Circular Flow Class Notes
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Topic: Circular Flow

Discussion Questions: How can gov't policy affect the circular flow model?
- Why is it important to understand the circular flow
of money and resources as voters?
- - Compare and Contrast policy recommendations
Sor tax cuts and there effect on the circular flow model.
- How does the economy impact people's standard of
living?

Circular Flow -- Model that represents the flow of money and
resources between the main economic relationships
(households/consumers, resource owners, business/firms,
governments)
1) The players:

- household: people(consumers) and people who own
resources

- businesses/firms: employ people and produce goods

- government: creating goods and services and fiscal policy
- government actions/laws that involve money/spending

examples: taxes/tax cuts, spend money, job creation, etc.

2) Circular Flow Markets: The circular flow system is divided into
two markets:

Market #1: Product or Goods and Services Market: market
in which households buy and firms sell goods and services

Market #2: Factor or Resource Market: Market in which
households sell resources (labor, land, capital - the factors of
production) to businesses for money.




[image: image2.png]The Circular Flow Model

spending .

goods/services

taxes
-Q@T

land, labor, capital

|

|

|

money/income payments (wage, rents, interest,
profit)




· 
Household sector: This includes everyone, all people, seeking to satisfy unlimited wants and needs. This sector is responsible for consumption. 

· 
Business sector: This includes those undertaking the task of combining resources to produce goods and services. This sector is responsible for the production. 

· 
Government sector: This includes the ruling bodies of the federal, state, and local governments. Regulation is the prime function, especially to pass laws, collect taxes, and force other economic sectors to do things that they wouldn't do voluntary. 

· 
Foreign sector: Includes everyone and everything beyond the boundaries of the domestic economy.

Summary Questions:   


- how are households and business impacted if the government:  



1)  increases taxes?



2)  decreases taxes?



3)  increases government spending?



4)  decreases government spending?


- How are businesses impacted if households:



1)  increase/decrease purchases of goods and services from business?



2)  Increase/decrease sale of resources to business?


- How are households impacted if businesses:



1)  increase/decrease production and sales of goods and services?



2)  increase/decrease purchase of resources from households?  

