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Chapter 2

Measuring Macroeconomic 
Variables

Chapter Outline

� Measuring Macroeconomic Variables
� National Income Accounting

� Real and Nominal Measures

� Calculating Growth Rates

Gross Domestic Product

� Gross Domestic Product (GDP) is a primary 
measure of aggregate economic activity
� GDP is the market value of final goods and 

services produced within a nation during a fixed 
period of time

Measuring Activity: The 
National Income Accounts

� Economic activity in a given period can be 
measured in three ways:
� Value of output produced

� Income received by the producers of output

� Spending by the purchasers of output

The Expenditure Approach to 
Measuring GDP
� Measure output as the sum of expenditures 

on products categorized as consumption, 
investment, government spending, and net 
exports:
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Measuring GDP, Expenditure 
Approach, 2005 Update
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The Income Approach to 
Measuring GDP

� National Income:
� Compensation of employees

� Proprietor’s income

� Rental income

� Corporate profits

� Net interest

Measuring GDP, Income 
Approach: 2005 Update

Measuring GDP, Income 
Approach: 2005 Update

Real and Nominal Measures

� We measure GDP in terms of current market 
values
� Prices change over time

� Real GDP
� To compare GDP values over time, we want to 

distinguish changes due to output changes from 
those due to price changes

An Example

� Table 2.3 considers the calculation of 
nominal GDP in two years for an economy 
that produces just two goods.
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Table 2.3 Production and 
Price Data

Output Growth

� Growth rate of real output is calculated as 
a percentage rate of change:
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Real Output: Alternative Base 
Years Chain-weighting

� Calculated Real GDP growth rates are 
dependent upon choice of a base year

� Chain weighting resolves this difficulty
� Chain-weighting assumes that the correct growth rate 

going from year 1 to year 2 is an average of the two 
rates calculated in the upper and lower panels of 
Table 2.4.

GDP Deflator

� Define the GDP Deflator (a price index):

� For the preceding data, the GDP deflator in year 
2, when the base year is year 1, is
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Inflation
� Inflation is an annualized percentage rate of 

change in the price level.

� Using the GDP deflator to measure the price 
level, and using the measures in the upper panel 
of Table 2.4, inflation over the time from year 1 
to year 2 is measured as a percentage rate of 
change:
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Consumer Price Index

� The consumer price index (CPI) is another price 
index.
� It differs in the goods included
� Its measurement is based on measurement of the cost 

of a standard bundle of consumer goods over time

Interest Rate

� The rate of interest is a rate of return 
promised by a borrower to a lender.
� There are many interest rates

� Most interest rates move up and down together

� In our theory, we will usually assume that there is 
a single interest rate

Real and Nominal Interest 
Rates

� Distiguishing Real and Nominal Interest Rates
� A nominal rate of interest measures a percentage 

return in terms of dollars
� A real rate of interest measures a percentage return 

in terms of goods (the real purchasing power of 
dollars).

Calculating a real rate of 
interest

� The real rate of interest is the nominal rate of 
interest minus the inflation rate.

� The expected real rate of interest is the 
nominal rate of interest minus the expected 
inflation rate.
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The End


