
Many of life’s failures are people who did not 

realize how close they were to success when 

they gave up. 

Thomas Edison 





National-income accounting is the 

system used to measure the aggregate 

income and aggregate expenditures for 

a nation. 





Simon Kuznets explained the first 

national accounting system. He is 

called the father of the GDP. 





The GDP is the most widely reported 

measure of a nation’s economic 

performance. 





The GDP measures the market value of 

all final goods and services produced in 

a nation – no matter by whom – during 

a period of time, usually a year. 





The GNP is the market value of all final 

goods and services produced by a 

nation’s residents, no matter where 

they are located. 





An advantage of using the GDP is that 

it measures values using dollars, rather 

than a list of the number of goods and 

services.  

GDP is a quantitative, rather than 

qualitative, measure of the output of 

goods and services. 

By using a quantitative measure, 

currency, one GDP can be compared to 

another. 
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No, the current GDP does not include 

the sale of a used car or the sale of a 

home constructed in the past. 





Intermediate goods and services are 

goods and services used as inputs for 

the production of final goods. 

A car engine, for example, is an 

intermediate good used as an input for 

the production of a final good – a car. 





No, to avoid double counting, the GDP 

only measures final goods and 

services. 





Final goods and services are finished 

goods and services that are produced 

for the ultimate user / consumer. 





Nonproductive financial transactions 

are those transactions that have no 

impact on the economy so the GDP 

does not measure them. 

This includes transactions such as 

purely private or public financial 

transactions like giving gifts, stocks, 

bonds or transfer payments. 





A transfer payment is a government 

payment to individuals that is not in 

exchange for currently produced goods 

or services ... unemployment 

compensation, for example. 





Yes, the GDP measures the whole 

economy, including markets for 

products, resources, consumers, 

workers and businesses. 





A flow is a rate of change in a quantity 

during a given time period. 





A stock is a quantity measured at one 

point in time. 



The basis of distinction between a flow and a stock is 

measurability at a point of time or period of time. 

A flow is a quantity which is measured with reference to a 

period of time – hours, days, weeks, months or years. 

National income is a flow. It describes and measures the 

flow of goods and services which become available to a 

country during a year. 

Other examples of flows are: expenditure, savings, 

depreciation, interest, exports, imports, change in 

inventories (not mere inventories), change in money 

supply, lending, borrowing, rent, profit, etc. because their 

size is measured over a period of time. 



A stock is a quantity which is measured at a particular point 

of time – 4 pm on Monday, March 1st. 

Capital is a stock variable. On a particular date a company 

owns and commands a stock of machines, buildings, 

accessories, raw materials, etc. It is a stock of capital. Like 

a balance-sheet, a stock has a reference to a particular 

date.  

A flow shows change during a period of time whereas a 

stock indicates the quantity of a variable at a point of time. 

Wealth is a stock since it can be measured at a point of 

time but income is a flow because it can be measured over 

a period of time. 

Examples of stocks are: wealth, foreign debts, loan, 

inventories (not change in inventories), opening stock, 

money supply (amount of money), population, etc. 





The circular flow model is a model that 

shows how all the pieces of the 

economy fit together. 
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Sectors shown in a more complex 

circular flow model include: 

 financial markets 

 government 

 foreign markets 







Leakages are the non-consumption 

uses of income, including saving, 

taxes and imports. Leakages 

present in a more complex model 

include: 

 household saving 

 household taxes paid 

 income spent on imports 





Injections are the non-consumption 

expenditures on production. 

Injections present in a more 

complex model include: 

 business spending 

 government spending 

 foreign spending 





The economy is tending toward a point 

where the dollar value of leakages 

equals the dollar value of injections. 





We measure the GDP by 

expenditure or income. 

The expenditure approach 

measures GDP by adding all 

spending for final goods and 

services. 

The income approach measures 

GDP by adding all income. 





The four expenditure sectors of the 

GDP are: 

 consumption 

 investment 

 government 

 foreign (X - M) 
 

So that the expenditure approach 

measures the GDP as follows. 

GDP = C + I + G + (X - M) 





The income components of the GDP 

are: 

GDP = Compensation of employees + 

rents + profits + net interest + 

nonincome adjustments 





Nonincome adjustments are capital 

consumption allowances and indirect 

business taxes. 





Income earned from wages, salaries 

and certain supplements paid to labor 

are employee compensation. 





Rental income is rent and royalties 

received by property owners who 

permit others to use their assets. 





Two types of income are: 

 

Proprietors income - all forms of 

income earned by unincorporated 

businesses 

 

Corporate profits - all income earned 

by the stock holders of 

corporations regardless of whether 

the stockholders receive it 





Net interest is interest earned from 

loans to businesses. 





Depreciation is an allowance for the 

capital worn out producing GDP. 





Indirect business taxes are taxes levied 

as a percentage of the prices of goods 

sold and therefore become a part of the 

revenue received by firms. 





The shortcomings of the GDP are 

that it does not include 

 nonmarket transactions 

 distribution, kind and quality of 

products 

 leisure time 

 underground economy 

 economic bads 





Other national accounts that can 

measure economic performance are 

 net national product 

 national income 

 personal income  

 disposable personal income 

 nominal and real GDP 

 the GDP chain price index 





The NDP is the GDP minus the 

depreciation of the capital worn out in 

producing output. 





NI is the total earned by resource 

owners, including wages, rents, interest 

and profits. 





PI is the total income received by 

households that is available for 

consumption, saving and payment of 

personal taxes. 





DI is the amount of income that 

households have available to spend or 

save after payment of personal taxes. 





The nominal GDP is the value of all 

final goods based on the prices existing 

during the time period of production. 





The real GDP is the value of all final 

goods produced during a given time 

period based on the prices existing in a 

selected base year. 

Real GDP = 
nominal GDP x 100 

 GDP chain price index 





The chain price index is a measure that 

compares changes in the prices of all 

final goods during a given period to the 

prices of those goods in a base year. 



THE END 


