‘ 1. Basic macroeconomic ideas

2. Types of Policies
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1. NATIONAL INCOME _ - fividua
Definition: It is the total income of the whole economy 01 1§ the sum of all individuais ang firms’
incomes of a country.

Different Concepts in National Income

“Definition

i

1. Gross Domestic
Product (GDP)

Definition: It is the monetary value of all final goods and services produced |

within the geographical boundaries of a country irrespective of whoeveris |
producing it, in one year. where monetary value means value of a product
expressed in terms of money and it will be:

Monetary Value = Price * Quantity

2. Gross National
Product (GNP)

Definition: It is the monetdiy value of all those goods and services whi_ch

are produced by citizenszg anation irrespective of wherever they are living

in the world, in one yean/54 %
GNP = GDP + Pro/p,%

%

GNP :
3. Disposable Definition: Diqusgé zfincoméfi
Income (Yd) (Direct Tax) £ f:;'

4, Nominal GDP
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5. Real GDP

Definition: It is the GDP figure measured at constant or base year price
level and has been adjusted for inflation

Real GDP = Base Year Price Index * Current Year Output
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" AGGREGATE DEMAND

Definition: It is the total demand of al
/businesses, g0

| sectors in an economy. All eco
vernment, and foreign sector.

FOUR sectors i.e. households, firms
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Those who spend on Those who produce The part of the The part of the
consumer goods and goods and services | economy which economy involved
seryices for their personal in the economy controls and in international
satisfaction manages all trade i.e. exports
economic activities | and imports
N v N v
Households demand Firms demand Government’s Foreign demand
demand
Voo v N
Consumption Government Net Exports
Spending
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1. Aggregate Demand Curve af‘ﬂ) "%

157
Definition; It is a curve that shows nega e elatlonsmg%]et\wen the general price level and
aggregate demand or GDP. Dueto a cp;zfﬁg m price fé&’@]’”tﬁ re will be a movement on the AD

curve, ,9 %
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2. Changes in the Aggregate Demand Curve
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 Cofintptin as SR . hold income which they spend on consimer goods ind
ehold mec 11 IS,

Defipition: It is the part of the house
services to satisfy their needs and wants

Determinants of consumption and savings :
Income, Wealth, Income Tax, Indirect Tax, Age, I umlv “'/(L it Expe
Range of Goods and Services, Interest Ralc, Availability of Crec

Income, Price Level i

/I’npul wion, Ta ste and Attitude,
ctation of Increase in

2. Investments (1) | .’ .
achinet ,r.uwm.nu:.n i,
Definition: It is the tolal spending by firms on capital goods (¢.g. machinery

building etc.) in a country in one year,
Determinants of Investments I’ulili(:ilf

" - 0. !un
Technology, Cost of Capital, Corporation (Profit) Tax, Subsidics, Profils, ln!;{: llm’c)( I o
Stability, Law and Order, Business Expcclulionq Foreign Relations, Interest Kale, i

Consumer Goods &
\"‘ 4\
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3. Government Spending (G) *fﬁ)«ﬁ i )

Definition: Expenditures made by state authd{% c<3 ()Ji\hc.llthmn education, roads, railway lines,

SRR ,
airports, sea ports, bridges, dams, police seg ;cés:u fﬁ& nal defense cle. 15 known as Governmenl
{ ‘h

n
Spending. ‘ _ .»m»;
; AT
Determinants of Government Spcndm “&‘ ‘ 1

no M R
A‘ A
(Need for merit goods, Need for1nfrastru%tti,l;‘i’}‘%?ovu‘w‘{ﬂ% nomic Conditions. Political Reasons, /

Population g Y afﬁ’:é‘ﬁ*‘l.[ o
naENa S
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4. Net Exports = Exports — Impox té ( }ly,l {;m\, N }
Definition: Exports (X) are spendu yf'érmg,ncrs on d%hi u%ﬂg ally made goods and services 18
Rrpity Wl
known as exports.

Definition: Imports ), a5 MZSB y loga »{es dcnt mmn}l
known as 1mﬁ(§ﬁ§‘ qu dg ‘Mﬁ\(d i 5{:{7\1‘
Definition: I\TetI orts &M)lsne dlfferencc bctwu, L\polts

exports are also known as balance of current account,
Foreign Income, Domestic Income, Taste/Fashion, Relative Quality, Tariffs/ Duties (Tax on ]

Imports), Exchange Rate

gnn 1agle )"ggg}x A )Puvmu. I8
”If}r'\ !‘ nh ?‘ II( iii{

‘% rd ik i G o ”’1’2 ” L[

andTi npm(s ol "a u)unny Net

AATIK TASNEEM | AS-LEVEL: ECONOMICS (9708) | 03041122845 n



Shesel Teopoms (970%8) MACEO CHAVTER

sGREGATE SUPPLY (AS)
,&ﬁn_i_!i.on_ 1018 the total supply of all the producers of an economy at grven price level
Aggregate supply can be distinguish between short-run aggregate supply (SRAS) and long-fun

aggregate supply (LRAS)

1. Short-run aggregate supply
f factors of

Definition. 1s the output that will be supplied in a period of time when the prices o
adjust to changes in aggregate demand and

production (inputs, resources) have not had time to a
the price level. The movement along the SRAS curve will be because of a change in price level

SRAS |
— /,’
w p
v d
Y /
= /
a /
0
real GDP
. - ] Nk I3/ . RS
There are THREE main reasons for a,ﬁt}sx_q.ire relatlonglfgggr}/f»,
. . ) ‘g—“&%?} . AR . .
I. The profit effect: As the price lev)gl;(&haﬂns, the pricéofiggods and services) increases, the
L G . .
nge-Soithe price level rises, the gap

. ~ - . SR Xk
price of factors of production such 4syages do not changez s

between output and input prices widens and the amount of profit increases.
' Z75p L, 3 Yt VIR 0, 25

SR An BESUN DY BS B K :
2 The cost epi’!‘é?i !thé’usztﬁiherf‘ 'a%gates‘aﬁd ay fifénhl?fﬂsfé e Viﬁ’iéfﬁﬁg’éd in the short
- PR RS e ™ PR 20 v rtd v C

J A =t 2 ., T 2 Jaik
run, average costs may rise as output increases. This Is bécause, for example, overtime payments
may have to be paid and costs will be involved in recruiting more members. To cover any extra

costs that may be involved in producing a higher output, producers will require higher prices.

3. The misinterpretation effect: Producers may confuse changes in the price level with changes in
relative prices. They may think that a rise in the price they receive for their products indicates
that their own product is becoming more popular. As a result they may be encouraged to produce

more
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Causes of shift in SRAS han price level
The causes of shift of the SRAS cunve are factors other than |

SRAS,
_ P SBAS] SRAS,
U I/ {,/ /“‘
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0
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1. Pdn ce of factors of [ If the cost of Land, Labqr‘:br Capital increases without an increase in
production productivity it will ré&[%a fall in supply.

d 108t of FOP 1 AS |
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2. Tax y T D
es on firms }\IVhen t}flle tax dlll}wgﬁgﬁﬁjs"]tﬁ;{g&iﬁmore expensive for a firm to produce
ence they redyeetthtssuppjiaii:
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. _ . . : “Cost of corp Qn taxes AS

3. Productmty/quallty A rise in laby toductivity and) Capital productivity w:

Pl A 209U st 14 productivity will cause an
ease In-agpregate supply bothi e short and | ong run
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4. Quantity of If an economy.can Import the supply wi]] increase IiIowevér i
resources supply shock like natura disasters, wars the Supp]}.l will fal] i case of a
Quantity 1 AS1t '

Quanti AS

2. Long- run aggregate supply

Definition; Is the output that will be supplied i the oy

production have fully adjusted to changes ; . ripcrlcles of factors of
TWQ schools of thought which represent the LRAS differently: price level. There are
1. Keynesian

2. New classical
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A5 SR Keynesian SRS T T N T e R AT e a7, A7)
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‘ LRAS 1
Keynesian AS |
l -?- "} section |l 3 ‘
- 3 |
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\ < ‘ - ,/senionll i
'\ section | |
\ |
0 Yp Ymax  real GDP . 0 v -
: e e e e = e e Real GDP
Keynesians represents that LRAS curve as: Illustrate the LRAS curve as a vertical line.
1. Perfectly elastic at low rates of output — As | This s because they think that in the long run
there is space capacity in the economy. the economy will operate at full capacity.
2. Upward sloping over a range of output - The p,

reason is that as output increases, so does

3. Perfectly inelastic after that — This 1s
because the real GDP reaches a level beyg;: iz ook
which it cannot increase anymore; at thisipotit;
the price level rises very rapidly. Real GDE N
no longer increase because firms are uging
maximum amount of labor and all othﬁ%ﬁ?
resources in the economy mﬁf-%?ﬁg

gl

It emphasizes their view that, in theslong run,

an economy can opergie at any leve] of output | . o .
1. opergle AL AMY I9%8 GLC it | o, ooy B, B9 O NS OB, A0
i wpaditieds v Loy X R |

Fen e b R R B8

Determinants of LRAS 7 ) )
[—Eost of raw materials, Cost of fuel/oil, Cost of wages, Cost of corporation taxes, Subsidies,
T

echnology, Climate, Natural Resources, Labor force, Education Skills

il

and not necessa
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Sl kv EQUILIBR[UM AD equals AS. Itisa situation where AD N

N B 1he leve 1e here ¢
Definition: The output and price ey el achieved wh
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Changes in the national income equilibrium

/Changes'in'AD

: Changes m:Ax
la) Changes in aggregate demand {b) Changes in short-run aggregate supply
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" PYC 2 TYPES OF POLICIES

I
£

1. GOVERNMENT MACROECONOMIC OBJECTIVES

Definition: These are objectives that the government wants to achieve through its policies. There

are FIVE key macroecononnc objectives:

‘| Description ..

b K Objective - £
/. Redlstrlbutton of
Income

The govemment aims o reduce the gap between h1 gh and Iow-
income groups by imposing taxes. This can be done using a
progressive tax system in which rich pay a higher percentage on
their income as compared to the poor.

2. Control Inflation
(Price Stability)

Inflation is referred to as the general persistent rise in general price
level. The plans to keep prices stable by keeping a check on
inflation. Since high rates of inflation reduce international
competitiveness and can cause a loss of trust in investors. Inflation

3. Full employment

can be either deman&-pull or cost-push.

,_"_f"{tskthat all the factors of productions are fully
ot i’qy and there is wastage. This is necessary for
the economy to op”e &n the PPC. This also helps to counter the

e

problem of une%p"lﬁ?ﬁ‘ _"é’"ﬂps who are able and willing to work but

4. Economic Growth

SRR
do not have wg ‘;?’% i,?lf 5“’4

5. Balance of Payment
Stability

sm’k&% ﬁm"%{‘m gp '

b transactions with other nations. If

the outf]:' W Qare greater thgilm&ﬁmﬂows the BOP is in a deficit. If
ey

the infl6Weare greater than thet xq’fh ows BOP is in a surplus. Deficit
drams the money from a country where as surplus can cause

ﬂ;‘;;é ﬁ{qﬁ%ﬁi‘ o BYETCATH fo Keep an

: "i?*.g‘;fé gjyxmz %Af{ ‘n‘ ¥

e

e aed
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S

es to achieve its objectives:

POLICIES

Of ICI

2. GOVERNMENT
Government uses THREE 1ypes
1. Fiscal Policy

2. Monetary Policy

3. Supply Side Policies

ut taxes and govemmem Spending

n
olicy concer Jch as employment, economic

Defmmon Fiscal Policy 1sa government p S
to influence economic activity and acroeconomic objectives
growth, inflation etc.

, : - h care etc. Thisis
Note: Government maintains a budget to provide services like education, healt

done through borrowing, privatization, and taxes.

Govt. Budget = Expected Revg
/*"ﬁrﬂ'

l'pp\ 1-&

Balanced Budgenﬁ‘_&v@p ue = Spending

l*j%e Expected Govt. Spending

Budget Deﬁcu_'&é‘jéfn e < Spending
Budget Surplt ’"ﬁéﬁ 'e> Spending

g

Uses of Fiscal Policy

1 Expansionary
Fiscal Policy

Government Spending® OR Taxes W
2 Ing@g@%gﬁfe m'e'gt*d W_ asﬁﬁlg gmmvgggis_pgudmg w{;aqcrease taxes
gcf astithe aggrﬁgat of «m o Mﬂl? egg;rjxph’ HHdrediting
htatioh “Thicls ap Tlédm(\ Boo i B

__Government Spendingy OR Taxes P
Can b'e used with the supply side policies to boost the productive
capacity of the economy which can aid long term economic growth
D .

These can be:

3. Relation with
Supply Side policies

1. By cutting ta_xés and reducing unemployment benefits will make -
more people might enter the workforce

2. Lowering corporation tax might bring foreign investment

3. Increasing government expenditure .
' on labor training pr

: 0
care, education etc. 8 programs, health
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and the money supply

/MONETARY POLICY
/. -~ ..
/Defimtion: Moneta ary Policy is

to control the amount of spending and investment in the economy.

Controlling and money supply and the exchange rates are difficult hence the government relies
On 1nterest rates 10 achieve its objectives.

Uses of \Ionctar\ Policy

a government policy concerned about interest rate, exchange rates

| Use . S

i Description:

l 1. E\pansmnar\
1 Monetary Policy

This is when the government increases the money supply and decrease
interest rates. This is done at the time of recession to boost demand. Low
interest rates increase borrowing and hence more consumption.

2. Contractionary
Monetary Policy

Money Supply 1 Interest Rates
This is when the governmefit decrease the money supply and increases

S

interest rate. This is done__;a be time of boom to lower demand and

Limitation of Fiscal Policy and Mone

5

| Limitation /277754 Descriptio

1. Recognition Lags

It takes® ﬁmebefore the government’can 1dent1ty if the economy 1S

.

Axdmmlstra ive Lag

_| booming or going into a rece551on on. ﬁ,ml{— fo, He qov(‘ ) rA.mflf‘j
ma%}eg e to‘?ﬁi’p'reméntfth ediests e

tdisctissediand alteraﬁons needtobe) ”cId
executed. Eg\,{d{'nu,f' > ¢ ' } %

3. Impact Lags

I%;akes me for thergollcy 10 aVe

e mo | v (24 o, D

| 4. Conflict of objectives®

When trying to achieve a macroeconomic obJectlve other mloht te
conflicted. Example: An expansionary policy will reduc
unemployment but will cause inflation. I} go 29 blw

5. Political Problems

taxes and mcreasmg government spending near elections. o uf‘s

These policies might be used for political gains. Example: Reducing

emp

-

cod

A

[ oV

L

OUC:?} for FOlthca,L aauu. which m.?wb

,QJUQ icient
”
Clue LRAS LRAS,
f
|
|
{
—
1 ¥ >
Xo L GDP
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ise or improve the efficiency of

3. SUPPLY-SIDE POLICIES
Since the factors of preduction

Dc__Luucr_ These are long-term strategies that aim 10 Inerei
factors of production to ensure long term growth in the cconomy. i
are efficient it results in an outward shift in the PPC. There policies can include:
1 Pnivatization

2 Deregulation

5 Capital investment

4. Training and Education programs

S Enterprise Zones

1. Privatization .
vate
Definition: It is a government policy in which state-owned businesses are sold to the P?
ce
sector The objective is that the firms will be more efficient and can generate more profits sin

they will profit driven.

2 fDereoulntlom
&hitry to encourage competition. These can

6
’_?ﬁ(es the market more competitive and more

productive.

3. Capital investment

u
.. . .. N, .
Def'nmon ThlS policy aims to spend f , %.\iﬁd development and new technologies.

n give the country a competitive

5. Enterprise Zoness® —
Definition: These are areas where there is high unemployment and the government gives

inition:
incentives like tax holidays, interest free loans etc. to businesses to locate there. The objective is
to boost economic activity in that area and increase the standard of living of individuals.

Conclusion: Supply side policies take time to reap benefits however they are highly effective
when it comes to achieving government objectives of economic growth, lower inflation, lower

unemployment and improved balance of payments.
A VS economtt
JU aalQ Qf [)/(u ,nﬂal”fon
“Ip $ 0&,./'J oliie) Li.f’lomg%/fem'df’ ll three olojectiues
Vigudl Fipllgany
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