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2.1.2 Inflation
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2.1.1 Economic growth

2.1.3 Employment and unemployment
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2.1.4 Balance of payments

2.2.1 The characteristics of AD




AS EDEXCEL ECONOMICS CYCLE 3- MICRO and MACRO

2.2.2 Consumption (C)

2.2.3 Investment (1)

2.2.4 Government expenditure (G)

2.2.5 Net trade (X-M)

2.3.1 The characteristics of AS
2.3.2 Short-run AS
2.3.3 Long-run AS
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Cycle 3

Week | Topic Content Check
Y/N
1.4.2 1.4.2 Government failure
13 Government a) Understanding of government failure as intervention that results in a net welfare loss
failure b) Causes of government failure:
e distortion of price signals
. Government . unintended consequences
failure e excessive administrative costs
. Law of . information gaps
unintended ¢) Government failure in various markets
consequences Review gquantitative skills
1 . Policy myopia Develop an understanding of index numbers in different contexts (e.g. production, productivity, unit labour cost, etc.)
. Imperfect
information Include CPI and RPI data as this will help to explain real and nominal GDP in 2.1.1 and 2.1.2

. Administration
costs
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2.1 Measures of
economic
performance

2.1.2 Inflation

. Inflation

. Deflation

. Price level

. Consumer

Price

Index

Rate of

inflation

Hyperinflation

Inflation

Deflation

Price level

Consumer

Price

Index

. Rate of
inflation

. Hyper inflation

. Household

. expenditure
survey

. Fiscal drag

. Real cost of
debt

. Real wage

costs

Shoe leather

costs

Menu costs

Real rate of

return

Money illusion

. Price level

. Consumer

price

. index

. Inflation

. Cost-push
inflation

e Demand-pull

The objective is to introduce the measures of performance indicators. This means parts of future lessons can be spent building up a
simple understanding of macroeconomics by discussing items in the news — suggest 10 minutes at the end of some lessons. The rest of
topic 2.1 has been integrated later on in the term once tools of analysis have been covered.

2.1.2 Inflation
a) Understanding of:
. inflation
e deflation
e disinflation
f) The effects of inflation on consumers, firms, the government and workers
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Week

Topic

Content

Check
Y/N

. inflation

2.1.1 Economic
growth

. Economic
growth
. Economic
agents
Environmental
degradation
Time lags
Economic
growth
Recession
Gross domestic
product
GDP per capita
Income
distribution
. Quality of life

2.1.3

Employment and

unemployment

. Work force

. Employment

. Unemployment

. Claimant
Count

. Unemployment
rate

e  Economic
activity

e  Economic

2.1.1 Economic growth
a) Rates of change of real Gross Domestic Product (GDP) as a measure of economic growth
b) Distinction between:
. real and nominal
e total and per capita
e value and volume
c) Other national income measures:
. Gross National Product (GNP)
e  Gross National Income (GNI)
d) Comparison of rates of growth between countries and over time

2.1.3 Employment and unemployment
a) Measures of unemployment:
e the claimant count
e the International Labour Organisation (ILO) and the UK Labour Force Survey
b) The distinction between unemployment and under-employment
c) The significance of changes in the rates of:
¢ employment
. unemployment
. inactivity
f) The effects of unemployment on consumers, firms, workers, the government and society
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Week

Topic

Content

Check
Y/N

Inactivity
Seasonal
unemployment
Frictional
unemployment
Demand
deficient
unemployment
Structural
unemployment

2.1.4 Balance of
payments

Current
account
Financial
account
Balance of
Payments
Exports
Imports
Injections
Leakages

2.2 Aggregate
demand (AD)

2.2.1 The
characteristics of

AD

Aggregate
demand
Aggregate
supply
Output gaps
Macroeconomic
variables
Long-run AS
Full
employment
Short-run AS
Price level

2.1.4 Balance of payments

a) Components of the balance of payments, with particular reference to the current account, and the balance of trade in goods and
services

b) Current account deficits and surpluses

Introduce the key macro objectives which follow from these performance indicators.

2.2.1 The characteristics of AD

a) Components of AD: C+I+G+(X-M)

b) The relative importance of the components of AD

c) The AD curve

d) The distinction between a movement along, and a shift of, the AD curve
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Week

Topic

Content

Check
Y/N

Real output
Consumption
Disposable
income

Goods
Services
Durable goods
Non-durable
goods
Savings
Expectations
Average
propensity

to
consume/save
Marginal
propensity

to
consume/save
Savings ratio

2.2.2
Consumption (C)

Consumption
Disposable
income

Goods
Services
Durable goods
Non-durable
goods
Savings
Expectations
Average
propensity

to
consume/save
Marginal
propensity

to
consume/save
Savings ratio

2.2.2 Consumption (C)
a) Disposable income and its influence on consumer spending
b) An understanding of the relationship between savings and consumption
c) Other influences on consumer spending:
. interest rates
. consumer confidence
e wealth effects
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Week | Topic Content Check
Y/N

. Inflation
. Deflation
. Disinflation

2.2.3 Investment | 2.2.3 Investment (1)

() a) Distinction between gross and net investment

. Investment b) Influences on investment:

. Fixed capital e the rate of economic growth

e  Working . business expectations and confidence
capital . Keynes and ‘animal spirits’

. Depreciation e demand for exports

. Net investment . interest rates

. Marginal e access to credit
efficiency e the influence of government and regulations

. of capital
. Accelerator

effect
2.2.4 2.2.4 Government expenditure (G)
Government a) The main influences on government expenditure:
expenditure (G e the trade cycle

o fiscal policy

. Budget deficit Consider main components of government spending

. Budget surplus

. Balanced
budget

. Public goods

. Merit goods

. Transfer

payments
2.2.5 Net trade 2.2.5 Net trade (X-M)
X-M) a) The main influences on the (net) trade balance:
. Imports . real income
. Exports e exchange rates
. Current e state of the world economy
account e degree of protectionism
. deficit i
e  Current non-price factors
account

. surplus




AS EDEXCEL ECONOMICS CYCLE 3- MICRO and MACRO

Week | Topic Content Check
Y/N

. Net trade

. Exchange rate

. Foreign
currency

. Leakage

. Injection

. Exchange rate

5 2.3 Aggregate 2.3.1 The characteristics of AS

supply (AS)

2.3.2 Short-run
AS

Aggregate supply
Aggregate supply
curve

Short-run

Full employment
output

Supply side shock
Classical view
Keynesian view

2.3.3 Long-run

AS

. Aggregate
supply

. LRAS curve

. Long-run

. Full
employment

e  output

. Supply side
shock

. Classical view
. Keynesian
view

a) The AS curve
b) The distinction between movement along, and a shift of, the AS curve
c) The relationship between short-run AS and long-run AS

2.3.2 Short-run AS

a) Factors influencing short-run AS:
e changes in costs of raw materials and energy
e changes in exchange rates
e changes in tax rates

2.3.3 Long-run AS
a) Different shapes of the long-run AS curve:
. Keynesian
e Classical
b) Factors influencing long-run AS:
e technological advances
changes in relative productivity
changes in education and skills
changes in government regulations
demographic changes and migration
competition policy
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Week | Topic Content Check
Y/N
e PPF
e  Productive

capacity

CYCLE 3 ASSESSMENT
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Knowledge organisers

2.1.2 Inflation

Inflation An increase in the general price level of an economy.
Demand-Pull Inflation Cost-Push Inflation
Eg e E E iy SRAS, i Shoe and Leather Costs

Menu Costs

AD, Reduction in Real Incomes

AD, AD Savers/Lenders Negatively
Y, Real Real Impacted
— Output Output
AD Curve Expansion SRAS Curve Contraction However...
Pulls up Price Level from P, to P, High Costs m High Prices 4 Borrowers Positively
' Impacted
Causes: Causes: €
High Expansionary Export-Led Higher Higher Price of || Higher Cost of ‘ \I Reduction in Real Value of
Confidence Policy Growth Wages Raw Materials Capital Debt
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2.1.1 Economic growth

Economic
Growth

An increase in the real GDP of a country over time.

Long-run Growth

Short-run Growth

LRAS,

Macroeconomic Equilibrium

Price

Lewe|

LRAS

SRAS

AD

Yie

Real

LRAS

SRAS,

SRAS,

AD,

AD,

Y=

Output

Yy

—
A—

Real
Qutput

D B—

In the Short-run...

In the Long-run...

SRAS

LRAS

AD Curve Expansion only

Positive Output Gap (Y,-Y,)

Actual GDP

)

Potential GDP

Unsustainable Growth

LRAS,

™

Price
Level
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SRAS,

AD,
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Y, Real
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AD and LRAS Curve Expansion

Full Employment Level of
Output increases in LR

Sustainable Growth




2.1.3 Employment and unemployment
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Unemployment

The number of people of working age without work, but are
actively seeking employment opportunities.

Cyclical Unemployment Seasonal Unemployment

Frictional Unemployment

Structural Unemployment

AD, AD
¥i Ya Real Y, Ym=Y Real
— Output e Output

Unemployment caused by Unemployment caused by Unemployment caused by a
Unemployment caused by a . : . .
: peak business periods workers moving between long-term decline in an
downturn in the economy. . : :
ending. jobs. industry.
1 1 | 1
9 g LRAS SRAS ] LRAS SRAS @ E LRAS SRAS, <pas. u g LRAS, LRAS,
£8 £ £y ' £y SRAS,
N L

v Demand for Goods + Services

v Demand for Labour

Only short-term as demand

returns for the next peak
season.

Only short-term as workers
make themselves available to
work again.




AS EDEXCEL ECONOMICS CYCLE 3- MICRO and MACRO

2.1.4 Balance of payments

Balance of A trading account which records all the transactions made
Payments between one country and the rest of the world.
Current Account - Balance of « Financial Account

Measures the balance in trade Measures the balance in trade of

Payments
with the ROW. financial assets with the ROW.

Must ‘balance’ |

/ Financial Assets
Stock + Bonds

I
Goods + Services \
Investment Income

A
$m
A




2.2 Aggregate demand (AD)
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Aggregate Demand Equation:

Aggregate _ Government
EETCE Consumption + Investment + . + Net Exports
Demand Spending
The total Total spending by Spending that Spe::‘i;ﬁ;e:n:\;:he Net trade
expenditure on consumers on increases the size of Ii bk econonik component: export
an economy’s domestic goods and a nation’s capital acltiuit (hie the revenues less
goods and services. stock. eco‘:mmy import expenditure.
services at any . . . -
given price level. 66% of UK GDP 18% of UK GDP 20% of UK GDP -4% of UK GDP
Dependent on...
Domestic Disposable Income Profits Tax Revenue Exchange Rates
Expenditure
. Interest Rates Interest Rates Budget Position Global Demand
Foreign e
Expenditure Confidence Confidence Debt Burden £ atw:atr; i
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Graphical representation of the aggregated demand for goods and services produced
AD Curve i : :
within a country at any given price level.

AD Curve Movement Inwards Shift Outwards Shift

Lewvel
Price
Lewvel

Price
Level

— Price
-l

.1 Real Output Real Output Y, Y, Real Output

Downward SIopmg Curve

v Consumption A Consumption
\4 Investment LA | Investment
m — V| Government Spending A | Government Spending
Inverse Relationship v Exports v Exports
A Imports A Imports
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The overall impact of an AD curve shift will depend on a series of different factors...

Duration of Shift? Number of Shifts?

Multiplier Effect

Initial expenditure generates a trail of
subsequent expenditure so that the resultant
change in national income exceeds initial
amount,

Advanced Evaluation Tools consist of...

Accelerator Effect

Initial increase in national output stimulates
additional investment across the economy which
boosts national income further.

Automatic Stabilisers

Fiscal measures which take force automatically
when the economy expands or contracts,
reducing the overall impact.

Cut in Bank
Rate

Reduction in
Savings
Rise in

Consumption

nitial AD Curve

Increase in
GDP
ncrease n

ncome

Further AD
Curve Shift

Real Qutput
: C III :1' MICE }

.

economic
activity

t ] l

Increase in

Effect
output e
stimulates multiplied by

Mevestment ﬁ- circular flow

Increase in
expenditure

Benefit
Payments




2.3 Aggregate supply (AS)
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Short-run Aggregate Supply Curve

EZY ECONOMICS

SRAS
Curve

The aggregated supply for all goods and services produced within a country at any given
price level over a limited period of time.
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Long-run Aggregate Supply Curve EZY ECONOMICS

LRAS Curve

Keynesian AS Curve

LRAS Curve Movement LRAS Curve Shifts Keynesian Movement Keynesian Shifts
LRAS LRAS, LRAS, LRAS, ;
P_,_ —————— .' L o
| Pl---o--0--9 |
1 |
L) - E ] 1 |
- 1 !
1 |
1 I
eal
Yee oi::rn Kz i = OEtput Yee oif:Lt *:_” v,,_', YFmOEi:ll.lt
Change in guantity and/or . . Change in guantity and/or
Full Employment Output Ecind / Elastic Spare Capacity U /
quality in factors of quality in factors of
. production. production.
Price Level A ML EE®— Close to Full Capacity

Inward Migration

Real Output | B Fall in Capital Stock

Research + Development

Inelastic Full Capacity Reduction in Innovation
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Definition check

Keyword

Definition

Understood
Y/N

e (Government failure

Law of unintended consequences

Policy myopia

Imperfect information

Administration costs

Inflation

Deflation

Price level

Consumer Price Index
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Rate of inflation

Hyperinflation

Rate of inflation

Household expenditure survey

Cost-push inflation

Demand-pull inflation

Economic growth

Economic agents

Environmental degradation

Time lags

Recession
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Gross domestic product

GDP per capita

Income distribution

Quality of life

Work force

Employment

Unemployment

Claimant Count

Unemployment rate

Economic activity

Economic inactivity
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Seasonal unemployment

Frictional unemployment

Demand deficient unemployment

Structural unemployment

Demand/Supply of labour

Real wage rate

Employment

Real wage unemployment

Labour force

Current account

Financial account
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Balance of Payments

Exports

Imports

Injections Leakages

Aggregate demand

Aggregate supply

Output gaps

Macroeconomic variables

Long-run AS

Full employment

Short-run AS
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Price level

Real output

Consumption

Disposable income

Goods

Services

Durable goods

Non-durable goods

Savings

Expectations

Average propensity to consume/save
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Marginal propensity to consume/save

Savings ratio

Inflation

Deflation

Disinflation

Investment

Fixed capital

Working capital

Depreciation

Net investment

Marginal efficiency of capital
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Accelerator effect

Budget deficit

Budget surplus

Balanced budget

Public goods

Merit goods

Transfer payments

Imports

Exports

Current account deficit

Current account surplus
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Net trade

Exchange rate

Foreign currency

Leakage

Injection

Exchange rate

Aggregate supply

Aggregate supply curve

Short-run

Full employment output

Supply side shock
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Classical view

Keynesian view

Output gaps

Derived demand

Negative output gap

Positive output gap
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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



