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Measuring the aggregate 
economy
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DIVIDING UP THE WORLD 
ECONOMY
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Open and closed economies

➢ Closed economy: When a domestic economy is 
studied in isolation from the rest of the world.

➢ Open economy: We explicitly consider interactions 
with other countries.

Measuring gross domestic product

Dividing up the world economy
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THE COMPONENTS OF GDP
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GDP accounting identity

Y: GDP
C: private consumption
I: Private investment
G: government purchases of goods 
and services

The components of GDP

Y =C + I +G+ net(X)

Roger E.A.Farmer

Macroeconomics

p34
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MEASURING WEALTH
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Measuring wealth

Roger E.A.Farmer

Macroeconomics

p41
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Balance Sheet accounting

Measuring wealth

John Chen

Assets Liabilities

House                          $250,000
Car                               $ 25,000

Bank account Mortgage                 $150,000
Auto loan                 $ 15,000
Net worth                $115,000

$280,000 $280,000

Roger E.A.Farmer

Macroeconomics

p43
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THE LINK BETWEEN GDP AND 
WEALTH
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Growth rates and percentage changes

Example:

In the country of Lilliput real GDP equals $11 billions 
in 2000 and $10 billions in 1999. Lilliput’s GDP growth 
rate in 2000 was equal to: 

The link between GDP and wealth

Growth rate of GDP in year t =
yt - yt-1

yt-1
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Growth rate of GDP in year 2000 =
11-10
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Roger E.A.Farmer
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