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Emirates Airline Feels the
Impact of the Global Recession
and the Fluctuations in GDP
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l The business cycle does not affect all

industries in the same way airlines are the

. hardest hit during recessions, as falling

incomes and uncertainty cause many

leisure travelers to cancel pleasure trips and

some firms to cut back on business travel.
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total production
GDP
measure well-being
real GDP nominal GDP
other
measures total production

total income
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GDP: Measuring Total Production and Income

Microeconomics The study of how
households and firms make choices, how
they interact in markets, and how the
government attempts to influence their
choices.

Lol o 5l A Sa) Jslas oS5 (3l sl 8 Lo LS A8 g gl Hla Sl 5yl A 8K Al jo el SLaiBY)
Macroeconomics The study of the
economy as a whole, including topics such
as inflation, unemployment, and economic
growth.
(LB saill g AlUad) g adaatl) Jia e gain ga Glld Loy «JSS LY Al )2 AS)) SLaBy)
Business cycle Alternating periods of
economic expansion and economic
recession.
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GDP: Measuring Total Production and Income

Expansion The period of a business cycle
during which total production and total

employment are increasing.
Alleall Joal s ) llen) LIS 315 Qe Y15 553 (a8 5 g sl

Recession The period of a business cycle
during which total production and total
employment are decreasing.

Al Ml 5 z Y Jlen) e ity Jlae Y1555 ¢ 558 368
Economic growth The ability of an

economy to produce increasing quantities of
goods and services.

et g alad) e Byl e el ) e aLaBiV) 5,8 s alally) gall
Inflation rate The percentage increase in

the price level from one year to the next.
oAl A e ) (5 g (530 51 A sial) Al adall) Juna
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Gross Domestic Product Measures Total Production

Al Sl gl 1 gLy s
Measuring Total Production: Gross Domestic Product

Gross domestic product (GDP)
The market value of all final goods
and services produced in a country
during a period of time, typically one
year. _way s g
als ale sale ey sy JYA Lo aly 8 daiiall 4algll ciladdll y aludl gaead 48 sl Zogdl)

GDP Is Measured Using Market Values, Not Quantities

CHlaal) Gl A8 sl il aladialy Maa ) sl gl (old 2y

The word value is important in the
definition of GDP.
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Gross Domestic Product Measures Total Production

Hla ¥ sall i) ;KU Ay s

Measuring Total Production: Gross Domestic Product

GDP Includes Only the Market Value of Final Goods
i gl loll 38 ) ol Maa V) ) il oty
Final good or service A good or
service purchased by a final user.
Lol padie Ly iy dead ol dalus Ailgll daadd) ol Aalud)
Intermediate good or service A
good or service that is an input into
another good or service, such as a
tire on a truck.

Aiald Ul Jie s oal Aadd f dald Sane JS55 4add 5 Aales Adagau o)) daddl) i daled

GDP Includes Only Current Production
L el zUsy) el Jaall mlll Jady

GDP includes only production that
takes place during the indicated

time period. i s s 0o e sy Sy Ll ) Jos
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Solved Problem '15-1  1-15 a8, dglaal) Al

Calculating GDP syl sl zlll s
Suppose that a very simple economy produces only four
goods and services: eye examinations, pizzas,
textbooks, paper. Assume that all paper in this
economy is used in the production of textbooks.

Sl 5 o) il g o0y sand) il snd T Cladt g b q )l ey Al Unpesy 13l () oa il
A i) S ) aadind SLaBY) 13 8 ) ) IS o il 505 s jadll

Use the information in the following table to compute
GDP for the year 2010.

2010 alal s Jaall ilill lad Ul gaad) b 53 5 sall il shaal) p2iiind
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Solved Problem | 15-1 1-15 &, &gt deia
Calculating GDP  Jwea¥) sl =l Cles

2010 alal x5 LY Cilelias)

(1) (2) 3)

PRODUCT &' QUANTITY * PRICE PER UNIT s ! e
Eye examinations o ciz . 100 $50.00
Pizzas ' 80 10.00
Textbooks ' = 20 100.00
Paper <~ 2,000 0.10
1) (2) 3)
PRODUCT & QUANTITY &< PRICE PER UNIT =508 ol VALUE &
Eye examinations . 100 $50 $5,000
Pizzas ;. 80 10 800
Textbooks s e 20 100 2,000

9 © Pearson Education 2011
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Gross Domestic Product Measures Total Production
Production, Income, and the Circular-Flow Diagram ==} ==

Ghaall gyl
FIGURE 15'1 1-15 M‘ i >
The Circular Flow and the S P Households
e 3 Y

Measurement of GDP
e laall @l (a5 5 il 3ol

iMerast, and
transfer payments

The total Income =

wages+ interest +rent + profits
LY+ ) + sl + ) = JAa e

Expenditures
on goods and
SEIVIces
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Gross Domestic Product Measures Total Production

Gl (g 5l Laladall 5 Jaall 5 LY

Production, Income, and the Circular-Flow Diagram

Transfer payments Payments
by the government to individuals
for which the government does
not receive a new good or
service in return.
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IR AEADEMY L, 1 g (it sl s gl (2000)
(2009) GDP for Selected Arab Countries

Figure 15-2

Saudi Arabia, the UAE, Uss$

and Egypt have the B""zg; I GDP 2009 (US$ Billions)

largest gross domestic

products in the region, 3501

while Bahrain seems to 300 -

have the lowest GDP in osol

the region. However, that

does not mean that 200

Bahrain is relatively less 150 -

affluent than Egypt. 100l

Source: IMF, World

Economic Outlook, 2010. S0
2-15 Jsa 0

UAE
Egypt
Algeria
Jordan
Bahrain
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ran (e Gand 2155 B 0ol o (my Y 128 8
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IRd A AvEMy 5 sl G al 0ol Gany b (dlaa¥l gl a1 s (2009)
(2009) GDP per capita for Selected Arab Countries

Figure 15-3

Uss
Income per capita 70,000
reflects an individual’s
average share of a
country’s GDP. Despite a 50,000
smaller GDP in Bahrain
than in Egypt, a person
in Bahrain is likely to be 30,000
more affluent

GDP Fer capita 2009 (US$)

60,000

40,000

_ 20,000
than a person in Egypt.
Source: IMF, World 10,000
Economic Outlook, 2010. 0

Qatar
UAE
Kuwait
Bahrain
Oman
Libya

15-3 Jsad

Saudi Arabia
Lebanon
Algeria
Tunisia
Jordan
Morocco
Syria

Egypt

Sl g Al Teay) el i) (e 2l das Jaus st 3 5al1 Ja0 (uSay
O ¢ paa (g ada Jral a8 dlaa ) daal) @l G e e
e b il e 2l i S G el (8 paddll (S ) g dl)
2010 ¢ oallall SLaBY) Gl ¢ 5al) S8 (5 aim 2 yaucaal
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Gross Domestic Product Measures Total Production

Components of GDP ey g s e s

"SI ol il gL s
Personal Consumption Expenditures, or “Consumption”

Consumption Spending by
households on goods and services,
not including spending on new houses.

Gross Private Domestic Investment, or “Investment”

"I aal) (alall sl L)
Investment Spending by firms on new
factories, office buildings, machinery, and
additions to inventories, and spending by
households on new houses.

saaall J3al e 5ud) Cula e Y15 el g ja) ) clilaay) g Y15 LSl el 5 saaad) aibiad) e iS5l Caila (e (g balia) 3Lty
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Gross Domestic Product Measures Total Production

Components of GDP  «==¥ «=e =

Government Consumption and Gross Investment, or
“Government Purchases”
a8l iy B anY) LY 5 (e sSal) DY
Government purchases
Spending by federal, state,
and local governments on

goods and services.
cbaadl g alud) e ddaall g 35V gl g Al ol il Sall 4y a8 o3I BlasY) dpa gSal) cily sidial)

Net Exports of Goods and Services, or “Net Exports”

"kl o jalall” 5 eclasall s aludl e ddlall il Ll

Net exports Exports
minus imports.

Sl 5l Lgia L5 plae i jaliall @l jakal) ila
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Gross Domestic Product Measures Total Production

An Equation for GDP and Some Actual Values
Lladll adll any s Jlaal) Aaall ol dlalee
Billions of

Uss
35
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FIGURE 15-4 15-4 44 =10 Met Exports

GDP Components
Lebanon’s G DP components

in 2009

2009 ple & ol & ) sl milill il Ko
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Gross Domestic Product Measures Total Production

An Equation for GDP and Some Actual Values

Faladl) il (mnrs lea) lal) ol Aol

« Consumer spending on services is greater than the sum
of spending on durable and nondurable goods.

 Business fixed investment is the largest component of
investment.

* Purchases made by state and local governments are
greater than purchases made by the federal government.

 Imports are greater than exports, so net exports are
negative.

. b)A:.AS\)ij)@\éud\ujcémy‘&ww‘)ﬁiuudﬂ\ujcw\dws\

o LU LY Sl s el Jlee V) 8 il lanay)

o A )2l A Sl g s )y il (e ST Adaall e sSall 5 LY ) e g Ly a8 Ol il
o ele bl gila Gl Ul sl jalall e STl sl
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Gross Domestic Product Measures Total Production

Ailaall el Coslad alaainly Jleay) sl gl s

Measuring GDP by the Value-Added Method

Value added The market value
a firm adds to a product.

Asde Lo e ) S, Lot 01 A pod) Al oo ABLiaal) dadl
Table 1-15
Calculating Value Added
A, el Aad 2ilaal) Aagil
FIRM VALUE OF PRODUCT VALUE ADDED
Cotton Farmer Value of raw cotton =$ Value added by cotton farmer =1
Oﬁf‘ gl V53 = Al il dad Sl g ) 3a U (3 Aol el _
Textile Mill Value of raw cotton woven Value added by cotton textile
gl finkee into cotton fabric = $3 mill = ($3 — $1) =2
) Q\Jy,a3=@uu:usgjcw\euw%§nw (J\J,;1-@1)y,33)=ou\@mé@'uw\w\
Shirt Company  Value of cotton fabric made Value added by shirt
i into a shirt = $15 manufacturer = ($15 —-$3) =12
V52 15 = Gadl) delia 8 aadiedl ki) (i) dad (©,Y 52 3-15) = Gamaill dniiadl) 4S80 (8 (4o Ailadl) dadll
Carrefour Value of shirt for sale in Value added by Carrefour
84S Carrefour = $35 = ($35 — $15) - 20
15953 35 = )5S (8 qull s aall paall) da (15521515352 35) = 58 Cra Aliadl Lol
Total Value Added =$35

L) dadll Jlea)
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Does GDP Measure What We Want It to Measure?

Alen ) U LS a3l 3 ol 45
Shortcomings in GDP as a Measure of Total Production
&l Ly
Household Production

Household production refers to goods and
services people produce for themselves.
el Gl Leaty il cleasd) g alud) ) sl sy s

s pull LY

The Underground Economy

Underground economy Buying and
selling of goods and services that is
concealed from the government to avoid
taxes or regulations or because the

goods and services are illegal.
Al e cleadll s alad) ¥ ol il sl gl il jpuall Caiatl A Sall e W 5] Qi ) Cileaadl s adadl ans ol b sa g ) SLaiBy)
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Making | Corruption and the Underground
the | Economy: How Severe Is Corruption in

Connection the Arab World? el saiy) g sl
e Tl allall b sludl) B ghad sa La
In some deve|0ping oE Tunisia Low Control of Corruption

countries, more than
half the workers may
be in the underground 02|
economy. With the ol
exception of Qatar

and the UAE, many
Arab countries are 04F
suffering from higher

s -0.6 - / Egypt
levels of corruption— Algeris Lebanon

04

Morocco Saudi Arabia

-0.8 -

compared to other

: -1 Syria
developed economies.
e )"Si d“"—‘ Rt ‘Z\ﬁ‘m‘ Q\JL.J\ e @J -1.2 | | | | | | |
gl e e Jleall o 2002 2003 2004 2005 2006 2007 2008
k?_ﬂa_a ¢daatall MJJAJ\ Q\JLA:)“) )-L:é :«L'\:ﬁ.uh.j
e Slel st e A pall Glalll e aal) Source: World Governance Indicators (Control of Corruption), World Bank.

SAY) Al CulalaBYL &5 e — Sludl)
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IaIAQCADEMY _ _
Making | Corruption and the Underground

the Economy: How Severe Is Corruption in

Connection the Arab World? e suaby) s sl
Juaiy) 51 ) C ) alladl B aludll 3y ghad (saa La
sl Better Control of Corruption
Qatar

1.2

United Arab Emirates

1 /
0.8 -
Kuwait

0.6 -

Bahrain
0.4 - —
Qe Jordan

2002 l 2003 ' 2004 ' 2005 I 2006 I 2007 I 2008

Source: World Governance Indicators (Control of Corruption), World Bank.
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Does GDP Measure What We Want It to Measure?

Al (e Mea) Lol ilil) e

Shortcomings of GDP as a Measure of Well-Being

The Value of Leisure Is Not Included in GDP

Slea¥! sl bl 8 Jaxs Y 4 il dad
GDP Is Not Adjusted for Pollution or Other
Negative Effects of Production

ZUU Alod) ol A e syt sl gl JAea e MleaY) sl bl
GDP Is Not Adjusted for Changes in Crime and
Other Social Problems

6 AY) e laa V) JSUiall 5 da yal) 8 <l jaall 85 Jiae e aal) Jadl il
GDP Measures the Size of the Pie but Not
How the Pie Is Divided Up
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IE ACADEMY oY) Al Aaall il Jilhe Adal) Jaay) el gl
Real GDP versus Nominal GDP

Calculating Real GDP & ¥l sl gl s

Real GDP The value of final
goods and services evaluated at
base-year prices.

Al ) el a2 ) el cilandll s bl ed sa A Naal) laal) il

Nominal GDP The value of final
goods and services evaluated

at current-year prices.
) Aadll an¥) Mlaay) Aol gl
cdadl alad) ey Lpapi o3 ) cileadldl 5 adud)
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IQL&ADEMY 4 glaall AlSiial
Solved Problem \ 15-3

Calculating Real GDP
siall e sl m Glas

Use the information in the following table to

compute real GDP for the year 2009,

Assume that the base year is 2000.

J A Jgaal 553 sm sal) e slaall aniiad
2009 alal igall Jeay) ) gl Claa
2000 ple & (el A o s i)
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Learning Objective 15.3

IaL\QCADEMY A glaal) Al
Solved Problem | 15-3
Calculating Real GDP

aial) Jeay) Jsall il Qs

PRODUCT zud QUANTITY =< PRICE »~3  QUANTITY a1 PRICE ~0
Eye examinations ., _ . 80 $40 100 $50
Pizzas 13 90 11 80 10
Textbooks i i sy 15 90 20 100
2009 2000

PRODUCT & QUANTITY zsy PRICE _-a VALUE %
Eye examinations ..y i, 100 $40 $4,000
Pizzas ' 80 11 880
Textbooks = = 20 90 1,800

PEARSON
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Ia AQCADEMY

o adl Al B8ad) g and) AlaaY) Aaal) gilil) g dallad) ddlal) 4a Y

Mak'?h% The Global Financial Crisis and Arab
. .
Connection Economies’ Nominal and Real GDP
S Nominal GDP Growth for the GCC countries (2000-2009)
GDP Growin
The falling demand a0t
for oill and trade in
advanced e
economies coupled ol
with the drying up
of trade finance 10}
have had severe |
implications on the of i
Arab world’s ol e
exports, especially = Qatar
O|I . Gl e Saudi Arabia
m— JAE
bl il e L) aliasy oIS s
Cadad s ) i) clalaByl b

30 L 1 1 1 1 L 1 1
Sl iy B 6l s 2001 2002 2003 2004 2005 2006 2007 2008 2009
il als ¢l Allall ) palia
Source: WDI, World Bank 2010.
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Making The Global Financial Crisis and Arab

the L _
Connection Economies’ Nominal and Real GDP

Juaiy &) jal
GDP Growth for Selected Arab countries in 2009
Percentage
GDP Growth
10
8
6
4
2
Nominal GDP Growth for the GCC countries in 2009
- Saudi
?5'?“9 Orvian Bahrain Kuwait Oman Quatar Arabia
Q‘b 0
5+
Source: WDI, World Bank 2010. 10|
_15 _
_20 _
_25 -
=30
Percentage
Growth

Source: WD, World Bank 2010,
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Learning Objective 15.3

Real GDP versus Nominal GDP

Comparing Real GDP and Nominal GDP
oY) Jaay) sl il ddall ey sl gl 4 )l

5-15 Jeil)
FIGURE 15-5
Jordan’s Nominal
GDP and Real GDP, S
1990-2008
25,000

2008-1990 «25Y) (o8 il Juaa¥) Aaall @lill s canl) Man) o)
In the 1990s, prices were, on
average, lower than in 2000,
so nominal GDP was lower
than real GDP. In 2000,
nominal and real GDP were
equal. After 2000, prices
have been, on average,
higher than in 2000, so
nominal GDP is higher than
real GDP.

ole b Ade il Laa 8 o giall (8 jlansl) S o plial) o5l Cilsinas
@LA\J\ ol il e Ji e Maa) sl ml S Wl <2000

O atie g@al; ol Jlay) Aol il IS 2000 Ao d5 ksl
‘2000 Ao gl culS L Q;l b il a1 € 2000 ple 2x:5

20,000

15,000

10,000

5000

Real and Nominal GDP for Jordan

Nominal GDP

Real GDP

|

0 ' :
1990 1992 1994

| | | |
1996 1998 2000 2002 2004 2006 2008
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Real GDP versus Nominal GDP

The GDP Deflator sy s @il sl dets

Price level A measure of the average
prices of goods and services in the
economy.

SlaBY) 8 Sleadll g adull e Jass siad (ulie Jaad) (5 gl
GDP deflator A measure of the price
level, calculated by dividing nominal GDP
by real GDP and multiplying by 100.

100 8 40 s Gaiall JaaY) Jaall i) e ) JeaY) sl il dend Gaob oo adbun a land) (s st Gilite laay) Aaall gildl) (i) Jalaa

_ Nominal GDP
GDP deflator = eal GDP x100

© Pearson Education 2011 P E A R S O N
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IQ
IR Atanemy o) AlaaY) laal) ol Jilda A8l el Aaal) gl
Real GDP versus Nominal GDP

The GDP Deflator !l ) G Jalaa

2006 2007
NOMINAL GDP ey ey ssa = $13,195 billion $13,841 billion
REAL GDP il ey e $11,319 billion $11,567 billion
i) 2006 oo e 4t o3 2007 ple o ik &
FORMULA APPLIED TO 2006 APPLIED TO 2007
GDP _NomindBDP_, 4 (|$13.195billion |, 190117 ($13,841billion) |, 190_120
Deflator RealGDP \$11,319billion \$11,567billion)

GOP delator of current year ~ GDP deflator of last year 100 120_117 — 2 . 6%

Inflation Rate = GDP deflator of last year

117
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Ia ACADEMY ¢ 201152000 (olal ahudl o3 eSSl b Lad b il ol S5 J gusnll il S iy La 3Ll () (il
*Suppose that an economy produces only baseballs and footballs. The
prices and quantities of these goods for years 2000 and 2011 are given
below.

o D L b/ Nominal GDP increased more than
P Q P Q Real GDP because it reflects not only the
growth in the quantity of goods and
$4.00 75 $6.00 45 services produced but also the increase

in their prices due to inflation. Real GDP,
adjusted for inflation, shows the true
growth in production, excluding the
effects of price changes

B. el (Kay V4 Ldall sVl ol S e ST ) Jea ) sl il o1
A Soball) A 52 2000 ple o g e Adad) (uaa¥) (aal) g5 anl] Aaall Aol g qunsa JUAPOAIS VS~ PR PR TN IV g $- au)n W (S0 i) ciloaal 5 ool S

a. Calculate nominal GDP and real GDP assuming that the 20,2 it 9 8 B ) i oy g i B

$6.00 105 $8.00 65

cbp _ Nomina® DP
ear 2000 is the base year? = x100

Y Y Deflator RealGDP
»  Nominal GDP: 2000: $570/2011: $1150

> J¥521150 :2011/,¥52 570 :2000 :(on¥! Jlaayl aall bl
»  Real GDP (using 2000 as the base year): 2000: $570/2011: $810

> ¥ 810 :2011/,Y 52 570 :2000 1ol 208 2000 ple plaiinly) sl Jlaa) sl il
»  GDP Deflator: 2000: 100 (since it's the base year) / 2011: 141.98

> 141.98 :2011/(A! R 43 155) 100 12000 :Han) ladl lll (2 Jaee GOP delator of current year = GDP deflator of last year

. . ) Inflation Rate =
b. Explain why nominal GDP increased more than real GDP? GOP deflator of last year

c. Also calculate the GDP deflator?

iN 2000: 100 (since it's the base year) / 2011: 141.98
B. S hdall laay) taall gl e S5 e Alaay) Aaall gl of 13l g
C. 141.98 :2011/(wsts¥) 4w 45Y) 100 :2000 ple & ¢ Maay) Aaal) Ll GELaSi) Jalra Uadl cuia)

d. Find the inflation rate?
D. il Jara 2a)

PEARSON
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Other Measures of Total Production and Total
Income

|. Gross National Product (GNP); ¥ esdiea. |

IS the value of final goods and services produced by
residents of a country, even if the production takes place
OULSIdE, IN OtNEr COUNLIIES. ook oo e 6 im0 st A kel sl (28 0

In most Arab countries and many countries around the world,
they have more foreign companies producing inside, than
national companies working abroad. In such a case, a
significant percentage of domestic production takes place in
foreign-owned facilities. For those countries, GDP is much
larger than GNP. (Think of oil producing countries).

We subtract from GDP the value of production by foreign
owned companies and add value of production of

. . ) Aia) CISHA e ST aae aa g callall J o e il A el Jall e b
national companies abroad. csaw s s s g s csm s s
el il la oJsall adgd Apillyy uila AS slee cliia b Al LY (e 5

(il Al Jaal) b K8) | Jleay) sl il e i€ ST sy
N B il gl il ) L) A lisial g cuila U AS plaad) LSyl S (o g UiTY) Ao Aaad) Aaal) il o gk )
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Other Measures of Total Production and Total
Income

ll. Net National Product (NNP) = GNP — machinery

depreCiation . ball e sdll @ (NNP) = <Y1 la) - ) e sill il

lll. Personal Income (PI) : is income received by households.
To calculate personal income, we subtract the earnings
that corporations retain and do not pay to shareholders in
the form of dividends. We also add in the payments
received by households from the government in the form of
transfer payments or interest on government bonds.

AgesSall laiad) e 3208 51 A4l gt Cle shae JSG 8 LasSall e ) el e o) Uyl Cagas
I\VV. Disposable Personal Income = PI - personal taxes

V. addll Qil pall - Pl= zlall adddl Jaal
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-Suppose that a simple economy produces only the following four goods and
services: textbooks, hamburgers, shirts and cotton. Assume that all the cotton

is used in the production of shirts. Use the information in the following table to

. ¢4 <) Al Y1 cleadl) b Jash ety Uy 130l (o (o yid]
calculate nominal GDP FOR 2009, =0 <5l Al g 3 leaslly elod) L gy Uages HLal o 02
2009 alal an¥) Jlaal) sl gl Cluad ) Jsaall 53 ) 5l cila slell

2009 (aw J\.a.JYU Cuf}f\ Gleliaa)

QUANTITY PRICE IN US$

e sl )

100 60
A paall sl

100 2
el

50 25
Olbadd

8000 0.6
ok
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Assume this is an economy data

Consumption = 250,Investment = 65,Government purchases =
80,Exports= 50,Imports= 30

Calculate GDP?

Aalat) by 038 o (i i)

= A Sall il yidall «65 = HLiiwY! 250 = ¢Dgiawy)
30 = Q\JJ\)S\ B0 = Q\JJL.AJ\ «80

flea ¥l Jaall i) s
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