ECONOMICS EXAM REVISION NOTES

Maximum (low) price control (Pg. 41)

· This is when the government sets a maximum price below the equilibrium price, which then prevents producers from raising the price above it. 
· Also known as ceiling prices. 
· They are used to protect the consumers and so usually result in excess demand. 
· It is usually imposed on a merit good or a good that is under provided by the market. Example on agricultural products during times of food shortages. 
· The excess demand creates problems. Due to the shortages a black market might emerge where these products will be sold at a higher price (somewhere between the maximum price and the equilibrium price.). Queues might develop and producers might start deciding who is going to be allowed to buy.
· The government will intervene by shifting the the demand curve to the left (reduce demand) until equilibrium will be achieved at the maximum price however this will limit the consumption of the product, which ultimately goes against the purpose of imposing a maximum price. 
· The government could attempt to shift the supply curve to the right (increase supply) until equilibrium is reached at the maximum price. The government could achieve this by a number of ways: 1. Offering subsidies. 2. The government could start producing the good themselves thus increasing supply. 3. The government could sell what they have bought up from excess supply (buffer stock). 
Minimum (high) price controls (Pg. 43)

· This is when the government sets a price above the equilibrium price to protect the producer. 
· They are set for two main reasons. 1. to attempt to raise the incomes of the producers of goods that are important such as agricultural goods- they want to protect them from foreign competition and large fluctuations (weather etc...). 2. To protect workers by setting a minimum wage, to ensure that workers can earn enough money to to lead a reasonable existence.
· Minimum price controls often cause an excess in supply. 
· In order for the minimum price to stay in place the government must intervene.
· The government would either eliminate the excess supply by buying up all the surplus thus shifting the demand curve to the right and creating a new equilibrium point. 
· The government could then sell the bought surplus abroad, destroy it or store it. Selling it abroad:- Will cause problems in other countries because they will think these are goods are being dumped in their economies (they might then have excess supply). Destroy it: - This is regarded as being wasteful. Storing it:- Storage costs are very expensive. 
· There is an opportunity cost for the government for buying up the surplus or storing them such as teacher training.
· There are two ways the government could maintain the minimum price set. Firstly they could limit producers by introducing a quota (restricting supply). Secondly they could attempt to increase demand for the product by advertising it or by restricting supplies of the product that are being imported using protectionist policies thus increasing the demand for the products being produced domestically. 
Buffer Stock Scheme (Pg. 45)

· This is a situation where the government intervenes in a market to stabilize prices. Usually in commodity markets due to the fact commodity markets are at the mercy of weather and other dangers such insects etc.
· Bumper crop:- when there is a surplus because all the conditions are perfect. This will drive the price of the product down and affect the incomes of the producers.
· Poor crop:- Where there is a shortage in the supply. This will drive the price of the product up but this will only be to the to the producers who have the product. 
· To stabilize the prices the buffer stock manager will set a price band (minimum price and maximum price).
· If there is a bumper crop, supply will increase (curve will shift right) and so the supply curve will intersect the demand curve below the bottom price. Here the buffer stock manager will buy up all the excess supply and then store it. 
· If there is a poor crop then supply will decrease (shift backwards) so the curve will intersect the demand curve above the maximum price and this will cause an excess demand. Here the buffer stock manager will sell what was stored from excess supply (when there was a bumper crop).
· Problems with the buffer stock scheme:- 1. Deciding on the right price band. 2. Scheme is most suitable with non - perishable goods because perishable goods would require high storage costs. 
Elasticities (Pg. 49)

Price elasticity of demand

· PED is a measure of the responsiveness of the quantity demanded for a good with respect to a change in price of the good. 
· PED = % change in Qd/% change in price
· Determinants of PED are: 
· The availability/closeness of substitutes. More substitutes then it is more elastic. Because if the price of one product increases then you could easily switch to another product.

· Time span involved- Demand inelastic in short run but elastic in long run (because fewer viable options in short run rather than long run)

· The proportion of income spent on a good. If more money is spent on the good then it is more elastic. If you spend a large proportion of your income on a good and the price rises then it is more difficult buy the product (this means it is elastic because it changes).

· % change in Qd greater than % change in P---Elastic. Line on the graph is more flat.
· %change in Qd less than % change in P---Inelastic. Line on the graph is steeper.
Cross elasticity of demand

· XED measures the relative sensitivity change in the quantity of a good with respect to a change in the price of another good. Basically to find out if the two goods compared are compliments or substitutes.
· XED y and x = % change in the Qd good y/% change in price of good y. 
· IF answer is positive goods is substitutes - positive correlation between price and quantity.
· If answer is negative good are compliments - negative correlation between price and quantity.
· XED also measures how close the substitutes/compliments are.
· Ex:-  2,3,4 stronger substitutes. Price increases then quantity also increases (explanation of the graph)
· -2,-3,-4 stronger compliments. Price increases then quantity decreases which gives a negative value (explanation of the graph).
· Closer the number is to 0 then the weaker the compliment/substitute
Income elasticity of demand (YED)

YED is a measure of the relationship between a change in quantity demanded in relation to a change in income.
The bigger the proportion of the consumer’s income spent on the good then the more elastic the YED is. 
· The main determinants for the necessities (ex. Not expensive food) and superior goods are the lifestyle and income of the consumer.
· Normal goods have a positive YED. This means that as income rises, the demand for these goods increases at every price level. Normal goods are categorized into Necessities and Luxuries.
· Necessities have a YED between 0 and 1. Which means it is inelastic. This also means that demand changes very little with a change in income. Examples include fresh vegetables, toothpaste and medicine.
· Luxuries/Superior goods have a YED greater than one which means that they are elastic. Demand changes substantially with a change in income. Examples of this are holidays, Rolex watches, Bentley, Rolls Royce etc…
Inferior goods

· Inferior goods have a negative YED. When income rises, the demand for inferior goods decreases. When the income decreases the demand for inferior goods increases.
· The demand for the inferior good will be very elastic with high income and inelastic with low income (for example a worker’s income will not change that much so he will still have to purchase the inferior goods because it will still be difficult for him to purchase the normal goods. 
Price elasticity of supply

· PES is the relative increase in quantity supplied with respect a relative increase in price
· PES = % Change in QS/% Change in P
· % Change in QS greater than % change in P good is elastic
· % change in QS less than % change in P good is inelastic
· Determinants of PES are :-

· Time span (ability increasing output). The shorter the time period the lower the PES (Inelastic). Over longer periods of time producers have more choices and so they can increase their output easier. As a result PES is more elastic. For example demand for handmade guitar skyrockets, then it is harder to meet the demand in the short run than in the long run. 
· Producer Substitutes. The ease or difficulty suppliers experience in moving productive resources. For example demand of SUV’s decreases and price of small cars increases it is easy for producers to switch to small cars because they already have all the equipment. However if the demand for SUV’s decreases and demand for motorcycles increases then it is harder to switch production as the producers lack equipment.
Rationing Systems

· There are two main rationing systems: Planned economies and Market economies.
· Planned economies:- The government decides what to produce, how to produce and who to produce for. The government sets wages and set the prices. Basically the government rations the goods and services for the people. The quantity of the decisions to be made, data to be analyzed, factors of production to be allocated are immense and forecasting future events in order to plan ahead makes this this task almost impossible to accomplish. In the 1980’s almost one third of the world population lived in planned economies mainly in the USSR and China. China is the closest example these days to a planned economy however nowadays there are a lot of the elements of the free market are becoming more and more common. 
· Free market economies:- This is an economy where prices are used to ration goods and services. All production is in private hands and demand and supply are left free to set wages and prices in the economy. The economy is expected to work efficiently as there are a few cases of shortages and surpluses. Individuals make decisions about what products they want to purchase and then the producers decide whether they are prepared to produce these goods or not. The producers decisions mainly depends on how much profit they think they would make. If there are changes in the demand pattern then there will be changes in the supply pattern to meet the new demand pattern. Use example of roller skates and skateboards:- Producers have been making both roller skates and skateboards as they are both profitable. Skateboards are seen to be more “cool”. Demand for skateboards skyrockets. Shops will experience a shortage in skateboards and a surplus in roller skates. Shops will increase the price for the skateboards (to reduce demand) and reduce the price for the roller skates (to increase demand) to get rid of the surplus. Producers will then see that it is more profitable to make skateboards and so they will shift their production to producing less roller skates and more skateboards. 
	Disadvantages of a free market economy
	Disadvantages of a planned economy

	Demerit goods (things that are bad for people, such as drugs pr child prostitution) will be over provided, driven by high prices and thus a higher profit motive.)
	Total production, investment, trade and consumption are too complicated to plan efficiently even in a small economy. As as result there will be misallocation of resources, shortages and surpluses. 

	Merit goods (things that are good for people , such as education or healthcare) will be under provided, since they will be produced only to those who can afford them. 
	Resources will not be used efficiently because there is no price system in operation.

	Resources may be used up too quickly and the environment may be damaged by pollution, as firms seek to make high profits and minimize costs.
	No motivation. Workers with guaranteed employment and managers who gain no share of profits are difficult to motivate. 

	Some members of society such as the long - term unemployed and the sick will not be able to look after themselves and so they will not be able to survive.
	May lead to a loss of liberty and freedom of choice for the people. 

	Large firms may grow and dominate industries (monopolies forming), leading to high prices, a loss of efficiency and and excessive power. 
	Governments may not share the same interests as the majority of the people. 


· Transition economies are economies that are moving from being planned to a free market. Examples of those are Hungary, Poland and Russia. 
Demand and Supply

Demand

· Law of demand: - As the price of a product falls, the demand increases, ceteris paribus. 
· Determinants of demand: - Income (for normal goods and inferior goods), the price of other products (substitutes and compliments), tastes, changes in the size of the populations, government policy changes (taxes) and seasonal changes. 
· Income (for normal goods as income rises then demand also rises, for inferior goods as income rises then demand falls - example: - heinz baked beans and carrefour baked beans). 

· The price of other products. (Compliments and Substitutes). 

· Tastes.

· Growth of population

· Seasonal changes.

· Difference between movement and shift in the demand curve:- The demand curve will only move when there is a change in price. The demand curve will shift if there is a change in any of the determinants of demand. 
· Giffen goods are a unique type of inferior goods. 
· Basically when the price of a staple product (bread, milk etc.) falls for the very poor, then they are likely to buy less of the product and use their increased real income to buy higher quality products, which they can now afford.
· In the same way when the price of the staple good rises for the very poor then they will buy more of it because they cannot now afford the higher quality products and will consume more of the Giffen good, since it has no substitutes. Example: - Bread and Meat. 
· Veblen Goods:-  These are goods where their demand increases as the price increases - positive correlation. This is due to the fact that people get a satisfaction from being seen by other people to consume expensive products. Example: - Louis Vuitton bag. People high incomes start to buy more of this bag because it has a ‘snob value’ (due to its price). 
Supply

· Law of supply:- As price increases, the quantity supplied will increase, ceteris paribus. 
· The determinants of supply:- 
· The costs of the factors of production

· The price of other products, which the producer could produce instead of the existing product. For example the producer of roller skates may also be able to produce skateboards with a minimal change in production facilities. In this case if the price of skateboards increases (because there is more demand for them), the producers will be attracted to produce more skateboards because it means a higher profit and produce less roller skates. This would lead to a movement of along the supply curve for the skateboards and shift to the left of the supply curve for roller skates.

· Government intervention. Taxes will increase the costs of the product and so increase its price. Subsidies will reduce the costs of the product and so reduce it’s price. 

Perfect competition (Pg. 102)

· The most unrealistic model (between oligopoly, monopoly and monopolistic competition).
· Based on these assumptions:- 
· Each firm is very small, relative to the size of the industry, that it is not able to alter its own output to have a noticeable effect on the output of the whole industry. This means that it cannot alter the supply curve and so cannot affect the price of the product. The firm must sell at whatever price the demand and supply set. This makes each firm a price taker. 

· All firms produce identical products (homogenous). There are no brand names and no marketing to attempt to make one good different from another. 

· There are no barriers to entry or exit. All firms are able to enter and leave when they want. This means that the firms already in the industry do not have the power to stop new firms from entering it.

· All producers and consumers have a perfect knowledge of market prices, costs in the industry, and the workings of the market. 

· The closest examples to perfect competition are agricultural markets. 
· Abnormal profits (see diagrams): - When AC is less than AR. The firm will make an abnormal profit of P - C.
· Productive efficiency means that a firm is able to produce its product at the lowest possible unit cost (average cost) but at the most efficient output level. This is basically when AC = MC (because MC always cuts AC at its lowest point). 
· Allocative efficiency is when the suppliers are producing the optimal mix of goods and services required by consumers. It occurs where the marginal (the cost of producing one more unit) is equal to the average revenue (the price received for a unit).
Monopoly

· Assumptions of a monopoly:-
· There is only one firm producing the product and so the is the industry.

· Barriers to entry, which stop new firms from entering the industry and so maintains the monopoly.

· As a consequence of barriers to entry the monopolist may be able to make abnormal profits in the long run. 

· Barriers to entry for a monopoly:-
· Economies of scale. Economies of scale are basically average cost advantages that a firm is able to gain as their size increases. This will lead to lower unit costs. Any new firm wanting to enter the market will be too small to gain these advantages and so it will not be able to compete with the lower unit costs that the existing monopoly enjoys. 

· Natural monopoly. An industry is a natural monopoly if there are only enough economies of scale to support one firm. This means that the monopolist is the industry. (See diagram). 

· Legal barriers. E.G. Patents. These allow the producer to be the only one to produce this product for a maximum of 20 years. 

· Brand loyalty. It may be that a monopolist produces a product that has gained huge brand loyalty. The consumers think of the product as the brand. Example:- Hoover (brand) and Vacuum cleaners (product). If the brand loyalty of the existing monopolist is so strong new firms might be put off from entering the industry since they feel that they will not be able to produce a product sufficiently different to generate such strong brand loyalty. 

National Income
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· Measuring the national income (see diagram for illustration):-
· The most commonly used measure of a country’s national income is GDP. 
· The output method: This measure the actual value of the goods and services produced. This is calculated by summing all of the value of the firms in the economy. The data is usually grouped according to the different production sectors in the economy: agriculture and mining (primary sector), manufacturing (secondary sector) and services (tertiary sector). 

· The income method: This measures the value of all the incomes earned in an economy. 

· The expenditure method: This method measures the value of all the spending on goods and services in the economy. In the two sector model these are calculated by summing up spending by the households (Consumption - C) and spending by firms (investment - I). In the four sector model spending by governments (G) and net exports (X-M). 

· Why is National Income measured? 1. National income data can be seen as a report card for a country. It will tell the country its level of economic growth because economic growth is an increase in a country’s national income over time. 2. Governments use the data to develop policies. 3. Economists use the data to make models of the economy an forecast the future. 4. A rising national income is often equated with rising living standards. 
· Limitations of the data (measure of national income): 1. Inaccuracies. This is because the data collected comes from vastly wide range of sources. 2. Unrecorded or under-recorded economic activity - informal markets: National income can only measure economic activity that has been officially recorded. Example painting your own house will not be measured in the national income but if you hire a painting company it will be. 3. External costs. GDP does not take into account resource depletion (example:- cutting down trees).
GDP

· Gross Domestic Product has three different definitions. 
· The first definition is that GDP is the total value of all the goods and services produced in an economy in any one year. 
· The second definition of GDP is the total value of all spending in an economy. This definition if represented in the following formula:-         C+I+G+(X-M). This definition also reflects the expenditure method of measuring national income. 
· The third definition is that GDP is all the goods and services produced inside the country NOT outside. 
· An example of this would be an Indian company operating in Canada. All the profits made by the company would be recorded in the the Canadian GDP and not the Indian. 
GNP

· This is the total income that is earned by a country’s factors of production regardless of where they assets are located. 
· In the example for GDP, profits earned by the Indian company will be included in Canada’s GDP but not Canada’s GNP because Canada does not own the assets. Similarly Canada’s GDP would not include profits made by a Canadian company operating in Brazil, but its GNP would include such profits. So GNP = GDP - Net property income from abroad (income earned from assets abroad - income paid to foreign assets operating domestically). 
NNP

· Net national product is the measure that takes into account the depreciation of the country’s capital. Depreciation is the wear and tear of capital. The GDP does not take into account the depreciation. NNP is equal to GNP - Depreciation
International Trade

· It is the trade of goods and services between countries. 

· There are two types: Free trade (no bariers to trade between the countries and Protection (which is done by tariffs, quotas, subsidies and exchange controls – this will limit the imports. Non tariff barriers is also another example of protection – french and japanese cars. Japaneese saying that the french cars are not safe as an excuse).

Arguements:

For Free Trade:

· Law of comparitive advantage.

· Consumers get more choice. 

· Leads to competition in domestic markets which will increase efficiency. 

For Protection:

· To protect declining industries however theoretically the resources of the declining industries should be re-allocated but this is all very well in theory and very hard to carry put in practice ( i.e. how does the coal miner become a IT tecnhnician?)

· During a world rescession countries want to protect their domestic employment (Smoot-Howley act – 2900 items that were put under protection). However this will lead to massive retalliation. The domestic industries that export or rely heavily on exports are now suffering from retailliation. 

· Governments want to protect its workers from low wage labor. E.g. China and India. However the same shirt will cost $5 in China but $50 in England.

· To protect sunrise industries. Example: If Dubai wants to start its car making industry it has to protect it from Ford, Toyota etc... but this will make these industries dependent on this aid and this mean it will become inefficient (if the protection is left on for too long). 

· For strategic reasons e.g. for wars countries need steel industries etc...

· To prevent dumping. But this means that the domestic consumer is being deprived from getting cheaper goods. It is also very difficult to prove dumping. It is best dealt with by the WTO. 

· Raise revenue (only used by developing countries). Usually these countries don’t even have a domestic industry to protect. They just want to raise money. 

· To fix a a balance of payments deficit which is when the import outweigh the exports (cash outflow greater than cash inflow).

Arguement against protection:

· Don’t interfere with free trade because it is beneficial because of the law of comparitive advantage. 

· Industries become dependent on it therefore becoming inefficient. 

· Protection raises the prices of raw materials which domestic industries need and this might affect their competitiveness. 

Market Failure

· Community surplus is producer surplus + consumer surplus.

· Over provision of demerit goods and under provision of merit goods and public goods.

· Public goods are goods that would not be provided at all in a free market and this is because of their two characteristics which are non-rivalrous and non-excludable. This makes pointless for a private firm to produce them. Non-exlcudable: if it is impossible to prevent other people from consuming the good (e.g. if a flood barier is erreced infront of one house, the neighboring houses will also benefit although they paid nothing.). Non-rivalrous: when the consumption of the good by one person does not limit the consumption of the good for another person. They are goods that are of benefit to society, the lack of public goods are considered to be market failure. Example: flood bariers or national defence or better street light. 

· Merit goods provide positive benefits for both the pople that use them and society as a whole. All public goods are merit goods. Depending on how important the government thinks the merit good is the more it will subsidize it. 

· Demerit goods are negative for the people who consume them and society. 

· It is also when consumer surplus is not maximised. 

· Pareto optimality is a state the market is in when the market is in equilibrium with no external effects and no external influences. It occurs when it is impossible to make someone better off without making someone else worse off.

· If a market is is pareto optimal then it is said to be socially efficient. 

· Welfare loss is when community surplus falls from the maximum. 

· Imperfect competition such as monopolies restrict output and in order to push up prices and maximize profits. Because of this they are not producing at the socially efficient level of output. Any imperfect market will fail to equate marginal social cost (MSC) to the marginal social benefit (MSB). 

· Governments may try to reduce this market failre by intervening in a number of ways:

· They may use legal measures to make markets more competitive. They may pass laws that do not permit mergers or takeovers that give an individual firm more than a certain percentage of the market e.g. 25%. In addition, they may pass laws that do not permit mergers or takeovers. They may restrict the four largest firms in the market control 60% of it. 

· They may set regulatory bodies that investigate markets where it is felt that monopoly is poweris being used against the public interest. For example most countries have some sort of monopolies watchdof. They will take action they see any unfair business practice. 

Balance Of Payments

· Current Account is goods and services. Visible and Invisible exports and imports. (One countries export is another countries export) e.g. Invisible export: person going tourism from Dubai to England (export for England – because money is comming into England but import for Dubai because money is leaving it.)

· Capital Account is the lumps of money flowing in and out of a country e.g. foreign direct investment. 

· Imbalance means imports are greater than exports. 

· To correct the imbalance of payments for CURRENT ACCOUNT in the short term: 1. You can finance it from your reserves from the central bank 2. Borrwo from domestic (from citizens), from another central bank in another country  (example EU lending money to Greece) or from the IMF (international monetary fund). 

· In the long term changes have to made because your central bank reserves will run out or foreign countries will say enough, no more borrowing – we have lent enough). So government of the country has to reduce imports and/or increase exports. This can be done in three different ways: 

· Expenditure Dampening Policies: So increase taxes so people have less money to spend on imports - basically reducing aggregate demand. BUT this will also lead to people spending less on domestic goods which will eventually lead to unemployment. 

· Expenditure Switching (to encourage people to buy domestic goods rather than imported goods) – Done by: 1. Protection: Import duties/taxes/tarrifs and quotas. BUT it will decrease competition in the domestic market and will lead to retalliation 2. Devaluation: Making the currency weaker so imports become more expensive and exports will become cheaper. BUT this will only work if the demand for imports and exports is elastic (because if imports are more expensive and exports are less expensive). Another criticism is that if the imports are raw materials such as oil – the country still has to buy them so really they just became more expensive. Another critism is that actually takes time for the imports and exports to set them selves (J-curve). Example if Jordan devalaued the dinar, it has already has contracts for tonnes of raw materials and so these will be more expensive for Jordan so the balance of payments will first get worse unitll the volumes (new contracts for less raw materials and new contracts for more exports because they are now cheaper) adjust. 3. Supply-Side policies to increase the efficiency of the domestic industry (abolishing minimum wage, weaken trade unions, making the workforce stronger by increasing their skills through education and making the workforce more mobile). Due to an increase in the efficiency of the domestic industry people import subsitution will occur (where people will stop buying imports and they will start buying more exports.) BUT good in theory not in practice. 

· To correct a CAPITAL ACCOUNT IMBALANCE: 

· A country can increase it interest rates to attract hot money BUT this will make it more expensive for domestic companies to borrow money which will eventually lead to unemployment. 

· Exchange Controls: Limit the amount of foreign exchange money  (dollars because dirhams are of no use in other countries) people have. BUT this deters foreign investors.

Recession

· GDP in the UK has fallen 6% in the last recession. 
· Recession is defined by a fall in GDP two quarters running. 
· During the recession business profits did not fall too much because:
· Quick action to control costs – By reducing stocks and laying off workers. Redudancies reacher 10,000 per day in March 2009. 
· A cheaper pound (it fell by 20%). Increased export earnings because it made british goods cheaper abroad and although imports were more expensive they imported less raw materials. 
· In a recession people save and do not spend. This will lessen consumption and spending in an eocnomy greatly. This is the Paradox Of Thrift – If we all save more – recessoin is deeper – leads to a fall in incomes. 
· A fall in consumption will lead to:
· Lower tax revenues – VAT because people are spending less
· Less spending on imports
· Lower demand and profits for businesses
· Excess supply – less demand pull inflation
· Fall in demand of goods and services – leads to fewer jobs. 
· Impacts of a recession:

· Business profits – Check above.  

· Labour productivity – because fewer workers trying to produce same amounts of goods and services in order to keep their jobs. 

· Unemployement

· The level of spare capacity (ouput gap)

· The national debt
· 5 reasons why consumer spending fell:
· Credit crunch squeezed supply credit (banks did not lend money or made it extremely hard for people to borrow money)
· Strong desire to save and pay back debt. 
· Fall in asset prices (asset refers to a lump of wealth usually one’s house. If the house prices are rising it is a psychological thing because the owner would go out and spend thinking that they can sell their house in the worst case scenario and make a profit. Vice versa)
· Rising unemployment has cut real incomes
· Slump in consumer confidence. 
5 main macroeconomic objectives of all governments:

· Stable prices (control inflation)
· Maintain full employment
· Reasonable level of economic growth
· Keep balance of payments in balannce
· Protect the environment (environmentally sustainable)
Aggregate Demand

· Aggregate demand is defined as the total demand for domestically-produced goods and services. C + G + I + (X-M). 
Aggregate Supply

Keynsian (demand management):

· The AS curve will go vertical at a certain point. 
· They believe in the control of AD to control inflation (reduce it) and to solve a balance of payments problem (imports are too much so they can reduce the amount of imports). The control of AD through the monetary (reducing interest rates and easing credit) and fiscal (increase government spending and recuding taxes) policy. Also control of AD to create economic growth and full employment. 
Neo-classical (supply management):

· The AS curve is always vertical.
· They believe that inorder to create economic growth, full employment,  fight inflation and a balance of payments problem, they control the AS curve through supply-side policies (shift it to the right or to the left.)
· Supply-side policies:
· Inward migration of skilled labour (E.g. Canada)
· Investment in education, training and skills
· Measures to encourage new business start-ups
· Higher spending on research and development and innovation (Governments must reduce corperate tax so that business could invest in research and development to create new technology.)
· Openss to international trade and exchange (Government should not protect its dometic industries because competition leads to efficiency)
· Advanaces in production technologies
· Investment in critical infrastructure (e.g. providing broadband internet)
· Incentives for people to look for/find work: a. reduce income tax to motivate workers. b. reduction in trade union power. c. elimination of the minimum wage. d. reduction of unemployment benefit. 
· Changes in shool-leaving and retirement ages. (increase school-leaving age so workers have more skills and inrease retirement age.)
Globalisation

· It is the idea of the whole world becoming one economy – elimination national barriers to trade. 
· The increasing reliance of ecomies on each other. 
· The opportunities to buy and sell in any country in the world. 
· The opportunities for labour and capital to locate in anywhere around the world – MNCs and outsourcing. However in theory globalisation will make every country better off, raising the standards of living meaning that the wages for labour will not be as cheap as it used to be. 
· The growth of global markets in finance. – For example the banks are interdependant – E.g. the Dubai property slump affected many UK banks because money was borrowed from them. 
· Trade VS. Aid – Instead of handing out money to poor countries, trade with them. The WTO tell poor countries to liberalize (no protection over domestic goods and open their markets to any other country).
· Benefits:

· Increased choice for people in the domestic market
· Greater potential for growth
· Increase international economies of scale
· Greater employment opportunities
· Disadvantages:

· Increasing gap between rich and poor
· Dominance of global trade by the rich, western countries
· Lack of opportunities for the poor to be able to have access to markets
· Exploitation of workers and growers – e.g. Starbucks and Ethiopian coffee
Lorenz-Curve

· Measures percentage of income against percentage of households.

· Basically to see how equally income is distributed in an economy. 

· The further the lorenz curve is from the line of equality the more unequal the distribution of income is. 

· Gini coefficient ( (area of a / area of a+b) x 100. 

Inflation and Deflation

Deflation:

It is a sustained fall in the general price level.
Possible causes to deflation:

· A large fall in AD caused by
· -Exogenous shocks (outside e.g. recession in other countries, rise in the exchange rates making exports lower because it is more expensive)

· An increase in the long run aggregate supply. E.g. rapid technological advance, higher productivity and reductions in international prices of commodities and capital goods. 
· Benign (good) deflation – that is when prices fall due to improvements in tecnhology and productivity. 
· Malign (bad) delfation – it occurs when prices fall because persistent lack of demand. 
· Consequences of deflation – holding back on spending (this means people do not buy anything because they believe that prices will still fall), costs of borrowing increases, lower profit margins for businesses (can lead to unemployment because firms seeks to reduce their costs – labour), confidence and saving (confidence decreases and saving increases).
Inflation:

· Sustained increase in the average price level.

· Three causes: demand pull, cost push and excess monetary growth. 

· Demand pull: too much money chasing too few goods e.g. toilet roll in the desert island – people bid up the price. Demand pull is associated with the boom phase of the cycle. Kensyans believe that this can only occur in a fully employed economy (on the PPF and on the begining of the vertical line upwards of the AS curve – because after this point there won’t be an increase in output for the increase in price). However Neo Classicals believe that any increase in the money supply (which is really AD) will cause demand pull inflation (because the AS curve is vertical and so there wont be an increase in output for the increase in price). Causes: a. depreciation of the exchange rate, reductions in direct and indirect taxation (consumers having more disposable income causing demand to rise), credit cards (this means that everybody can have money more than they had before or they can have money that they haven’t even earned.)

· Cost Push inflation: This is when increased production costs (raw materials or labour) and so firms will increase the price of the good. 

Direct and Indirect Taxes

Direct Taxes:

It is a tax on income and wealth

Take the opposite of the advantages and the disadvantages of the indirect taxes. 

Indirect Taxes:

It is a tax on consumer spending. E.g. VAT. 
ADVANTAGES:
· Can be used to control the pattern of consumer demand. Encourage merit goods and discourage demerit goods. E.g. duties on fuel or air passenger taxes (to protect the environment)
· They do not deter people from working whereas direct (income taxes) do. 
· They are less easy to avoid than direct taxes. 
DISADVANTAGES:

· Highly regressive (regressive means that the poor pay a greater proportion of their income than the rich. The opposite to that is progressive – that is where the rich pay a greater proportion of their income than the poor. E.g. income tax)
· Higher indirect taxes can cause cost-push inflation (because producers also have to pay VAT on some things to produce – makes costs of production higher)
· If indirect taxes are too high, creates and incentive to avoid taxes through smuggling and bootlegging. 
· Revenue from indirect taxes can be uncertain for the government especially in a recession.  
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