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Understanding what constitutes Gross Domestic Product (GDP) is fundamental to
analyzing a nation's economic health. GDP measures the total value of all
goods and services produced within a country's borders over a specific
period, typically a year or a quarter. It is a crucial indicator used by
policymakers, economists, investors, and researchers to gauge economic
performance, compare economic productivity over time, and make informed
decisions.

However, not every economic activity or financial transaction is included in
GDP calculations. Some transactions are excluded because they do not involve
the production of new goods or services, are purely financial in nature, or
occur outside the domestic economic boundaries. This article provides an in-
depth exploration of various activities and transactions, helping you decide
whether each would be included in the U.S. GDP.

---

Understanding GDP: Basic Principles and Scope

What Is Included in GDP?
GDP encompasses the market value of all final goods and services produced
within a country's borders during a specific period. This includes:
- Consumer goods and services purchased by households
- Business investments in equipment, structures, and intellectual property
- Government spending on public services and infrastructure
- Net exports (exports minus imports)

What Is Not Included in GDP?
Activities excluded from GDP include:
- Intermediate goods used in production to avoid double counting



- Financial transactions like stock and bond sales
- Transfer payments such as social security or unemployment benefits
- Underground economy activities, like illegal transactions or unreported
income
- Production outside the country’s borders (unless it’s by domestic firms
operating abroad, which are included in GNP—Gross National Product)

---

Activities and Transactions: Inclusion or
Exclusion from GDP

Below are common scenarios and whether they would be included in the U.S.
GDP.

1. A U.S. manufacturer exports goods to Canada
Inclusion: Yes.
Exports are a component of GDP because they reflect goods and services
produced within the U.S. that are sold abroad. Since this activity occurs
within U.S. borders and involves the production of tangible goods, it is part
of the GDP calculation. Exports boost the net export figure, contributing
positively to overall GDP.

2. A U.S. citizen buys a used car from a private
individual
Inclusion: No.
Purchasing a used car from an individual is a transfer of ownership of a pre-
existing asset. Since no new goods or services are produced during this
transaction, it is excluded from GDP. The sale of used goods does not reflect
current production.

3. A construction company in the U.S. builds a new
hospital
Inclusion: Yes.
Construction of new structures is part of gross private domestic investment,
which is included in GDP. This activity indicates new production capacity and
contributes to economic output.



4. A U.S. resident receives a gift of cash from a
relative living abroad
Inclusion: No.
Gifts received from abroad are transfer payments and do not involve the
production of goods or services. They are financial transfers, so they are
not included in GDP.

5. A U.S. college professor writes a book and
publishes it
Inclusion: Yes.
If the professor is employed by a U.S. university and gets paid for writing
the book, the payment for their labor is included in GDP through the service
of educational content. If the book is sold commercially, the sale of the
book itself adds to the GDP as a final good.

6. An illegal drug dealer sells narcotics in the
U.S.
Inclusion: Controversial but generally considered no in official GDP
calculations.
Illegal activities are part of the underground economy. While economists
recognize these activities exist, official GDP figures typically exclude
illegal transactions due to measurement challenges and the unreported nature
of such activities.

7. A U.S. company invests in new machinery for its
factory
Inclusion: Yes.
Business investments in equipment, machinery, and structures are part of
gross private domestic investment, which is included in GDP.

8. An American worker in the U.S. receives
unemployment benefits
Inclusion: No.
Unemployment benefits are transfer payments. They do not represent current
production but are income transfers, so they are excluded from GDP
calculations.



9. A family in the U.S. hires a cleaning service to
clean their home
Inclusion: Yes.
Services purchased by households contribute to GDP as personal consumption
expenditures.

10. A U.S. firm produces a new smartphone and sells
it to consumers
Inclusion: Yes.
The sale of new consumer electronics is part of consumer spending, directly
contributing to GDP.

11. A U.S. farmer grows wheat and sells it to a
bakery
Inclusion: No.
The sale of raw agricultural products to a processing plant is considered an
intermediate good. The value of the wheat will be included in the bakery’s
final product, so only the final product’s value is counted in GDP to avoid
double counting.

12. A U.S. student takes a summer job at a local
restaurant
Inclusion: Yes.
Wages paid to the student for their work are part of the service’s value and
included in GDP as part of employment income.

13. A U.S. resident receives a dividend from a
foreign company
Inclusion: No.
Dividends are financial income from investments abroad and are not part of
domestic production. They are included in GNP but not in GDP.

14. The government builds a new highway
Inclusion: Yes.
Government infrastructure projects are part of government consumption and
investment, thus included in GDP.



15. A U.S. citizen receives a pension from a
government retirement fund
Inclusion: No.
Retirement pensions are transfer payments and do not involve current
production, so they are excluded from GDP.

16. An online streaming service provides new movies
for subscribers in the U.S.
Inclusion: Yes.
The service’s revenue reflects the production of digital content, included in
the service sector of GDP.

17. A person in the U.S. illegally sells jewelry on
the street
Inclusion: Controversial but generally considered no in official GDP figures.
Illegal activities are part of the underground economy. While acknowledged as
existing, official GDP calculations typically exclude these activities due to
measurement difficulties.

18. A U.S. company pays taxes to the government
Inclusion: No.
Tax payments are transfer of funds from businesses to the government and do
not reflect current production.

19. A U.S. resident borrows money from a bank to buy
a house
Inclusion: No.
Borrowing is a financial transaction; the purchase of the house is included
in GDP when the house is built and sold, but the act of borrowing itself is
not.

20. A U.S. artist sells a painting to a private
collector
Inclusion: Yes, if the artist is producing a new work.
The sale of a new artwork is part of the service sector and contributes to
GDP as a final good.

---



Summary: Key Takeaways for Including or
Excluding Activities in GDP

To simplify decision-making, here are some quick guidelines:

Include activities involving the production of new, final goods and
services within the country.

Exclude transactions involving used goods, financial transfers, and
illegal activities.

Only include the value added at each stage of production to prevent
double counting.

Consider whether the activity is a final or intermediate good.

---

Conclusion

Accurately determining whether specific activities are included in the U.S.
GDP requires understanding the core principles behind GDP calculation. Final
goods and services produced within U.S. borders are included, whereas
financial transactions, transfer payments, used goods, and illegal activities
are excluded or considered outside the official scope.

Recognizing these distinctions helps policymakers and analysts interpret
economic data correctly, assess economic growth, and formulate effective
policies. Whether examining government infrastructure projects, household
consumption, or business investments, knowing what counts toward GDP is
essential for a nuanced understanding of the U.S. economy.

By mastering these principles and applying them to various scenarios, you can
confidently decide whether each activity should be included in the GDP,
thereby enhancing your economic literacy and analytical skills.

Frequently Asked Questions

Is the purchase of a new car by a consumer included



in the GDP for the United States?
Yes, the purchase of a new car by a consumer is included in the GDP as it
represents a new final good or service produced within the country.

Does including government spending on public
infrastructure, like building roads, count towards
the GDP?
Yes, government spending on public infrastructure such as roads is included
in the GDP as it reflects government consumption and investment expenditures.

Are used car sales included in the current year's
GDP?
No, sales of used cars are not included in the current year's GDP because
they do not represent new production; they are considered a transfer of
existing assets.

Is the value of household chores performed without
payment included in the GDP?
No, unpaid household chores are not included in the GDP because they are not
part of market transactions and do not generate market income.

Are services provided by a company to its employees,
such as free meals or transportation, included in
the GDP?
No, services provided free of charge to employees are generally not included
in the GDP, as they are considered non-market transactions.

Does the income earned by a U.S. company from its
operations in foreign countries count towards the
U.S. GDP?
No, income earned abroad by U.S. companies is included in the GNP (Gross
National Product), but not in the GDP, which measures domestic production.

Is the rental income from properties owned by U.S.
residents located abroad included in the U.S. GDP?
No, rental income from properties owned abroad is not included in the U.S.
GDP, as it pertains to income generated outside the domestic economy.
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Gross Domestic Product (GDP) serves as one of the most fundamental indicators
used to gauge the economic health of a country. It measures the total
monetary value of all finished goods and services produced within a nation's
borders over a specific period, typically a year or a quarter. Policymakers,
economists, investors, and analysts rely heavily on GDP figures to inform
decisions, craft policies, and understand economic trends. However, not
everything that happens within a country contributes directly to its GDP.
Some activities are excluded because they don't involve market transactions,
are purely financial, or fall outside the scope of economic production.

In this article, we will explore various scenarios and items to determine
whether they are included in the United States' GDP. Understanding what is
counted—and what is not—can help clarify how GDP figures are constructed and
what they truly represent about a nation's economic activity.

Understanding What Counts Toward GDP

Before delving into specific cases, it’s essential to grasp the basic
principles of what gets included in GDP. The U.S. Bureau of Economic Analysis
(BEA), which calculates GDP, follows specific guidelines:

- Production within the borders: Only goods and services produced within the
geographical boundaries of the U.S. are counted.
- Market transactions: Only transactions involving a monetary exchange are
included. Non-market activities are generally excluded.
- Final goods and services: Only the value of final goods and services is
counted to avoid double counting; intermediate goods are excluded, as their
value is embedded in final products.
- Legal and legitimate activities: Activities must be legal; illegal
activities are generally not included in official GDP figures, though they do
contribute to the economy in reality.

With these principles in mind, let’s examine specific examples and scenarios
to determine their inclusion or exclusion in U.S. GDP.

Items and Activities Likely Included in U.S.
GDP



1. Consumer Purchases of Goods and Services

Example: An American buys a new car from a dealership.

Analysis: This purchase directly contributes to GDP. The value of the car,
including manufacturing and sales services, is part of the GDP calculation.
Consumer spending accounts for a significant portion of U.S. GDP, reflecting
household consumption's central role in the economic activity.

Key Point: All final goods and services purchased legally by consumers within
the U.S. are included.

2. Business Investment in Equipment and
Infrastructure

Example: A company invests in new machinery or constructs a new factory.

Analysis: Such investments are counted as gross private domestic investment
in GDP. They reflect productive activity that enhances future output and are
essential components of GDP.

Key Point: Capital expenditures, including construction and equipment
purchases, are included when they involve market transactions and are within
the U.S.

3. Government Spending on Public Services

Example: The government funds a new highway project.

Analysis: All government expenditures on goods and services, such as
infrastructure projects, salaries of public servants, and defense spending,
are included in GDP. These expenditures are part of the current production
activity.

Key Point: Government spending on final goods and services contributes to
GDP, regardless of whether it is funded through taxes or borrowing.

4. Exports of Goods and Services

Example: The U.S. exports aircraft to another country.

Analysis: Exports are added to the GDP because they represent domestic
production sold internationally. They are a vital component of the GDP
calculation.



Key Point: All goods and services produced domestically and sold abroad are
included in GDP.

Items and Activities Usually Not Included in
U.S. GDP

1. Second-Hand Sales and Resale Transactions

Example: An individual sells a used car from their personal collection.

Analysis: Resale transactions of used goods are generally excluded because
they do not involve new production; the good was counted when it was first
produced and sold as new. The resale is merely a transfer of ownership.

Key Point: Only the original sale of new goods and services is included;
second-hand sales are excluded to avoid double counting.

2. Non-Market Activities and Household Labor

Example: A parent cares for their children at home without pay.

Analysis: Such activities contribute to well-being but are not part of formal
market transactions, so they are not included in GDP. The value of unpaid
household labor is difficult to quantify and is thus omitted.

Key Point: Voluntary or unpaid activities, even if they contribute
significantly to society, are not reflected in official GDP figures.

3. Illegal Activities

Example: The underground economy involving illegal drug sales.

Analysis: Official GDP calculations generally exclude illegal activities
because they involve unreported transactions. However, economists recognize
that this economic activity does occur and contributes to overall economic
output.

Key Point: While illegal transactions are not included in official GDP, they
do exist and influence the economy’s size and scope.



4. Financial Transactions and Transfers

Example: A person receiving an inheritance or a government transfer payment.

Analysis: Pure financial transactions that do not involve the production of
new goods or services are excluded. These include stock market trades, gift
transfers, and social security payments.

Key Point: Only transactions involving the production of new goods or
services are counted; transfers and financial exchanges are omitted.

Special Cases and Clarifications

1. Income from Rental Properties

Example: A homeowner rents out their property.

Analysis: Rental income from property is included in GDP as part of the
services provided within the economy. It reflects the productive activity of
providing housing services.

Key Point: Rental income from property rental is part of GDP calculations.

2. International Income and Investments

Example: A U.S. citizen owns stocks in foreign companies.

Analysis: Income earned abroad by U.S. residents is not counted in the
official U.S. GDP but is included in Gross National Product (GNP).
Conversely, income earned within the U.S. by foreign residents is included in
GDP.

Key Point: GDP focuses on domestic production regardless of who owns the
assets; GNP accounts for income received from abroad.

3. Production of Illegal Goods and Services

Analysis: As previously mentioned, these activities are typically excluded
from official GDP measures. Nonetheless, their economic impact is real, and
some scholars attempt to estimate their contribution.



Summary Table: Inclusion vs. Exclusion of
Various Activities

| Activity / Item | Included in GDP? | Explanation |
|--------------------------------------------------|-------------------------
------|----------------------------------------------------------|
| Consumer purchases of goods and services | Yes | Final market transactions
|
| Business investments in equipment and infrastructure | Yes | Capital
formation activity |
| Government spending on public services | Yes | Public sector production |
| Exports of goods and services | Yes | Domestic production sold abroad |
| Second-hand sales of used goods | No | No new production involved |
| Unpaid household labor | No | Non-market activity, not monetized |
| Illegal activities | No (official stats) | Not reported, though
economically significant |
| Financial transactions (stocks, bonds) | No | No new goods or services
produced |
| Rental income from properties | Yes | Service provided in the economy |
| Income from foreign investments (by U.S. residents) | No (for GDP), Yes
(for GNP) | Income from abroad affects GNP, not GDP |

Conclusion: The Nuance of Measuring a Complex
Economy

Understanding what contributes to a country's GDP is essential for
interpreting economic health accurately. While the list of included
activities covers most of the tangible, market-based production, it excludes
many valuable and impactful activities that do not involve direct monetary
transactions or are outside the legal scope of the economy.

For policymakers and economists, recognizing these distinctions ensures that
GDP remains a useful, albeit imperfect, measure of economic activity. It
provides a snapshot of the productive output within the borders of the United
States, capturing the bustling activity of businesses, government, and
consumers engaged in legal, market-based transactions.

In summary, most consumer and business activities involving the production
and sale of final goods and services within the U.S. are included in GDP.
Conversely, second-hand sales, unpaid household labor, illegal activities,
and purely financial transactions are excluded, even though they may
substantially contribute to the overall economic landscape. By understanding
these boundaries, one gains a clearer picture of what GDP measures—and,
equally important, what it leaves out—highlighting the complexity of
quantifying an economy as dynamic and multifaceted as that of the United
States.
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