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Chapter 6: Gross Domestic Product
Gross Domestic Product (GDP) is defined as total value of all products produced by citizens of a certain country at a given period of time.
Ways of computing GDP are;
a. The expenditure approach calculates GDP by computing the sum of all final goods and services sold in an economy. It is given by the formula Y = C + I + G + (X - M) 
Where Y is the national income, C is consumption, I is investment, G is government spending, X is the gross exports and M is the imports.
b. The income approach computes the national income by summing up all wages, rent, interests and profits in the economy. In general, it measures the total incomes earned by households in a given year.
Income approach
[bookmark: _GoBack]The difference in both ways is that while the expenditure approach measures total sum spent on goods produced the income measures incomes of households that are spent to purchase the goods produced. Both ways give the same answer as one person’s expenditure is another person’s income that is both operating the same economy (Fioramonti, 2013).
Value added of an industry in income approach means the total contribution of private industry or government to the overall GDP. It is also the difference between the tota revenue and the cost of inputs purchased.
Final market value of the flour will be
Value added by the farmer is $0.30 per bag
Value added by the miller = millers selling price – value added by the farmer that is 0.50 – 0.30= $0.20
Value added by the wholesaler = wholesaler’s selling price – millers selling price that is 1.00- 0.50 = $0.50
Value added by the grocer = grocers selling price – wholesalers selling price that is 1.50 -1.00= $0.50
Final market value = total sum of all the above value added
Final market value = 0.30 + 0.20+ 0.50+ 0.50
Final market value = $ 1.50
Expenditure approach
a. GDP Y = C + I + G + (X - M)
Y = 200 + 40 +50 + (30 – 40)
Y = 290 – 10
Y = $280
The GDP is 280 billion
b. Net domestic product is given by the formula
NDP = GPD – Depreciation
NDP = 40- 10
NDP = $30billion
c. Value of net investment
National income = gross investment – depreciation
NI = $40 -$10 
Value of net investment is $30 billion
d. Value of net exports = value of exports – value of imports
NI = $30 - $40 
Value of net export is $-10
Chapter 7: Unemployment
Unemployment is a state whereby people do not have a job but are actively looking for work. Unemployment rate is the ratio of total number of people unemployed to the number of the labor force (Fioramonti, 2013). 
Sources of unemployment
· Structural unemployment is brought about a mismatch between skills of workers as opposed to the required skill for a particular job.
· Seasonal unemployment is caused by changes in seasons of labor demand.
· Frictional unemployment comes up as workers switch jobs.
· Cyclical unemployment is involuntary unemployment brought about a decrease in aggregate labor demand and production.
Measuring unemployment
1. The rate force participation will drop because the workers have left their jobs.
The size of the labor force will drop by the same proportion of 2 million.
The unemployment rate decreases because the percentage drop in the number of unemployed is higher than the percentage drop in the labor force.
2. Measuring unemployment
a. The size of the labor force = percentage of labor participation * population
Therefore, 67% 0f 230 million = 154.1 million
b. Unemployment rate = number of unemployed / labor force expressed as a percentage
Labor force = 230 – 154.1 = 75.9
Not working labor force = 85 – 75.9 = 9.1million
Unemployment rate = (9.1 /154.1) 100% = 5.9%
Therefore, the unemployment rate is 5.9%
Effects of income tax on aggregate demand and aggregate supply
[image: http://cdn.economicsdiscussion.net/wp-content/uploads/2014/12/image115.png]
Figure 1: the effect of Tax cut on aggregate supply (Source: Economicdiscussion.net)
From the above graph the following can be observed;
a. Reduction in tax rate increases aggregate supply shifting the aggregate supply curve from AS to AS1.
b. The aggregate demand increases (AD to AD2) since consumer will have disposable income.
c. The shift in aggregate demand is far greater than the shift in aggregate supply because workers feel motivated to work more as the tax cut acts like an incentive to them.
Consumer Price Index
Consumer price index measures average change of prices of products in the market basket paid for by consumers over a specific period of time.
Value of the market basket for the current year will be given by;
Twinkies 0.95 * 365 = $346.75, 
fuel oil is 1.25 * 500 = $625.00 
cable TV is (15 * 12) = $180.00
Total value of the market basket will be given by ($346.75 + $625.00 + $180.00) = $1,151.75
Consumer price index = (cost of market basket in current year / cost market basket in base year) 100
CPI = (1,151.75 / 1,184.85) 100 which returns CPI = 97.21
The consumer price index has decreased from 100 in the base year to 97.21 in the current year.
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