Chapter 5 Econ
· GDP measures the total income of nation (most watched stat b/c best measure of society’s well being
· GDP measures at once (1) total income (2) total expenditure on economy’s output of G and S

· Trick is for economy as whole income = expenditure (2 parties, Buyer/seller)

· Money flows (Households to markets of G/S to firms to Factor of production)

· GDP same regardless of how its computed ( can be computer thru total expenditure by households OR adding up total income paid by firms (wages,rent,profit)

·  Actual economy more complex, households don’t spend all of their income, households do not buy all G and S on their own (government, firms (future use))
· Regardless who buys however, there is buyer/seller thus expenditure/income same

· GDP: market value of all final G & S produced within a country in a given period

· “GDP is the market value”: GDP adds together many kinds of products into a single measure of the value of economic activity, it uses market prices (amount ppl willing to pay for G). contrary to (compare apple/oranges)
· “Of all”: tries to be Comprehensive for all G&S. For house ownership, it estimates rent value (GDP is based on assumption that owner pays rent to himself). Excludes some products because measuring is too diff. illicit items (illegal drugs), items produced and consumed at home. Such exclusion may cause paradoxical results, Doug mows karen’s lawn, if they get married gdp falls, gdp then underestimates true amount of productive activity taking place
· “Final”: Paper made eddy that is used to make greeting card is intermediate good, card is the final good. Value of paper is included in price of card. If intermediate good is saved in storage for later sale or use, its considered as final temporarily and added to GDP, gdp then reduced accordingly when product is used/sold
· “Produced”: GDP includes G&S currently produced, doesn’t involve transactions of items produced in the past (E.g sale of used car)

· “Within a country”: GDP includes products produced with geographic confines of country regardless of nationality of producer

· “In a given period of time”: usually time interval is a year or quarter. When government reports GDP for a quarter, it usually presents it “at an annual rate” quarterly rate times 4, done so quarterly and annual figures can be compared more easily .

· When government report GDP quarterly they used stat procedure called ”seasonal adjustment” to take out and look beyond seasonal cycle (e.g holiday)

· Components of GDP: Y= C(consumption) + I(investment) + G(overnment purchases) +NX(net exports)

· Consumption: spending by households on G&S except for new housing
· Investment: spending on capital equipment inventories and structures (inc house)
· Government purchases: spending on goods and services by local, territorial and federal gov. (e.g salary of Canadian forces general). BUT pension plan benefit is referred to Transfer Payment because spending isn’t made in exchange of a currently produce good and it is not part of gov. spending, no efct on econ prod
· Net exports: value of nation’s exports minus value of imports (e.g buy german car, C might increase by 40000 but net exports will be -40000)
· If total spending rises from one year to another (gdp) either (1) economy producing greater output of prods (2) G&S sold at higher prices. 
· Real GDP separates the two through measuring quantity produced  using prices that are fixed at past levels (contrary to nominal gdp)

· When economists talk about economy’s gdp and growth they usually refer to real gdp, better reflection of economy ability to satisfy people’s desires and needs

· GDP deflator reflects prices of G&S but not quantities
· Nominal/Real * 100

· Inflation rise of price lvl, “Inflation rate” is % change in some measure or price lvl form one period to the next

· Deflator (year2-year1/year1)*100

· Senator Rob Kennedy argued against GDP saying it doesn’t measue health, play intellegince etc.. Though GDP doesn’t measure these things, it does measure our ability to obtain such things
· GDP however excludes leisure (if everyone started working in weekends high prod but ppl aren’t necessarily better off) things done at home, quality of environment (gdp may rise with less pollution reg), says nothing about distribution of income
