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National Income Accounting
· Measures economy’s overall performance 
· Statistics Canada compiles National Income and Product Accounts
· Assess health of economy 
· Track the long-run course of the economy
· Formulate policies

Gross Domestic Product
· The main measure of the economy’s performance
· The total (aggregate) market value of all final goods and services produced within the borders of a country during a specific period of time
· A monetary measure 
· Avoid multiple counting
· Market value final goods
· Ignore intermediate goods
· Count value added

GDP excludes nonproduction transactions
Two types of nonproduction transactions:
· Financial Transactions
· Public transfer payments
· Private transfer payments
· Stock market transactions
· Second hand sales

Two ways of calculating GDP: Expenditures and income
· The expenditure approach:
· The sum of all money spent in buying final goods and services
· By households, businesses, government, and buyers abroad
· The Income approach:
· The income derived or created from producing final gods and services
· Payments to the suppliers of factors of production as wages, rent, interest and profit

Personal Consumption expenditures
· All expenditures by households on goods and services
· [bookmark: _GoBack]Durable goods (stoves, refrigerators
· Nondurable goods (food)

Gross investment includes
· Machinery, equipment, and tools by firms
· Construction
· Changes in inventories
· Intellectual property products

Net Investment= only investment of added capital
Gross investment- depreciation

· When gross investment and depreciation are equal, there is no change in the capital stock

Government Purchases
· Expenditures for goods and services
· Expenditures for publicly owned capital
· Exclude transfer payments

Net Exports
· Added exported goods
· Subtract imported goods
· Xn=exports (X)- imports (M)

The income approach: adds up expenditures that are allocated as income to those producing the output
· Compensation of employees
· Rents
· Interest
· Proprietor’s income
· Corporate profits
· Taxes on production and imports

Net domestic income at factor cost
· All the income earned by Canadian-supplied factors of production as wages, interest, rent, and profit

To compute real GDP

=Nominal GDP/Price index x100

GDP deflator

=Nominal GDP/real GDP x100






Price index
· A measure of the price of a “market basket” of goods and services in a specific year as compared to the price of an identical basket in a reference year
· That point of reference, or benchmark, is known as the base period, the base year.

Example: 
Real GDP is Nominal GDP/price index x100
if in year 2, nominal GDP is $140 and price index is 200, then real GDP is 70

GDP deflator is nominal GDP/real GDP x100
GDP deflator= $140/70 x100= 200


Measurement shortcomings
· Nonmarket activities
· The underground economy
· Improved product quality

Shortcomings of the well-being measure
· GDP and the environment
· Pollution and social costs
· Leisure
· Composition and Distribution of output
· Is the product useful or detrimental? 
· Nonmaterial sources of well-being
· I.e. reduction in crime, drug use, etc

To solve for price index: 

Nominal GDP/ Real GDP x 100




