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1.2.9 Indirect taxes and subsidies
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1.3.1 Types of market failure

1.3.2 Externalities

1.3.3 Public goods
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1.3.4 Information gaps

1.4.1 Government intervention in markets
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Cycle 2

Week | Key words Content Check
Y/N
1.2.5 Elasticity of supply 1.2.5 Elasticity of supply
7 a) Understanding of price elasticity of supply
Elasticity b) Use formula to calculate price elasticity of supply
Price elasticity of supply ¢) Interpret numerical values of price elasticity of supply: perfectly and relatively elastic, and perfectly
Responsiveness and
Incentive relatively inelastic
Proportion d) Factors that influence price elasticity of supply
Factor substitutability e) The distinction between short run and long run in economics and its significance for elasticity of
Barriers to entry supply

Spare capacity
Production process
Elastic supply
Inelastic supply
Unit elastic

supply

Perfectly elastic supply
Perfectly inelastic
supply

Supply curve
Intersection

Linear supply
Non-linear supply

Initial value
Percentage change
Proportion
.2.6 Price determination 1.2.6 Price determination
Demand Return to this topic (started in week 5). Highlight how equilibrium price and quantity changes will depend
Supply upon both:
Equilibrium . how much a demand or supply curve shifts in a given situation
Market equilibrium e the PED or PES on the curve in which there is a movement along

Market disequilibrium
Excess supply

Excess demand

Law of supply

Law of demand

® o o o o o o o o .
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Week

Key words

Content

Check
Y/N

1.2.8 Consumer and producer surplus

Consumer surplus
Producer surplus
Total welfare
Demand curve
Supply curve
Utility

PED

PES

1.2.9 Indirect taxes and subsidies

Market failure

Government intervention
Misallocation of resources
Taxes

Subsidies

Market failure

Indirect taxation

Unit tax

Ad valorem tax

MPC curve

Deadweight loss

PED

Tax revenue

Demerit good

Externality

Negative production externality
Internalising the Externality
Subsidies

Market failure

Government

intervention

Deadweight loss

Imperfect information

MPC curve

Positive production externality

1.2.8 Consumer and producer surplus

a) The distinction between consumer and producer surplus

b) The use of supply and demand diagrams to illustrate

consumer and producer surplus

¢) How changes in supply and demand might affect consumer and producer surplus

1.2.9 Indirect taxes and subsidies
a) Supply and demand analysis, elasticities, and:
e the impact of indirect taxes on consumers, producers and government
e the incidence of indirect taxes on consumers and producers
e the impact of subsidies on consumers, producers and government
e the area that represents the producer subsidy and consumer subsidy
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Week | Key words Content Check
Y/N
. Merit good
1.3 Market failure 1.3.1 Types of market failure
9 . Market failure a) Understanding of market failure
e The economic b) Types of market failure (quick introduction):
. problem . externalities
. Objectives . under-provision of public goods
. Complete . information gaps
e market failure
. Missing markets
e  Partial market
o failure
¢ Misallocation of resources
. Monopoly
. Merit goods
. Demerit goods
. Externalities
. Imperfect information
e  Value judgements
1.3.2 Externalities 1.3.2 Externalities
. Externality a) Distinction between private costs, external costs and social costs
. Internal cost/ benefit b) Distinction between private benefits, external benefits
e  External cost/ benefit and social benefits
. Private costs/ benefits c) Use of a diagram to illustrate:
e  Social costs/ benefits e the external costs of production using marginal analysis
. Consumption e the distinction between market equilibrium and social optimum position
e  Production e identification of welfare loss area
. Negative consumption externality d) Use of a diagram to illustrate:
e  Positive production externality e the external benefits of consumption using marginal analysis
. Positive consumption e the distinction between market equilibrium and social optimum position
e  externality e identification of welfare gain area
. Negative production externality e) The impact on economic agents of externalities and government intervention in various markets.
e The margin Finish externalities
10 . Marginal cost/benefit
e Total cost
. Marginal external benefit
. Deadweight loss
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Week

Key words

Content

Check
Y/N

11
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Over provision
Under provision

.3.3 Public goods

Private goods

Public goods
Non-excludability
Non-rivalry

Free-rider problem
Non-pure public goods
State provision

.3.4 Information gaps

Perfect information
Imperfect

information
Asymmetric
information

Market failure

The market for lemons
George Akerlof
Adverse selection
Moral hazard

.4.1 Government intervention in markets

Market failure
Government intervention
Misallocation of resources
Price control

Maximum price
Minimum price

Wage cap

Minimum alcohol pricing
Minimum wage
Deadweight loss

Black market

Imperfect information

1.3.3 Public goods
a) Distinction between public and private goods using the concepts of non-rivalry and non-excludability
b) Why public goods may not be provided by the private sector: the free rider problem

1.3.4 Information gaps
a) The distinction between symmetric and asymmetric information
b) How imperfect market information may lead to a misallocation of resources

1.4.1 Government intervention in markets

a) Purpose of intervention with reference to market failure and using diagrams in various contexts:
. indirect taxation (ad valorem and specific)
. subsidies
. maximum and minimum prices

12

1.

4.1 Government intervention in markets

Pollution permits
Incentive

1.4.1 Government intervention in markets
b) Other methods of government intervention:
e trade pollution permits
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Week | Key words Content Check
Y/N
. Kyoto Agreement . state provision of public goods
. Externality . provision of information
. Negative production externality . regulation

CYCLE 2 ASSESSMENT
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Knowledge organisers

1.2.5 Elasticity of supply

The responsiveness of the quantity supplied of a good or service to a change in the price.

PES
Percentage Change in Quantity Supplied
Formula PES = . . : y. e
Percentage Change in Price
PES Values Elastic Supply Inelastic Supply
PES Value Supply . s
0 perfectly Inelastic % =
D<PES <1 Inelastic
1 | UnitElastic s
1 <PES<w Elastic l">
oo | Perfectly Elastic P
Level of Spare Capacity
Quantity Q q Quantity
Ease/Cost of Factor Substitutability —
Short-runvsl Long-run PES Value > 1: PES Value < 1:
Inventory Stock Levels ) A% in A% in A% in
Market Structure Qs P
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1.2.9 Indirect taxes and subsidies

Indirect , ,
Taxes imposed by the government upon the purchase of goods and services.

Specific (Unit) Tax

Incidence of Tax

Ad Valorem Tax

E.g. Value Added Tax Tax Burden

E.g. Excise Duties

< Price

Q, a, Quantity Q 9 Cuantity
h

Tax per unit is the vertical distance Absolute value of tax increases as
between supply curves price of product increases
e N
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Fixed payments made by the government to producers, to help reduce the cost and

price of a good or service.
Subsidy Examples Effect of a Producer Subsidy Incidence of Subsidy

9 Rail Travel l :
- Subsidies : £
Renewable Energy lp‘ ___________
Subsidies I
[ EEPE R .
} I
& Farming : -
Subsidies ' -
Ql_-&: Quantity
= FiShEW Vertical distance represents value of Consumer Benefit
. S e it subsid
=" Subsidies s Y :
Producer Benefit
? Childeare Govt. Subsidy Cost
Subsidies Elasticity?
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A situation where one side of the market has more information than the other side of the market.

Adverse Selection Moral Hazard

The presence of ‘bad’ products/customers
distorts the market outcome.

Market for Second Hand Cars

‘Peach’ Car

High Risk

‘Lemon’ Car

Car dealers know the true quality of the car, but
buyers do not!

Buyers only wishing to pay for an average price

Sellers are not willing to sell ‘peach’ cars.

More ‘Lemon’ cars are sold on the market.
‘Peach’ cars are driven away from the market.

MARKET FAILURE!

The behaviour of an economic agent
changes after an agreement.

Insurance Market

Missing Info.

Full Info.

Buyers of insurance have a far better
understanding of their own personal history and
what their future intentions are than insurance

companies.

Is the buyer holding risky information back?

How will the buyer behave and act once
insurance is granted?
Insurance cover

affects personal
liability!

Full Insurance

High Risk

No Insurance

Increases insurance costs for alll

Applications

Finance Education

Jobs Market Trading Shares

EH \Y
i 2

A process of A process of using
indicating to the data, experience
other side of the and judgements to
market about the acquire the buyer’s
true quality of a true intentions after

product. the agreement.
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Negative Externalities Negative Production Externality Negative Consumption Externality
A cost imposed on third Factory Pollution Demerit Goods
parties as a result of the MSC ) VIPC VISB ( VIPB
production/consumption of
a good or service. Prices do not reflect social cost Negative spill over effects
1 1 1 I [
SUGAR ’ﬁ‘ Over production of good Over consumption of good
- T 1 |! MPC = M5C
: 4 MPC 8
& &
External Cost
Py
External \
Private Social Poay P
Costs/Benefits ” Costs/Benefits " ‘
Cost I .
l we
I
Misallocation of Resources : MPB = MSB -
Market Failure e ety g S e fuely
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Positive Externalities Positive Production Externality

A benefit enjoyed by third Renewable Energy
parties as a result of the MPC ) MSC VIPB ( MSB

production/consumption of
a good or service. Prices do not reflect social cost Positive spill over effects
|

I I |
Under consumption of good

T g -_ Under production of good

MSC

Positive Consumption Externality

Merit Goods

Price

' i
External Benefit :
External |
Private Social Psce Py
Costs/Benefits ” Costs/Benefits I
Benefit Pu

MFB = M5B
M5B

Misallocation of Resources

1
1
1
1
]
]
1
. gl Qeac uantit Qe Qe uanti
Market Failure b S iy S, i
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1.3.3 Public goods

Goods that are non-rival and non-excludable and likely to be underprovided by the
Goods

market.
Goods Spectrum Characteristics

- Non-Excludability
5 -
- Lighthouse P“"—'—r"“tf"‘ M No person can be excluded from the
- - Goods: St benefit of the good.
Non-Rival Non-Rival
‘ lood . AND OR
/ﬂ\ Flood Barriers Non-Excludable Non-Excludable
Consumption by one person does not
Free Goods: affect consumption ability of others.
! Private Goods: e e e
P National Defence . Basic Need
AND Characteristics ensure no effective
L - L demand for the good from the
~cludable o Opportunity
Excludable Cost market.
- Roads/Motorways

Free-Rider Problem
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1.3.4 Information gaps

A situation where one side of the market has more information than the other side of the market.

The presence of ‘bad’ products/customers
distorts the market outcome.

Applications

Finance Education

S

Jobs Market Trading Shares

The behaviour of an economic agent

changes after an agreement.
Market for Second Hand Cars

Insurance Market

{ET e T Low Risk Missing Info.

L GLe-Ta High Risk

Full Info.

Buyers of insurance have a far better

Car dealers know the true quality of the car, but

buyers do not! understanding of their own personal history and

Solutions

what their future intentions are than insurance
Buyers only wishing to pay for an average price

P = Pauver = Ppeacy Is the buyer holding risky information back?

: e ' . A process of A process of using

Sellers are not willing to sell ‘peach’ cars. How will :he buyer I;'Ehm:;;! S DR indicating to the data, experience
P peuTaRce S gom other side of the | | and judgements to
More ‘Lemon’ cars are sold on the market. No Insurance = Insurance cover  Fyll Insurance market about the acquire the buyer’s

ffects I
‘Peach’ cars are driven away from the market, - e;;b;i)';?;mn High Risk true quality of a true intentions after
product. the agreement.
MARKET FAILURE! Increases insurance costs for alll
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1.4.1 Government intervention in markets

Subsidies Fixed payments made by the government to producers, to help reduce the cost and
price of a good or service.

5

Subsidy Examples Effect of a Producer Subsidy Incidence of Subsidy

Price

9 Rail Travel
- Subsidies
Renewable Energy =
Subsidies ]
F
Ii Farming
Subsidies :
=1 Fishery Vertical distance represents value of
N Subsidies per unit subsidy

| pice g
? Childcare m Govt. Subsidy Cost
. A
Sl Elasticity?

I

|

|

| +
Q, Q, Cluantity

Quantity

J

Consumer Benefit

Producer Benefit
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Indirect : ‘
Taxes imposed by the government upon the purchase of goods and services.

Specific (Unit) Tax

Incidence of Tax

Ad Valorem Tax

E.g. Value Added Tax Tax Burden

E.g. Excise Duties

w2 Price

2 Price

Py

Q, Q Qual;ti'n,f

Q 4 Quantity

Tax per unit is the vertical distance Consumer Incidence
between supply curves price of product increases Broducar Incidence

“ A Govt. Tax Revenue

m v Elasticity?
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Price A form of government intervention which places restrictions on what the price in a
Controls market can be.

Maximum Price

g 5

Price
Price

Minimum Wage

Pﬂm

Rent Controls

I
I
I
I ] I

1 | 1

3 - | : 1 1 .
Agricultural Price & & 2, a  aq  Quenty

CD ntr0|5 Excess Supply Excess Demand

— Only Effective if.... Only Effective if....

(TN, | Minimum Alcohol

= Pricing Min. ) Original Max. ( Original
Price Price Price Price
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Definition check

Keyword

Definition

Understood
Y/N

. Elasticity

. Price elasticity of supply

. Responsiveness

. Incentive

. Proportion

. Factor substitutability

. Barriers to entry

. Spare capacity

. Production process
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Elastic supply

Inelastic supply

Unit elastic

supply

Perfectly elastic supply

Perfectly inelastic

supply

Supply curve

Intersection

Linear supply

Non-linear supply
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Initial value

Percentage change

Proportion

Linear supply

Non-linear supply

Initial value

Percentage change

Proportion

Demand

Supply

Equilibrium
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Market equilibrium

Market disequilibrium

Excess supply

Excess demand

Law of supply

Law of demand

Consumer surplus

Producer surplus

Total welfare

Demand curve

Supply curve
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Utility

PED

PES

Market failure

Government intervention

Misallocation of resources

Taxes

Subsidies

Market failure

Indirect taxation

Unit tax
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Ad valorem tax

MPC curve

Deadweight loss

PED

Tax revenue

Demerit good

Externality

Negative production externality

Internalising the Externality

Subsidies

Market failure
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Government intervention

Deadweight loss

Imperfect information

MPC curve

Positive production externality

Merit good

Market failure

The economic

problem

Objectives

Complete
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market failure

Missing markets

Partial market failure

Misallocation of resources

Monopoly

Merit goods

Demerit goods

Externalities

Imperfect information

Value judgements

Externality
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Internal cost/ benefit

External cost/ benefit

Private costs/ benefits

Social costs/ benefits

Consumption

Production

Negative consumption externality

Positive production externality

Positive consumption

externality

Negative production externality
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The margin

Marginal cost/benefit

Total cost

Marginal external benefit

Deadweight loss

Over provision

Under provision

Private goods

Public goods

Non-excludability

Non-rivalry
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Free-rider problem

Non-pure public goods

State provision

Perfect information

Imperfect

information

Asymmetric

information

Market failure

The market for lemons

George Akerlof
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Adverse selection

Moral hazard

Market failure

Government intervention

Misallocation of resources

Price control

Maximum price

Minimum price

Wage cap

Minimum alcohol pricing

Minimum wage
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Deadweight loss

Black market

Imperfect information

Pollution permits

Incentive

Kyoto Agreement

Externality

Negative production externality

Page 37 of 41



AS EDEXCEL EcONOMICS CYCLE 2- MICRO

Careers in Economics

Economists use and apply their understanding of micro and macroeconomics, econometrics, and mathematical and financial
economics, to business situations. A wide range of employers value economists' skills of numeracy and analysis and their ability to
understand and communicate broad socio-economic and political concepts to a wider audience.

Undergraduate and postgraduate economics degrees are popular with a wide range of recruiters, e.g. strategy and management
consultants and investment banks in general, as well as a broad range of other commercial enterprises, public sector and not for

profit employers. Transferable skills, e.g. analytical, quantitative and modelling skills, are often as important as an economics
qualification.

Where can you work?

Banks - institutions such as the Bank of England have an economist stream within their graduate development programmes. To find out more

about the banking sector, visit our Careers in Banking and Investment page.

Other financial services companies — including insurance and accountancy firms. To find out more about the financial services sector, visit

our Careers in Financial Services page.
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Consultancies —if you're looking for a role where you can apply your economic knowledge more directly, economic consultancy may be worth
exploring. Some of the large consultancies such as Deloitte and PWC have specific economic consulting streams and within the UK there are many

consultancies specialising solely in economics, such as NERA, Frontier and Cornerstone Research. Economic consultancies often specialise in

certain sectors, such as financial services, telecommunications, or utilities. They will also provide particular kinds of consultancy expertise, such as

competition policy, regulation, or market analysis. To find out more about a consultancy career, visit our Careers in Consultancy page.

Government departments — the Civil Service is a major employer for Economists and many work within the Government Economic

Service, Financial Conduct Authority and HMRC. The Government Economic Service is the UK's largest recruiter of economists, recruiting over 100

new graduates into assistant economist posts each year.

International organisations — to find out more about international organisations, visit our Careers in International Organisations page.

Research institutes and think tanks — typical employers include, Adam Smith Institute (ASI), CESifo Group, Deutsches Institut fuer

Wirtschaftsforschung (DIW), Centre for Economic Policy Research, Institute of Economic Affairs, Institute for Fiscal Studies (IFS), International

Institute for Environment and Development (IIED), National Institute of Economic and Social Research (NIESR), Overseas Development
Institute (ODI), New Economics Foundation (NEF) and RAND Corporation.
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What's changing in the sector?

The economist's skill set continues to be highly valued in the labour market. Behavioural economics is a growing area, with the
establishment of the UK’s Behavioural Insights Team in 2010.

Useful Websites

Job sites

CareerHub — jobs board targeting LSE students, including events and networking opportunities.
Jobs.ac.uk — research positions in the UK.

Econ jobs — economist job vacancies.

Economist jobs — job vacancies.

Policy jobs — LSE Careers subscribe to this specialist jobs site and sister sites (including Political jobs) so you can access it for free.

Working 4 an MP

Societies and bodies

Society of Professional Economists — useful resource for insights into working as an economist in a business. Includes news and
jobs board.
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Economic and Social Research Council

The International Consulting Economists' Association

Economic Consultancies

NERA, Oxera, Frontier Economics, Vivid Economics, RBB Economics, Alix Partners, Cornerstone Research, Oxford Economics,

and Compass Lexecon.

Research Institutes and think tanks

Institute of Economic Affairs — includes useful information on a wide range of topics including student competitions/internships.

ODiI fellowship scheme — offers postgraduate economists and statisticians the chance to work in developing country public sectors

as local civil servants
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