
 

ECON10003 Introductory Macroeconomics 

 

Lecture 1 Introduction and Input-Output Flow Table 

 

I-O flow table 

An input-output table shows the structure of a country’s entire production system for a 

particular period, usually one year (show the flows of goods and services through the 

production process).  

· Rows (seller): show the destination of sales. (the amounts sold by the industry names at 

the side to those named at the top) 

· Columns (buyer): show the source of inputs and other outlays. (the amounts purchased by 

those named at the top from those named at the side) 

Input-output accounts tables are based on the principle that the value of the output of each 

industry can be expressed as the sum of the values of all the payments for inputs into that 

industry. (value of output=value of all payments for inputs) 

All the goods and services produced and sold in a period are: 

1) used as inputs by industries in their production process, or  

2) are sold to ‘final’ users of the goods and services (either in Australia, or overseas as 

exports), or 

3) are contributing to the changes in inventories 

    Produced>Purchased→inventory increase 

    Produced<Purchased→inventory decrease  

 

Gross Operating Surplus 

Gross operating surplus (GOS) is the excess of sales revenue over various expenses. It is a 

balancing item, which defined to make total outlays=total revenue. But we view it as the 

payment to (the cost of) the factor of production, capital. (The ‘gross’ means no allowance has 

been made for depreciation-the ‘wearing out’ of structures and equipment) 

 

Sales (outputs) are either: 

1) Intermediate goods and services: goods and services which have been produced by one 

firm in one country and sold to another firm in the same country to be further transformed 

as part of production process. They are raw materials. (another firm using the same 

product in the same country, to be further transformed as part of production process) 

2) Final goods and services: not further transformed in the same country, are sold to satisfy 

the final demand. 

→All sales revenue is assumed to be spent on one or other of the inputs. 

 

Input demand is a derived demand. 

Inputs (including labour) are demanded only because they are needed to produce an item 

which satisfied ‘final demand’. This means that the demand for an input is derived from, or 

depends on the demand for the output. If the output is more highly demanded, then the inputs 

used in production are also more highly demanded. When demand for a final good or service 

increases, the demand for factors of production needed (directly or indirectly) to produce this 

good or service also increases. So to model/predict variations in level of all economic activity, 

it may suffice to concentrate on modelling/predicting variations in the final demands. 



 

Lecture 2 National Accounts (1) 

 

Purpose of national accounts 

1) to inform us about changes in the pace of market sector economic activity over time in 

Australia as a whole. 

2) to tell us about the composition of aggregate production, expenditure and incomes. 

3) to shed light on changes in employment, hours worked and productivity. 

National Accounts: show details of the end results of economic activity. 

 

Gross Domestic Product (GDP) 

Gross domestic product is the aggregate market value of all final goods and services produced 

in a specific country within a given period. It is the part which is produced at home but sold to 

foreigners plus sold at home (within the geographical limits of a country). 

 

Three ways of measuring DGP 

GDP can be measured at three points in the “circle”: production of final goods and services, 

incomes generated and expenditure on final goods and services produced in the economy. 

(1) GDP(E): the total value of spending on final goods and services produced in the economy. 

   GDP(E)=C+I+G+X-M=GNE+(X-M) 

   →GNE (Gross National Expenditure): total spending on final goods and services, 

including final consumption expenditures by households, gross private investment by 

business and government purchases of goods during a specific period, no matter whether they 

are produced at home or imported from overseas.→GNE=C+I+G (include imports) 

Condition of GDP(E)=GNE: 

a) in a closed economy, no trade going on the rest of world, that is X=M=0 

(all g/s produced at home will be consumed by domestic resident) 

b) in an open economy, have trade but is balanced that X=M 

The balance of trade (Net exports): NX=X-M  

                              If X>M, trade surplus  

                              If X<M, trade deficit  

 

(2) GDP(P): the total value added of all the producers in the economy. 

Why GDP(P)=GDP(E): since GDP(P) is total sales minus sales of intermediate g/s, it must 

measure the amount sold to (the amount spent on) final demand. 

 

(3) GDP(I): the total value of incomes generated by the process of production.  

Why GDP(P)=GDP(I): the value added for a producer is equal to sales revenue minus the 

value of raw materials. Leaving aside indirect taxes and subsidies, this must equal 

compensation of employees and gross operating surplus. 

→in theory, all three measures, GDP(E), GDP(P) AND GDP(I) should equal each other. 

  



 

Lecture 3: National Accounts (2) 

 

Nominal GDP 

A measure of GDP in which the quantities produced are valued at the current-year price; 

nominal GDP measures the current dollar value of production. 

· Incorporates price and quantity (i.e. constant price) 

 

Real GDP 

A measure of GDP in which the quantities produced are valued at the price form base year, by 

eliminating the effected of price change from GDP at current price; real GDP measures that 

actual physical value of production. 

· Focused on just quantity by adjusting for price 

· 2 methods:  constant price method (used by China) 

           chain volume method (used by Australia) 

 

Measure of GDP 

(1) Constant Price Method 

It is a method that the value of production valued at prevailing market price, which apply 

historical base price to current quantitates i.e. p1q1, p1q2. It does not account for change in 

price but measures change in quantity. 

· Pro: only need 1 year of price (cheap) 

Con: less relevant (new product) 

· Laspeyres Volume Index: weighted arithmetic average of quantity relatives using the 

value of earlier periods as weights.  

Real GDP: ∑[
𝑝1𝑞2

𝑝1𝑞1
] × 100, or in dollar values: [

∑ 𝑝1𝑞2

∑ 𝑝1𝑞1
] × ∑ 𝑝1𝑞1 

*The value of ∑ 𝑝1𝑞2 is a measure of what it would cost us to purchase the quantities we 

bought in Year 2 had the prices remained the same as they were in Year 1. Comparing this 

number with ∑ 𝑝1𝑞1 gives us information about the implied ‘volume’ or ‘real’ changes in 

GDP. 

 

(2) Chain Volume Method 

It compare current price expenditure in any one year with what it would have been had we 

bought things at the prices prevailing the year immediately before. 

· Layspeyres Chain Volume Index:  

[
∑ 𝑝1𝑞2

∑ 𝑝1𝑞1
×

∑ 𝑝2𝑞3

∑ 𝑝2𝑞2
×

∑ 𝑝3𝑞4

∑ 𝑝2𝑞3
×······×

∑ 𝑝𝑛−1𝑞𝑛

∑ 𝑝𝑛−1𝑞𝑛−1
] × 100 

Note: Chain volume measure of GDP and a constant price measure of GDP will give the same 

value for real GDP but only in the base year and in the year following the base year. 

 

Growth rate for successive periods 

Final value−Initial value

Initial value
× 100 →It is measure in percentage term. 

· Recession: (at least) two consecutive quarters of negative real GDP growth 

· Inflation: increase in the general price level in an economy 

· Deflation: decrease in the general price level in an economy 

  



 

Lecture 4: Consumer price index, Inflation, Inflation targeting and real and 

nominal interest rates 

 

Consumer Price Index 

Consumer price index (CPI) is an index as a weight (where weights are expenditures shares in 

base period) sum of expenditure shares. It can be called as “Laspeyres price Index” which 

calculates the weight average of price relatives for portion on expenditure on a given produce. 

It does not account for change in quantity but measures change in price. 

CPI=
∑ 𝑝𝑖1𝑞𝑖0

∑ 𝑝𝑖0𝑞𝑖𝑜
× 100 = ∑[(

𝑝𝑖1

𝑝𝑖0
) × (

𝑝𝑖0𝑞𝑖𝑜

∑ 𝑝𝑖0𝑞𝑖0
)] × 100 

· 
𝑝𝑖1

𝑝𝑖0
 are called the ‘price relatives’-the ratio of commodity I at two different dates. 

· 
𝑝𝑖0𝑞𝑖𝑜

∑ 𝑝𝑖0𝑞𝑖0
 are the ‘weights’, that is the proportion of total expenditure which was spent 

on commodity i in the base year. 

→CPI=∑ Price Relatives ×
Amount spent on product i

Total amount spent on all products 
 

     =∑ Price Relatives × portion on expenditure (weighting) 

· Inflation: a sustained increase in the general price level, it can be measure at annual rate 

by comparing the value of the CPI figure for any one quarter (or month) with that in the 

same quarter (or month) of the previous year. 

Inflation Rate=
𝐶𝑃𝐼𝑡−𝐶𝑃𝐼𝑡−4

𝐶𝑃𝐼𝑡−4
× 100 

· Estimates of inflation (or GDP) using the Layspeyres method are biased. 

Estimate of Inflation: overstated (Bias) 

Estimate of Deflation: understated 

→Reason: Because the composition of this basket is held fixed from period to period. The 

CPI cannot accurately take into account both changing consumer preference and 

substitutions between producers made by consumers in response to changes in relative 

price. In situation of inflation, people will shift expenditure to cheaper alternatives over 

time without a change in the pattern of consumption been recognized. Therefore, CPI will 

weight those relatively expensive items too highly. In the situation of deflation, people in 

favour of those whose prices are falling the fastest. Therefore, CPI weight the ones whose 

prices are falling slowly too highly. 

Q: Imagine that a country’s CPI is calculated using a layspeyres index and that we weights are 

same years old. Imagine also that the country is experiencing deflation such that all prices are 

falling (although not necessarily at all the same rate). Will the CPI index be overstating or 

understating the true rate of deflation? Explain. 

A: If deflation and prices are falling ( but some are falling faster than others), the relative 

prices are going to change and consumers will be substituting away from those whose prices 

are falling slowest in favour of those whose prices are falling the fastest, but the price insex 

uses ‘old weights’, so it will be weighting the ones whose prices are falling slowly too highly 

and so it will be biased towards understating the rate at which prices are falling on average. 

 

 

 



 

Nominal vs Real Interest Rate 

· Nominal Interest Rate (i): stated interest rate 

· Real Interest Rate (r): interest rate adjusted for inflation. It is the real rate of return, the 

percentage increase in the real purchasing power of a financial assets. 

· Fisher Equations: the relationship between nominal and real interest rate. 

(1 + 𝑟) =
1 + 𝑖

1 + 𝜋
⟹ 𝑟 ≈ 𝑖 − 𝜋 

→Suggests the high (low) nominal rates may be reflecting high (low) inflation. 

· In years with inflation, nominal GDP increases faster than real GDP. 

· There is a lower limit to which monetary policy can push nominal interest rates. 

· Be interested in the real rate: lenders and borrowers tend to be interested in their real 

return not simply their nominal return. They are unlikely to do so if nominal interest rate 

is not above the rate of expected inflation, so the real interest rate can be negative if 

inflation is greater than nominal.   

 

Taylor Principle 

To stabilize the macroeconomy. The central bank which has adopted an inflation targeting 

policy should move nominal interest rates up or down by more than (one for one) inflation. 

That is, if inflation is 1% above the target rate, the Central Bank should raise nominal rate by 

more than 1%. Therefore, it is necessary to bring about a movement in the real rate of interest 

in the desired direction. 

Reason: Because only if the rise in the nominal rate exceeds the rise the rate of inflation will 

the central bank be able to bring about an increase in the real rate. 

 


