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Consumers 
purchase 

goods and 
services 

Competition 
reduces 

prices and 
increases 

quality 

 

Producers 
create goods 
and services 
using factors 
of production 

Producers 
seek 

efficiency 
and profit 

 

Exploring a Market 
Economy: The Circular 

Flow Model 
 

The Circular Flow 
Model 

The Law of  
Supply and Demand 

The Role of the 
Government 

Consumers 
demand less at 

higher prices and 
more at lower 

prices 

 
Producers supply 

less at lower 
prices and more 
at higher prices 

 
Collects federal, 
state, and local 

taxes 

 
Provides 

public  
services 
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Word Cards 
 

circular flow model 
 
a graphic 
representation of the 
relationships among 
the different 
components of a market economy 
 
Example:   

increased 
productivity 
 
increase in the output 
per worker or other 
resources used for 
production 
 
Example:    
 

 

  

 profit  
 
the amount of money 
left over after all of the 
costs of production 
have been paid 
 
Example:   

 

competition 
  
 
the rivalry among 
businesses to sell 
goods to consumers 
and make the greatest profit 
 
Example:    
 

 

supply 
 
the quantities of a 
good or service that 
producers are willing 
and able to sell at 
various prices 
 
Example:    

 
  
 

demand 
 
the quantities of a 
good or service that 
consumers are willing 
and able to buy at 
various prices 
 
Example:    
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tax 
 
a fee charged by a 
government on a 
product, income or 
activity 
 
Example:    

 
 

sales tax 
 
 
a tax paid on 
products people buy 
 
Example:    

 
 

income tax 
 
a tax paid on wages, 
salaries and interest 
a person earns 
 
Example:    

 

property tax 
 
a tax paid on the 
property a person 
owns 
 
Example:    
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