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1.
ANS:


GDP excludes some products because they are so difficult to measure.  These products include services performed by individuals for themselves and their families, and most goods that are produced and consumed at home and, therefore, never enter the marketplace.  In addition, illegal products are not included in GDP even if they can be measured because, by society's definition, they are bads, not goods.
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2.
ANS:


The purchase of foreign equipment is counted as investment, but GDP measures only the value of production within the geographic borders of the United States.  In order to avoid including the value of the imported equipment, imports are subtracted from GDP.  Hence, the value of the equipment in investment is canceled by subtracting its value as an import.
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3.
ANS:


Real income is nominal income adjusted for general increase in prices.  If my paycheck is higher this year than last, my nominal income has increased.  Whether my real income has increased or not depends on what has happened since last year to the level of prices of things I buy with my income.  If the percentage increase in prices is less than the percentage increase in my nominal income, then my real income has increased.  Otherwise, my real income has not increased.
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