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THE FLOW OF THE VARIABLES 

The three main economic 

flows are production, 
income and spending

Economic flows result in 

Production 

stocks; we can only measure 

stocks at a certain time. 
As soon as any flow 
happens, stock levels change 

Spending Income 
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REPRESENTING DIFFERENT PARTS OF 
MARKETS 

When we draw the model of the markets in the economy, we use the following letters to 

represent the different parts: 

C consumer spending 

G8overnment spending8 
- Fmoney firms use to buy capital goods and all the money they borrow from financial institutions 

Xmoney we receive for our exports 

-Mmoney we spend on imports 

-T5 tax money that is paid to the governmen* 

S money that is saved by households and businesses in financial institutions 
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DEFINE AND DERIVE GDP 

For the country as a whole, income, product a 

equation: Income = Product Expenditure 

expenditure are all equal.We show this as an 

Gross domestic product (GDP)= the market value of all the final goods and services that people 

produce within the borders of a country 

GDP is an indication of the amount of wealth that a country creates and is a measure of how well 

the population in a country live (standard of living) 



BASIC ECONOMIC PR0BLEM 

Scarcity of resources is the basic problem

Henry Malthus prediction - there will always be hungry people 
because populations will always grow faster than food supplies 

Choice is required: we have to prioritise which needs and 
wants to satisfy, because our resources are not enough to 

satisfy them all 
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THE SCARCITY PROBLEM 

The scarcity problem: the demand for a resource is greater 

than its supply 
Absolute scarcity when a country can afford to buy a resource, but 

that resource is unavailable e.g. in the case of famine even wealthy 

people will not be able to buy food (resources are scarce) 

-Relative scarcity enough goods are available to buy, but the 

population cannot afford them (money is scarce)
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ECONOMIC GOODS AND FREE GOODS 

Free goods 
- freely available without limits e-g, air and sunlight

-cannot be bought or sold (has utility value but not exchange value) 

- humans do not control the supply 

- having free goods does not determine wealth 

Economic goods 
limited amount available (often insufficient) 



THE FLOWS OF THE VARIABLES 

Real Flow 

-Factors of production are sold to businesses in the factors 

rket 

-Businesses convert these factors of production into goods and 

services 

-The products (goods and services) are sold to households 
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THE FLOWS OF THE VARIABLES 

Monetary Flows occur in the opposite direction to real flow of products 
- Households sell factors of production and earn income 
- Households spend income on goods and services in the goods market 

Government pays for goods and services to provide these to the public 

Government raises taxes on firms and households in exchange for providing public goods and 
services 

Susinesses buy factors of production from households in the form of rent, interest. profit and 
wages, all of which form household income 

- Businesses sell goods and services to households government and the foreign sector 

- Government and businesses pay the foreign sector for imports, services and loans 

- Local producers receive income from foreigners in exchange for exports 
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THE FLOW OF THE VARIABLES 

The three main economic 
flows are production, 
income and spending 

Economic flows result in 
Production 

stocks; we can only measure 

stocks at a certain time. 



ECONOMIC GOODS AND FREE GOODS 

Free goods 
- freely arailable without limits e-g. air and sunlight 
- cannot be bought or sold (has utility value but not exchange value) 

- humans do not control the supply 
- having free goods does not deternmine wealth 

Economic goods 
limited amount available (often insufficient) 
must be paid for at a certain price e.g. bread or milk 

has both utlity and exehange value 
humans control the supply 
the more economic goods someone has the wealthier they are 
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ALTERNATIVES, CHOICES & 
OPPORTUNITY COST 

A fixed amount of money can be spent in on different alternatives according to 

your choice eg. you can use RI00 to buy a meal and some airtime for your 

phone, or to buy fuel and visit a friend 

When you choose one thing over another, you give up one of the choices and 

the choice you give up is called the opportunity cost e.g. if you choose to 

watch a movie rather than a play, the opportunity cost of watching the movie 

is watching the play 
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THE RnsIR PROCESSES 



CIRCULAR FLOW DIAGRAM: INTERACTION 
BETWEEN PARTIGIPANTS IN THE 

ECONOMY 
The market brings together all buyers and sellers and is divided into: 

-Goods (or product) market (includes services) 
Factor market (factors of production that are available at a price) 

The Circular How Diagram illustrates how money goods, services and factors of production 
move berween buyers and sellers in the economy it introduces macroeconomic concepts 
sUch as production, consumption, income, total imports and total exports 
There are two types of fow in today's economy: 

- Real flow (fow of goods, services and factors of production) 
- Monetary flow (fow of money) 
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