
ANSWERS 
Directions: Each of the questions or incomplete statements below is 

followed by four (4) suggested answers or completions. Select one 

that is best in each case. 

1. In the circular flow model, the factor / resource markets are the 

markets in which 

 

A) consumption goods and services are bought and sold. 

B)government goods and services are provided. 

C) land, labor, capital, and entrepreneurship are bought 

and sold. 

D) investment goods and services are bought and sold. 

 

2. The circular flow model shows that goods and services flow 

from 

 

A) businesses to households. 

B)households to business. 

C)the factor market to businesses. 

D) the goods market to businesses. 
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3. In the circular flow model, which of the following owns the 

factors of production? 

  

A) federal, state, and local governments 

B)households 

C)firms 

D) None of the above answers is correct 

 

4. In the product market of the circular flow model 

 

A) firms buy finished products from households.  

B)consumers buy factors of production from firms.  

C) consumers buy finished products from firms.  

D) firms buy factors of production from consumers. 
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5. Which of the following activities would occur in the resource 

(factor) market? 

    

A) A teacher buys a new truck from a car dealership.  

B)A farmer buys farmland from a retiring farmer.  

C)A retirement fund buys stock in a major corporation.  

D) A welder buys a personal home computer from an 

electronics store. 

 

6. According to the circular flow model, when households 

decrease their spending in the product market 

 

A) Business firms will increase their production of goods and 

services. 

B)Business firm income will rise as they will price more 

products. 

C) Unemployment will rise. 

D) Households will sell more resources to business firms. 
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7. Which of the following is a correct definition of the Circular 

Flow Model of Income and Expenditure? 

 

A) It is a model that shows the production capacity of a 

society. 

B)It is a model using supply and demand curves and how they 

illustrate effects in a market. 

C)It is a model showing how foreign currencies increase or 

decrease against the US dollar. 

D) It is a model that shows how households and business 

firms impact one another through changes in spending 

and income. 

 

8. In which market would a household buy the food they need to 

make dinner? 

 

A) The market for land 

B)The market for labor 

C) The market for products. 

D) The market for physical capital. 

 


