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Circular flow diagram economics with government

The circular flow diagram depicts an economy consisting of two groups of households and businesses interacting in two markets: a market of goods and services where businesses sell and buy homes, and a labor market where households sell labor to businesses or other employees. To better
understand the economy and NIPA, consider a simple economy consisting only of corporations and individuals, as reflected in the circular flow diagram (1): Figure 3-1: Circular Flow of the Bureau of Economic Analysis is licensed according to the public domain. In this simple economy, individuals provide
labor to help companies produce goods and services. These activities are displayed as green lines in the diagram. Alternatively, you can think in terms of the currency flow in which these transactions occur. Companies provide income (in the form of compensation) to individuals in exchange for labor. That
income is spent on the goods and services that companies produce. In the real world, there are many different markets for goods and services and markets for many different types of labor. The total economy is much more complex than the picture above. The economy includes interactions between
individuals and businesses, as well as federal, state and local governments and residents of other worlds. This simple economic example also does not show other aspects of economic activity, such as capital investment (asset production or fixing such as structure, equipment, research and development,
and software) and financial capital (stocks, bonds, and bank deposits). (2) Circular flow diagrams simplify this, making it easier to understand the picture. In the diagram, companies produce goods and services that they sell to their homes in exchange for revenue. This is shown in an external circle,
representing both the demands of the household and the product market supplied by the enterprise, such as the goods and services market. Households sell their labor to businesses as workers in exchange for wages, salaries and benefits. It appears in the inner circle, representing both the supply of
households and the labor market demanded by companies. This version of the circular flow model is removed as an essential, but it has enough features to explain how the product and labor markets work in the economy. If you want to introduce real-world elements such as interactions with financial
markets, governments, and other regions (imports and exports), you can easily add details to this base model. Every circular flow diagram has two flows that you can think of as two sides of the same coin. Coins can be conceived as GDP, and both flows are a spending approach and an income approach
that measures GDP. (1) with a circular economy. This graph shows the income cycle flow of five sector economies. The flow of money is shown in purple, and the flow of goods and services is shown in orange. Money flows in the opposite direction to goods and services. [1] Basic diagram of the cyclical
flow of income. The function of a free market economic system is expressed by businesses and households, interacting. [2] The cyclical flow of income or cyclical flows is a model of an economy in which major exchanges are represented by flows of money, goods, and services among economic entities.
The flow of money and goods exchanged on closed circuits amounts to value, but runs in the opposite direction. Circular flow analysis is the basis of national accounts and therefore the basis of macroeconomics. The idea of circular flow already existed in richard cantilon's work. [3] François Quesnay
developed and visualized this concept in the so-called Tableau économique. [4] Significant developments in Quesnay's dramatic events were Karl Marx's second capital: criticism of the political economy, the hiring of John Maynard Keynes, interest and money theory. Richard Stone further developed the
concept of a system that is being used internationally by the United Nations and the Organization for Economic Cooperation and Development (OECD). Overview The circular flow of income is a concept for understanding the economy as a whole, for example, the National Income and Commodity
Accounts (NIPA). In its most basic form, it can be expressed in so-called circular flow diagrams, considering a simple economy consisting only of corporations and individuals. In this simple economy, individuals provide the labor force for companies to produce goods and services. These activities are
displayed as green lines in the diagram. [5] A model of the cyclical flow of income and expenditures, or one can think of these transactions in terms of the currency flow that occurs. Companies provide income (in the form of compensation) to individuals in exchange for labor. That income is used for the
goods and services that companies produce. These activities are shown in the blue line of the diagram above. [5] The circular flow diagram shows the interdependence of flows or activities that occur in the economy, such as goods and services (or output of the economy) and the income generated from
that production. Cyclical flows also show equality between income from production and the value of goods and services produced. [5] Of course, the overall economy is much more complex than the picture above. The economy includes interactions between individuals and businesses, as well as federal,
state and local. and the rest of the inhabitants of the world. In addition, this simple economic example does not show other aspects of economic activity, such as capital investment (asset production or fixing such as structure, equipment, research and development, and software), and financial capital flows
(stocks, bonds, and bank deposits), and the inflow of these flows is for the accumulation of fixed assets. [5] Cantilon's model of primitive circular flow[6] one of the earliest ideas for circular flow was influenced by previous economists, particularly William Petty, in the work of the 18th-century Irish-French
economist Richard Cantillon [3]. [7] In a 1730 essay on the nature of general trade, Cantillon explained the notion that production, as well as the distribution and exchange of goods and goods, was conducted in Europe by entrepreneurs and was at risk in Chapter 13, titled Equivalence or Relationship
between the Value of Land and Labor. Thornton eds. (2010) Additional Description: Cantion develops a circular flow model of the economy that shows the distribution of farm production between property owners, farmers and workers. Farm production is produced in the city by entrepreneurs and artisans



in exchange for goods and services. Property owners are independent, but the model shows the interdependence between all classes of people, which Adam Smith called the invisible hand in moral insanity (1759). [8] Cantillon distinguished at least five types of economic agents from property owners,
farmers, entrepreneurs, labor, and artisans expressed in the modern diagram of Cantilon's circular flow economy. [6] Quesnai Tableau économique François Kesnay further developed this concept and over time visualized these interactions for the first time in the so-called Tableau économique. [4]
Quesnay believed that trade and industry were not sources of wealth, and instead argued in his 1758 book Tableau économique (Economic Table) that agricultural surpluses flowing through the economy in the form of rents, wages and purchases are real economic movements for two reasons. First,
regulation disrupts the flow of income across all social classes and thus economic development. Second, taxes on productive classes like farmers should be reduced in favor of higher taxes on unproductive classes such as landowners, because their lavish way of life distorts income flows. The model
created by Kesnay consists of three economic agents: the exclusive class consists only of landowners. The productive class consisted of all agricultural workers. The sterilization class consists of craftsmen and traders. Production and/or cash flow between the three classes began with proprietary classes.
They own the land and they buy from two of the different classes. Quesnay visualized the steps in the process in Tableau économique. In the Marx Marx economy, economic reproduction means a recurrent (or periodic) process (9], in which the initial conditions required for economic activity are constantly
re-created. [10] Economic reproduction includes the physical production and distribution of goods and services, trade in goods and services (circulation through exchange and transaction) and consumption of goods and services (both production or intermediate consumption and final consumption). Karl
Marx developed Quesnay's original insights to model the distribution of capital, money and goods in the second volume of Das Kapital to show how the regeneration process that should take place in a capitalist society through the cycle of capital can take place in a capitalist society. [11] Marx distinguishes
between simple playback and extended (or magnified) reproduction. [12] Before, economic growth does not occur, and in the latter case more is produced than is necessary to maintain the economy at a given level, enabling economic growth. In the capitalist mode of production, the difference is that in the
previous case, the new surplus value generated by wage labor is spent by employers on consumption (or premeds), whereas in the latter case, some of it is reinvested in production. Further development adapted from Samuelson was the competitive pricing system, a 1961 important development that
John Maynard Keynes published in 1933 of The General Theory of Employment, Interest and Money. Keynes's aide Richard Stone furthered the concept of a system that is being used internationally by the United Nations and the Organization for Economic Cooperation and Development (OECD). The first
to visualize the modern cyclical flow of income models was Frank Knight in 1933 of the Economic Organization. [13] Article (1933) Description: [We] can see economic organization as a system of phase relations. The free enterprises seen in large corporations are production and distribution organizations
where individuals or families earn real income, selling productive power for money to business units or corporations, and thus gaining their lives by purchasing them with money income from the direct goods and services they consume. This view, it will be remembered, ignores the fact that a significant
fraction of productive force in use at any time for simplicity is actually not employed to satisfy current needs and to make supplies for increased wonmanship in the future; It treats society as it is, or tends to have no progress, or treats it as static. [14] The article pictures the cycle of money and the cycle of
economic value among people Family) and corporate enterprise group,[15] Description: The general nature of the corporate system, reduced in its simplest terms, can be explained by diagrams showing the exchange of productive power for goods consumed between individuals and business units,
mediated by the circulation of money, suggesting a familiar picture of the wheels of wealth. [16] The circular flow of the type income model of the model is a simplified representation of the economy. [2] The economy consists of two sectors: (1) households and (2) enterprises, in the basic two-sector
circulation flow of the 2-sector circular flow income model. [17] [18] (Some sources refer to assumptions as private[19] or public[20] and corporate[1][2] or productive sectors. [21]) The model assumes that there is no financial sector, no government sector, no foreign sector. The model also assumes that
(a) households spend all their income on goods and services or consumption, and (b) through expenditures, households purchase all output produced by corporations. [18] This means that all household expenditures become corporate income. The company then spends all this income on production
factors such as labor, capital and raw materials, transferring all income to the factor owner (household). Factor owners (households) spend all of their income on goods, which in turn leads to a cyclical flow of income. [20] [18] [22] 3 Sector Model 3 Sector Circular Flow Diagram 3 Sector Model adds the
government sector to both sector models. [17] [18] Thus, the three-sector model includes (1) households, (2) corporations and (3) governments. Excludes the financial sector and foreign sectors. The government sector consists of the economic activities of local, state, and federal governments. The flow
from households and businesses to government is in the form of taxes. The government receives income flow to businesses and households in the form of subsidies, transfers, purchases of goods and services. [17] [18] All payments have corresponding receipts. In other words, every flow of money has
that flow of goods in the opposite direction. [17] [18] As a result, the economy's total spending is the same as gross income, which create a circular flow. 4-sector model 4 sector model adds foreign sector to 3-sector model. [17] [18] [23] (The foreign sector is also known as the external sector, the
overseas sector, [19] or the rest of the world. [18] Again, The flow of money has that flow of goods (or services) in the opposite direction. [18] Instead of the four sectors, instead of goods and services, some payments are received from other sectors to create a regular flow of goods and physical services.
The addition of foreign sectors transforms the model from a closed economy to an open economy! The five-sector model five sector model adds the financial sector to the four sector models. [19] Therefore, the five sector models include (1) households, (2) corporations, (3) governments, (4) the rest of the
world, and (5) the financial sector. The financial sector includes banks and non-bank intermediaries involved in lending (household savings) and lending (corporate investment). [19] Money facilitates these exchanges smoothly. The remaining of each market enters the capital market with savings and is
invested in businesses and government sectors. Technically speaking, if the loan is the same as the loan (i.e. the leak is the same as the injection), the circular flow continues indefinitely. However, this is done by financial institutions in the economic world. Five-sector circular flow flow diagram - Progress
to the five sector models is common as described above in the five-sector model replacement model (i.e., it is common to start with households and businesses and add successive government sectors, foreign sectors, and financial sectors). However, some author groups (1) households, (2) corporations,
and (3) the financial sector together add government sectors as private sectors, to create domestic sectors and (5) foreign sectors. [19] Others use capital markets, not the financial sector, to account for the flow of savings and investments. Fully specified models from these sources include four sectors
(household, corporate, government, and foreign) and capital markets, which are considered non-sector markets. [18] In the circulatory flow leakage and injection 5 sector model of the income subject, leakage and injection leakage means withdrawal from the flow. When households and businesses save a
portion of their income, they make up a leak. They can be in the form of savings, tax payments and income. Let the leak reduce the flow of income. Infusion means the introduction of income into the flow. Households and businesses make up injections when they borrow savings. Injections increase the
flow of income. Injections can take the form of investment, government spending and exports. When a leak is like an injection, the cyclical flow of income continues indefinitely. Financial institutions or capital markets act as intermediaries. In other words, an individual is a product and service that is
received by a company and is not considered a injection or leak. It is being introduced into the flow and no money is taken from the flow. Outflows and injections can occur in the financial sector, in the government sector, and abroad: in the financial sector, in terms of the cyclical flow of income models,
outflows provided by financial institutions to the economy are an option for households to save money. It's an idle asset that leaks up because you can't put your saved money into the economy, meaning you won't buy all the output. The infusion that the financial sector provides to the economy is
investment in the business/corporate sector (I). Examples of financial sector groups include banks such as Westpac or financial institutions such as Suncorp. In the government sector, leaks provided by the government sector are provided through revenue collection through taxes (T) provided to the
government by households and businesses. This is a leak because it is leaked from current earnings and reduces spending on current goods and services. The infusion provided by the government sector is government expenditure (G), which provides collective services and welfare payments to the
community. Examples of taxes collected by the government in outflows include income tax, and injecting this income into the economy when the government reallodes it in the form of welfare payments is a form of spending back on the economy. In the offshore sector, the main outflow from the sector is
income (M), which represents the expenditure of residents around the world. The main infusion offered by this sector is the export of goods and services that generate income for the export of overseas residents. An example of the use of overseas sectors is australia exporting wool to China, China pays
for the exports of wool (farmers), so more money goes into the economy and injects it. Another example is China's payment to Chinese exporters to process wool into items such as coats and Australia importing products. It is a leak because the money paid for the coat leaves the economy. Summary of
leaks and injections [S) investments (I) government expenditures (T) imports (M) exports (X) Table 1 of the 5 sector model all leaks and injections occur when the total leakage of equilibrium in terms of the five sector circulation flows of the income model is the same for the total injection. This can be
shown as follows: savings + taxes + income = investment + government spending + exports or S + T + M = I + G + X. This can be explained through a more hypothetical economy: S + T + M = I + G + X $100 + $50 = $50 + $100 + $150 $300 = $300 therefore, because the leak is the same as the injection,
because the economy is stable of equilibrium. This state can be contrasted with the state of the non-formed, unlike that of equilibrium, the sum of the total leakage is not the same as the sum of the total injection. By providing values for leakage and injections, you can use the cyclical flow of income to
show unbalanced status. It can be marked as Disequilibrium: S + T + M ≠ I + G + X Therefore, it can be shown as one of the equations below: Total Leak &gt; Total Injection $150 (S) + $250 (T) + $150 (M) &gt; The effect of the $75 (I) + $200 (G) + $200 + $150 (X) or total leak &lt; total injection $50 (S) +
$200 (T) + $125 (M) &lt; $75 (I) + $200 (G) + $150 (X) bee drug depends on which of the above equations. S+T +M &gt; I+G+X income levels, production, spending and employment will cause a recession or contraction in overall economic activity. But S+T+M&lt; I+G+X income levels, production, spending
and employment rise, causing a boom or expansion in economic activity. If the cyclical flow of income effects of savings to manage this problem, imbalance occurs in the five-sector cyclical flow of the income model, changes in spending and output &gt; will lead to equilibrium recovery. When income falls,
households will reduce all leaks, such as savings, and will pay less in taxes and spend less on income due to lower income. This is like an injection and will fall into a leak until a low level of equilibrium is the result. If the income, spending and output levels of the S+T+M&lt; I+G+X5 sector model are
causing a boom in economic activity significantly, then there are other equations of imperity. As household incomes increase, there are more opportunities to reduce savings in the financial sector, increase taxation on higher thresholds and spend more on income. In this case, if the leak increases, the
situation will be a higher level of equilibrium. The importance of research on the circulating flow of income The circulating flow of income is important in four areas: [24] a measure of national income knowledge of interdependence - the cyclical flow of income means the interdependence of each of the
activities with each other. If there is no consumption, there will actually be no demand and no spending to limit the amount of production and imports. The nature of endless economic activity - it means that production, income and spending are of an endless nature, so economic activity in the economy can
never be stopped. National income is also bound to increase in the future. Injection and leak circular flow diagram See also Sub-Systems of the Environment: Economic Systems as Subsystems of the Ecological Economics Environment: A circular flow chart that flows through the natural resource
economy and ends in waste and pollution is an abstraction of the economy as a whole. This diagram suggests that the economy can reproduce it on its own. As households spend their goods and services, businesses have the means to buy labor at home, which is that households can buy goods and
services. This suggests that the process can continue with the permanent motion machine. However, under the laws of thermodynamics, permanent motion machines do not exist. [25] The first law says that matter and energy cannot be generated or destroyed, and the second law states that matter and
energy move from low entropy to less useful entropy states. [26] Therefore, no system can continue without the input of new energy that escapes into high entropy waste. Just as no animal can buy garbage on its own, no economy can recycle waste without the input of renewable new energy. So the
economy can't be whole. It should be a subsystem of a larger ecosystem. [25] Abstraction ignores the linear throughput of materials and energy that must power the continuous movement of money, goods and services, and production factors. Materials and energy enter the economy in the form of low
entropy natural capital such as solar energy, oil wells, fishing and mining. These materials and energy are used by households and businesses to create products and wealth. When materials are used, energy and materials leave the economy in the form of high entropy waste, which is no longer valuable
to the economy. Natural materials that fuel the movement of the economic cycle flow come from the environment, and waste must be absorbed by larger ecosystems where the economy exists. [27] I'm not saying that circular flow diagrams are not useful for understanding the fundamentals of the
economy, such as leakage and injection. But it cannot be ignored that the economy essentially needs natural resources and the creation of waste that must be absorbed in some way. The economy can only continue to churn if it has the problems and energy to power it and the ability to absorb the waste
it generates. Since these materials and low entropy energy, waste absorption capacity exists in a finite amount, there is a finite amount of input to the flow and output of the flow that the environment can process, meaning that there is a sustainable limit, and thus the growth of the economy suggests that
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