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Nominal GDP : output and incomes of a given year measured with current market prices of goods and services.
Real GDP: output and incomes of a given year with base year prices of goods and services.
GDP deflator= (Nominal GDP/Real GDP) x 100
The GDP deflator index differs from the consumer price index (CPI)

P= ( Unit labour-cost, Unit gross business income, Unit net indirect taxes)
Nominal GDP= W+BI+CCA+Tin
Real GDP= Y= C+I+G+X-Z
Nominal GDP= PxY
                   = 

Per capita real GDP: an indicator of standard of living.
 = Real GDP/population
 be aware of the distribution of wealth\
GDP not necessarily the most efficient indicator of standard of living.
Limitations of GDP
Some production causes pollution and other externalities
Unreported income and output
Non-marketed goods and services
Human Development Index- UN uses this to measure standard of living in countries.

A short run AD/AS model:
Short run assumptions: Constant factors prices esp. Money wage rates.
Fixed supply of labour, stock of capital and technology
Result:
Output= employment and capital utilization
Expenditure AD= (C+I+G+X-Z) at different P levels
Income AS=P at different rates of real output
AS reflects unit costs of production
[(W+BI/Y)] at constant output prices

Aggregate Demand: Downward sloping AD from three effects of P
Interest rate effect: 
Prices go up, interest goes up finance cost goes up. Expenditure goes down.
Substitution effect:
Prices go up. Prices go up in home country only. X(exports) go down. Z(imports) go up. Expenditure goes down
Wealth effect:
P go up. (Nominal wealth)/P goes down. Expenditure goes down
AD curve shows expenditure caused by P
Assumes all determinants of expenditure except price are constant
Slope of AD= change in P/change in Y
Position of AD: factors other than P that effect expenditure
The AD curve: planned aggregate expenditure: (C+I+G+X-Z)
changes in P: effect+ substitution+ wealth effect .
Aggregate Supply: 
Upward sloping AS curve
Price=unit cost
P= W/Y+BI+CCA/Y+Tin/Y 
Assumes money wage rates and other input prices are constant.
Equlibrium: AD=AS
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Chapter 5 

Equilibrium: AD=AS
Planned expenditure on current output = business sector current production
Y1= planned Y2= unplanned
Planned expenditure buys current output
Business revenues = costs including profit

Disequilibrium AD does not equal AS
Ye= equilibrium
Yp= potential output
Yp= “full employment” of labor and capital
Yp= Benchmark for macro performance

Potential GDP is determined by the economy’s:
Labor force
Capital stock &
Technology.

The deviation of actual real GDP from the potential GDP.
Inflationary gap- observed output is greater than potential output
Recessionary gap
Output Gap= Y-Yp
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Multiplier: 1/1-slope AE
AE planned= C+I+X-Z
S+Z
Auto
Aggregate expenditure=
Autonomous expenditure
Independent of current income
+
Induced expenditure
Determined by current income

 Imports linked to Y: MPZ= change in z/change in 
Equilibrium Y= AE equivalently, S+Z= I+X
AE is greater than Y unplanned FALL in inventories
And the oppositee

The multiplier = change  in Ye/change in A 1/1- slope AE
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Chapter 7

Multiplier= 1/1-slope of AE = 
change in Y/change in A


Government Balance:  BB= NT-G, BB= tY-G

Net taxes and consumption
Net taxes(NT=tY)
YD=Y-NT= Y-tY
Then C= Co+cYD
--- C= Co+c(Y-tY)
---- C= Co
Government revenue and spending:
Net tax revenue: NT=tY
Expenditure on goods and services: G
Govt budget balance: BB = revenue-expenditure

BB= tY

Fiscal policy-(announcing the budget)
Deciding taxes and government policies
Objectives:
Stabilize equilibrium Y at Yp 
Manage budget deficits and public debts

Instruments:
Set net tax rate, both taxes and transfers
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