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What we will cover

Government Microeconomic Intervention

A-Level Economics = Topic 8

1 Correcting market failure
A-Level Economics 2 | Equity vs equality
3 | Measuring inequality

4 | Redistribution

5  The labour market
inequality side by side

6 = Minimum wage & wages

Correcting market failure

indirect tax subsidy
M ar ket fa i I u re tradable permits regulation

Also nationalisation [E#& 1/ <> pri-
vatisation 7,71\, and competition
policy %% (block mergers, ban
price-fixing). Beware government
failure E /74 7 — intervention can
backfire. Market failure cigarettes

rnment

L Equity and ir

Equity vs equality
m equality 2% — everyone gets the same

m equity /2 — everyone gets what is fair
A fair outcome is not always equal. Income Iff \ is a flow; wealth [If = is a stock of

and inequality asets.

a fair outcome is not always an equal one

equity
everyone gets a
fair share (not
always the same)

equality
everyone gets
the same share
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Measuring inequality

mic Intervention

nd inequality

Redistribution

cumulative

% of income Gini =A/(A+B)

Lorenz
curve
S
)
e
W
S

cumulative % of population

The Lorenz curve i&{t7Z % plots
income share against population
share.

The more it sags below the
line of equality, the higher the
Gini coefficient 2% %7 (0 =
equal, 1 = all to one).

progressive tax S

a higher rate on

higher incomes to those in need

benefits {EF&
transfers §§5f§§ﬁf

state services

free education & health

Redistribution 47 fiil moves income to the poor — but wealth is harder to redistribute (it can
be hidden or moved abroad).

Labour markets
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Government N

L Labour m:

Imperfect labour markets

= a monopsony ¥ 77ZHf (single
buyer of labour) pays below the
competitive wage
m a trade union T £ bargains the
wage up, but may cut jobs
Wages also differ by wage

differential T %% 5% & sometimes
discrimination 157/,
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The labour market

D =MRP

L* quantity of labour

A wage is the price of labour.

m demand is a derived
demand R4k — from
the MRP 1[5 7 7 i
(extra revenue per worker)

m supply rises with the wage,
skills & conditions

The wage settles where they
meet.

L Labour m

The minimum wage

wage S

~
minimum wageinemployment

D =MRP

quantity of labour

A minimum wage £ E&{{T#
above the market wage raises
low pay but can cause some
unemployment.

In a monopsony, a mini-
mum wage can raise both
the wage and employment.




Worked example — a minimum wage

Ar um wage is set above the
equilibrium in a competitive labour market.
Analyse the effect.

m Above equilibrium = firms demand less

The answer depends on

labour, more workers supply it. the market structure and
m The gap is excess supply of labour = on elasticity: inelastic de-
unemployment. mand for labour = little
m Those who keep their jobs gain; those who job loss. Always say “it
lose them are worse off = a real trade-off. depends, because...”.

m But in a monopsony the outcome flips: a
minimum wage can raise both wages and
employment.
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Topic 8 — key takeaways

o Equity means fair — what does equality
mean?

o Tools o Equity

tax, subsidy, regulation, fair # equal; income flow vs
competition policy wealth stock

o A Gini of 0 means what?

o The demand for labour is what kind of
demand?

e Inequality o Labour

Lorenz curve & Gini; derived demand (MRP);
redistribution monopsony; minimum wage

o A single buyer of labour is called what?

Answers 1. everyone gets the same 2. perfect equality 3. derived demand 4. a
monopsony




