Chapter 2

The Data of Macroeconomics

Three Important Macroeconomic measurements

· Gross Domestic Product (GDP)

· The Consumer Price Index (CPI)

· The Unemployment Rate

Gross National Product (GDP)

· GDP equals the total income of everyone in the economy for a given period (say, a year), or the total expenditure on the economy’s output of goods and services for the same time period (figure 2-1).

Rules for Computing GDP

· Inventories are treated as if they are purchased by firms that produced them.

· In order to have a single measure of GDP when the economy produces many different goods and services, we express the different goods and services in the same currency unit, i.e., we multiply the output with their prices.

· For goods and services that are not sold in the market place, we use an estimate called imputed value, e.g., owner-occupied houses and government services.

· Only final goods and services are included, intermediate goods and services are excluded to avoid double counting.  Another way to measure GDP is the value-added approach.

· Goods and services sold in the underground economy are excluded, e.g., illegal transactions, legal transactions that avoid paying taxes.

· Services performed by owners are excluded.

Nominal and Real GDP 

· Nominal GDP is calculated using current prices.

· Nominal GDP can change from year to year because of changes in output, prices, or both.

· Real GDP is calculated using current year output but the prices of a given base year.

· Changes in real GDP from year to year measure only output changes.

· In order to measure only output changes, we use real GDP.

The GDP Deflator

· GDP Deflator = Nominal GDP/Real GDP

· It is a measure of the general price level, relative to a given base year.  

· GDP deflator = 100 in the base year.

The Components of Expenditure


· The National Income Identity:

Y = C + I + G + NX,

Y = GDP,

C = consumption,

I = business fixed investment,

G = government purchases,

NX = net exports (exports - imports).

· See also Table 2-1.

The Consumer Price Index (CPI)

· CPI measures the price of a typical “basket of goods” purchased by a typical household.

· It is a better measure of the price level as it affects the average consumer than the GDP deflator.

· The GDP deflator, however, is a more comprehensive measure of the price level since it includes the price of all goods and services  included in GDP.

· GDP deflator does not include the prices of foreign goods and services, while CPI does.

The Unemployment Rate

· Unemployment means wasted resources.

· The distribution of unemployment is very uneven across the population.

· The unemployment rate measures the fraction of the labor force that is unemployed.

· POP = E + U + NL

· L = E + U

· 1 = E/L + U/L

· E/L = employment rate

· U/L = unemployment rate

· We can also have L/POP, which is the labor force participation rate, i.e., the fraction of the population that is in the labor force.

Okun’s Law

· % change in real GDP = 3% - 2 x % change in the unemployment rate

· See figure 2-5

The End

· Please review the chapter and do the exercises in the Study Guide.

