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Lecture Outcomes

Units 1- 10
Outcome 1 — Introduction 6.1 Introduction
01 Introduction to Economic Environment 6.1.1 Microeconomics vs. Macroeconomics
02 Understanding economic graphs 6.1.2 Macroeconomic objectives
Outcome 2 — Price determination 6.2 The Measurement of Production
03 Supply, Demand, Prices 6.2.1. The importance of national accounts
04 Changes in Supply and Demand 6.2.2 GDP
05 Elasticity 6.2.3 Real vs. nominal values

6.2.4 The composition of GDP

me 3 — Macr nomic per iv 6.2.5 Shortcomings of GDP
06 Measuring economic performance

07 Economic indicators 6.3 Summary

Outcome 4 — 3 important sectors
08 The Public Sector

09 The Financial Sector

10 The Foreign Sector
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6.1.1 Microeconomics vs Macroeconomics

The need to measure in numbers

Buy

Factor

Market

Sell

Economics
- scarcity -

Micro - small
Measures P and
Qin individual
markets — to buy
and sell

Macro - big
Measures
Economy as a
whole, made of
individual
markets

Household

Sell

Goods

Market

Buy
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6.1.2 Macroeconomic objectives

The need to measure in numbers

Buy

Factor

Market

Sell

Economics
- scarcity -

|_

1. Full employment

2. Price Stability
3. External
Equilibrium

4. Economic growth
5. Equitable income

Macro-
_ b|g _
Measures

Economy as a
whole, made of
individual markets

Household

Sell

Goods

Market

Buy
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6.2.1 National Accounts

The need to measure in numbers

Buy

Factor

Market

Sell

Macro

1. Full employment
2. Price Stability

3. External
Equilibrium

4. Economic growth
5. Equitable income

4. GDP

5. Gross Natl Income
5. Gross Dom
Expenditure

5. Disposable Income
Gross / Net capital
formation

Household

Sell

Goods

Market

Buy
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6.2.2 Gross Domestic Product

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy

Factor

Market

Sell

|
Macro |

1. Full employment
2. Price Stability

3. External
Equilibrium

4. Economic growth
5. Equitable income

Count up all the
goods and
services produced
in the period X
their market
prices and sum
them up

Household

Sell

Goods

Market

Buy
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6.2.2.1 Avoiding Double Counting

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy

Factor

Market

Sell

Macro I

Gop |

1. Full employment
2. Price Stability

3. External
Equilibrium

4. Economic growth
5. Equitable income

NOT COUNT

1. good or service
bought for

| | reselling or

processing

2. Re-used or re-
sold old products
3. Stock market

Household

Sell

Intermediate
Goods

Goods

Market

Final goods

Buy
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6.2.2.1 Avoiding Double Counting

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy Sell
GDP Intermediate
p | Goods
1 Farmer 10 000 Any commodity or
2 Miller 12500 service bought for
Factor : Goods
3 Baker 18 000 [ |resellingor
Market 4 Shop 21000 processing is an Market
Total 61500 intermediate and is
not counted in GDP :
Final goods
Sell Household Buy
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6.2.2.2 3 ways to count GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy

Factor

Market

Sell

Macro I

Gbp |

Sell

1 Farmer 10 000
2 Miller 12 500
3 Baker 18 000
4 Shop 21000

Final 21500
Expenditure Method

Counting value of
goods and
services at final
stage ie when
sold to consumer

Household

Goods

Market

Final goods

Buy
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6.2.2.2 3 ways to count GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy Sell
GDP Intermediate
4 | Goods
1 Farmer 10 000 Counting value
Factor 2 Miller 2500 added to goods Goods
3 Baker 5500 and services at
Market 4 Shop 3000 each stage Market
Total 21500
Production Method :
Final goods
Sell Household Buy
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6.2.2.2 3 ways to count GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy

Factor

Market

Sell

Macro
GDP
1 Wages 12 000 Counting
2 Interes 3 500 payments to
3 Rent 2 500 factors of
4 Profit 3500 production
Total 21500 across all stages
Income Method

Household

Sell

Intermediate
Goods

Goods

Market

Final goods

Buy
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6.2.2.2 3 ways to count GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Factor

Market

Buy

‘ Macro I_
GDPP=E =1

1 Farmer 10 000
2 Miller 2500
3 Baker 5500
4 Shop 3 000

Total 21500

1 Farmer 10 000
2 Miller 12 500
3 Baker 18 000
4 Shop 21000

Final 21500

Production Method | Expenditure Method

1 Wages
2 Interest
3 Rent

4 Profit

12 000

3 500

2 500
3 500

Total

21 500

Income Method

Household

Sell

Goods

Market

Buy
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6.2.3 Real vs Nominal GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Buy

Factor

Market

Sell

2013 — 2010

2010

x 100

Sell

2010 2011 2012 2013

1Apple 1 1.1 1.2
1 Bottle 5 52 53
1Cloth 1 1.1 1.3

1Duster 3 3 3.1
Total 10 10.4 10.9

1.3
5.5
1.3
3.2
11.3

2010 Base Yr

30%
10%
30%
6.6%
11.3%

Goods

Market

Household

Buy
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6.2.4.1 Composition of Nominal GDP

Total value of all final goods and services produced within the boundaries of a country during a certain period

Telay Tradehotels 06 2 18 19 4 B6 44 45

Tans&Comm 6 04 23 28 09 29 22 26
Finance 21 44 0B 2 4 37 18 28

Govemment db 5 11 2 2 ] 28 38
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6.2.4.2 Components of Total Expenditure

Y=C+I1+ G+ (X-M)Total Expenditure is a reflection of demand in the economy

Buy

Factor

Market

Sell

Macro
GDE

+ C (household final consumption)
+ | (Gross capital formation)

+ G (Government final consumption) Goods
= GDE

+ X (exports of goods and services) Market
- Z (imports of goods and services)

= Expenditure on GDP 4}

Government

Household
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6.2.4.2 Components of Total Expenditure

Y=C+I1+ G+ (X-M)Total Expenditure is a reflection of demand in the economy

C (consumption)

normally the largest GDP component in the economy

private (household final consumption expenditure) in the economy
Durable goods, non-durable goods, and services.

e.g. food, rent, jewelry, gasoline, and medical expenses

Not include purchase of new housing

| (investment)

business investment in equipment

not include exchanges of existing assets

e.g. construction of a new mine, purchase of software, or purchase of machinery and
equipment households (not government) purchases on new houses

(buying financial products is classed as 'saving', as opposed to investment)

G (government spending)

sum of government expenditures on final goods and services

e.g. salaries of public servants, purchases of weapons, any investment expenditure
not include any transfer payments, such as social security or unemployment benefits.

X (sross exports)
M gross (imports)
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6.2.4.2 Components of Total Expenditure

Total Expenditure is a reflection of demand in the economy

Buy

Factor

Market

Sell

GDP=C+I1+G+X-M
GDP=GDE+X-M

If GDP > GDE, X—M>0,X>M
ie trade surplus
if GDP<GDE,Y>M>0, X< M,
ie trade deficit

Household

Sell

Goods

Market

Buy
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6.2.5 Problems with GDP

Total Expenditure is a reflection of demand in the economy

Buy Sell

Incomplete and inaccurate

Not count off-market goods / services

Not count unrecorded activities (informal sector)
Factor Counts waste and corruption as activity Goods
Market Not count externalities Market
Not recognise sustainability
Not count quality

Sell Household Buy
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Lecture Outcomes

Units 1- 10

Outcome 1 — Introduction
01 Introduction to Economic Environment
02 Understanding economic graphs

Outcome 2 — Price determination
03 Supply, Demand, Prices

04 Changes in Supply and Demand
05 Elasticity

me 3 — Macr nomi r iv
06 Measuring economic performance

07 Economic indicators

Outcome 4 — 3 important sectors
08 The Public Sector

09 The Financial Sector

10 The Foreign Sector

6.1 Introduction

6.1.1 Microeconomics vs.
Macroeconomics

6.1.2 Macroeconomic objectives

6.2 The Measurement of Production
6.2.1. The importance of national accounts
6.2.2 GDP

6.2.3 Real vs. nominal values

6.2.4 The composition of GDP

6.2.5 Shortcomings of GDP

6.3 Summary
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