
Introduction to Economics 経済学入門 

 

What is the GDP (gross domestic product)? 

 

1.  Let us start with a very simple economy where there are two production sectors: the 
sector A produces flour using labor; and the sector B uses the flour made by the sector A and 

produces bread using labor: The amount (say measured by Japanese yen) produced by the 

sector A is 10, and that by the sector B is 30. The flour is totally consumed by the bakery, and 

the bread is totally bought and eaten by consumers. We will call the “uses” of the goods final 

demand, and here the bread consumption is the final demand. People working in the sector A 

receive their labor income amounting to 10, and those in the sector B 20. We will call the 

labor used (wages paid) for production value-added, for it is the source of value in making 

goods in the economy. 

 

 This economy is shown by Table 1. Here, the column of A consists of input for 

producing the flour. Simply put, only labor is used for this production. In a similar way, the 

column of B is the input for producing bread. The flour and labor are used for making bread. 

This table is often called an input-output table, for it tells us what sort of goods and services 

are used as inputs, and how the goods produces are consumed as outputs. 

 

Table 1  The economy of sectors A and B: the input-output table of the economy  

 A B Final Demand Amount 
produced 

A 0 10 0 10
B 0 0 30 30
Value-added 10 20  
Amount 
produced 

10 30

 



 Now, what is the size of this economy? Does adding the amounts produced 
by sectors A and B, that is 10+30, give us the good measure of the economy? The 
answer is that this does not, because the flour made by the sector A is counted 
twice. Thus, in order to avoid a duplicated element, the proper measure of the 
economy is the total value-added, that is 10 of the sector A and 20 of the sector B. 
This total value created in the economy is called the GDP (gross domestic product), 
which is 30 in this economy. With this idea of the proper size of the economy, you 
should find an interesting relation between the GDP and the total value of final 
demand; GDP is equal to the total final demand of the economy. What this implies 
is this: labor is used and it is paid 30 (10+20), and this income is spent for buying 
the bread. 

2.   Make the table for yourself 

Let there be two sectors A and B. The total amounts produced by the sectors A and 
B are 600 and 1000 respectively. The sector A uses 60 (say 60 million yen) of the 
goods made by itself and 120 of those made by the sector B. This sector uses labor, 
and the rest of the costs for production is due to using the labor. The sector B uses 
300 of the goods produced by the sector A and 500 of the sector B.  

You should be able to construct a table of this economy.  

Table 2  The input-output table of the economy  

 A B Final Demand Amount 
produced 

A 
B 
Value-added  
Amount 
produced 
 

 

 


