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2.4.1 National income

2.4.2 Injections and withdrawals

2.4.3 Equilibrium level of real national output

2.4.4 The multiplier

2.1.2 Inflation

2.1.3 Employment and unemployment

2.1.4 Balance of payments

2.1.1 Economic growth
Recap spec point d) from week 2

2.5.1 Causes of growth

2.5.2 Output gaps

2.5.3 Trade (business) cycle

2.5.4 The impact of economic growth
a) The benefits and costs of economic growth
and the impact on:

e consumers

e firms

e the government

2.1.1 Economic growth

2.6.1 Possible macroeconomic objectives
AND 2.6.2 Demand-side policies
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Pre-learning

Lesson Pre-learning Scan QR code Completed

2.4.1 National income "

2.4.2 Injections and withdrawals
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2.4.3 Equilibrium level of real national output

2.4.4 The multiplier 1

WORKSHEET

2.1.2 Inflation
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2.1.3 Employment and unemployment
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2.1.4 Balance of payments

2.1.1 Economic growth
Recap spec point d) from week 2
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AND ***%%\/
IMPORTANT

2.5.1 Causes of growth

2.5.2 Output gaps

2.5.3 Trade (business) cycle
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2.5.4 The impact of economic growth

a) The benefits and costs of economic growth and the impact on:
e consumers
. firms
e the government

2.1.1 Economic growth

2.6.1 Possible macroeconomic objectives

AND

2.6.2 Demand-side policies
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Cycle 4

Week

Topic

Content

Check
Y/N

2.4 National
Income AND 2.4.2
Injections and
withdrawals

Factors of
production
Economic activity
Economic growth
Multiplier effect
GDP

Land

Capital

Labour
Entrepreneurship
Circular flow of
income

Closed economy
Open economy
Leakages
Injections

2.4.3 Equilibrium
level of real
national output

Macroeconomic
Equilibrium
Macroeconomic
equilibrium
Circular flow of
income
Leakages
Injections
Short-run
Long-run
Disequilibrium

2.4.1 National income
a) The circular flow of income
b) The distinction between income and wealth

2.4.2 Injections and withdrawals
a) The impact of injections into, and withdrawals from, the circular flow of income

2.4.3 Equilibrium level of real national output
a) The concept of equilibrium real national output
b) The use of AD/AS diagrams to show how shifts in AD or AS cause changes in the equilibrium price level and real national output
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Topic Content Check
Week Y/N
2.4.4 The multiplier
. Multiplier effect
. Circular flow of 2.4.4 The multiplier
income a) The multiplier ratio
. Injections b) The multiplier process
. Leakages c) Effects of the economy on the multiplier
. Marginal d) Understanding of marginal propensities and their effects on the multiplier:
. propensity to e the marginal propensity to consume (MPC)
e consume e the marginal propensity to save (MPS)
e Average e the marginal propensity to tax (MPT)
propensity to e the marginal propensity to import (MPM)
consume e) Calculations of the muiltiplier using the formulae 1/(1-MPC) and 1/MPW, where MPW=MPS+MPT+MPM
. Marginal f) The significance of the multiplier to shifts in AD
propensity to
save
. Aggregate
demand
. Marginal
propensity to
withdraw
.1.2 Inflation
Inflation Revisit 2.4.3 to reinforce this topic
7 Deflation 2.1.2 Inflation
Price level b) The process of calculating the rate of inflation in the UK using the Consumer Prices Index (CPI)

Index

o o o o o o

Consumer Price

Rate of inflation

¢) The limitations of CPI in measuring the rate of inflation
d) The Retail Prices Index (RPI) as an alternative measure of the rate of inflation
e) Causes of inflation:
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Week

Topic

Content

Check
Y/N

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
Demand-pull
inflation

e demand pull
e  cost push
growth of the money supply
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Topic Content Check
Week Y/N
2.1.3 Employment 2.1.3 Employment and unemployment
8 and unemployment | d) The causes of unemployment:
2.1.3 Employment e structural unemployment
and unemployment e frictional unemployment
e  Work force e seasonal unemployment
. Employment ¢ demand deficiency and cyclical unemployment
. Unemployment . real wage inflexibility
. Claimant Count e) The significance of migration and skills for employment and unemployment
. Unemployment
rate
. Economic activity
. Economic
. Inactivity
. Seasonal
unemployment
. Frictional
unemployment
. Demand deficient
Unemployment
. Structural
unemployment
2.1.4 Balance of
payments
. Current account 2.1.4 Balance of payments
. Financial account | Recap specification points a) and b) from week 3
e Balance of ¢) The relationship between current account imbalances and other macroeconomic objectives
e Payments d) The interconnectedness of economies through international trade
. Exports
. Imports
. Injections
. Leakages
2.1.1 Economic
growth
2.1.1 Economic growth
. Economic growth Recap spec point d) from week 2
. Economic agents e) Understanding of Purchasing Power Parities (PPPs) and the use of PPP-adjusted figures in international comparisons
. Environmental 2.5.1 Causes of growth
9 . degradation a) Factors which could cause economic growth
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Topic Content Check
Week Y/N
e Time lags b) The distinction between actual and potential growth
. Economic growth c) The importance of international trade for (export-led) economic growth
e Recession
. Gross domestic
. product
. GDP per capita
. Income
distribution
. Quality of life
2.5.2 Output gaps
AND
2.5.3 Trade 2.5.2 Output gaps
(business) cycle a) Distinction between actual growth rates and long-term trends in growth rates
. Economic cycle b) Understanding of positive and negative output gaps and the difficulties of measurement
. Long term trend c) Use of an AD/AS diagram to illustrate an output gap (level of spare capacity) in an economy
. growth
. Output gaps 2.5.3 Trade (business) cycle
. Recession a) Understanding of the trade (business) cycle
. Growth b) Characteristics of a boom
. Boom c) Characteristics of a recession
. Bust
. Peak
e Trough
. Macroeconomic
equilibrium
2.5.4 The impact of | 2.5.4 The impact of economic growth
economic growth a) The benefits and costs of economic growth and the impact on:
a) The benefits and . consumers
costs of economic . firms
growth and the ¢ the government
impact on: L
R consumers current and future living standards
e firms 2.1.1 Economic growth
10 e the f) The limitations of using GDP to compare living standards between countries and over time
government
AND

2.1.1 Economic
growth

g) National happiness:
e UK national wellbeing
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Week

Topic

Content

Check
Y/N

Economic growth
Economic agents
Environmental
degradation
Time lags
Economic growth
Recession

Gross domestic
product

GDP per capita
Income
distribution
Quality of life

2.6.1
Macroeconomic
objectives and
policies

Macroeconomics
Economic
objectives
Economic
variables

Time lags
Interventionist
policies

Free market
Policies

2.6.2 Demand-side
policies

Fiscal policy
Expansionary
fiscal policy
Contractionary
fiscal policy
Taxes
Expenditure
Government
budget

e the relationship between real incomes and subjective happiness

2.6.1 Possible macroeconomic objectives

a) Economic growth

b) Low unemployment

c) Low and stable rate of inflation

d) Balance of payments equilibrium on current account
e) Balanced government budget

f) Protection of the environment

g) Greater income equality

2.6.2 Demand-side policies
Link policies to how macroeconomic objectives can be achieved
a) Distinction between monetary and fiscal policy
b) Monetary policy instruments:
. interest rates
e asset purchases to increase the money supply (quantitative easing)
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Week

Topic

Content

Check
Y/N

Active Fiscal
policy
Automatic
stabiliser
Multiplier effect
Transfer
payments
Current
government
spending
Capital spending
Public goods
Quasi-public
goods

Merit goods
Lorenz curve
Line of equality
Gini index
Direct tax
Indirect tax
Proportionate tax
Progressive tax
Regressive tax
Crowding-out
Crowding-in
Laffer curve
Monetary policy
Central Bank
Lender of last
resort

Money supply
Interest rate
Bank rate
Monetary Policy
Committee
Quantitative
easing
Recession
Depression
Financial crisis

11

2.6.2 Demand-side policies
Link policies to how macroeconomic objectives can be achieved
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Week

Topic

Content

Check
Y/N

c) Fiscal policy instruments:
e government spending and taxation
d) Distinction between government budget (fiscal) deficit and surplus
e) Distinction between, and examples of, direct and indirect taxation
f) Use of AD/AS diagrams to illustrate demand-side policies
g) The role of the Bank of England:
e the role and operation of the Bank of England's Monetary Policy Committee
h) Awareness of demand-side policies in the Great Depression and the Global Financial Crisis of 2008
o different interpretations
. policy responses in the US and UK
i) Strengths and weaknesses of demand-side policies

CYCLE 4 ASSESSMENT
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Knowledge organisers

2.4 National Income AND 2.4.2 Injections and withdrawals

The circular flow of income

INJECTIONS

xport
expenditure (X)

Government
xpend itl.{re (&)

A A
Net Import
MNet taxes “-..ex enditure (M)

y

Consumption of
Factor dome stically
payments produced goods
and services (C,)




2.4.4 The multiplier
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The multiplier effect ‘ Government investment £3bn Increase

Year1

Year 2

in GDP

/ \

Workers receive more income Suppliers receive new orders £ 3bn
£2bn £1bn
Shops and pubs see Increased demand for Suppliers employ more
increase in demand transport and utilities workers £1bn
£0.5bn £0.2bn £0.3bn
Initial injection Final increase in AD Multiplier effect
£3bn — £ 4bn —p 1.33

www.economicshelp.org
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Positive Multiplier and Negative Multiplier Effects

Positive
multiplier

When an initial
Increase in an
injection {or a
decrease in a

leakage) leads to a
greater final
increase in real
(G OP.

Megative
multiplier

When an initial

decrease in an

injection {or an
increase in a

leakage) leads to a
greater final

decrease in real
GOP.
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[ Marginal Rate of Leakage and the Multiplier Value ]

The rate of leakage from the circular flow
Assume that for each £100 of extra income
* 10% is saved (S)

* 20% is taken in taxation (T)

* 20% leaks from economy in imports (M)

At each stage the extra money flowing
around the circular flow gets smaller as
money leaks outviaS,Mand T

/| Multiplier = 1 / (sum of the propensitv\\
to save + tax + import)

If propensity to save =0.1
Propensity to tax = 0.2
Propensity to import = 0.2
\ Then the multiplier=1/0.5=2 Y,

(o £20m saved
e £40m taxed
e £40m imports

\.

£100m extra
( GDP

e £10m saved
e £20m taxed
e £20 imports

/7~ N\

(o £10m saved
e £20m taxed
e £20m imports

W £200m
Injection

' W £50m extra
GDP
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Multiplier effect

»\Where an increase or
decrease in spending leads
to a larger than Sdan taved
proportionate change in the
national income

» An initial change in AD can
have a much greater
change in national income
(GDP)

»injections of new demand
for goods and services into
the circular flow of income
can stimulate further rounds
of spending

» in other words “one
person’s spending is
another’s income” — and

this can lead to a bigger Multiplier effect — an increase or
eventual effect on output decrease in spending leads to a

and employment. larger than proportionate change in
national income

AD AD1 AD2
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2.1.2 Inflation

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

Menu Costs

AD, Reduction in Real Incomes
/D, AD Savers/Lenders Negatively
— opu pactee
Pulls up Price Level from P, to P, High Costs m High Prices ﬁ Borrowers Positively
High Expansionary || Export-Led Higher [ [Higher Price of || Higher Cost of U_\L Reductidnin RealVakieot
Confidence Policy Growth Wages || Raw Materials || capital Debt




2.1.3 Employment and unemployment

AS EDEXCEL EcONOMICS CYCLE 4- MACRO

Unemployment

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

Cyclical Unemployment Seasonal Unemployment Frictional Unemployment Structural Unemployment

Unemployment caused by a

Unemployment caused by
peak business periods

Unemployment caused by
workers moving between

Unemployment caused by a
long-term decline in an

P

downturnin the economy. . : .
Y ending. jobs. industry.
1 1 i 1
8 E LRAS SRAS g o LRAS SRAS g ? LRAS SRASL SRAS. ﬁ E LRAS.\ LRAS-_
£5 £ 8 /\ : x5 - SRAS,

SRAS,

7Y D

AD,
AD, AD, AD AD
¥y Y Real Y, Y=Y, Real Yerd Yt Real
R Output e Output — Output

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.




2.1.4 Balance of payments
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Balance of
Payments

A trading account which records all the transactions made

between one country and the rest of the world.

Balance of

Current Account -

Measures the balance in trade
with the ROW.

Payments

Transfers (Aid)

Goods + Services \
Investment Income

Must ‘balance’

A

A

« Financial Account

Measures the balance in trade of
financial assets with the ROW.

/ Financial Assets
Stock + Bonds

Currency Reserves
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2.1.1 Economic growth

Economic
Growth

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

Macroeconomic Equilibrium

Price
Level

LRAS

SRAS

AD

Yie Real

Output

In the Short-run...

AD

In the

=

SRAS
Long-r

RAS

LRAS

Short-run Growth

LRAS

SRAS,

SRAS,

AD,

AD,

Real
Qutput

AD Curve Expansion

only

Positive Output Gap (Y,-Y,)

Actual GDP

)

Potential GDP

Unsustainable Growth

Long-run Growth

LRAS,

/

LRAS,

™

SRAS,

SRAS,

AD,

\ AD,

Real
Output

AD and LRAS Curve Expansion

Full Employment Level of
Output increases in LR

Sustainable Growth




2.5.2 Output gaps
AND

2.5.3 Trade (business) cycle
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Business

Cycles

Describes the process of economic expansion and contraction that
economies experience over time.

A period of increasing
economic growth
without any evidence of
inflationary pressure.

®

Boom

A period of rapidly rising
economic growth
exhibiting inflationary
pressure.

Real GDP

Time

Positive Output Gap

. Negative Output Gap

C Recession

A period of declining
economic growth with
negative growth in 2
successive quarters.

A 4

D Trough

A sustained period of low
economic growth with
the possibility of
deflationary pressure.
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2.6.1 Macroeconomic objectives and policies

VEG Il | Policy goals set by the government which represent a strong and
Objectives stable economy.

Macroeconomic Stability Objectives Conflict

LRAS

SRAS

Level

Price

Sustainable Economic Growth The UK government often

/ _ faces a trade-off when
setting economic policies.

Low Stable Inflation |,

AD,

Exploitable Policy

Low Unemployment

AD,

Yo Real Tra d e 'Off

—— Output

- | = —-— = - =

Competitive Trade Position '
Higher Econ. Growth Uses economic data and

Inflation Rises forecasts to determine
Unemployment Falls the primary objective to
achieve.

Sign of a strong and robust economy

Very difficult to achieve all objectives!

Loss of Competitiveness
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2.6.2 Demand-side

Fiscal Changes in taxation, government spending and government
Policy borrowing.

policies

Government Budget: Expansionary Fiscal Policy Contractionary Fiscal Policy
A pian deta”]ng the revenue and REdUCtiOI”I in ta)(es andjor |nCreaSe in taxes Bnd/D!"
expenditure a government anticipates increase in govt. spending decrease in govt. spending
over a given period of time together with ~ o
i & P : g, Increase in AD Decrease in AD
details of any borrowing requirements. — ——
g E LRAS SRAS § % LRAS SRAS
; National r \ N
Surplus gREEGS ) Spending Debt Falls ’
R S N
] 1 e L =
No change l )
CEIEDQWR- Taxes mm Spending H in Natlijonal ! 5 : /
Debt
: AD, : \ADz AD,
Yee Y; Real Y, Yee Real
., . National e Output S Output
Deficit glEEGS ( Spending [ Dbt Riges




Monetary
Policy

Bank of England: Inflation below Target Inflation above Target
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Policies set by the Central Bank which involve changing the
money supply and interest rates to create price stability.

Bank Rate Change

¥

4

4

Expansionary Monetary

Policy

Contractionary Monetary
Policy

Bank Rate Cut

Bank Rate Rise

Savings
Rate

Cost of
Debt

Exchange
Rate

¥

¥

4

AD Curve Impact

¥

Inflation Rate

Price
Level

LRAS

™\ a0,

I
I
I
¥

SRAS

AD,

1 Y=Y,
B ——

Real
Output

CPI Inflation Target 2%

Price Level A

Real Output A

LRAS SRAS

Price
Level

AD,

AD,
Real

1
1
1
I
1
I
1
L {

F §
o — Output

Price Level v Real Output v
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Definition check

Keyword Definition Understood
Y/N

. Factors of production

. Economic activity

. Economic growth

. Multiplier effect

e GDP
. Land
. Capital
. Labour

. Entrepreneurship
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Circular flow of

income

Closed economy

Open economy

Leakages

Injections

Macroeconomic

Equilibrium

Macroeconomic

equilibrium

Circular flow of income
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Leakages

Injections

Short-run

Long-run

Disequilibrium

Multiplier effect

Circular flow of

income

Injections

Leakages
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Marginal

propensity to

consume

Average propensity to consume

Marginal propensity to save

Aggregate demand

Marginal propensity to withdraw

Inflation

Deflation

Price level

Consumer Price
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Index

Rate of inflation

Hyperinflation

Inflation

Deflation

Price level

Consumer Price

Index

Rate of inflation

Hyper inflation
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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
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Cost-push inflation

Demand-pull inflation

Work force

Employment

Unemployment

Claimant Count

Unemployment rate

Economic activity

Economic

Inactivity

Seasonal unemployment
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Frictional unemployment

Demand deficient Unemployment

Structural unemployment

Current account

Financial account

Balance of

Payments

Exports

Imports

Injections
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Leakages

Economic growth

Economic agents

Environmental

degradation

Time lags

Economic growth

Recession

Gross domestic

product

GDP per capita
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Income distribution

Quality of life

Macroeconomics Economic objectives

Economic variables

Time lags

Interventionist policies

Free market Policies

Fiscal policy

Expansionary fiscal policy

Contractionary fiscal policy

Taxes
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Expenditure

Government budget

Active Fiscal policy

Automatic stabiliser

Multiplier effect

Transfer payments

Current government spending

Capital spending

Public goods

Quasi-public goods

Merit goods
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Lorenz curve

Line of equality

Gini index

Direct tax

Indirect tax

Proportionate tax

Progressive tax

Regressive tax

Crowding-out

Crowding-in

Laffer curve
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Monetary policy

Central Bank

Lender of last resort

Money supply

Interest rate

Bank rate

Monetary Policy

Committee

Quantitative easing

Recession

Depression
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Financial crisis
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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



