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GDP and well being
· Real GDP per capita is the indicator for the average persons standard of living 
· It does not measure the quality of the environment, leisure time, and non-market activities (example the care a parent provides a child at home)
· Various organizations have developed indicators the measure quality of life
· A GDP per capita measure is still very useful
· A large GDP enables a country to afford better schools, health care, clean environment, etc.
· Lower GDP means lower life expectancy, less teachers, ect.
Measuring the Quality of life: the HDI
· The UN developed a program (UNDP) publishes the Human development index (HDI) = summary of a country’s achievement in 3 dimensions of human development
· Health (life expectancy)
· Education (years of schooling per adults) 
· Standards of living (GNI per capita)
· Canada is raked 13th of 189 countries
Economic well-being in Canada
· Center for study of living standards has also tried to improve how economic well-being is measured in Canada 
Recap: Measuring the wealth of nations
· GDP measures a country’s total production, income and expenditure
· In keeping with the circular flow diagram
· The four spending components of GDP are: consumption, investment, government purchases, and net exports 
· Nominal GDP is measured using current prices
· Real GDP is measured using the prices of a constant base year and is corrected for inflation 
· The ratio of nominal to real GDP provides one measure of the overall level of prices in a country
· This measure is called the GDP Price Deflator 
· The percentage change in the GDP Price Deflator over time provides one measure of inflation 
· GDP is the main indicator of a country’s economic well-being, but is not perfect

Chapter 8

The consumer price index (CPI)
· The CPI is one measure of the price level in an economy
· Changes in it provide one measure of inflation
· It is also used to compare dollar figures at different points in time
· The CPI is the basis for cost of living adjustments (COLAs)
How the CPI is calculated
· Determine the “Market basket”: Statistics Canada surveys Consumers to determine what a “typical” consumer buys 
· Consists of about 600 goods and services (updated every 2 yrs)
1. Find the prices: Statistics Canada collects data on the prices of all the goods and services in the basket 
2. Compute the basket’s cost: Price data are used to compute the total cost of the same basket in different periods 
3. Choose a base year (can be any year) and compute the index
a.  CPI = Cost of basket in desired year / Cost of basket in base year x 100 
· The value of the CPI for the base year is always 100 
4. Compute the inflation rate: the percentage change in the CPI from a previous period 
a. Inflation rate = CPI this period - CPI for previous period / CPI for previous period x 100
