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The circular flow diagram shows the transactions among households, firms,
governments, and the rest of the world.
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GROSS DOMESTIC PRODUCT

Firms hire factors of production from households. The blue
flow, Y, shows total income paid by firms to households.
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GROSS DOMESTIC PRODUCT

*Households buy consumer goods and services. The red
flow, C, shows consumption expenditures.
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GROSS DOMESTIC PRODUCT

Households save, S, and pay taxes, 7. Firms borrow some
of what households save to finance their investment.
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GROSS DOMESTIC PRODUCT

*Firms buy capital goods from other firms. The red flow
I represents this investment expenditure by firms.
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GROSS DOMESTIC PRODUCT

Governments buy goods and services, (G, and borrow or
repay debt if spending exceeds or 1s less than taxes
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GROSS DOMESTIC PRODUCT

The rest of the world buys goods and services from us, X
and sells us goods and services, M—net exports are X - M
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GROSS DOMESTIC PRODUCT

And the rest of the world borrows from us or lends to us
depending on whether net exports are positive or negative.
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GROSS DOMESTIC PRODUCT

*The blue and red flows are the circular flow of income and
expenditure. The green flows are borrowing, lending, and taxes.
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GROSS DOMESTIC PRODUCT

The sum of the red flows equals the blue flow.
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GROSS DOMESTIC PRODUCT
oThatis: Y=C+I+G+X-M
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Total GDP (2012): $83T
Population (2012):7B

GDP per Capita (2012): $12,500
Population Growth (2012): 1.1%
GDP Growth (2012): 3.3%
IRAN(483B$)

GDP per capita is probably the best measure of a country’s well being




Note. However, that growth rates vary significantly across

countries/regions. Do you see a pattern here?

Region GDP % of GDP Per |Real GDP
World Capita Growth
GDP

United States $15T 18% $48,000 1.3%

European Union $16T 19% $33,000 1.0%

Japan $4.3T 6% $34,200 -.4%

China $7.8T 11% $6,000 9.8%

India $3.2T 5% $2,800 6.6%

Iran $483.8B | .5% $6,400 -1%

Source: World Factbook
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