Chapter 5 Measuring A Nation’s Income

Microeconomics: is the the study how individual households and firms make decisions and how they interact with one another in market. 

Macroeconomics: is the study of the economy as a whole. 

GDP measures two things at once: the total income of everyone in the economy and the total expenditure on the economy’s outputs of goods and services. 

For an economy to be as a whole, income must equal expenditure. 

The Circular-Flow Diagram 
Households buy goods and services from firms

APLIA
GPD measures two things at once: the total income of everyone in the economy and the total-expenditure on the economy’s outputs of goods and services. 

In the circular flow model, the outter set of arrows show’s the economy’s flow of money.

2. Activities included(and not included) in the calculation of GDP.
The gross domestic product(GDP) of Canada is defined as the market value of all final good and services produced by resources within Canada in a given year.




GDP is the market of value of all final goods and services produced within a country in a given period of time. 

GDP also includes the market value of the housing services provided by economy’s stock of housing. 

The rent equals both the tenant’s expenditure and the landlord’s income.

“…Final..”
· GDP includes only the value of final goods. 
· When Domtar Corporation makes paper, which Carlton Cards then use to make a greeting card, the paper is called an intermediate good, and the card is called a final good. 
“…Goods and Services..”
· GDP includes both tangible goods(food,clothing, cars) and intangible services(haircuts, housecleaning, dentist visits).

‘’…Produced..”
· GDP includes goods and services currently produced. 
· For example, Ford produces and sells a new car, the GDP is included. But when one person sells a used card to another person, the GDP is not included. 

“…Within a Country…”
· GDP measures the value of production within the geographic confines of a country. 
· For example, when a British citizen works temporarily in Canada, his production is part of the Canadian citizen. Also, if a Canadian citizen owns a factory in Haiti, the production does not include in the Canadian GDP. (It is part of the Haiti’s GDP).
· Items are included in a nation’s part of GDP if they produced domestically regardless of the nationality of the producer. 

“…In a Given Period of Time”
· GDP measures the value of production that takes place within a specific interval or time. 
· Usually the interval is a year or a quarter(three months).
· GDP measures the economy’s flow of income and expenditure during that interval. 

The Components of GDP
Y = C + I + G + NX
Y = GDP
C = Consumption
I = investment
G = Government purchases 
NX = Net exports 

· Consumptions is spending by households on goods and services. 
· “Goods” include household spending on durable goods, such as automobiles and appliances, and nondurable good, such as food and clothing. 
· “Services” include such intangible items as haircuts and dental care. 

Investment
· Investment is the purchase of goods that will be used in the future to produce more goods and services.
· It is the sum of purchases of capital equipment inventories, and structures. 

Government Purchases
· Government purchases include spending on goods and services by local, territorial, provincial, and federal government. 
· It includes the salaries of government workers and spending on public works. 
· Such government spending is called transfer payment because it is not made in exchange for a currently produced good or service. 
GNP measures the value of all income earned by Canadians, regardless whether that income is earned in Canada or in foreign countries
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