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00 O O The Product Approach to Measuring GDPThe product approach to NIPA is also called the value-added
approach. This is becausethe main principle in the product approach is that GDP is calculated as the sum of
valueadded to goods and services in production across all productive units in the economyTo calculate GDP using
the product approach, we add the value of all goods and servicesproduced in the economy and then subtract the
value of all intermediate goods used inproduction to obtain total value added. If we did not subtract the value of
intermediategoods used in production, we would be double-counting. In our example, we do notwant to count the
value of the coconuts used in the production of restaurant servicesas part of GDP.In the example, the coconut
producer does not use any intermediate goods inproduction, so value added in producing coconuts, which is the
coconut producer'stotal revenue, is $20 million. For the restaurant, however, valued added is total revenueminus
the value of the coconuts used in production; thus, total value added for therestaurant is $18 million. For
government production, we have a problem, because thenational defense services provided by the government are
not sold at market prices.Standard practice here is to value national defense services at the cost of the inputs
toproduction. Here, the only input to production was labor, so the total value added forthe government is $5.5
million. Total value added, or GDP, therefore, is $43.5 million.The GDP calculation using the product approach is
summarized in Table 2.6.
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