Chap2hw

Answer Section
SHORT ANSWER

1.
ANS:


[image: image1.png]MARKETS

Revernue FOR GOODS Spending
AND SERVICES
- Firms sell
Goods Households buy Goods and
and services services
sold bought

FIRMS HOUSEHOLDS
«Produce and sell +Buy and consume
goods and services gonds and services
- Hire and use factors -Own and sell factors
of production of production

Labor, land,
and capital

Inputs for
production

MARKETS
FOR FACTORS
OF PRODUCTION
- Housenolds self
«Flrms buy

Wages, rent, Income

and profit

i = Flow Of inputs & outputs
= Fow of dollars




This diagram should duplicate the essential characteristics of the diagram in the text, with an explanation of the meaning of each flow and each market.  It is important that the student understands that the inner loop represents the flow of real goods and services and that the outer loop represents the corresponding flow of payments.
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