Circular Flow of Economic Activity
WHAT YOU NEED TO KNOW FIRST:  Generally, activities of the economy's sectors, as well as the interaction among them, take place in markets. A market exists where a buyer and a seller voluntarily exchange "something" for an agreed upon price. Economic resources, goods and services as well as money and credit are some examples of the things that are exchanged at various prices in a variety of markets.

Markets facilitate the transfer of goods and services as well as economic and financial resources such as money and credit between buyers and sellers. Generally, individuals will not voluntarily enter into a market exchange unless they perceive an improvement in their well-being. 
The economic model consists of 5 sectors.  The circular flows model involves the full interaction of sectors, usually in markets; changes in one sector will generally trigger changes in other sectors.
After writing down the sectors and thinking about the first example, on the back of this handout, draw a full “circular flow” example.  If you miss class, there is a video explaining this on my website, but for the simple version, you may want to copy from a classmate.

The FIVE Sectors
1.

2.

3.

4.

5.

What financial interactions between sectors do you know take place?
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Household Sector
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