An economy can be growing while a nearby shopping center loses tenants. Employers
can report new jobs while a qualified applicant continues searching for work. A business
can collect more money than last year without selling more products. These situations
can exist at the same time because each describes a different part of economic activity.
Understanding the economy requires learning what its measurements actually measure.
An economic indicator is a statistic used to examine conditions such as production,
employment, or spending. Each indicator has a purpose, a method, and boundaries.
Once those are understood, a headline becomes something we can interpret with
confidence. We can identify what changed, how the change was calculated, and what
additional information would help explain its significance.

One of the most widely reported indicators is gross domestic product, usually shortened
to GDP. It measures the value of final goods and services produced within a country
during a particular period. “Domestic” refers to where production occurs, regardless of
who owns the company. “Product” includes physical goods and services, from packaged
food to engineering work. “Gross” means the measure has not subtracted the
depreciation of productive assets—the wearing out or loss of value of equipment,
buildings, and similar resources used in production. GDP is measured over time,
commonly by year or quarter, which is a three-month period. It therefore describes a flow
of production rather than the accumulated wealth a country owns. The Bureau of

Economic Analysis introduces GDP and its uses as part of its public learning resources.

Denise Woodard’s development of Partake Foods gives us a practical starting point for
understanding production. After her daughter was diagnosed with food allergies,
Woodard began developing snacks that could meet a need she had struggled to address
through existing products. According to Partake’s account of its beginnings, she worked
with a manufacturer and began selling cookies to New York City grocers in 2017; the
products reached Whole Foods shelves in 2018. This was a business achievement built
around recognizing a problem and organizing a product people could purchase.
Economically, it also involved several connected activities: developing recipes, obtaining
ingredients, manufacturing food, packaging it, and making it available to customers. A
familiar box on a shelf can represent the coordinated work of many businesses and
workers.

To count that work accurately, economists must avoid counting the same value
repeatedly. Ingredients purchased to make cookies are intermediate goods: inputs used
in producing something else. Cookies purchased by a household to eat are final goods.
Consider a deliberately simplified example, unrelated to Partake’s actual accounts. A
grower sells ingredients for $1, a producer turns them into a packaged snack sold for $3,
and a retailer sells it to a household for $5. Adding all three sales would produce $9, even
though the earlier ingredients and manufacturing work are already reflected in the final
$5 price. Instead, we can count the final purchase or add the value contributed at each
stage: $1 by the grower, $2 by the producer, and $2 by the retailer. That contribution is
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called value added. Both approaches produce $5 in this simplified, entirely domestic
example.

Production also includes work that cannot be placed inside a package. Deryl McKissack
founded her Washington-based McKissack & McKissack firm in 1990, carrying forward
her family’s building tradition through her own enterprise. The company provides
architecture, program management, and construction management services for public
and private projects, as its history and business description explain. Architecture
involves designing buildings and spaces; construction management coordinates matters
such as scheduling, cost, quality, and project delivery. Those services have economic
value even when the provider does not manufacture the concrete or install the wiring.
McKissack’s success demonstrates how professional knowledge can become a business
serving complex needs. When measuring a completed project, economists account for
the contributions of its participants without repeatedly adding costs already included in
the project’s overall value.

Another way to organize GDP is by the spending that purchases final output. Household
consumption includes purchases of goods and services. Investment includes spending
on productive assets such as new business equipment, structures, and certain
intellectual property, along with residential construction and changes in inventories. In
this context, buying an existing company’s stock is a financial transaction rather than
newly produced investment counted in GDP. Government purchases include services
and construction that governments buy or produce. Exports are added because they are
produced domestically and purchased abroad. Imports are subtracted because imported
content may already appear within consumption, investment, or government purchases.
That subtraction removes foreign production from a domestic production measure; it
does not mean imports are automatically harmful. These categories are explained in the
BEA'’s primer on GDP accounting.

The timing of production matters as much as the timing of a sale. Suppose a fictional
bicycle manufacturer makes 200 bicycles in December but sells only 150 before the year
ends. The remaining bicycles are inventory: goods the business holds for later sale or
use. Their production still belongs to that year, so additions to inventory are included in
investment. When the bicycles sell later, the accounts recognize the customer’s
purchase and the corresponding reduction in inventory, preventing the original
production from being counted again. Similarly, selling a used bicycle does not make it
newly produced output, although a dealer’s newly provided sales service can contribute
to GDP. This distinction keeps us from assuming that every movement of money
represents new production. The object, the service, and the period each have to be
identified.

Dollar values introduce another challenge: a larger total can result from higher prices,
greater production, or both. Nominal GDP measures output using prices from the period
being measured. Real GDP adjusts for price changes so that economists can better
identify changes in production. Imagine an economy producing only bicycles. In the first
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year, it makes 1,000 bicycles priced at $300 each, giving nominal output of $300,000. In
the second year, it makes the same 1,000 bicycles, but each costs $330. Nominal output
rises to $330,000, an increase of 10 percent. The number produced has not changed.
Using the first year’s prices, second-year output would still be $300,000. Actual national
calculations handle many products and changing quality, but this small example makes
the central distinction visible: higher dollar sales do not necessarily mean more goods
and services.

Growth describes the change in output between periods, and its pace requires careful
reading. If real GDP increases by 3 percent one year and 1 percent the next, the economy
is still expanding in both years. Its growth has slowed. A decline in output would require
a negative growth rate. Reports may also state quarterly growth at an annualized rate,
meaning the quarter’s pace is expressed as though it continued for four quarters with
compounding. A 1 percent increase in one quarter corresponds to roughly 4.1 percent
annualized growth. That does not mean output actually increased 4.1 percent during
those three months, nor does it promise that pace will continue. Checking whether a
figure compares quarters, compares the same quarter across years, or annualizes a
quarterly change prevents several common misunderstandings.

The size of a population also affects how we interpret total production. GDP per capita
means GDP divided by the number of people; “per capita” simply means per person.
Suppose a fictional country produces $500 billion in a year and has 10 million residents.
Its GDP per capita is $50,000. That does not mean every resident earns $50,000, receives
that amount from the government, or has that much to spend. It is an average amount of
production per resident. If total real output grows while population grows faster, real
output per person can fall. Conversely, production per person can increase without every
household sharing equally in the improvement. This measure helps us account for
population size, while income distribution and household circumstances require their
own evidence.

Employment statistics address another set of questions: who is working, who is seeking
work, and how available labor is being used. In the main U.S. household survey, the labor
force consists of people classified as employed plus those classified as unemployed. A
person generally qualifies as unemployed when they have no job, are available to work,
and have actively sought work during the preceding four weeks. People on temporary
layoff who expect recall can qualify without that search requirement. People who are
neither employed nor unemployed under the survey’s definitions are outside the labor
force. This includes many retirees, students, and caregivers. The Bureau of Labor
Statistics explains these classifications. They describe employment status under a
statistical method; they do not measure how useful, demanding, or valuable someone’s
daily activities are.

The unemployment rate is the number of unemployed people divided by the labor force,
multiplied by 100. Consider a fictional population of 1,000 eligible adults. Suppose 570
are employed, 30 are unemployed, and 400 are outside the labor force. The labor force is
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600, so the unemployment rate is 30 divided by 600, or 5 percent. Now suppose ten of the
unemployed people stop searching and no one gets hired. Employment remains at 570,
but unemployment falls to 20 and the labor force falls to 590. The unemployment rate
becomes about 3.4 percent. The lower rate did not result from more employment.
Alternatively, people entering the labor force to search for jobs can temporarily push
unemployment higher. The calculation becomes much more informative when we
examine how its underlying numbers changed.

Labor force participation provides useful additional context. The participation rate
expresses the labor force as a share of the civilian, noninstitutional population age 16
and older—the population covered by these measures, excluding people such as
active-duty military personnel and those living in institutions. In our original example,
600 people in a population of 1,000 produce a participation rate of 60 percent. The
employment-to-population ratio asks a different question: what share of that population
is employed? With 570 employed people, it is 57 percent. Participation can change
because of schooling, retirement, caregiving responsibilities, health, or job
opportunities. Consequently, a change does not explain its own cause. The BLS provides
these distinctions in its labor force concepts and definitions, allowing readers to examine
employment conditions from more than one angle.

Being counted as employed also leaves important questions unanswered. Someone
working part time while seeking full-time hours is employed, even though the available
work may not meet their needs. A qualified laboratory technician working in a position
that does not use their training is employed too. Underemployment is a broader term
often used for situations involving insufficient hours or work below someone’s available
skills, though different measures capture different parts of it. The BLS publishes a
broader labor underutilization measure called U-6, which includes unemployed people,
people marginally attached to the labor force, and people working part time for economic
reasons. Marginally attached people want and are available for work and have searched
within the past year, but not in the most recent four weeks. Even U-6 does not capture
every mismatch between talent and opportunity.

Headlines announcing that employers “added jobs” come from a different survey than
the unemployment rate. The household survey counts people and determines their
employment status. The payroll survey gathers information from employers and
measures nonfarm payroll jobs. Someone holding two jobs with separate employers can
appear twice in payroll employment while being counted once as an employed person in
the household survey. The household survey also covers groups, including the
self-employed, that the payroll survey excludes. The BLS explains these differences in its
comparison of the two employment surveys. Reported job growth usually describes a net
change: gains after losses are accounted for. If fictional employers add 8,000 positions
while others eliminate 5,000, the net increase is 3,000. That total contains both expanding
opportunities and disrupted careers.
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Economic reports also need to distinguish recurring patterns from unusual
developments. Seasonal adjustment is a statistical process that accounts for patterns
that tend to recur at similar times each year, such as holiday hiring or school-calendar
changes. Without it, an ordinary January reduction in seasonal retail employment could
look like a fresh economic collapse every year. Estimates can also be revised as
additional information arrives or measurement methods are updated. An early estimate
provides timeliness; later information can improve accuracy. The existence of a revision
is therefore a reason to examine what changed and why. It is also why one month
deserves context. A sequence of observations can reveal whether a movement persists,
reverses, or simply reflects normal variation in the data.

The boundaries of GDP become especially important when discussing living standards.
Preparing meals for one’s own household, providing unpaid care, and volunteering can
contribute enormously to well-being while generally falling outside measured GDP. Paid
versions of similar services may be included. Production totals also do not directly tell
us whether air is cleaner, commutes are shorter, jobs are safer, or people have enough
time to rest. Rebuilding after a destructive storm can add to current production even
though the destruction has left people worse off. GDP measures a particular kind of
economic activity; evaluating progress requires additional information about health,
security, opportunity, and environmental conditions. Recognizing those boundaries
makes the statistic more useful because we can apply it to the question it is designed to
answer.

A business achievement such as Woodard’s expansion into grocery stores or
McKissack’s development of a professional services firm contains several dimensions
worth examining. There is output produced, work performed, income earned, and a need
addressed. National statistics help place those activities within a larger picture, while
company records and people’s experiences explain details the totals cannot show. A
report of rising GDP invites examination of real production and its sources. A falling
unemployment rate invites examination of hiring, participation, and available hours.
Evidence becomes more valuable when we know how to read it closely. We can
appreciate a growing enterprise, recognize the skill behind its work, and evaluate broader
economic claims with the same discipline: establish what happened, understand what
was counted, and connect the numbers to the lives and activities they describe.



