Chapter 16 Measurement of Economic Performance (II)

Study Guide

16.1  Nominal GDP and Real GDP

1. Nominal GDP refers to the GDP measured in terms of                       
                .
2. Real GDP refers to the GDP adjusted for price changes. It is also called GDP in 
                                            .
	3. Real GDP = Nominal GDP (
	                                              

	
	                                              

	4. Implicit price deflator of GDP = 
	                          
	 ( 100

	
	                          
	


5. When the percentage increase in nominal GDP is (larger / smaller) than the percentage increase in prices, real GDP increases.
6. When the percentage decrease in real GDP is (larger / smaller) than the percentage increase in prices, nominal GDP decreases.
16.2  Per Capita GDP and Growth Rate of GDP

7. In order to eliminate the effect of changes in the price level, the growth rate of
(real / nominal) GDP is most commonly used to reflect the year-on-year changes in the economic performance of an economy.

8. Refer to the following information about a country.

	
	Nominal GDP 
($ million)
	Real GDP 
($ million)
	Population

(million)

	Year 1
	15,000
	12,000
	10

	Year 2
	18,000
	14,250
	9.5


Calculate the growth rates of nominal GDP and per capita real GDP between year 1 and year 2.

16.3  Gross National Product (GNP)

9. Gross national product (GNP) measures the                     earned by the
               of an economy from engaging in various economic activities during a specific period, irrespective of whether the economic activities are carried out within the economic territory or not.

10. GNP = GDP +                                         
	11. Net factor income 
   from abroad
	=
	                      
                      
                      
	(
	                         


16.4  Uses of National Income Statistics
12. List TWO ways of using national income statistics.

16.5  Limitations of National Income Statistics as a Reflection of Living Standard

13. National income statistics are not perfect indicators of living standard of people because of the following reasons:
(a) Effect of price fluctuation: An increase in nominal GDP can be a result of a rise in                 . (Real GDP / Nominal GDP) is a better measure of the change in real output because it removes the effect of price changes. 
(b) Effect of population size: For the same amount of goods and services produced, the larger the population, the (larger / smaller) the amount of output a person can consume on average.                        is a better measure in reflecting the people’s average living standard.
(c) Leisure time: Although more leisure time (raises / lowers) people’s living standard, the calculation of GDP does not take leisure time into account.

(d) Effect of                              : Per capita real GDP only measures average living standard and does not take income distribution into account.
(e) Effect of composition of output: If consumption expenditure constitutes a larger proportion of GDP, the current living standard will be (higher / lower).
(f) Unreported production activities: The consumption of non-market goods and services would (raise / lower) people’s living standard.
(g)                                   : The undesirable effects of production adversely affect the environment and (raise / lower) people’s living standard.
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