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Question:

From our readings you’ll remember that the Gross Domestic Product (GDP) is made up of four elements:

(C) personal consumption 


+  

(I) gross private domestic investment 


+ 

(X-IM) net exports [which is exports (X) minus imports (IM)] 


+ 

(G)  government expenditures and gross investment.

The Bureau of Economic Analysis (BEA) collects and reports these statistics for the United States.  The BEA, on their web site, breaks down these four elements of GDP into several sub-components:

Personal consumption (C)


Goods



Durable Goods



Nondurable Goods


Services

Gross private domestic investment (I)

Fixed investment



Nonresidential




Structures




Equipment and software



Residential


Change in private inventories

Net exports of goods and services (X-IM)

Exports (X)


Goods



Services


Imports (IM)


Goods



Services

Government consumptions expenditures and gross investment (G)

Federal



National defense



Nondefense


State and local

1.  Download the Gross Domestic Product table from the Bureau of Economic Analysis’ (BEA) site and paste it into your answer. (5 points)
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2.  Define each of the sub components of GDP and discuss their importance.  (20 points).  

Please find below the definition plus the importance of the subcomponents of GDP for the economy.

01 - Personal consumption - is the measurement of goods and services that are targeted toward people as well as being consumed by people.

This is important because the consumption of products by consumers is what drives markets.  Without consumption, economies would crash.  And, the measurement of this “consumption” is important because it allows economists to give more sound advice on maintaining a successful economy.

02 – Goods
are defined as products that are being bought for consumption by the average consumer (I am the average consumer).  These goods are physical in nature, which means they are tangible products like cars, refrigerators, laptops, etc.

3 - Durable Goods 
are economic indicators that is released monthly by the BoC (or Bureau of Census ) that manifest new orders placed with domestic manufacturers for the delivery of factory hard goods (also known as durable goods) in the near future.  Examples are like appliances, cars, computers, and cars.

Investors can use this information to make better, well-informed decisions when recognizing trends in our economy.   If we look at the chart from above, you will notice that the durable goods were 11% of the total of personal consumption expenditures in 2012.

4 - Nondurable Goods

are economic indicators that is released monthly by the BoC (or Bureau of Census ) that manifest new orders placed with domestic manufacturers for the delivery of factory hard goods (also known as durable goods) in the near future.  Examples are like our food, clothing, fuel, and medicine. 

Once again, knowing this information can allow investors to make better, well-informed decisions when recognizing trends in our economy.  If we look at the chart from above, you will notice that the nondurable goods were 23% of the total of personal consumption expenditures in 2012.


5 - Services

are the activities and events that give direction pleasure and satisfaction to the wants and needs of the consumer.  Examples are like going to a football game or baseball game, or going out to watch a movie at the theater.

Once being able to report on the available and lack of services, this allows investors and economists to make well-informed decisions when recognizing the trends in our economy.  If we look at the chart from above, you will notice that the services goods were 66% of the total of personal consumption expenditures in 2012; the largest notable amount.

6 - Gross private domestic investment (I)

is the monetary value of all the finished goods and services created by a country during a specific time (usually yearly).  GDP includes all the private and public consumption, government outlays, investments and exports, minus the imports during that specified time period.  Investopedia defines GDP as 

GDP = C + G + I + NX

where:

"C" is equal to all private consumption, or consumer spending, in a nation's economy
"G" is the sum of government spending
"I" is the sum of all the country's businesses spending on capital
"NX" is the nation's total net exports, calculated as total exports minus total imports. (NX = Exports - Imports) 

GDP is one of the most important metrics because it is used to define the overall health of a country.  Low GDP means a country isn’t doing well, whereas high GDP means a country’s economy is booming.

7 - Fixed investment
are the funds that get invested into enterprises for the strict purpose of advancing the goals of business.  Some sources of investment can include banks, venture capital an angel investors, and equity investors.

This is another important metric that should be recorded.  Without investments, without investors taking risks, our economy would not be as successful as it is.  A quote comes to mind, “Nothing ventured, nothing gained.”

8 – Nonresidential
are buildings like or property like hotels, parks, offices. 
It is important to define the differences between residential and nonresidential for the sake of taxes, and defining commercial zones for public services for economic reporting.

9 - Structures

are models with parameters that are static rather than dynamic.

This is important to know that the properties of structure have fixed parameters to better gauge economic growth and market trends. 

10) Equipment and software

are expenditures that are done in technology; an example would be that computers, smart cell phones, directly affect the GPD.

This is an important variable that needs to be considered because of its impact on our Gross Domestic Product.

11 - Residential

This metric is a common form of measurement, which includes properties used as the primary residence.  Banks and lenders play an important role here because of the mere fact that most homes are mortgaged, which means they have gone through a bank or lender.  

This is an important metric because of the regulated lending levels; this requires many countries to move into the range of 70%-90% of the total purchase price. And, this is important because many see a successful housing market as an extremely important asset to the overall economic market.
12 - Change in private inventories

are the increases and decreases in stocks of inputs like final goods, intermediate goods, and raw materials.  This is one of a two part category, where the other one is fixed investment; both are part the domestic investment included in the National Income and Product Accounts, which is maintained by the Bureau of Economic Analysis 

13 - Net exports of goods and services (X-IM)

are goods and services that can be either positive or negative. They can be positive when exports are greater than imports and they can be negative the exports are less than the imports.  If you look at the chart, you will notice the net exports of goods and services have been negative; -604.2.

14 - Exports 

is shipping our products and services outside our country. 

15 - Imports (IM)

are products that are produced outside our country and then brought to our country for consumption.
16 - Government consumptions expenditures and gross investment.
is a the government’s  metric for their consumption expenditures and gross investment purchases. Because the government has its own sector within our economy, separate metrics are needed to better gauge and understand market trends.  The government usually has extremely 

17 - Federal

are the expenditures that are relative to our national government.

18 - National defense

is everything that is carried out under the umbrella of national security.  An example would be protection from terrorists.   Most people think of just military defense when they think of national defense; however there are items of interests like Medicare and social security that also fall under national defense.

19 - Nondefense 
are expenditures that used outside of that of the military.

20 – State and Local
are expenditures that done by the state and counties of local government.

3. Copy and paste the following table into your paper and In the table, list the last five things, or services, that you purchased.  Based on the definitions from 2. above, place an X in the cell for which category they fit into (if they were made in another country, then they are imported 
goods).  (5 points)





	
	
	
	Personal consumption
	
	
	
	im
	

	
	
	
	Goods
	
	Gross private domestic investment
	
	Ports
	

	
	Item purchased
	Durable Goods
	Non-durable Goods
	Services
	Residential
	Goods
	|

|
	Services

	1
	Laptop
	X
	
	
	
	X
	|
	

	2
	Dry cleaning
	
	
	X
	
	
	|
	

	3
	Oil Change
	
	
	X
	
	
	|
	

	4
	Fast Food
	
	X
	
	
	
	|
	

	5
	Stanley Steamers
	
	
	X
	
	
	|
	






















                                                                   References

Krugman, P., Wells, R. (2009).  Macroeconomics. New York, N.Y.: Worth Publishers.
Investopedia. (n.d.).   Personal Consumption.  Retrieved on 7/16/2012 from
http://www.investopedia.com/terms/p/pce.asp#axzz20qOy5UKY

Investopedia. (n.d.).  Goods.  Retrieved on 7/16/2012 from
http://www.investopedia.com/terms/c/consumer-goods.asp

Investopedia. (n.d.).  Durable Goods.  Retrieved 7/16/2012 from
http://www.investopedia.com/terms/d/durable-goods-orders.asp#axzz20qOy5UKY

Investopedia. (n.d.).  Gross Domestic Product – GDP.  Retrieved on 7/16/2012 from
http://www.investopedia.com/terms/g/gdp.asp#axzz20qOy5UKY

Investopedia. (n.d.).  Capital Investments.  Retrieved 7/16/2012 from
http://www.investopedia.com/terms/c/capital-investment.asp#axzz20qOy5UKY

Bureau of Economic Analysis.  (6/28/2012).  Gross Domestic Product table from the Bureau of Economic Analysis’ (BEA).  Retrieved on 7/16/2012 from
http://www.bea.gov/iTable/iTable.cfm?ReqID=9&step=1.

Measuring the Economy:  A Primer on GDP and the National Income and Product Accounts”

http://www.bea.gov/national/pdf/nipa_primer.pdf
Taking the Pulse of the Economy:  Measuring GDP

http://www.bea.gov/about/pdf/jep_spring2008.pdf
A Guide to the National Income and Product Accounts of the United States
http://www.bea.gov/national/pdf/nipaguid.pdf
