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What GDP Tells Us 
 

• To measure the economy’s growth with accuracy, we 
need a measure of aggregate output. 
 

• Aggregate output is the total quantity of final goods 
and services the economy produces.  
 

• The value of aggregate output for an economy is 
called GDP. 
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Real versus Nominal GDP 
 

• Real GDP is the total value of the final goods and 
services produced in the economy during a given 
year, calculated using the prices of a selected base 
year.   
 

• Nominal GDP is the value of all final goods and 
services produced in the economy during a given 
year, calculated using the prices current in the year 
in which the output is produced. 
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Calculating Real GDP 
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Calculating Real GDP 
 

• Except in the base year, real GDP and nominal GDP 
are different because they use different prices 
 

•  Chained dollars is the method of calculating 
changes in real GDP using the average between the 
growth rate calculated using an early base year and 
the growth rate calculated using a late base year 
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Calculating Real GDP 
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What Real GDP Doesn’t Measure 
 

• A country can have a higher GDP simply by having a 
higher population. 

 
• GDP per capita is a measure of average GDP per 

person, but is not by itself an appropriate policy goal. 
 
• Real GDP does not include many of the things that 

contribute to happiness. 

Slide 7 



GDP and the Meaning of Life 
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Percent that say their life is “thriving” 
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