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Answers to Text Problems of Chapter 6

GDP and the Performance of the National Economy
1. Item


Market Value                                                                         





(Millions of Dollars)

Cars


10,000

Clothing


500

Food


20

Dwelling services

8,000

Attorneys services

20

Medical services

60

GDP

=
$18,600
2. You would have to know changes in the prices as well before you can conclude that real GDP increased.  Aggregate production, income, and job opportunities will have increased if real GDP went up.

3. The value of intermediate products would be counted twice -- first by themselves and then in the value of final products.

4. Value added = $4,000 billion = GDP.

5. Gross private domestic investment = $4,500 billion - $4,000 billion = $500 billion.  
When S-I=X-M or S-I=G-T investment can be negative.

6. Government purchases do not include transfers.  Social Security pensions are examples of transfer payments.

7. $950.

8. Whether or not GDP declines depends on how consumption behaves during the year.  However, because consumption is unlikely to rise markedly, it is likely that real GDP will decline.  Disposable income is the main determinant of consumption and when I, G, and NE declines it is likely that DI will also decline causing consumption to fall as well.  The effect on GDP will also depend on what happens to consumption.  However, because the declines indicated will decrease disposable income, it is likely that real GDP will decline.

9. National saving is $700 billion.  The net inflow of foreign saving must be $200 billion to preserve the identity between gross private domestic investment and total saving in the United States.

10. Net exports are -$500 billion.  An increase in the government budget deficit can add to gross domestic purchases which stimulates imports thereby contributing to a balance of trade deficit.

