Unit 2 – Measuring the Performance of the Economy



Gross Domestic Product (GDP)

"Gross domestic product is the total market value of all final goods and services produced within the borders of a country in one year."

Final goods and services are newly produced goods that have reached their final consumer; that is, they will not be resold to anyone else.
Final versus Intermediate Goods 
Final Goods and Services
Manicures
Bread
Cruise missile
New factory
Dresses
Increase in automobile inventory
Intermediate Goods 
Window glass in new automobiles
Lumber in a new house
Screws used in a cruise missile
Flour for making bread
Cloth for making dresses
The first list provides examples of goods and services that have reached their final buyer during the year. Answer the following questions.
1. Who buys haircuts, bread, and dresses?
2. Who buys cruise missiles? 
3. Who buys a new factory or builds up an inventory of unsold products, such as automobiles?
Answer the following questions based on the second list
4. What does the word "intermediate" mean?
5. Why might window glass used in producing automobiles be called an "intermediate" good?
6. Explain why the other products are intermediate goods.
GDP consists of four parts - consumer goods and services, government purchases of goods and services, investment goods, and exports and imports.
C
= family (household) spending on consumer goods and services 

G
= government purchases of goods and services 

I
= spending by firms and households on new capital such as factories, tools, inventory increases or decreases, and new houses 

NX
= exports are added to GDP and imports are subtracted.

Determine the GDP component (C, G, or I) for each box.
	Compact Discs

8,000 dollars
	Family Minivan

50,000 dollars
	Bread

5,000 dollars

	Factory

24,000 dollars
	Manicures

2,000 dollars
	Concerts

1,000 dollars

	Cruise Missile

10,000 dollars
	New Roads

10,000 dollars
	Increase in toy inventory

1,000 dollars

	Butter

1,000 dollars
	Books

5,000 dollars
	Visits to Doctor's Office

20,000 dollars

	Candy Bars

5,000 dollars
	Apples

3,000 dollars
	Police Protection

5,000 dollars


Calculate GDP and then calculate each component's percentage share of total GDP.
C = $

I = $

G = $

GDP = $

Determine the GDP component (C, G, or I) for each box.
	Compact Discs

2,500 dollars
	Bread

2,000 dollars
	Manicures

3,000 dollars

	Concerts

1,000 dollars
	Visits to Doctor's Office

17,000 dollars
	Candy Bars

10,000 dollars

	Butter

2,000 dollars
	New Roads

7,500 dollars
	Cruise missile

5,000 dollars

	Police Protection

5,000 dollars
	Education

5,000 dollars
	National Parks

2,500 dollars

	State Courts

5,000 dollars
	Construction Equipment

7,000 dollars
	Increase in toy inventory

500 dollars


Calculate GDP and then calculate each component's percentage share of total GDP.
C = $

I = $

G = $

GDP = $

Listed below are all items consumed in the country of Pasadena and the total spending on each item. In the space next to each item, classify the item as consumer goods and services (C), government purchases of goods and services (G), or investment goods (I).

	
	GDP ITEM
	MARKET VALUE

	_____
	public library expansion
	2,500 dollars

	_____
	canned fruits and vegetables
	19,300 dollars

	_____
	frozen meats and fish
	15,700 dollars

	_____
	dresses and suits
	23,600 dollars

	_____
	park maintenance
	8,200 dollars

	_____
	video rentals
	5,200 dollars

	_____
	laundry services
	4,100 dollars

	_____
	new fruit and vegetable warehouses
	8,900 dollars

	_____
	new meat and fish freezing machines
	3,200 dollars

	_____
	new roads and bridges and schools
	12,100 dollars

	_____
	books
	9,600 dollars

	_____
	construction equipment
	2,400 dollars

	_____
	police and fire protection
	2,500 dollars

	_____
	new housing
	1,800 dollars

	_____
	furniture
	1,900 dollars


Calculate GDP and then calculate each component's percentage share of total GDP.
C = $

I = $

G = $

GDP = $

