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The meaning of economic aggregates 

a) The informational content of national income accounts 

 

Daily/hourly info about 

 stocks, bonds, yields, exchange rates 

 

Monthly info about 

 CPI, unemployment rate 

 

Quarterly info about 

 GDP growth 

  

Some stocks up, others down 

Some prices stable, others volatile 

Some industries expanding (high tech, import, export), others 

shrink (autos, real estate) 
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Q: How can we summarize a complex economy 
with a few statistics? 

Incomes: GDP, GNP, Disp. Income 

Prices: CPI, GDP Deflator, exchange rates 

Stocks: Dow-Jones (30 stocks); S&P 500 (500 
stocks); Russell(2K,3K,5K) 

Private financial wealth: Value of all traded stocks + 
housing + federal debt + currency 

Human wealth: Discounted value of all earnings 

U.S. financial wealth ≈ 3 years worth of GDP ≈  $45 
trillion 

U.S. human wealth ≈ twice as high as financial 
wealth 
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b) Measuring economic activity: 

National income accounting 

 

Three measures of aggregate income: 

 Current output= value of final goods sold= sum 

of values added at each intermediate stage of 

production 

 Sum of incomes received by all people involved 

in production 

 Total spending on finals goods 
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Table 1: Expenditure Approach to Measuring GDP in the United States, 2008 

Billions of Dollars Percent GDP 

Personal Consumption (C) 

equals 

10,130 70.1 

Consumer Durables + 1,095 7.6 

Nondurable Goods + 2,308 16.0 

Services 6,727 46.6 

Gross Private Domestic 

Investment (I) equals 

2,136 14.8 

Business fixed investment + 1,694 11.7 

Residential Investment + 477 3.3 

Inventory Investment -35 -0.2 
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Table 2: Expenditure Approach to Measuring GDP in the United States, 2008 

Billions of Dollars Percent GDP 

Government Purchases 

of goods and services 

(G) equals 

2,883 20.0 

Federal + 1,083 7.5 

National 

Defense 

738 (5.1) 

Nondefense 345 (2.4) 

State and local + 1801 12.5 

Net Exports (NX) 

equals 

-708 -4.9 

Exports 1,831 (12.7) 

                          minus Imports 2,539 (17.6) 

Total (equals GDP) Y=C+I+G+NX 14,441 100.0 
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Table 3: Income Approach to Measuring GDP in the United States, 2008 

Billions of Dollars Percent GDP 

Compensation of Employees 8,037 55.7 

Proprietor’s Income 1,106 7.7 

Rental income of persons 210 1.5 

Corporate Profits 1,360 9.4 

Net Interest 815 5.6 

Taxes on Production and imports 994 6.9 

Business Current transfer 

payments 

119 0.8 

Current Surplus of government 

enterprises 

-7 0.0 

Total (equals National Income) 

(NI) 

12,635 87.5 

Capital 

income 

 = 24.2 
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Table 4: Income Approach to Measuring GDP in the United States, 2008 

Billions of Dollars Percent GDP 

Total (equals National Income) 

(NI) 

12,635 87.5 

Plus statistical discrepancy 101 0.7 

Equals Net National Product 

(NNP) 

12,736 88.2 

Plus Consumption of fixed capital 1,847 12.8 

Equals Gross National Product 

(GNP) 

14,583 101.0 

Less Factor income received from 

rest of world 

809 5.6 

Plus Payments of factor income 

to rest of world 

667 4.6 

Equals Gross Domestic Product 14,441 100.0 
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c) Income v. Welfare 
Being “rich” v. being “happy” 
Quality of life: leisure, amenities, housing 
Example: pollution in Beijing, space shortage in Japan, music  
in Vienna, noise in Rome, weather in San Diego 

d) Measuring Real and Nominal Income 

 Nominal income= monetary value of income  (= $ receipts) 
Real income= purchasing power of income e.g. 

$40,000 per year is a decent salary in St. Louis, a low salary in  
NYC or LA 
Q: How do we measure what money buys?  
A: Need  price index: GDP deflator or CPI or PCE (Personal 

Consumption Expenditure) index 

GDP Deflator =   
GDP

GDP

real

nominal
*100
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A numerical example: 

Tables {   }  pp. 42, 43 

Chain-weighting GDP 

Take geometric average to remove impact of choosing  

base year 

Percentage growth in GDP = 34.8% if base year is 1   

29.4% if base year is 2 

 

Geometric Average:  

3.2

2.2

%1.324.29*6.34 
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e) CPI and Inflation 

Measure retail prices  of consumer goods & services in  

urban  areas in particular 

cost of basket of goods and services consumed by  

”average” urban  household 

 

If Pt +1 is the cost of the basket at t+1, the inflation at t+1  

is : 

 

 
t

tt
t

P

PP 





1
1
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Limitations of the CPI 

 quality adjustment bias  price increases because of 
higher quality (more money & faster operating  systems 
in computers / phones)  

 substitution bias CPI prices  fixed basket but actual 
households move away from expensive goods when 
relative prices  change. 

(e.g., gas  consumption now) 

 income bias  rich & poor do not consume the same 
basket of goods & do not face the same rate of inflation. 

 CPI vs. PCE index 
Fed uses PCE. PCE based on actual household 
expenditure; avoids substitution bias of CPI 
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f) World Poverty (From The Economist,08/30/2008, p. 70)  
World Bank Questions: What is real poverty?  Where  are  

the poor?  How many of them are there? 

 
Def. Poverty defined  as living on less  than what $ 1.25 per  
day bought  in the U.S.A. in 2005. 
 
Q: Do we use  foreign CPI and market exchange rates? Not if  
poor consume differently from rich. 
 
Asian Development Bank finds that: 
In 16 member countries,  poor pay lower prices  than others 
 buying cheaper goods 
using unofficial (itinerant) retailers 
e.g.,  Indonesian poor pay 21% less  than CPI. 
 

 



                  Economic Aggregates  
Intermediate 

Macroeconomic  

Theory 

 

Costas Azariadis 

 

 

Table 5: People (in millions) living on less than $1.25 per day 

East Asia & Pacific (of which 

China=208) 

337 

South Asia (of which India=455) 595 

Sub-Sahara Africa 385 

Others 83 

Total 1,400 

≈ 22% of world’s population 

Therefore, China and India have most of the world’s poor 
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Notes on Poverty 

 For U.S. income distribution data, go to Wikipedia: 

“Income Distribution in the United States” 

 Ratio of income of the 20% richest/20% poorest in the 

U.S. was 5.8 in 1960, 7.1 in 2005. 

 Most income inequality in world is between countries, 

less is within each country. 

 Per capita income in 10 riches nations=77 times per 

capita income in poor nations. 
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PPP: GNI per capita corrected for differences in the cost of living (e.g. cost of “Big Mac”, etc.) 

Atlas method: exchange rates averaged over two years, corrected for inflation 
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