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GDP(Gross Domestic Product): the market value of all final goods and services PRODUCED within a country in a given period of time

Measures two things at once:
1. the total income of everyone in the economy 
2. the total expenditure on the economy’s output of goods and services
INCOME = EXPENDITURE
-because every transaction has a buyer and a seller, every dollar of spending by some buyer is a dollar of income for some seller

“GDP is the Market Value…” 
-output is valued at market prices
-adds together all different kinds of products into single measure of the value of economic activity
-market prices reflect amount people are willing to pay for goods, therefore it reflects value of good
-if apple is twice as much as an orange then the apple contributes twice as much to GDP

“…of all final…”
-it records only the value of final goods, not intermediate goods
-value of intermediate goods included in value of final
-IMPORTANT exception: when an intermediate good is produced, and rather than being used or sold at a later date; “final’” for the moment
-includes all items produced in the economy and sold legally in markets
-GDP excludes most things produced and sold illegally and most items produced and consumed at home

“…goods and services…”
it includes both tangible goods(food, clothing) and intangible services (haircuts, house cleaning, doctor visits)

“…produced…”
-it includes goods and services currently produced, not transactions involving goods produced in the past
-when person sells their car to another person it is not included in GDP

“…within a country…”
-it measures the value of production within the geographic confines of a country
-when citizen from another country works temporarily in Canada, the part of production is part of Canadian GDP
-when someone from Canada owns a factory in a different country the GDP is part of that country

“…in a given period of time…”
-it measures the value of production that takes place within a specific interval of time, usually a year or a quarter (three months)
-seasonal adjustment: when the government presents quarterly GDP, and presents that data after its modified 
-unmodified it shows that the economy produces more goods and services at different times of the year, take out this seasonal cycle

Other Measures of Income
Gross National Product (GNP): GDP plus income that Canadians earn abroad minus income that foreigners earn in Canada
Ex/ British citizen working in Canada, production part of Canada’s GDP but not GNP, production part of Britain’s GNP
Net National Product (NNP): GDP minus losses from depreciations (ie. Wear and tear on the stock of equipment and structures). Depreciation is also called “capital consumption allowance”
National Income: NNP minus sales taxes
Personal Income: income that households and unincorporated businesses receive (National income minus retained earnings: the income corporations have earned but have not paid out to their owners). Corporate income tax and contributions to social insurance are also subtracted. It also includes interest income households receive from their holdings of government debt and the income that households receive from government transfer programs
Disposable Personal Income: personal income minus person taxes (eg. Personal income tax) and certain non tax payments (eg. Traffic tickets)

The Components of GDP
GDP (Y) is the sum of the following:
Consumption (C)
Investment (I)
Government Purchases (G)
Net Exports (NX)
EQUATION:
Y= C+I+G+NX

CONSUMPTION: spending by households on goods and services, with the exception of purchases of new housing
INVESTMENT: spending on capital equipment, inventories, and structures, including household purchases of new housing
-purchase of goods that will be used in the future to produce more goods and services
GOVERNMENT PURCHASES: spending on goods and services by local, territorial, provincial, and federal governments
-does NOT include transfer payments (eg. Welfare, old age pension) because they are not made in exchange for currently produced goods and services
-paying salary of Canadian Forces General is purchase because its in exchange for his service to the country
NET EXPORTS: the value of a nation’s exports minus the value of its imports; also called trade balance
-domestic firm’s sale to buyer in another country increases net exports
-subtract imports from net exports because imports are apart of other components of GDP
ex/ family buys $30,000 Volkswagen, consumption increases $30,000 because part of consumer spending, reduces net exports by $30,000 because it was imported, GDP is not affected

Examples: What is the impact on GDP
A. Debbie spends $200 to buy her husband dinner – consumption and GDP rises $200
B. Sarah spends $1800 on a new laptop to use in her publishing business. The laptop was built in China – Investment rises by $1800, net exports fall $1800, no change in GDP
C. General Motors builds $50 million worth of cars, but consumers only buy $470 million of them – Consumption rises by $470 million, inventory investment rises by $30 million, and GDP rises by $500 million
D. Jane spends $1200 on a computer to use in her editing business. She got last year’s model on sale for a great price from a local manufacturer. – investment in machinery and equipment increases by $1200 but inventory decrease by $1200. So, the total effect on current investment and current GDP is zero

Real Vs. Nominal GDP
- if GDP rises from one year to the next, one of two things MUST be true
1. the economy is producing more goods and services
2. goods and services are being sold at higher prices

NOMINAL GDP: values the production of goods and services at current prices
REAL GDP: values the production of goods and services at CONSTANT prices (that is, it ignores price increases)
Answers the question: What would be the value of the goods and services produced this year if we valued these goods and services at the prices that prevailed in some specific year in the past?
-real GDP is accurate measure of how much a country produced and its standard of living
-therefore an accurate view of the economy’s performance requires adjusting nominal GDP to take account price increases

GDP DEFLATOR: a measure of he price level calculated as the ratio of nominal GDP to real GDP times 100
-price of goods produced in country
-price of bananas triples – GDP deflator no change
[bookmark: _GoBack]-prices fixed quantity varies

EQUATION:  GDP deflator = Nominal GDP/Real GDP x 100

-correcting nominal GDP for changes in prices using the GDP deflator yields real GDP
-tells us the rise in nominal GDP that is attributable to the rise in prices rather than the rise in the quantities produced
-real GDP is nominal GDP corrected for inflation
-real GDP per person is the most often used indicator of a country’s average person’s standard of living – average growth has been 2% per year
NOTE: given nominal GDP and the GDP deflator, one can calculate real GDP as:  Real GDP= Nominal GDP/GDP Deflator x 100
-GDP deflator always equals 100 in the base year because the two are the same
-if quantities produced rise over time but prices stay the same, GDP deflator is constant
-GDP deflator reflects what is happening to the prices not quantities

INFLATION: used to describe a situation in which the economy’s overall price level is rising
INFLATION RATE: the percentage change in some measure of price level from one period to the next

EQUATION (for inflation rate between to CONSECUTIVE years):

Inflation rate in yr 2=(GDP deflator in yr 2 – GDP deflator in yr 1)/ GDP deflator in yr 1 x 100

Recession=two consecutive quarters of falling REAL GDP

Why do we care about GDP?
-having a large GDP enables a country to afford better schools, a cleaner environment, health care, etc.
-the fact is that if a person has a high income, then this person can afford to spend more time with his/her children and do volunteer work
-higher incomes allow for more choices. For a society, having a high GDP means having more choices
-
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