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What we will cover

Government aims

Policy tools
Taxes Fiscal Monetary (Supply-side
government interest rate & raise capacity
. spending & taxes|| money supply & productivity
Inflation
policy tools
Unemployment

The business cycle
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LAims and tools

Government aims

economic growth

i government
fair incomes . low unemployment
aims

stable prices

Five macroeconomic ZEV]4Z 5%
aims:

m economic growth 415k

full employment 7433l
m price stability {12

m balanced trade & fair incomes

Aims can conflict.
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LAims and tools

Policy tools

m fiscal policy 1 E % — spending & tax

m monetary policy 2T E % — interest
rates

m supply-side policy {45 ME % —
improving the economy’s capacity

Central banks set the monetary tools
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‘— Aims and tools

Policy tools — overview

Fiscal

government
spending & taxes

Monetary

interest rate &
money supply

Supply-side

raise capacity
& productivity
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LAims and tools

Taxes

average 1

tax rate i i %5
progressive m direct tax E#EF (on

income) vs indirect
tax [d#7% (on spending)

proportional

m progressive ZiHfi — higher
% on the rich

regressive . . .
9 m regressive ZiEfi — hits the

: > poor harder
Income
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L Problems

Inflation

Inflation & 5% is a general rise

Demand-pull Cost-push in prices, from:
total demand grows firms' costs rise m demand-pull k%) — too
faster than supply - (wages, materials) —»

"too much money

much spendin
they raise prices P &
chasing too few goods"

to cover them m cost-push Ff &S — rising
costs
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L Problems

Unemployment

Unemployment 4: )\l people who want a
job cannot find one. Types:

m frictional E#4, structural 25
. . Unemployment wastes labour resources
m cyclical FHif4, seasonal Z=77 4%
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L Problems

Unemployment — types

Frictional

short gaps
between jobs

Structural

ckills no longer
match jobs

Cyclical

low demand
in @ recession

Seasonal

only certain
times of year
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L Problems

The business cycle

real 4
GDP

recovery

recessiogymp

time

The business cycle %5 241
swings between boom & recession.
In a recession the government can
boost spending or cut interest
rates.
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L Recap

Worked example — economic growth

Real GDP was £500bn last year and

£515bn this year. Find the growth rate.

change in real GDP

Growth = 100
| row original real GDP %
515 — 500
= —x1
[ 500 x 100
15
= — 1 = 39
" =0 x 100 = 3%

m Real GDP already has inflation removed,

so this is a genuine rise in output.

Always use real, not nom-
inal, GDP — nominal

rises with prices alone.
Two quarters of negative
growth is the usual defini-
tion of a recession.
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L Recap

Topic 4 — key takeaways

0 Aims e Tools

growth, jobs, stable prices, fair fiscal, monetary & supply-side
incomes policy

o Taxes o Problems
direct vs indirect; progressive vs inflation & unemployment

regressive
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L Recap

Check yourself

0 What does fiscal policy change?

o Which policy uses interest rates?

9 Which tax takes a bigger % from the
rich?

° Name one cause of inflation.

Answers 1. government spending & taxation 2. monetary policy 3. a progressive
tax 4. demand-pull or cost-push
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