Macro Economics

Knowledge Base

Topics Covered: National Income, Employment, and Price Level

Econoville's economic data for a given year is as follows:

Nominal GDP: $800 billion
Price Index: 120

Real GDP: $700 billion
Potential GDP: $750 billion
Scenario:

Econoville is experiencing a period of inflation, and its economic performance has deviated from
its potential output. The students are tasked with understanding the significance of each GDP
measure and analyzing the economic situation in Econoville.

Questions for Analysis:

1. Nominal GDP: Define "nominal GDP" and explain its relevance. What does the figure of
$800 billion signify, considering the absence of a price index?

2. Price Index: Discuss the role of the price index (120) in assessing Econoville's economy.
How does it relate to inflation?

3. Real GDP: Elaborate on the concept of "real GDP" and how it differs from nominal GDP.
What does the figure of $700 billion indicate about Econoville's economic output when
adjusting for changes in prices?

4. Potential GDP: Define "potential GDP" and why it is a significant economic benchmark.
How does the figure of $750 billion reflect Econoville's production capacity?

Interpretation:

Based on their understanding of these GDP measures, what insights can the students glean
about Econoville's current economic situation? Are there any policy implications or
considerations for managing inflation and returning the economy to its potential output?



