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Summary and Activity Pages

1.1: What is economics?

1.2: How do economists approach the world?

2.1-2.3: Supply, demand and market eguilibrium

2.5 & 2.6: Elasticities

2.7: Role of government in microeconomics

2.8 & 2.9: Market failure, externalities and public goods
2.4: Consumer behaviour and 2.10: Asymmetric information {HL}
2.11: Market failure — market power {HL}

3.1: Measuring economic activity

3.2: Variations in economic activity

. 3.3 Macroeconomic objectives

3.4: ineqguality and poverty

3.5 & 3.6: Demand-side policies

3.7: Supply-side policies

. 4.1-4.4: international trade

4.5 & 4.6: Exchange rates and Balance of payments

4.7: Sustainable development

4.8 & 4.9: Development

4.10: Strategies influencing growth and development
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Both the summary and activity pages are grovided in A3 and A4 format.



Teacher’s Introduction

This resource covers all content {higher and standard level) of the 1B Economics specification. it provides 19 A3
posters, together covering all the subtopics.

it is intended as a summary of the material and focuses on the main points rather than the detail, 5o all important
areas are covered, without going into too much depth. The posters can be displayed on classroom walls, or given

to students to learn with in lessons or at hame. The resource can be used to help students 1o revise at the end of

a topic, or before a test or an exam.

The resource consists of:
e 19 completed mind maps which provide solutions to the activity mind maps, labelled

e 19 activity {partially complete) mind maps for students to complete, labelled | ¢ | 1o 138

Both sets of mind maps are provided in A3 and A4 formats.
Activity versions of the posters are also included, where some of the sections are blank, so that the students can
test their knowledge by completing these. Answers for these activities are on the summary sheets.

Different styles and layouts are used to heip to make the information interesting, and to help the students engage
with the information in a productive way.

If teachers wished to add extra annctations to clarify or add further information, they could do this as well.
Some of the subtopics are linked, and it will be helpful for students to view the whole of each poster to help them

to make connections between concepts. However, posters have clear-cut divisions between subtopics, and the
teacher could choose to give students part of a poster, if they wish to focus on a particular subtopic.

The symbaol is used to denote guantitative skills,

Higher Level content is indicated like this.

D Glover, November 2023
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fain econom
i = scarcity because res
poososooced Whiile ity wanis are

~

{;’;vese aine concepis will be ¢
recurring theme in your study of
economics. You witl need to
understand their relevance and
evaliuate their importance to
strong economic performance.

i

A AT

3

®  Scarcity 2

e Choice 3
g :
o Eficiency % \’ Renewable resources repfs
= Equity ; 5 R
o Well-being ‘g : quickly, e.g. suniight. ;
erainabil: § 3
= Sustainability s t Non-renewable resourced;
» Change ¢ not replenish quickly, e.g.%
s interdependence A :

\* Intervention

Economic resources come in
four main categories:

1. Land

2. Labour

3. Enterprise

4. Capital

s Consumer goods are diractly bought
= Capital goods are usad to make cor

Goods and
services

/.
A § b
‘ g

Disadvantages:
) e Market failure
.......... M i, & » No public goods

Leakages njections Bad for the environment
T =Taxes G = Government expenditure High inequality
$ = Savings } = Investment

{=Exports b R

M =imports

COPYRIGHT
PROTECTED




V B O A o O A e e st 3%

A Namir oA ntis

In order to find a3 causal link
between two variables,
certain assumptions need to
be made. These assumgptions
form the basis of predictions.

~

Uniike scientists, economists
are usuaily unable 1o test
hypotheses in a fab using
controlled experiments. They
maostly have to rely on evi
that is al it

Equality = A positive goal in
which people are verifiably
treated the same.

e Equity = A normative goal of
commitment to social justice
and fairness.

Procass of creating

aconemic models:

e Observation

e Forming hypothesis

¢ Forming predictions

» Testing prediction
evidence

® If evidance supp
predictions, hyp
becomes theory.

Main ‘assumption’ in economics is:

ceteris paribus

= everything else remains constant.

Classical economics lad to widening
inequality in society. In this context
Marxism emerged, arguing that free
market economies were not in the

Keynes argued for careful
macroeconomic management of the
economy, in arder to encourage
consumption and invastment, and

. boost injections into circular flow.

interests of working paople.

The ideas of Adam Smith form the basis of classical

economics, which is associated with free trade, limited
government intervantion and laissez-faire {meaning ‘leave-
atone’} markets, This view believes that whatever is good
for supply is also good for prosperity and thus well-being.
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Hezever, this model of economic
management fell out of favour :
folfowing muitiple economic crised
leading to a resurgence of market
macroecenomics that remains tod

The threat of Marxist revolu
encouraged govern
more inter

a

According to
Say's law,
increases in
production lead
1o rising
demand. in this
view, it is the
supply side that
drivaes growth.

John Maynard Keynes

* The economy should be %%/7/9

ers are exploited
by property owners.
Workers should rasist
and take control of
their workplaces.

® Marxist economic
thought inspiras
communist revelutions
around the world.

stahbilised and demand
should be managed
using government
intervention.
s |deas were popular ir
the post-war period,
until the 1970s.




Movement along
supply curve:
Changes in price lead to

Shift in the supply curve regy
« Subsidies provided by the g
7 Indirect taxes imposed by HiZ
Changes in the number of fi

roviding a particular goo
Changes in technology
Changes in costs, such 3s w
of capitai goods

« Changes in the quantity of :

emergence of a new gas fie

Remember this does not incluiZs

“Guantity
Supplied

price variable.

.

Mavement along
demand curve:
Changes in price lead to
movements along a
demand curve. For
example, if price rises,
dermnand contracts.

Excess supply

Demanded

Shift in the demand curve result from
Population size

Advertising

Tastes and preferences

income changes
Gthers: price of complement/substitu

Remember this does not include change
price variable.

consumer

I 7o eliminate excess »
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The point where demand and
meet gives us the

equilibrium price and gquantity.

x
x
)
<

Po & .Y
ETo efiminate excess supply, producers } \i,
{ offer lower prices. Thus, demand rises § i
v 8 : b il et | Peeeade 7 T VA e
X 1 and supply contracts until equilibrium 3 vD |
@ Quantity s reached H : = i
L ed. 4 & Q& Q& guantity

»
»
.
*®
»
©
s
»
*
3

Excess demand




Measures the responsivenass of demand
following a change in price

% change in quantity demanded of good A

PED % change in price of good A

R
3l income

* PED > 1 means demand is relatively elastic. i

s PED < 1 means demand is relatively inelasti T{ED >0 means demand is eia&tl:c/melaa-.lf:.(he. change in
e » : me brings ahout a change in den

s PED =1 means demand has u income brings about a change in demand in the same

s PED=0 direction). (Normal good)
e PED = infini e < YED < 1 means demand is relatively insiastic. (Necessity)

s YED > 1 means demand is reiatively elastic. (Luxury good)}
e YED = 1 means demand has unit efasticity.
YED < 0 means demand is elastic/inelastic. {inferior good)

Factors that influ
» Time period

e Proportion of income spent
s Availability of substitutes

e Type of good

Significance of YED

s Allows firms to decide
what prices to keep

s Helps firms in predicting

future sales

Price st § . ® Helps firms to strategise,
4 Diperfectlyinelastic e.g. diversification
\ D {perfectly
\\ elastic}
. D {UNHE elasticity)
Guantity Demanded
PED and total revenue:
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s Total revenue =
Price x GQuantity

e Flastic demand =¥ fall
in price incraases
consumer spending by
3 larger proportion,
thereby increasing

income decreases from £3,000 to £2,000 a month and the:
nsbury’s” own brand bread increases from 500 loaves to 1,706
a} Calculate the YED. :

b} What type of good is this? inferior good

# Inelastic demans
increase in pr

Is the good refatively elastic or inelastic? Relatively elast

Quantity Demanded

Yechangeindemand _1700-560
proportion, there ; Elastic 508 <100 = 240¢
increasing total 3 .. 3000~-2000
covenue. : Unit Biastic Y%changein incomes — e
® Total revenue is i x100=50
maximisad when : Inelastic YEB:?EQ =4,8%
demand is unit elastic. . 50
N z a

{
H
i
H
H
H
H
i
H
H
H
H total revenue.
§
H
H
§
H
H
i
H
H
§
H
H
3

Quantity Demanded




Government intervention can
sometimes lead to a mirgllocation
of resources. :

Correct market Earn revenue in order to
failure and remove provide public funds for
price distortions. a range of services,

Maintain consumption
at economically
beneficial levels,

ey

o

RO
e

" o
ms which may require
{ional help to survive,

PELLIN

R4

o

5

Limit poverty and ineguality
vonee® 10 lavels which don't
undermine social cohesion. s

ancones®

o

indirect taxationis a :
way in which
governments can try to
reduce consumption of
demerit goods.

Bacause market failure can occur,
governments will often nead to

intervene in the economy in order
to make corrections or reducs
externalities.

=
)g
%

N

B

State provision refers to
public services funded by
general taxation whizh are

avsasusanesntt
s

2,

avv,
REMLN
» "%,

o
Srapneer

COPYRIGHT
PROTECTED

Because government
interventions are often
motivated by a range of different
interests, this can impact on the
effectiveness of the intervention,
and influence the way in which
resources are allocated

avoneean,

econamy,
requires
border co

e used to
geizEEain firms
omgpetitive advantage, or
used to boost capital
investmaent in key strategic
industries.

keep trac
4 global sca

guiation is a
means by which
government can
control the activities
of firms if their

actions are
contributing to
market failure.

Price controls may
be introduced by
government to
ensure certain
goods Or services
are accessible to
averyone.

{c

ustomer N3
way governme: 7
influence behavidty, by
presenting information about
cas in certain ways.

enforcem
standards

-

g & Qe G Quantity

Excess Demand



to control

| Some abbreviations:
s Marginal private benefit {MPB}
»  Marginal private cost {MPC)
Marginal social benefit {(MSB)
Marginal social o<l

Main types of mar

Government responses to public goods
s Direct provision: The government may choose

o private sector: Alternatively,
rament might outsource the running
of pubtic goods, under certain conditions that
make competition mare achievable.

ds themselves, in order
2 distribution to the

Zero external costs
& External benefits = DF units.

equilibrium.

is greater than MSC.

free market.
Welfare gain = area DEF

Market equilibrium (MPC=MPB]} at point D.
Social optimum position (MSC=MSRB) at point F.
® Social optimum position is different to market

e Hence, for marginal output {Qe: and Q.o), MSB

& Good is under-priced and under produced in a

apply curve
VIPB = demand curve

Zero external benefits

External cost = AR units.

Market equitibrium (MPC=MPB) at
point A,

Social optimum position
{MSC=MSB) at point C.

Social optimum position is
differant to market aguilibrium.
Hence, for marginal output {Ge
and Qs1), MSC is greater than MSB.
Good is under-priced and over-
produced in a free market,
Welfare lass = area ABC

« construction §
Heathrow
ket failure?

but are of
fien due
i informatio

Whether a good
is considered to
beameritora
demerit good is
a matter of
value

{ judgement.
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hat consumers
always saek the higher
amount of utility possibl
from each purcha

v objectives
Some firms are focused on growing market
share relative to competitors in order to
become more dominant.
Some firms seek to satisfice, meaning to
naintain cost and revenue at a sufficient
level just to continue trading.

Some firms pursue corporate social
responsibility - these are social or
environmental non-econamic goals. Oiminishing marg

The theory that e
Orthodox economics telt us that: from the consump
individuals are rational econornic actors additional unit of

v Conventional economics A method of changing a Altruism

assumes that economic actors

consumer’s behaviour by s Behaving with kindness or fairness.
suggesting or encouraging the s Humans are averse to unequal outcom
selection of a desired option. o Abtr

aviour is not always beha
m an individual point of v

e
through signalling, whereby a seller
provides information to a buyer, and
screening, whereby a buyer extracts
information from a seller.

Governments may try o minimise

Key point: Consumers cannot make

rational economic decisions if they do
not have accurate or sufficient
information available to them.

asymmetric information through
publicity, such as information

campaigns, or regulation, such as
advertising standards.
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Characteristics:
Large number of small firms
Homogenous products - alculating the 4-firm S8
No barriers to entry or exit concentration ratio for the
Perfect information UK supermarket industry is
; imply done by adding the !
top four firms’ market
hares (28% + 16% + 16% +
109%). This gives us a
Horizontal AR % wentration ratio of 70%.
Revenue/Costs
£ Abnormal

foliow each of
don’t lose qut:
firmcuts its p

otherwise co
stop coming

Firms can make
abnormal profit/loss in =" )
the short run but not in ¥
the long run Because of low
barriers to entry/exit
3
i
\ 4
e, As new firms enter,

& LY s indivic g
Firms make \\‘a firn's indlvicual ; CQ ?Y REGH?

demand curve (AR} Thus, firms mostly

el s o he et and choose 0 collude. PROTECTED

Non-collusive oligop
Informal collusion — a
{ollusive oligopoly: {eader emerges and otl
Dominant firms form a cartel. The cartet §j follow. Technically itleg
sccupies monopoly power. individual very hard to control.
firrms may agree to sphit profit or share
tachnology, etc. but this is illegal.

Can lead to price wars

nables innovatic
Cormpetitive

Quantity

Reduced choice
High barriers 1o e

Not alincatively or productively efficient Not allocatively or productively efficient




o
/ (At

461

nomies experience periodic fl
contraction, often called boi
Midcroeconomic management tréz;
maintain economic growth ata s
minimise these fluctuations and
predictable economic environme

s nlsy

% Mo e
.

G = government spending
{=investment

X = axports
T = faxation
$ = savings
M = impaorts

-

.

7

Injections=G+1+X
Withdrawals=T+ S+ M

8

| Mational income = national output = national expenditure

T

M

S
W
AR

W

"/////'_//////’////_,’; Factors of

GDP is the value of all the

oods and services
produced in 3 country over

arder to compare growth rates:
Fween countries and over time
etter to use data that can b
Srmparable, e.g. GDP per capita,
ate of change of real GDP. :

r understand
wards and happiness,
me measures focus on

o

well-being rather than pure

Year

\economic growth,

Fres of well-being include:

QECD Better Life: Combines 11 different living standard metrics,

determining 2ach cournitry’s ranking in various aspects of sociai-economic

developmaent, as well as producing an overall score.

» Happiness index: An index based on seif-reported happiness, in which
raspondents rate their own happiness on a scale of 1 1o 10,

o Happy Planet indax: Combines measurements of life expectancy,

Ni measure
f citizens of &
arnad both domaestically
nd abroad.

ecologicai footprint and seif-reported happiness to produce comparisons.

2000 1.5
2015 27

he above table shov
r the years 2000

two years
what the

DP per
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AD curve is downward sloping because of:
» Real balance effect - as prices rise, fewer people are ab
buy goeds and services,
s international competitiveness — if domestic prices are h
exports appear more ensive, while impaorts appear le
expensive. S 5 fali, reducing AD. :
price ievels, interest rates tend ¢
s. Higher interest rates reduces;
onsumption {because firms and housel
te save than spend}, thereby reducing Al

o

Movement along the
A curve

Price Level (£}
Price Level {f)

ansumer confidence also determines they\
avel of consumption. If the economy is

doing well and confidence levels are high
about the future, consumers are likely to
ncrease consumption — and vice versa.

’tes are high, consumers
zZrend to save more than they spend

because savings give a higher reward
utility) — ¢ 3

Disposable income is income
that is left after ail taxes have
been deducted.

& This determines the ievel of
consumption

Wealth effects a
person’s asset {e.g. house) goes up, the pe
maore likely to increase spending. This i
related to the consumer confidence idea.

Marginal propensity to
consume establishes how
much extra is consumed
following a rise in the
disposable income.

This tends to he higher for
low-income families

nouseholds decide to Government spending is a part of fiscal policy. 3
Fiscal policy is about making changes to government spending and/or taxatiof
A government can adopt either a contractionary or an expansionary fiscal po
Contractionary policy is about increased taxation and lower spending.

Expansionary policy is about lowering takation and increasing spending.

he economy is do
has to spend more of
e The opposite &

unemployment rises. So the g
the tax revenue it receives als
nomic boom.

Graoss investment refers to the fotal
investment made in a period of time.
Net investmant = gross investment —
depreciation

COPYRIGHT
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State of the world economy:
Recassion is likely to affect a country’s ability to
recession n lowers, so exports may ing
However, if there is a global recession, other cous
more imports. Thus, total volumes of exports an
ies for a national/global boom.

O

nfluences on investment:
& Agthe economy grows, more jobs are created 2
incomes rise. 5o to meet the increased dem
firms increase investm
e Business confidence,
prospect o
conditions.
s High demand for ex
investment to meet tf
s {f interest rates are high,
because the cost of borrowing would be hi

Ames:
As real incomes rise, demand for imports rises. This 4
decreases net trade (X — M), In other words it Exchange rates:
increases a country’s current account deficit. if the value of the pound increases {appreciation
expensive. Thus, experts fail and imperts rise, wi
irade, ceteris paribus. The opposite applies to d

Non-price {actors:

The exchange rate does net affect the quality
of traded goods, and changes o
aexports/imports as a result of exchange rates
changes could be mitigated if domestic goods
are particularty high-gquality or unique.

gegree of protectionism:

A country can try to protect its exp

and/or taxing imports (tariifs)

appear cheaper than imports, However, if one ¢
Darriers, others are likely to follow suit. This w

ris by subsi




fgt;fects of growth:
s Economic growth can improve living
standards by creating jobs, raising incomaes
and improving consumer choice,
¢ Growth increases tax revenues for the
government, enabling more spending.
& Growth can also help government to
service existing debts more quickly. E
e However, growth is not distributed eveniy
and can craate income inaguality.
+  Growth can create environmental damage
and be unsustainable in the long run.

\* Growth creates indlatio s 77

e

Classical econ
argue that ti
wrade-off betv
and inflation,
Phillips curve

s

£

e
£

. //

7
3

oo o

4y
)

L

Cost-push

Demand-pull
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Price AS Level

3
¥+ ResiGop




Ca

Direct Taxation
Direct taxation is often appiied to any regular income that is

indirect Taxation
Indirect taxation is often applied to irvegular forms of
spending, and often consumgption on demerit goods.

The most common example of indirect taxation is value
added tax {VAT}, which is added on to most consumption.
Other examples include duties on demerit goods such as

R AR

P - /

uses of ineguality:
Regressive tax system
Weak trade unions
Linfair pension scheme
Lack of social security
Level of education
Employment/inheritance laws, etc.
Giohalisation and tecky
Discrimination
Market-orientat:

Absolute poverty refers to 3 situation where a person is
enied basic needs over a long period of time {e.g. food,
shelter and clothing).

Measured by calculating the proportion of people living
under some income threshold — around 52 a day.

Causes of changes in poverty:
e High growth > decreases ab
craation of jobs
High growth - increases avi
increase in relative poverty
More FDI - mare jobs = d
e More trade > more jobs >
ased income tax > red

L3 incre

! Policies:

o Transfer payments are di

that peaple in a country own.

received, such as wages, profits or rents.

The most common example of direct taxation is income tax,

which 5 deducted from peopie’s wages.

Other examples include corporation tax, National Insurance

contributions, and a wealth tax.

alcohol and tobaces.

country earn.

Wealth ineguality refers 1o the extent
of the difference in the value of assets

Income ineguality is the extent of the
difference in the amount people in a

govarnment which can alle
1s Government spending on

help to reduce inequality a
s Minimum wages reduce in
«  investment in education

s Legisfation banning discrim
e Policies which reduce discr

'« R G T e S o =
v A 57 0 A O /

T

X

77

inequality between socio-&
f e Aunivarsal basic income oo
standard of living for aii.

Alleviating ineguality and poverty with taxation
Taxaticn has a critical role to play in reducing
inequality and poverty. Primarily, taxation acts as
a means of income and wealth redistribution in

society. it rediracts resources away from

wherever they are being accumulated, and
towards wherever they are most needed. The
effectiveness of taxation at reducing inequa
and paverty is highly dependent on the kind of
taxation system that is being implemented,

taxation systems, such as marginal t
petter at realfocating resourcrs i

fity

i Taxation

: ®  Progressive taxation
1 earners more, raduch
3 »  Regressive taxation
]
]
§
§

all, which can increas
e Proportional and ind
increase inequatlity if

o e o o o e o
;’ Since 2022, the World

g global poverty line as a
£$2.15 a day. Those ean

3 regarded as fiving in ab

\Mm- mmmmmm L
SR AR

Marginal tax rates!
different rates of ta
This means a higher v

Average tax rates: average tax rates are simply
the total amount of tax paid, divided by the total

income earned.

56801 - 25,000 20%

25,001 - 40,000

atlocate 40,001 +

vels of income,

% .
BEEAAX 15 paid on the
income received over a certain threshoid.

Calculate the average tax rate on
an income of £37,000

totad taxes paid

N x 186
total income

4 %ifﬁcuity measuring poverty

s itis hard to measure many as
poverty, such as a fack of opp
®  Thereis no universal agreeme
what poverty means.

indices which rely on averaga
overlook the impoverishment
«  Getting accurate data on thos
under poverty lines is difficult
& Poverty can vary wildly in diff
* contexts and locations.

R A A WA R R AR AR RGO O
»
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,'/S‘:t:engths of fiscal policy ‘\\

e Can be usad in a countercyclical way to maintain stability in the aconomy, tempering
boom periods and alleviating recessionary periods.

4 ™

Goals of fiscal policy

& A primary aim is to reduce
the extent of fluctuations
in the business cycle

e Reducing unemployment

e Maintaining economic
stability

» Reducing ineguality

e Maintaining financial
equilibrium with other
economies

Low and stable ip

spacific sectors of the aconomy to achiave specific rest
& Fiscal stimulus is offen effective at hoosting growth,
Fiscal measures are often effective at reduso i

the finar
act asle

N eeeereeeeeoes

Fiscal policy may be expansionary: designed
1o stimulate aggregate demand through
spending and low {3xation, or contractionary,
seeking to lower aggregate demand through
spending reductions and low taxation,

Keynesian muitiplier
The concept of the

muitiplier states that any

government spending vields
an _CoNGIMIc return greater
than that of the initial
investiment. This i
fiscal sti

Effact of an expansionary
fiscal/monetary policy

s Real interest
The rate of in
adjusted for i

s  Mominal inte
The interest ri

inflation is &

account,

Price

Level
i£}
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Effect of supply-side policies
on Keynesian diagram

on a Classical

Supply-side improvements refer to factors that
increase the level of supply in the private sector, e.g.
greater investment and productivity. Supply-side
improvements may help to achieve supply side policies.

S

& On the demand siGZrgovernment
spending and tax reductions both
increase aggregate demand,

+  On the supply side, investment,
R&D, incentives and improved
human capital all result in increased
efficiency and productivity which
increases aggregate supply.

Goals of suppiy-side policies
increase the productive capacity of the economy
s incentivise technological innovation

wrove international competitiveness

e increase the efficiency of the market

s improve lfabour and capital productivity

® Generate more market competition

s  Boost employment by reducing the cost of labour

Strengths Weak?

s Canreduce inflation |+ Longer
+ Create more jobs ¢ largeo
s Lead to international cost
titiveness e Slowan
longer-term data co
growth lead to
decision

e May aiso cause inflation.  \.

e Locai/foreign firms may
refocate abroad {job
losses). o

COPYRIGHT
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£ ructure = investment in transport links, communication

nd housing, ete. can help to increase AS, as it reduces costs of

production.

» Research and technology = invesiment in R&D can make production
more efficient, cheaper {in the long-run} and quicker.

® fncrease incentives = raising minimum wages or providing perks can
increase the supply of fabour.

e increasing competition = e.g. preventing monopolies will allow more
firms to anter the market, increasing AS.

Wage rate

Unemployment

% Quantity of

workers s Reforming labour market = e.g. abolishing the minimum wage or trade
unions will allow firms to hire more workers.
) . § = providing i) raining and subs
Minimum wage s ® Human- capital = providing vo.cataunai training and subsid
Minimum wage is set imposed to avoid education can create more skilled workers, :
above the equiiibrium very low wages for . i

wage rate. workers.




impacts of international trade:

Advantages of trade and specialisation

s Greater ¢

Paositive MNegative
» incresse in consumer choice « increased envirgnmental
»  Llow prices for consumers degradation/pollution
» improved living standards s Increased interdependence >
recession in one country spreads

»  Agcess to cheap factor inputs for
businasses quickly

e Firms can make higher profits due to | ®  Access to cheap labour abroad ->

access to & higger market focal unemployment will rise

« Encourage cialisation 2>
increased efficiency

e Reduction in unemplovmeant

i

s Greater efficiency

ice for consumers s Countries beco
s Cheaper poods for consumers ®  Termsof trade

®  Firms experience econor

goods and exp
»  Over-reliance
»  Countriesiac
»  Unwanted goo:

low prices, whi
& May widen the
Bad for ‘infant

i

.

Cars production

Laptops production

Cauntry A

20 S0

Country B

0 20

s The World Trad
of trade liberalisa
settiement of any

¢ Conflict between WT

diversion, which decr

for trade negotiations and

S free trade by foliowing a policy

Country A has absclute

of both goods {i.2. it can

oduce mare of both goo

heaply using the same

P PRI

e
i

'{f’ypes of trade blocs:
1. Free Trade Area {these can be bilateral or regional)
- Free movement of goods and services
- Each member can set their own trade barriers for non-members
2. Customs union
- Member countries have a joint trade policy for all non-members
3. Common market
- Free movement of factor inputs
4. Monetary union
- Single currency — as in the Eurozone
c ions necessary for success include:
Similar growth patterns and business eycles of member cou
Similar cultures to decrease barriers to free movement

vy

Country B has

%0 w0 we oo oo oo noe e 0 w0 wa

Advantag
& No transaction cos

& Greater market acc
economies of scale s
lower costs

* Stronger bargaining power in
multilateral organisations

e Attract FD! - good for growth

s Internationat cooperation
increases political stability

i o Undermine muitifateral

i aments (such as WTO}

= No control over
monetary policy {in
monetary unions)

fMonetary ynions
Advantagas

Reduce exchange rate costs,
minate currency rish
ncy, greater information,
s investment and growth

&

e

Disadvantages
Loss of monetary independencs

§ comparative advantage £33 5 units of lagtops to
§ the production of car produce 1 car {20:50).
H cuntry B needs to give o d
up 2 units of laptops to =
H duce 1 car {10:20). -
i _____ (=
g
=
i e e e e o e o e e e e o o &
t gs Tariff increase on the price of imports = lower demand ‘i ki
§ §e Revanue for government {ABCD) 3 Py
i fe  Domestic consumer surplus increased by P1PoDE i
Pe  Welfare Inss {ADE + BCF) H
SN - e o
i
i
i
)

Y

Country A needs to forego

dvantage in the productios

7 L
Reasons for restrictions on free tra

1. Protecting local industries:

- Infant industries are new industries that n

time to mature out
- Sunset industries are firms in decline but
may be useful
Cotintries need to be self-sutficient in in
such as defence and energy
Praventing ‘dumping’ from very cheap impor
jobs
Diversification of underdevelopad economy

can exacerbate economic crisas, Correcting current account deficit
ieading b ! on Avoiding unfair compatition

7. e . e
and/or unemp y Retaliation against trade restrictions
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Current account (CfA) €

Capitai account

Financial accou

)

| Tradein | Primary § | Secondary
income income

goods/

Capital Financial
investmaent § § investment

i services

Speculative
capital flows

A surplus may indicate

ownership of domestic strong domestic

assety consumption and
Excessive horrowing can investment
be unsustainable and ¢ |t may also indicate

{ead to downgraded
credit ratings

A large deficit may cause
currency appreciation,
pushing up inflation economic growth and
This in turn may reduce unemployment
increase interest rates, & But they may also lead
making borrowing to higher inflation
harder *  Acurrent account
Increases the national surplus may indicate an
debt undervaluad currency,
alding export
carmpetitiveness

highly competitive
exports

Both of these can be
expected to drive

Exports inflow of
minus income minus
. " £
imports outhe ,
o 2 o o ;e oo e o 0 o o o oo oo e 0 0 gy
N g 2 A ®
i Significance of tradunbalances: i
\ . . . H
3 ©  Theaccounts on the balance of payments are interdependent -
i all cradits are matchead by debits and all deficits by surpluses. For § e
: example, a deficit on the current account will be zerced by 3
3 borrowing on the financial account. :
i e«  Asanegative trade balance increases, it becomes more and more 3
; difficult to finance. Hence, loans have to be taken out. Thisis H ®
: hecause a negative current account implies a positive capital account. i
¥« Government spending may fail significantly to repay those loans.
: »  Also, if exports outstrip imports, domestic consumers may be H
i facad with limitad choice. :
§ = Trade imbalances also lead to massive currency fluctuations > 3
A affects global trade. ¢
N e o o o o o o = o o e o o e e o e e o e e o - "

Current account (/&)

1. The Marshall-Lerner condition posits that depreciation only
leads to a /A improvement if {PEDeons + PEDimoans > 1) i
2. The | curve suggests changes in the ER have time lags. [nitially C/A §
deteriorates because in the short run exports and imports have i
inelastic demands. Later, 33 demands become more elastic, we
see an improvement,

Surplus

<

Deficit

Reducing current account imbalances:

Expenditure-reducing policies

Paolicies that reduce AD, e.g. increasing income tax
-3 reduces disposable income ~> demand for
imports decreases.

+ Also effective at tacking infle
~ May harm growth

\pasig tariff -> imports become
- demand for imports falls.

ffective in short term to protect industries

~ Could lead to trade rataliation

Supply-side policies

Policies that affect demand for exports, e.g.
increasing spending on education - improves
{fabour productivity - improves gquality/guantity of
exports = demand for exports rises.

+ Useful for solving long-term structural issues

— Can come with significant time lags

Doing nothing

Due to the downsides of the policies mentioned
above, some countries mav opt to do nothing

expensive

Growth a
ER depras
creation =
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7
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Sustainability ¢ érty

s

s Impoverished people are overwhelmingly invoived in the primary

AR

N

sector of the giobal economy, meaning they are most affected by the

/25’;‘7 PAY

depletion of natural resources and extreme weather,

s Unequal societies rely on economic growth to maintain living
standards, which often leads to resource depletion.

» The mora unequal a society is, the less the voices of those who depend
on the natural world are heard as the economy grows,

e Thus, policymakers are concerned 1o treat sustainability and poverty as
a single issua.

o Y

e
7

£

-

Yemen is one of the world’s most impovarished countries. Th
country has been plunged into a humanitarian crisis ¢

running civil war.
& Yemen's energy supply - produced ©
meet demand, meaning r
anergy to meet the ”
» The Enharyg 1en {(ERRY) project grants
m & en to help tham start a husiness

187°are provided with a mini solar farm sufficient to
i erate enough energy for a small neighbourhood, and trained in
maintenance

They are then able to generate an income by selling energy to local

households and businesses

COPYRIGHT
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Goal 2: Zero Hun

Goal 5: Gender EGGalty
Goal §: Decant Work and Growth
Goal 7: Affordable Clean Energy
Goal 11: Sustainable Communities

& inthe areas where microgrids have been installed, unemployment
and poverty have falien drastically. Living costs have fallen due to a
cheap and sustainable local source of energy. Prejudice against
women has also reduced after local communities have seen them

Goal 5: Gender £
Goal 13: Climate
Goal 15: Life On

operate 35 trained solar engineers.




Gender inequality index:
Measures fermnale
participation in society.

L

o

S

Happy Planet index:
Combines fife expectancy, ecological
footprint and a happiness survey.

o e,

| —

s

4

Inequality-adjusted HDI (iHDI):
Also measures the distribution of
health, education and income

around the populatio

&

life expectancy index x

! Single indicators, such as:

¥

Number of people
with access to
clean water

fncome index

AT

Education Index | | Life expectancy index
: Average + expectad Life expactancy at
---------- y . vear ing | birth

e Primary products =
cornmodities {generally
low-valued}

e Hence, countries
dependent on primary
products tend to remain
poor

®  Demand is incor
inelastic, whic

ng incomes
increase demary’
same extent 3

e Such countries expart
low-vaiued goods, while
importing high-valus
goods, leading to falling
terms of trade

' ™ Capital flight:
Cycle of poverty: ® This is about pecple saving their money in foreign
* Poverty is often a self- banks, which are more secure and/or have a higher
reinforcing phenomenon - interest rate
thcse fiving in poverty fack s Thus, developing countries are deprived of savings
the opporiunity 1o extract " > lack of investmeant in capital 2 low growth
themselves from it. ey
e Limited education > lack of \\ 1
skilis —# low-value work - . ;‘
unable to save ~¥ children informal economy:
forced to work - limited Large informal sector means  [&°7 >y
2ducation, atc. aconomic activity is taking
. S place cutside the legal
system and tax structure, K
7 ! meaning the full welfare gain f’
Primary product is not captured. -
dependency: '_,x“

“and growth. However,
developing countries lack
some property rights.

*
I

£

‘%

G0 e s

t
§
\ ; r3
income index % P8
GNI per person x £®
E
o Lg
el Pt

Education: :
Developing countries tend to £
the appropriate educational
infrastructure

fnfrastructure:

Y Poor infrastructure makes tra
H very costly —» discourages FOI
¢
§

H
X,

\\
‘\
'Y
Debt:

Developing countries tend t
debt. While their government
build infrastructure and creats
current generation, it is often#

Access to credit:
s Essential for doing business
» Countries that iack such facilities {e.g.

microfinance] limit growth, as people are

unable Lo escape poverty

generation that has to pay b
and becomeas visibly worse o
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Privatisation:

s Thisis about sefling state-owned firms
to the private sector because the latter
is more efficient.

+  Efficiency translates into lower prices for
consumers and higher profits for firms.
This leads to increased consumer
spending and investiment, which resuits
in bugher growth.

X #
& X

Microfinance schemes:

® This is about providing smali loans to
paor people, who are unlikely to get
loans from big banks t ire t
provision of collat

s Loans are given to %
repayment is guara’

e This heips poor peor3 ({verty

N,

ee global trade drives down costs by eliminating ®
extra fees and time associated with bureaucracy, and

improves living standards by widening consumer monopolising global fo
choice and encouraging foreign direct investment, unemptoyment and aid
»  Market-based approaches maximise afficiency by ®  Aninterventionist appro
forcing less efficient firms to modernise and innovate. term sustainable growth
»  Comparative advantage ensures that economies focus | & Diversification as an indu
an economic sectors in which they are best placed to advisable to reduce risks
maximise efficiency. impact an economy focu

s Market-hased approaches avert the risk of s Interventionist approach

Floating exchange rate: have more limited information than markets on which as monopolisation, the p
Switching to a floating regime will demand that demand 10 base econamic decisions. and economic and social
and supply will decide the value of the currency, which
means the curr
hacome expensive while exporis become cheap. Thus,
Incal industries will flourish, leading to higher growth.

government failure, which is commeon 35 governments reduce tha risk of various

wy is likely to depreciate, Thus, imports

%
Removal of regulation: A/’
s Repulations lead to inefficiency Foreign direct investment (FBI}: }
s Removing regulations increases e Creates jobs = more consumer
competitiveness -> increases spending > higher AD
productive / allocative efficiency Countries can be
«  Competitiveness means lower

prices —» more consumplion

Official Development
World Bank: Gives Assistance {ODA]:
long-term grants/icans § Targeted funding
{humanitarian aid to provided by the UK or
developmental loans} £ other governments to
aid development.

Free trade promotes growth by creating jobs
Free trade leads to greater allocative
efficiency

But this could reduce growth if a country is
fiooded with cheap imports

international Monetary Fund
{IRIF): Gives short-term
grants/loans to countries,
mainly to maintain stability,
improve trade deficit, etc.
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,,,,, - scarcity because resg;
§ while our wants are ¢

IS

{;’;vese aine concepis will be ¢
recurring theme in your study of
economics. You witl need to
understand their relevance and
evaliuate their importance to
strong economic performance.

2ty

‘,"p‘n’;z;;'(///

-

////

=

I A

e Choice ¥
Efficienc SV

: Eq:i‘ty y ! Renewable resourcas reph;
o Well-being % E quickly, e.g. sunlight. :
° Sustainability ; } Non-renewable resource
® Change & § not replenish quickly, e.g.#
= interdependence » Y :

\* Intervention )

are directly bought £
are usad to make
help produ

o e ewe X 000 M wan 3o
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5

Goods and
services

Disadvantages:
) e Market failure

"""""""""" A 7 s No public goods
Leakages o el injections e Bad for the environment

T= G= s High inequality
b=

S=

M=




V s o B A L A

¥

In order to find a3 causal link
between two variables,
certain assumptions need to
be made. These assumgptions
form the basis of predictions.

‘,/'

‘\

Uniike scientists, economists
are usuaily unable 1o test
hypotheses in a fab using
controlled experiments. They

7 Eguality = A positive goal in
which people are verifiably
treated the same.

e Equity = A normative goal of
commitment to social justice
and fairness.

Procass of creating
aconemic models:
e Observation
e Forming hypothesis
¢ Forming predictions
» Testing predictions
evidence
® If evidance supp
predictions, hyp
becomes theory.

z!’sf{//‘:w'.,v
___

Main ‘assumption’ in economics i

ceteris paribus

maoins constant.

= gverything eise

Classical economics lad to widening
inequality in society. In this context
Marxism emerged, arguing that free
market economies were not in the
interests of working paople.

Keynes argued for careful
macroeconomic management of the
economy, in arder to encourage
consumption and invastment, and
boost injactions into *2 circular flow.
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The ideas of Adam Smith form the basis of classical
economics, which is associated with free trade, limited
government intervantion and laissez-faire {meaning ‘leave-
atone’} markets, This view believes that whatever is good
for supply is also good for prosperity and thus well-being.

er, this model of economic &
management felf out of favour
folfowing muitiple economic crised
leading to a resurgence of markets
macroecenomics that remains tod

The threat of Markist revo
encouraged gove
more inter

yesu ent
g the population.

Jean-Baptiste 5.
According to
Say's law,
increases in
production lead
1o rising
demand. in this
view, it is the
supply side that
drivaes growth.

John Maynard Keynes
1.




Shift in the supply curve red;
1 g

&

Movement along
supply curve:
Changes in price lead to

Remember this does not inclu
price variable.

“Guantity
Supplied

-

Shift in the demand curve result from
Population size

Advertising

Tastes and preferences

income changes

Gthers: price of complement/substitu

Mavement along

demand curve:
Changes in price lead to
movements along a
demand curve. For
example, if price rises,
dermnand contracts.

Remember this does not include change
price variable.

Demanded

I 7o eliminate excess »
consumer
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Excess supply

meet gives us the
equilibrium price and gquantity.

»
»
.
*®
»
©
s
»
*
3

x
x
)
<

Excess demand

By

—t Y

o eliminate excess supply, producers }

. Thus, demand

B

-5

& G G Qu;ntity

Qe Quantity and supply contracts until

is reached.

o o 2
%wumwuwwi\n»

4
.,




PED= % change in quantity demanded of good &

® PED > 1 means demand is relatively ;7 ) :
s PED < 1 means demand is relatively 0> O.mgans demgnd T fi.e. X
e PED =1 means demand has uri ) change-m m}come brings about a change in demand in the
o PED =0 means dem same direction). {Normal good)
. ) e 0 <YED < 1 means demand is relatively
PED = infin {Necessity)
e YED > 1 means demand is refatively . {Luxury good)
Factors that inf!ﬂ s YED =1 means demand has unit .
k e VYED <0 means demand is . {inferior good)
» Time period
e Proportion of income spent
s Availability of substitutes

Significance of YED: §

s Allows firms to decide
what prices to keep

s Helps firms in predicting
future sales

® Helps firms to strategise,

e.g. diversification

¢ Type of good

o oo oo oo oo Do o6 SO KO KO K Ang

& N S

PED and total revenue: Guantity Demanded
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H

3 ¢ Totalrevenue=

; Price x Quantity

¢ © Elastic demand =3 fai
5 in price incraases

8 consumer spending by
: 3 larger proportion,

3 thereby increasing

H total revenue.
H

H

H

§

H

H

i

H

H

§

H

H

3

bury's’ own brand bread increases from 500 loaves to 1,708
3} Calculate the YED. :

b} What type of good is this?

A KR WA GUR GUR DN U U R KRR WA GRR

e Inelastic demand Is the good relatively elastic or inelastic?

increase in pric
ncraases cons
spending by a siv
proportion, thered
increasing total
ravanue.

e Total revenue is
maximised when

demand is unit elastic. n
R e e ————— 4
Quantity Demanded

Quantity Demanded

Eastic

tinit Blastic

tnelastic

H
H
H
H
H
H
H




Government intervention can
sometimes leadtoam
of resources,

Correct market Earn revenue in order to
failure and remove provide public funds for
price distartions. a range of services,

Maintain consumption
at economically
beneficial levels. irms which may require

wHional help to survive,

Limit poverty and ineguality
vonee® 10 lavels which don't
undermine social cohesion. s

Bacause market failure can occur,
governments will often need to \
intervene in the economy in order i :
to make corrections or reducs :
externalities.

in which governments
can iry to reduce
consumption of demerit
{ goods.

=

%

(] Quant?ty

B

3% %

1 %1050 59%15 9 é
; refers to
public services funded by
»o - general taxation whzh
<~ { not run for,

Srapneer

Because government
interventions are often
motivated by a range of different
interests, this can impact on the
effectiveness of the intervention,
and influence the way in which
resources are allocate

JOPTTEE.

i
%4 give certain firms
a competitive advantage,
or used to boost capita

investmaent in key strategic
industries.

Price

means by which
government can
control the activities
of firms if their
actions are
contributing to
market failure.

{c

ustomer nug
way governme 5
influence behavidtr, by
presenting information about
choices in certain ways.

may he introduced
by povernment to
ensure certain
goods Or services
are accessible to
averyone.

Q Q Qe Qs
\MMMY“MM/

Excess Demand

Quantity

Cooperati¢

Monitoring

Enforceme’
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Government responses to public goods

s Direct provision: The government may choose
to control publiz: Zibds themselves, in order
1o epeuy

| Some abbreviations:

f Marginal private benefit {MPB}
Marginal private cost (MPC}
Marginal social benefit {(MSB)

Main types of ma:

& xier

Marginal social cog,

Zerg external costs
& External benefits = DF units.

Market equilibrium (MPC=MPB]} at point D.
Social optimum position (MSC=MSRB) at point F.
® Social optimum position is different to market

equilibrium.
e Hence, for marginal output {Qe: and Q.o), MSB

is greater than MSC.

& Good is under-priced and under produced in a
free market.

Welfare gain = area DEF

S
e construction §
eathrow

Bemeri
the individ
but are oft]
ofien due

i informat

aupply curve
VIPB = demand curve

Zero external benefits

External cost = AR units.

Market equitibrium (MPC=MPB) at
point A,

Social optimum position

{MSC=MSB) at point C. Whather a good
Social optimum position is i conside ¢
different to market aguilibrium. deameritora

Hence, for marginal output {Ge demerit good is
R . e a matter of
and Qs1), MSC is greater than MSB. e
. N . N vaiu
Good is under-priced and over-

{ judgement.

produced in a free market,
»  Welfare loss = area ABC

COPYRIGHT
PROTECTED




| 2.4: Consumer behaviour and 2.10: Asymmetric information (HL)

Some firms are focused on growing market

share relative to competitors in order to

become more dominant.

*  Some firms seek to satisfice, meaning to
naintain cost and revenue at a sufficient

level just to continue trading.

*  Some firms pursue corporate social

responsibility - these are social or

environmental non-economic goals.

Oiminishing ma
The theory that e
from tha consump
additional unitof a g

5

Orthodox economics telt us that
individuals are rational economic actors

Altruism

A method of changing a
consumer’s behaviour by

v Conventional economics
assumes that economic actors

% e e v | Awuic b not ia‘i?li“éi‘?:e;
77 ; i om an individual pointof v

e Behaving with kindness or fairness.

<
7 Hronnavol :
’g %

# transaction may seek to
e asymmetric information

through . whereby a %
seller provides information to a buyer, /

and , whereby a buyer

/ extracts information from a seller.
7 %’/’WWMW

overnments may try to minimise
asymmetric information through
publicity, such as information

campaigns, or regulation, such as
advertising standards.

Key point: Consumers cannot make
rational economic decisions if they do
not have accurate or sufficient
information available to them.
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Characteristics:
1.

2
3.
4

Horizontal AR

%
Revenue/Costs

Abnormal

lating the 4-firm &
concentration ratio for the

imply done by adding the
top four firms’ market

UK supermarket industry is

foliow each of
don’t lose qut:
firmcuts its p

hares (28% + 16% + 16% + |

109%). This gives us a
wentration rati

otherwise co
stop coming

Firms can make
abnormal profit/loss in =" )
the short run but not in ¥

the long run Because of low

barriers to entry/exit
é
memmea - As pew firms enter,
\\ a firny's individual
*demand curve (AR)
shifts to the left and

Plas
Firms make
normal profit
in the long run

Can lead to price wars

Thus, firms mostlyi
choose to collude.i

Collusive oligopoly:

Quantity

Non-collusive oligops

Enables innovatid
Cormpetitive

: Not alincatively or productively efficient

Mot ailocatively or productively efficient

Price stability

Reduced choice
High barriers 1o e
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'Jnomies experience periodic
ontraction, often called bo
Mdcroeconamic management
maintain economic growth at a
minimise these fluctuations and
predictable economic environm

i MAGRRAT it Al

M ST e kD

% o (3 A

 _

ELOII

,
; T

S
W
AR

£
4
£
[i
;
!

W

Injections=G+1+X
Withdrawals=T+ S+ M

S

| Mational income = national output = national expenditure

ate of change of real GDP.

srder to compare growth rated:
ween countries and over time:
etter to use data that can b
Srmparable, e.g. GDP per capita,

understand

3L

ds and happiness,
Zome measures focus on
weli-being rather than pure
aconomic growth.

7

1)

Year

2000
2015

QECD Better Life: Combines 11 different living standard metrics,

determining 2ach cournitry’s ranking in various aspects of sociai-economic

developmaent, as well as producing an overall score.

» Happiness index: An index based on seif-reported happiness, in which
raspondents rate their own happiness on a scale of 1 1o 10,

o Happy Planet indax: Combines measurements of life expectancy,

The above table she
for the years 2000 a
e what the growth
two years

what the GDP pe

ecologicai footprint and seif-reported happiness to produce comparisons.
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AD curve is downward sloping because of:
o % T|7 expons anpenr mire spensive whis mports appent o
Movement along the Shift in the AD curve expensive. 5 s fall reducing AD.
AD curve price ifeveis,‘. terest rates tend t
s. Higher interest rates reduc

onsumption {because firms and housel
te save than spend}, thereby reducing Al

Price Level (£}
Price Level {f)

ansumer confidence also determines they\
avel of consumption. If the economy is

doing well and confidence levels are high
about the future, consumers are likely to
ncrease consumption — and vice versa.

arest rates are high,
mers tend to..

Disposable income is income
that is left after ail taxes have
been deducted.

& This determines the ievel of

consumption

Cfor x g
Total household spending
s lLargest component of ARin
the UK {about 60%)

Wealth effects aiso n
person’s asset {e.g. house) goes up, the pe

maore likely to increase spending. This i
related to the consumer confidence idea.

Marginal propensity to
consume establishes how
much extra is consumed
following a rise in the
disposable income.

This tends b higher for
low-income families.

Government spending is a part of fiscal policy. :
Fiscal policy is about making changes to government spending and/or taxatiof
A government can adopt either a contractionary or an expansionary fiscal po
Contractionary policy is about increased taxation and lower spending.

Expansionary policy is about lowering taxation and increasing spending.

G for
«  Spending on weifare, health, education, atc,
i Formsabout 25% of AD in the UK

i for
@ Spending by firms on technology,
infrastructure, atc.

Forms shout 15% of AD in the UK

ant spending deg
he economy is do

has to spend more of
e The opposite &

nids on the trade eycle.

unemployment rises. So the g
the tax revenue it receives als
nomic boom.

Graoss investment refers to the fotal
investment made in a period of time.
Net investmant = gross investment —
depreciation

State of the world economy:
Recassion is likely to affect a country’s ability to
recession ation lowers, so exports may ing
However, if there is a global recession, other cous
more imports. Thus, total volumes of exports an
ies for a national/global boom.

nfluences on investment:
& Agthe economy grows, more jobs are created 2
incomes rise. 5o to meet the increased dem
firms increase investm

Ames:

s Business confidence. As real incomes rise, demand for imports rises. This 4
prospact of decreases net trade (X — M), In other words it Exchange rates.: ) ) N
conditions increases a country’s current account deficit. if the value of the pound increases (sppreciatior

expensive. Thus, experts fail and imperts rise, wi

® High demand for ex . . . . .
5 trade, ceteris paribus. The opposite applies o d
Y

g : Non-price {actors:

& ifinterest rates are high, investment will be low E The exchange rate does net affect the quality
because the cost of borrowing would be hi of traded goods, and changes o

, investment will be high. : aexports/imports as a result of exchange rates

gegree of protectionism:
A country can iry to protect its exports by subsi
and/or taxing imports {tariffs), This is likely to
appear cheaper than imports, However, if one ¢
Darriers, others are likely to follow suit. This w

=
o
3
o
2
=
&
&
o
2

iy accessib

mant reguiation is likely to limit changes could be mitigated if domestic goods
S are particularty high-gquality or unique.
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f:“_‘;fects of growth:

s Economic growth can improve living
standards by creating jobs, raising incomaes
and improving consumer choice,

¢ Growth increases tax revenues for the
government, enabling more spending.

& Growth can also help government to
service existing debts more quickly.

e However, growth is not distributed eveniy
and can craate income inaguality.

+  Growth can create environmental damage
and be unsustainable in the long run

L& Growth creates inflationazy oress

Classicatl ecory
argue that
twrade-off bet

Cost-push
AS |

Demand-pull
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Causes of ineguality:
1.

Direct Taxation

s Direct taxation is often applied to any regular income that is
received, such as wages, profits or rents.

s The most common example of direct taxation is income tax,
which 5 deducted from peopie’s wages.

s Other examples include corporation tax, National Insurance

contributions, and a wealth tax.

indirect Taxation

° Indirect taxation is often appiied to irvegular forms of
spending, and often consumgption on demerit goods.

«  The most common example of indirect taxation is value
added tax {VAT}, which is added on to most consumption.

»  Other examples include duties on demerit goods such as

alcohol and tobaceo.

Alleviating ineguality and poverty with taxation
Taxaticn has a critical role to play in reducing

inequality and poverty. Primarily, taxation acts as

a means of income and wealth redistribution in

society. it rediracts resources away from
wherever they are being accumulated, and

towards wherever they are most needed. The
effectiveness of taxation at reducing inequality
and paverty is highly dependent on the kind of

taxation system that is being implemented,
faxation systems, such as marginal t

petter at realfocating resourcrs i

56801 - 25,000 20%

25,001 - 40,000

allocate

Marginal tax rates!

40,001+

different rates of ta vels of income,

This means a higher r8errax 15 paid on the
income received over a certain threshoid.

Average tax rates: average tax rates are simply
the total amount of tax paid, divided by the total
income earned.

Calculate the average tax rate on
an income of £37,000

totad taxes paid

N x 186
total income

&

R A A WA R R AR AR RGO O
»

Causes of changes in poverty:

! Policies:

o

\Mm- mmmmmm L
SR AR

2
¢ Difficulty measuring poverty

High growth —» decreases ab
craation of jobs
High growth - increases avi
increase in relative poverty
More FDI - mare jobs = d
More trade = more jobs >
ased income tax > red

incre

Transfer payments are di
govarnment which can alle
Government spending on
help to reduce inequality a
Minimum wages reduce in
investment in education
Legistation banning discrim
Policies which reduce discr]
inequality between socio-&
A universal basic income o
standard of living for aii.

i Taxation

: ®  Progressive taxation
1 earners more, raduch
3 »  Regressive taxation
]
]
§
§

all, which can increas
e Proportional and ind
increase inequatlity if

o o o o
;’ Since 2022, the World

g global poverty line as a
£$2.15 a day. Those ean
3 regarded as fiving in ab

it is hard to maasure many as
poverty, such as a fack of opp
There is no universal agreeme
what poverty means.

indices which rely on averaga
overlook the impoverishment
Getting accurate data on thos
under poverty lines is difficult
Poverty can vary wildly in diff
contexts and locations.
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7 ™

Goals of fiscal policy

& A primary aim is to reduce
the extent of fluctuations
in the business cycle

e Reducing unemployment

e Maintaining economic
stability

» Reducing ineguality

e Maintaining financial
equilibrium with other
economies

Low and stable i

1.

Subject to time a7,

,'/S‘:t:engths of fiscal policy

Weaknasses of fiscal policy

afong time from initial investment - and
cal considerations.

¢
Gthers goals:

Fiscal policy may be expansionary: designed
1o stimulate aggregate demand through
spending and low {3xation, or contractionary,
seeking to lower aggregate demand through
spending reductions and low taxation,

Effact of an expansionary
fiscal/monetary policy

=
Keynesian muitiplier

The concept of the
muitiplier states that any
government spending vields

an economic return greater

than that of the initial

Price
A

Level

+ £20m

s Real interest

s Nominal intery

i}

P2
P
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Supply-side improvements refer to factors that
increase the level of supply in the private sector, e.g.
greater investment and productivity. Supply-side
improvements may help to achieve supply side policies.

S
& On the demand siGZrgovernment

spending and tax reductions both
increase aggregate demand,

+  On the supply side, investment,
R&D, incentives and improved
human capital all result in increased
efficiency and productivity which
increases aggregate supply.

rGaais of supply-side policies
i Strengths Wea
5 1.
3. 2.
4 3.
e« May aiso cause infiation. CQ ?Y REGH?
e Locai/foreign firms may

PROTECTED

refocate abroad {

job
losses). -

£ ructure = investment in transport links, communication

nd housing, ete. can help to increase AS, as it reduces costs of

production.

» Research and technology = invesiment in R&D can make production
more efficient, cheaper {in the long-run} and quicker.

® fncrease incentives = raising minimum wages or providing perks can
increase the supply of fabour.

e increasing competition = e.g. preventing monopolies will allow more

w Quantity of firms to anter the market, increasing AS.

workers s Reforming labour market = e.g. abolishing the minimum wage or trade
unions will alfow firms to hire more workers.

» Human capital = providing vocational training and subsidising

Wage rate

Unemployment

Minimum wage is ) )
Minimum wage is set imposed to avoid education can create more skilled workers, :
above the equiiibrium very low wages for . i

wage rate. workers.




impacts of international trade:

Positive

MNegative

Advantages of trade and specialisation

s Greater choice for consumers s Countries beco
s Cheaper poods for consumers ®  Termsof trade

oS cox Bea o souy

s Greater efficiency goods and exp
®  Firms experience econor »  Over-reliance
Wider market = » Countries lac
Incr ; of fiving » Unwanted goo

low prices, whi
& May widen the
Bad for ‘infant

Cars production
Cauntry A 20
Country B 10

Advantages and
Advantag

Ne transaction co
Greater market accd
economies of scal
lower costs
Stronger bargaining power in
multilateral organisations
Attract FDI > good for growth
Internationat cooperation
increases political stability

i
s The World Trade 3 ¥
i advantage in the productios
5 of both goods {i.e. it can
e Conflict betwaen W Tonal trade agreements = latter lead to trade § cduce mare of both good
diversion, which decs trade elsewhere and undermines comparative advantage. § § cheaply using the same
AN resources than country Bl
L i
"f/ /%?/////Z///j/f/}, o { : Country has Country A needs to forego
A A comparative advantage 2.5 units of laptops to
........................... ‘f//////// //4«///‘,/// ot roductt f o du car (20:5¢
///;}/,//// ///////'/,%//://’/“) § tin the production of cars produce 1 car {20:50).
'54«&% i 453,‘«-f/ H i (i.e. it can produce cars Country B needs to give
: at a lower cpportunity up 2 units of laptops to
4 i ; car {10:20}
i
'{i:yg}es of trade blocs: i
1. T T T TS s s s s e
t g Teriffincrease on the price of imports =2 lower demand ‘i
§ §e Revenue for government {ABCD) 3
2. i fe  Domestic consumer surplus increased by P1PoDE i
s Velfare loss {ADE + i
§ i Welfare loss {ADE + BCF)
5
3. i
i
A (. - N @@ @@
3
f

costs

Loss of soversigniy

Undermine muitilateral

arrangements (such as WTQO}

= No control over
monetary policy {in
monetary unions)

f'

Advantagas

Monetary unions

Reduce exchange rate costs,
eliminate cuirency risk, more
ency, greater information, 2.
boosts investment and growth

Disadvantages 3
Loss of monetary independencs 4.
can exacerbate economic crises,

ieading to higher infiation 5

and/or unemployment
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Significance of tradanibalances:

Current account (CfA) €

I

&« ¥ T

Capital Financial Spec
investmaent § § investment capita

Exports inflow of
minus income minus
outfic,

imports

oo oo e 00 sn sa e oo o o e e ea e g,

1
The accounts on the balance of payments are interdependent — :
all cradits are matchad by debits and all deficits by surpluses. For g
example, a deficit on the current account will be zerced by 3
borrowing on the financial account. :
As a negative trade balance increases, it becomes more and more 3
difficult to finance. Hence, loans have to be taken out. Thisis H
hecause a negative current account implies a positive capital account. i
Geovernment spending may fall significantly to repay those loans.
Also, if exports outstrip imports, domestic consumers may be H
facad with limitad choice. }
Trade imbalances also lead to massive currency fluctuations > :
affects global trade. Vi

Current account (/&)

1.

The Marshall-Lerner condition posits that depreciation only
leads to a /A improvement if {PEDeons + PEDimoans > 1) i
The | curve suggests changes in the ER have time fags. Initially C/A
deteriorates because in the short run exports and imports have i
inelastic demands. Later, 33 demands become more elastic, we
see an improvement,

Surplus

L=

Tima

Deficit

Speculative

capital flows

(3]
w

Reducing current account imbalances:

1. Expenditure-reducing policies
Paolicies that reduce AD, e.g. increasing income tax
-3 reduces disposable income ~> demand for
imports decreases.
+ Also effective at tacking infle
~ May harm growth

\pasig tariff -> imports become
- demand for imports falls.

ffective in short term to protect industries

~ Could lead to trade rataliation

Supply-side policies

Policies that affect demand for exports, e.g.
increasing spending on education - improves
{fabour productivity - improves gquality/guantity of
exports = demand for exports rises.

+ Useful for solving long-term structural issues

— Can come with significant time lags

4, Doing nothing

Due to the downsides of the policies mentioned
above, some countries mav opt to do nothing

expensive

Growth a
ER depras
creation =
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Sustainability & Tty

s Impoverished people are overwhelmingly invoived in the
sector of the giobal economy, meaning they are most affected by the
depletion of and exireme weather.

s Unequal societies rely on 1o maintain living
standards, which often leads to resource depletion.

» The mora unequal a society is, the less the voices of those who depend
on the natural world are heard as the economy grows,

4

i

s

N

e Thus, policymakers are concerned 1o treat sustainability and poverty as

. 4 i

Yemen is one of the world’s most impovarished countries. Th
country has been plunged into a humanitarian crisis Jie’

running civil war.
& Yemen's energy supply - produced ©
meet demand, meaning ;
anergy to meet th
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source of

L

-

®» Thek ai

anien (ERRY) project grants
i to help them start a business

5

o

N

R

7 e provided with a mini solar farm sufficient to

erate enough energy for a small neighbourhcod, and trained in
maintenance

They are then able to generate an income by selling energy to local
househslds and businesses

& inthe areas where microgrids have been installed, unemployment
and poverty have falien drastically. Living costs have fallen due to a
cheap and sustainable local source of energy. Prejudice against
women has also reduced after local communities have seen them
operate 35 trained solar engineers.

-.

B

&
3

-




%/%’W/%j///////% ’/L’V Combin?s iifg expeﬁctar»ucyi e?élagicai
W/M _‘2 i footprint and a happiness survey. }

wAes two measures
education

;' Inequality-adjusted HDI (iHDI):
g’ } | Also measures the distribution of
H Measures fernale : health, education and =-ncc:~me

H around the populatio

participation in society.

Y h 11

| ife expectancy index x i

g Single indicators, such as: v income index % :

¥ s ;

% i

Pt P
§
¢

[ — - - o - '
' ™ Capital flight: Y /
Cycle of poverty: ‘ ¢ This is about people saving their money in foreign ;/////ﬁ/;////j/////é///:////{//ﬁ//%
» P:Z?:i-ﬁf?::}i:::; i banks, which are more secure and/or have a higher ?//////%/{//,%f////////;
FeInTrCIng pner enon - interest rate e IODIN R
thase fiving E"{ poverty lack s Thus, developing countries are deprived of savings /////%///////////f/////ﬁ
the opporiunity 10 extract " - lack of investment in capital — low growth
themselves from it. s,
e Limnited education > lack of \\
skilis —# low-value work - > ”
unable to save ~¥ children . :
A Education:
folr-:ed 'to work = fimited Developing countries tend to £
aducation, atc. y ?

the appropriate educational
nfrastructure

N
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is good

rowing
d growth. However, Mo
developing countries lack Y
some property rights. Debt:
;’ Developing countries tend t
LS debt. While their governime

build infrastructure and cre
current generation, it is often
generation that has to pay
and becomes visibly worse

G0 e s




Privatisation:

p
Microfinance schemes:
® This is about providing small loans o
poor people, who are
ioans from big bar
provision of collate
s Loans are given to
repayment is guaran

.

£ 7 (A G Gk ap
: Uit 7 i
1 1 :
2 “

W
w

Floating exchange rate:
Switching to a floating regime will demand that demand
and supply will decide the value of the currency, which

means the currency is likely to depreciate, Thus, imports %:/7:/’ //,,{/,///f/////,////////% :

hacome expensive while exporis become cheap. Thus,
Incal industries will flourish, leading to higher growth.

<

Removal of regulation:
Foreign direct investment (FOH): }

e Creates jobs = more consumer
spending = high

Trade fiberalisation: geely) ~
® This is about reducing
e Free trade promotes growth by creating jobs
s Free trade leads to greatar aliocative
efficiency

« But this could reduce growth if a country is
fiooded with cheap imports

NGOs:
profit o

Official Development
4 Assistance {ODA)

1 Targeted funding
provided by the UK or
3 other governments to
1 aid development.

international Monetary Fund World Bank:

{1M3E):
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