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‘Solutions appear at the back of the book.

Check Your Understanding
1. Explain why the three methods of calculating GDP produce the 3. Consider Figure 10.3. Explain why it would be incorrect to
same estimate of GDP. calculate total value added as $30,500, the sum of the sales price

2. Identify each of the scctors to which firms make sales. Whatare ~ °f 2c@r anda car's worth of stecl.
the various ways in which houscholds are linked with other
sectors of the economy?
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Tackle the Test: Multiple-Choice Questions

1. Which of the following is rue? The simple circular-flow diagram 3. Which of the following is included in GDP?

Lincludes only the product markets.
IL includes only the factor markets.
1L is 2 simplified representation of the macrocconomy.

a Tonly

b. Tonly

< Monly

. Tand Il only

e none of the above.

2. GDPisequalto

2 the total value of all goods and services produced in an
economy duringa given period.

b C+I+G+IM.

<. the total value of intermediate goods plus final goods.

d. the total income received by producers of final goods and
services.

e nonc of the above.

\. Which of the following is not included in GDP?

a. changes to inventories.
b. intermediate goods

< usedgoods

d. financial assets (stocks and bonds)
e foreign-produced goods

. capital goods such as machinery
b. imports

<. the value of domestically produced services

d. government purchases of goods and services

e the construction of structures

Which of the following components makes up the largest
percentage of GDP measured by aggregate spending?

. consumer spending.

b. investment spending

<. government purchases of goods and services

d. exports

e imports

Tackle the Test: Free-Response Questions

1. Wil cach of the following transactions be included in GDP for
the United States? Explain why or why not.
2. Coca-Cola builds a new bottling plan in the United States.
b. Dela sells one of ies existing airplanes to Korcan Air.
€. Ms. Moneybags buys an existing share of Disney stock.
d. A California winery produces a bottle of Chardonnay and

sells it to a customer in Montreal, Canada.

An American buys a bottle of French perfume in Tulsa.

£ Abook publisher produces too many copies of 2 new book;
the books don'e sell chis year, so the publisher adds the
surplus books to inventories.

2

Drawa correctly labeled circular-Flow diagram showing th
flows of funds between the markets for goods and services
and the factor markets. Add the government to your diags
and show how money leaks out of the economy to the
‘government and how money is injected back into the
economy by the government.





