What roles do households, firms, and government play in markets?
MICROECONOMICS

The Circular Flow Model
In the PRODUCT MARKET, firms are the sellers (supply) and households are the buyers (demand).
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In the RESOURCE MARKET, households are the sellers (supply) and firms are the buyers (demand).
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Government in the Circular Flow

In a three-sector circular flow diagram, government is a buyer (demand) in both the product and
resource markets. Government provides public goods, public services, and transfer payments to
households and firms in exchange for tax payments.
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Measuring the Economy Using the Circular Flow

Gross — I G NX
Domestic c + + +

Prod UCt Personal Private Government Net

Consumption Investment Expenditures Exports

Resource N 'F1{[\]|F]

[FUCE Income = w— w + I + R + P
Calculation ACCﬂunting Wages Interest Rents Profits
W; o Learn more about this topic and download a copy of this infographic by

Connect with the Atlanta Fed. visiting frbatlanta.org/education/classroom-tools/infographics

f¥ino@©



