.
	
	
	
	
	

	
	 
	2001
	2002

	
	 
	Quantity
	Price
	Q x P
	Quantity
	Price
	Q x P

	
	Cars
	10
	$2,000 
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	Computers
	4
	$1,000 
	$4,000 
	6
	$500 
	$3,000 

	
	Oranges
	1000
	$1 
	$1,000 
	1000
	$1 
	$1,000 

	
	 
	Nominal GDP 2001
	$25,000 
	Nominal GDP 2002
	$40,000 

	
	
	
	
	
	
	
	

	
	Nominal GDP Growth in 2002
	60.00%
	
	
	
	

	
	    that is, from 2001 to 2002
	
	
	

	
	
	
	
	

	
	
	
	Very important formula

	
	
	
	
	


Real (constant prices) and Nominal (current prices) GDP
	 
	2001
	2002

	 
	2001 Quantity
	2001 Price
	'01 Q x '01 P
	2002 Quantity
	2002 Price
	'02 Q x '02 P

	Cars
	10
	
$2,000 


	$20,000 
	12
	$3,000 
	$36,000 

	Computers
	4
	$1,000 
	$4,000 
	6
	$500 
	$3,000 

	Oranges
	1000
	$1 
	$1,000 
	1000
	$1 
	$1,000 

	 
	Nominal GDP 2001
	$25,000 
	Nominal GDP 2002
	$40,000 

	
	Nominal GDP Growth in 2002
	60.00%
	
	
	

	To calculate real GDP, allow quantities to change but do not change prices (use the base year's prices)
	

	 
	2001
	2002

	 
	2001 Quantity
	2001 Price
	'01 Q x '01 P
	2002 Quantity
	2001 Price
	'02 Q x '01 P

	Cars
	10
	$2,000 
	$20,000 
	12
	$2,000 
	$24,000 

	Computers
	4
	$1,000 
	$4,000 
	6
	$1,000 
	$6,000 

	Oranges
	1000
	$1 
	$1,000 
	1000
	$1 
	$1,000 

	 
	Real GDP 2001, base 2001
	$25,000 
	Real GDP 2002, base 2001
	$31,000 

	
	Real GDP Growth in 2002
	24.00%
	
	
	

	
	
	
	
	
	
	

	

	
	
	Memorize this formula
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Inflation: Market Baskets, Base Years, and Price Indexes

	
	 
	2001
	2002

	
	 
	2001 Quantity
	2001 Price
	'01 Q x '01 P
	2002 Quantity
	2002 Price
	'02 Q x '02 P

	
	Cars
	10
	
$2,000 


	$20,000 
	12
	$3,000 
	$36,000 

	
	Computers
	4
	$1,000 
	$4,000 
	6
	$500 
	$3,000 

	
	Oranges
	1000
	$1 
	$1,000 
	1000
	$1 
	$1,000 

	
	 
	Nominal GDP 2001
	$25,000 
	Nominal GDP 2002
	$40,000 

	
	
	
	
	
	
	
	

	
	To calculate inflation, allow prices to change but do not change quantities (use the base year's quantities)
	

	
	 
	2001
	2002

	
	 
	2001 Quantity
	2001 Price
	'01 Q x '01 P
	2001 Quantity
	2002 Price
	'01 Q x '02 P

	
	Cars
	10
	$2,000 
	$20,000 
	10
	$3,000 
	$30,000 

	
	Computers
	4
	$1,000 
	$4,000 
	4
	$500 
	$2,000 

	
	Oranges
	1000
	$1 
	$1,000 
	1000
	$1 
	$1,000 

	
	 
	
Market Basket 2001, prices 2001


	$25,000 
	
Market Basket 2001, prices 2002


	$33,000 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


Inflation: Market Baskets, Base Years, and Price Indexes
	
	
	
	
	
	
	
	

	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	Inflation in 2002
	=     32%
	

	
	
	
	
	
	
	
	

	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	Market Basket:  all the things a consumer purchases in a given year, the base year.
	
	
	

	
	
	
	
	
	

	
	
	
	Base Year: the (arbitrarily chosen) reference point for price comparison.
	
	

	
	
	
	
	
	

	
	
	
	
	Price Index: compares the base-year prices of the market basket with the current prices of the same basket.
	

	
	
	
	
	
	


	
	
	
	Exercise
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	'01
	'02
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Price Level
	50
	51
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Expenditure data (in millions)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Consumption Expenditures
	700.00
	759.08
	
	
	
	
	
	
	

	
	Exports
	
	43.75
	43.32563
	
	
	
	
	
	
	

	
	Government Expenditures
	166.25
	163.59
	
	
	
	
	
	
	

	
	Imports
	
	70.00
	73.402
	
	
	
	
	
	
	

	
	Investment Spending
	210.00
	213.045
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Cross-Chapter Exercise:
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Answer these questions using the previous table
	
	
	
	
	
	
	

	
	1.      What is Nominal GDP in Year '01?
	
	
	
	
	
	

	
	2.      What is the Rate of Growth of Nominal GDP between Years '01 and '02?
	
	

	
	3.      What is the rate of inflation between Years '01 and '02?
	
	
	
	

	
	4.      What is the rate of growth of Real GDP between Years '01 and '02?
	
	

	
	5.      Recalculate the rate of growth of Real GDP making ’01 the base year.  
	
	

	
	6.      Explain why your answers to (4) and (5) are the same.
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