erstanding the Circular Flow of the Mc%Croeconomy |
Firms pirovide goods and serﬁces to households- through the pfo_duct mafkets. Households pay for |

. these goods and services with money. Hc#use’ho'lds supply firms with prodﬁxct:'we resources: labor, -

] land, capital and entrepreneurial skills. Firms pay money income to households. The value of incomie -

firms pay to households, including the profits that business owners receive, equals the dollar value of

output, Firms and households decide how much to buy or sell in the markets for goods and ’
- resources. For example, Tran spends $10;00 on school supplies at the market, buying goods and pay- -
the §$10.00 to pay part of the salary of Mariko, the cashier.

ing wn'j) money. The market owner uses - :
The firm is buying resources and paying/for them with money. The $10.00 is now ready to be spent in
yment, which provides

;

|

I another round. Firms and households pay taxes and user fees to the goverix
" 1 them with some goods and services, such as police protection and nation l1 defense.

|

i

|

3 v\\‘/ 8 - . +
Figure 10,1 l v (
The Circular Flow of Resources, Goods, Services and Money PaYmmts
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( s THE FACTOR MARKET
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13 Government buys fésou_rces and households sell resources.

15, The product market determines the saiary of the C.E.O. of a firm.

~ the return flow.

PartA | ¥ I i |
Bach of the}ﬂows inthe mrcular flow chagralj-x in Figure 10: s numbered. Identlfy which nuraber

matches the transaction described in the sta fments below. Consider only the ﬁrst transaction — not

I
1. David buys a CD at the local store for $9.99.

T
i

2. Emily earns $6.50 per hour enitering data bt the music CONSErvatory.

3. Maria pays her federal income'tax. | y ‘ -

l

4. }agdmh receives $15,000 in prqﬁts from hlS half-ownership of a coffee shop

=8 Kewha makes decoratwe leOWS that she sells for $30. OO ' ]'

6. Mammoth Toys Inc. hires 100 new employees. . \

7. The National Park Service opens two new campgrounds in Yellowstone National Par}c

.

PartB

. Write T if the statement is true and F if the statement is false. ;

)

. | ' ; ; .
8. Momney fllows are clockwise.
|

1 .
9. Goods and serviqrés flows are clockwise. . -

10. The resource market deterrnines the price per acre of farmland.

A .
11. The product market determines the price of a computer. |

12. Pirms sell resonrces in the resource markets, ____ : |

14. Government buys products, and firms sell products. : |

16. The Aesource market de’relmmes the puce of soda

O o

17. The reson'rce market determines the p‘rice of soda-bottling equipment.
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