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4.3.1 Measures of development

4.3.2 Factors influencing growth and development

1.
WORKSHEET
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4.3.3 Strategies influencing growth and development

2.
WORKSHEET

AND

3.
WORKSHEET
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4.4.1 Role of financial markets

4.4.2 Market failure in the financial sector 4.

WORKSHEET
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WORKSHEET

5.

WORKSHEET

6
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4.4.3 Role of central banks

4.5.1 Public expenditure

4.5.2 Taxation
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4.5.3 Public sector finances

8.
WORKSHEET
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4.5.4 Macroeconomic policies in a global context

3.1.1 Sizes and types of firms
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3.1.2 Business growth 9.
WORKSHEET

3.1.3 Demergers 10.
WORKSHEET

3.2.1 Business objectives 11.
WORKSHEET
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Cycle 2

Topic

Content

Check
Y/N

4.3.1 Measures
of development

a) The three dimensions of the Human Development Index (HDI) (education, health and living standards) and how they are measured and
combined

b) The advantages and limitations of using the HDI to compare levels of development between countries and over time

c) Other indicators of development

4.3.2 Factors
influencing
growth and
development

a) Impact of economic factors in different countries: o primary product dependency o volatility of commodity prices o savings gap: Harrod-
Domar model o foreign currency gap o capital flight o demographic factors o debt o access to credit and banking o infrastructure o
education/skills o absence of property rights

b) Impact of non-economic factors in different countries

4.3.3 Strategies
influencing
growth and
development

a) Market-orientated strategies: o trade liberalisation o promotion of FDI o removal of government subsidies o floating exchange rate
systems o microfinance schemes o privatisation

b) Interventionist strategies: o development of human capital o protectionism o managed exchange rates o infrastructure development o
promoting joint ventures with global companies o buffer stock schemes

c) Other strategies: o industrialisation: the Lewis model o development of tourism o development of primary industries o Fairtrade schemes
o aid o debt relief d) Awareness of the role of international institutions and non-government organisations (NGOs): o World Bank o
International Monetary Fund (IMF) o NGOs

4.4.1 Role of
financial markets

a) To facilitate saving

b) To lend to businesses and individuals

¢) To facilitate the exchange of goods and services

d) To provide forward markets in currencies and commodities
e) To provide a market for equities

4.4.2 Market
failure in the
financial sector

a) Key functions of central banks: o implementation of monetary policy o banker to the government o banker to the banks — lender of last
resort o role in regulation of the banking industry

4.4.3 Role of
central banks

a) Key functions of central banks:

o implementation of monetary policy

0 banker to the government

o banker to the banks — lender of last resort
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Topic Content Check
Y/N
o role in regulation of the banking industry
4.5.1 Public a) Distinction between capital expenditure, current expenditure and transfer payments

expenditure

b) Reasons for the changing size and composition of public expenditure in a global context
c¢) The significance of differing levels of public expenditure as a proportion of GDP on: o productivity and growth o living standards o
crowding out o level of taxation o equality

4.5.2 Taxation

a) Distinction between progressive, proportional and regressive taxes
b) The economic effects of changes in direct and indirect tax rates on other variables: o incentives to work o tax revenues: the Laffer curve o
income distribution o real output and employment o the price level o the trade balance o FDI flows

4.5.3 Public
sector finances

a) Distinction between automatic stabilisers and discretionary fiscal policy
b) Distinction between a fiscal deficit and the national debt

c) Distinction between structural and cyclical deficits

d) Factors influencing the size of fiscal deficits

e) Factors influencing the size of national debts

f) The significance of the size of fiscal deficits and national debts

454
Macroeconomic
policies in a
global context

a) Use of fiscal policy, monetary policy, exchange rate policy, supply-side policies and direct controls in different countries, with specific
reference to the impact of: o measures to reduce fiscal deficits and national debts o measures to reduce poverty and inequality o changes in
interest rates and the supply of money o measures to increase international competitiveness

b) Use and impact of macroeconomic policies to respond to external shocks to the global economy

c) Measures to control global companies' (transnationals') operations: o the regulation of transfer pricing o limits to government ability to
control global companies

d) Problems facing policymakers when applying policies: o inaccurate information o risks and uncertainties o inability to control external
shocks

3.1.1 Sizes and
types of firms

a) Reasons why some firms tend to remain small and why others grow

b) Significance of the divorce of ownership from control: the principal-agent problem
c) Distinction between public and private sector organisations

d) Distinction between profit and not-for-profit organisations
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Topic

Content

Check
Y/N

3.1.2 Business
growth

3.1.2 Business growth
a) How businesses grow:

e organic growth

e forward and backward vertical integration

e horizontal integration

e conglomerate integration
b) Advantages and disadvantages of:

e organic growth

e vertical integration

e horizontal integration

e conglomerate integration
c) Constraints on business growth:

e size of the market

e access to finance

e owner objectives

e regulation

3.1.3 Demergers

3.1.3 Demergers
a) Reasons for demergers
b) Impact of demergers on businesses, workers and consumers

3.2.1 Business
objectives

a) Different business objectives and reasons for them: o profit maximisation o revenue maximisation o sales maximisation o satisficing

b) Diagrams and formulae to illustrate the different business objectives: o profit maximisation o revenue maximisation o sales maximisation
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Knowledge organisers

4.3.1 Measures of development

Development Economics

Development economics is the study of poor economies and the policies which effectively promote fast economic development.

Growth is a necessary but not sufficient condition for economic development to occur.

Equality of c e
Sictibution? sustainability?
ASLrID L] o i

Economic Development:
The sustained improvement in a country's
living standards over time.
How can development be measured?
Human Development Index (HDI)

Education:
Mean Years in School
Health:
Life Expectancy at Birth
Living Standards:
GN| per capita (PPP)
Why might this not tell the whole
development picture?

=

= Channel of
Job Creationy 5

Growth?

Sustainable Econ. Growth:

Externalities of

Opportunity Cost?
Growth? ~RPOTUNIY Lot

Trade Liberallsation

Deregulation

Privatisation

FDI

Floating Exchange Rates

Import Substitutions

Trade Protection

Fixed Exchange Rates

What role does foreign aid play in assisting

ecanomic development?
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4.4.1 Role of financial markets

Banks and Financial Institutions EZY ECONOMICS

A bank is a financial institution that acts as intermediary between savers and borrowers.

Borrowers

Secure
Liquid
Profitable
INCOME

EXPEMNDITURE INCOME EXPENDITURE

Profit = Intarest Rate Spread

Commercial Banks Investment Banks Universal Banks

A bank which provides financial services and A bank which provides financial services and | A financial institution that offers the full range of
products to retail customers, advice to businessas for investment purpases, financial services to customers.

Depasit-Taking and Lending Activities Underwriting, Advisory Services + Trading Retail and Investrient Division:

Why are banks so important?

Provides liquidity assistance Creates a payments system Insures against risk

Banks facilitate the use of funds for inwestment and financial transactions wital for day-to-day economic activity!
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4.4.2 Market failure in the financial sector

Financial Regulation EZY ECONOMICS

Aims of Regulation Forms of Regulation Regulation Issues

Financial regulation is in place to Capital Adeguacy Reguirements

What is the right level of red-tape?

ensure that there is stability in the Buffer against bank losses

financial sector. capitsl W Sohvercy Position [

Controls bank behaviour

Under-Regulation
Ower-Regulation
Deposit Insurance

Protects consumers Re-assures depositors that their funds will How effective is the regulation’?
be protected,

Reduces likelihood of bank runs Helps reduce likelihood of bank runs.

Too big to fail policy

Agency capture

Minimises systemic risk

Regulation in the financial sector What are the wider implications?
has become more prominent since

the financial crisis.

1986 Big Bang Reforms

Banks held insufficient capital

Decreases bank profitability

Encourages shadow banking

to prevent misconduct by
o5 amd their stafi,

Stifles innowvation in sectors

Compliance costs

i New UK Regulatory Structure
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4.4.3 Role of central banks

Promotes Growth

& Employment

Sets Interest
Rates

L;f;'ii CENTRAL g

Last Resort to Macro Economic

Government B AN K Targets

Ensures

Issues Notes

Financial
Stability

& Colns

Lander of Last

Resort to Banks
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Indirect Taxes EZY ECONOMICS

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

Specific (Unit) Tax

Ad Valorem Tax Incidence of Tax

E.g. Value Added Tax Tax Burden

E.g. Excise Duties

Clumrtity

Tax per unit is the vertical distance Abzsolute value of tax increases as

between supply curves price of product increases :
] y Producer Incidence

i Govt. Tax Revenue

EETE v
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4.5.3 Public sector finances

Expansionary Fiscal Automatic Fiscal

Policy Stabilisers
§ E AS ﬂé E AS
o - o
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Contractionary Fiscal Automatic Fiscal
Policy Stabilisers

3¢ ge LRAS
=2 8 \
SRAS
l P, Pil=====
P, 35
|
: |
- L AD,
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| : AD,
Y,Y.Y, Real
Output
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Fiscal Policy EZY ECONOMICS

Changes in taxation, government spending and government

borrowing.
Government Budget: Expansionary Fiscal Policy Contractionary Fiscal Policy
A plan detailing the revenue and Reduction in taxes and/or Increase in taxes and/or
expenditure a government anticipates Increase in govt. spending_ decrease in govt. spending_
" L] " 13 h L l. L .
el e BEIGE £ T'mﬂ mg_ﬂhm s Increase in AD Decrease in AD
details of any borrowing requirements. — —
g é —- SRAS EE il EAAS
. Mational : \ T
Taxes ¥ Spending Debt Falls ’
Mochange| | | =~
CEIENR Taxes mm Spending H in National
Debt
Deficit gREEES ( Spending H drons]
R P [ pebt Rises _
Price Level
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4.5.4 Macroeconomic policies in a global context

Fiscal Policy EZY ECONOM

L5

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

Government Budget: Expansionary Fiscal Policy Contractionary Fiscal Policy

A plan detailing the revenue and Reduction in taxes and/or Increase in taxes and/or
expenditure a government anticipates increase in govt. spending_ decrease in govt. spending_
" L] " 13 h L l. L .
i RESE ) T'mﬂ mg_ﬂhm s Increase in AD Decrease in AD
details of any borrowing requirements. — —
g E S SRAS BE LRAS SAAS
. Mational \ B
Taxes @ Spending Debt Falls ,
Nochange| | | =~
CEIENIER Taxes mm Spending H in National
Debt

Deficit Taxes(ﬁpending Dri?;";?is

Price Lewvel
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Monetary Policy EZY ECONOMICS

Monetary Policies set by the Central Bank which involve changing the
Policy money supply and interest rates to create price stability.

Bank of England: Inflation below Target Inflation above Target
Bank Rate Change Expansionary Monetary Contractionary Monetary
Bank Rate Cut Bank Rate Rise
Savings Cost of Exchange = , _
Rate Debt Rate £ o - £z i i —
¥ 4 4 N
AD Curve Impact i fpmm—--- :
¥ ' N
I
- A0 : an
lnﬂ at"}n RatE E v =Ty Res L ¥y Rifnad
CPI Inflation Target 2% Price Level
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Exchange Rates

EZY ECONOMICS

in terms of another currency.

Consumers and firms in the UK SUPPLY sterling to
acquire the currency of a country they wish to
trade with ar invest in.

Demand

Currency

Consumers and firms in another country

DEMAND sterling to make investments in or buy
gmdsudmmﬂnum

Ferhangn Raar
Mies

Fixed Exchange Rate Systems:

Reacts to trade

Does not restrict
i imbalances

policies

Supports
monetary policy

An exchange rate systerm where the value at which one
currency exchanges for another is maintained at a fied
lEvel.

nds on volisme of foreign currency reserves

Role of Foreign Currency Reserves:
Original Equilibrium

Mumber of Imports 5old Increases

Supply of Currency Increases

Excess Supply

To prevent ER from falling...

Central Bank sells currency reserves
IN RETURN FOR...

Own domestic currency

Demand for Currency Increases
Mo change in ER

Mew Equilibrium
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Supply Side Policy EZY ECONOMICS

Supply Side Policies designed to increase the quantity and/or quality of an
Policy economy’s factors of production.

m Free Market S5Ps Supply Side Improvements

Government policies which Policies which provide markets Increases the long-run
generate supply side with more freedom, resulting productive potential of the
improvements. in supply side improvements. economy

Y Education and Training Reduction in
" Programmes Corporation Tax

i Infrastructure Projects ’r' Deregulation \ P
O

© Securing Intellectual
Property Rights

Supply side policies often involve long time lags! m

2rice

A
Labour Market Reforms Real

F—— utput
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3.1.1 Sizes and types of firms

Asymmetric Information

EZY ECONOMICS

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

Adverse Selection

Applications

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

Market for Second Hand Cars
‘Peach’ Car
‘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.

MARKET FAILURE!

The behaviour of an economic agent
changes after an agreement.

Insurance Market

~IE Missing Info,

Buyers Full Infa.

Buyers of insurance hawve 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 gramted?
IPS U aEE GO Er
affects personal
liatuility!

MO IRSUrance Full Insurance

s for alll

MNCreases Insurance Cost

Finance Education

m

Jobs Market

S

Trading Shares

"

e

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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3.1.2 Business growth

Types of Growth E2Y BUSINESS

Organic Growth External Growth
Expansion that comes from within a business, Expansion that comes from outside of the business.

Output Quality Improvements Merger or Takeover: Integration:
Customer Base Store Numbers When two companies Synchronisation and
join together either co-ordination of
Product Range through persuasion or formerly different
agreement. businesses.
JESCO
-0 2
BOOKER

Diversification Cost Synergies

Control of Supply Chain

Clash with Objectives

Market Economies of Scale

Penetration

Disruption Costs

Organic growth does have its problems...

Clash with Culture

Legal Barriers .
Damages CSR

Wider Implications

Significant time lags involved

Damages Ethics

Market Competitiveness? IT Integration

Rivals can copy growth strategy Consumer Impact? Over Valued Deal
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3.2.1 Business objectives

P
MC
Profit Max
MR=MC
Revenue Max
MR=0
AC
P1 RN .
P2 L............ \.._\. ........
P3 ....................... ' ....... é.-..
Ppa BN N Pt
: f : : Sales Max
AR=AC
D=AR
Ql Q2 Q3 Q4 Q
ecoNnomics I
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Definition check

Keyword

Definition

Understood
Y/N
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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.

37| Page



A Level EDEXCEL ECONOMICS CYCLE 2- MACRO and MICRO

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
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Society of Professional Economists — useful resource for insights into working as an economist in a business. Includes news and

jobs board.

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.

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

as local civil servants
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