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ABOUT THIS BOOK

This book is written for students following the Pearson Edexcel International GCSE (9-1) Economics specification and covers
both years of the course.

The course has been structured so that teaching and learning can take place in any order, both in the classroom and
in any independent learning. The book contains four units that match the four areas of content in the specification: The
Market System, Business Economics, Government and the Economy and The Global Economy.

Each unit is split into multiple chapters to break down content into manageable chunks and to ensure full coverage of
the specification.

Each chapter features a mix of learning and activities. Global case studies are embedded throughout to show a range of
situations and businesses within the context of the chapter. Summary questions at the end of each chapter help you to
put learning into practice.

Paper 1 is Microeconomics and Business Economics and will test the information in the first two units. Paper 2 is
Macroeconomics and the Global Economy and will test the information in the last two units. Knowing how to apply your
learning will be critical for your success in the exam. To help with this, there are exam-style questions at the end of each
unit and two full practice exam papers at the end of the book.

Learning objectives Getting started

Each chapter starts with a list of An introduction to the chapter, letting you think

what you will learn from it. They are about the concepts you will be introduced to. Activity

carefully tailored to address key Questions are designed to stimulate discussion Each chapter includes activities
assessment objectives central to and use of prior knowledge. These can be tackled to embed understanding through
the course. as individuals, pairs, groups or the whole class. case studies and questions.

I /

GOVERNMENT AND THE ECO 4OMY 27 UNEMPLOYMENT 36 THE MARKET SYSTEM & FACTORS THAT MAY SHIFT THE SUPPLY 1 AVE

s, In Figure 6.2, the impessition of & tag would shit the suppily cure 1o e

27 UNEMPLOYMENT Jalt o 5, 10 5. A5 8 re6UR, he cuarnf suppiad woukd [all fom g, 10.q;
' I ingiect tases re reduced, the supply Furve will shift 1o e fght bacause
costs ar lower. In Figum 6.2, lawer ndffect taxes would SN 1he Supply curg
LEARNING DBJECTIVES ﬁ:um 5, %0 5, As a result, the quansity fuppliled wauld rise from g, 0.g,.

age ranrfl o ard skl
i ight also b v . For e, lanes
e i b impased on procucers f Mgk production Mathods /8su i damags o
it ety ek tha anvianmant, This is ciscussad rfChapter 29 {pages 225-235)
subsidy money that 15 pakd by
a govemment o organisation i SUBSIIES
makn prices ower, reduce the cost Sometimes b Jam af
g""""‘ﬂgﬂﬂg" Lttt a grant. This i caled a subskdy fubsides may be given 10 1ims o iy 1o
erccstion of & certal wu encourage them bo produse a pfcular procuct, For example, in the ELL
subsidies hava been given 1 fgfmers 10 ENCoURge M 1o prodkuce certain
agricuttural procucts, If e gogemment grants a subsdy on a gocd, the effect
8 10 increase it supply. Thia |f because subsdies hep 1o reduce production
Goats, A & result, 8 supplyfurve wil shift 10 the right, Trom 5, .5, in
Figura .2, This causes th afnount suppied at g, 19 nse fom g, 10 G,
210 YOU KNOW? ACTIVITY 1
Govemment subsidies o producers
GASE STUDY: KDSTAS MANTALOS may bave negative effects. CASE STUDY: SUPPLY AND SUBSIDIES

For mxample, producers may
Kostas Manaios is mamied with 8 one-year okl s0n. He ives on the Greek islind lack: e incentive: t improve In 2016, the Sni Lankan govemmeant anncurced that it would provide a
of Kos. He works. a1 ona of many touns?t hatels on the isiand. He b employed as. efficiency. Anofher problem is RS37 000 milion fertiiser subsicy to the nation's paday famers fhat Is,

farmers growing rice). The Minstry of Agriculture said that paddy famers.
would receive an annual payment of Re25 000 Sor every Iwo heclares
of tarmiand used 1o grow rice. In addition, vegetatie 1ammers growing

that the government will incur an

2 waer anclworks 12 16 2 cay. 6 clays a wesl betiween Aprl and Cctober.
. opportunily cost when spending

1o March. He eamrs €12000
awar[nkmnslw i Lged 10 1hia pamen of work, Howevar, e sruggles
ing.

Ll on subsiies. The money spent st SUh s e ra, o sy e, By
B wight be wsed on ofher ilams of e— Sartimer subaidy. T
government xpentiture, such as ey wioeid » EW\'E P10 000 per hectan,

educaton. Fertifiser subsidies. have been an important festure of S Lankan
agricutural policy since 2005, The subscies have accounted for between
2 and 2.5 per cent of fotal govemment expenditure aver the years. The
sulpiciian hense helped 10 ncresse paddy production, stabiise the peica of
tica and helpad Sri Lanka i bacome sall-sullicient in rice production.

CASE STUDY: MAUREEN CONTE

Mauman was empicynd a5 2 o5t Accountant by & construction company
speciaisng in the buicing of aings. Howeves, n January 2018, she was mace
red an

wugged iy
markel, Crwing Price, therd was inthe

TSGR of i-relaied Corstriclian rOCts bang Stared, A5 A resuf, Maursn -

anct four of her collases wene [ac of. Mavrsen hapes o get ancthe i, bt G e ——
ahe is i et of sils, O

Bk piig under consinuctian

1 Why is Kassas Manalas not employed after the end of October each year?
2 Wiy was Maureen was made redundant?
3 Wy

4 In pairs, find cut the kivel of N Yo Sourfny with thes othar countries of
yaur choice.

A& Pasey fermers n 5 Lanka
1 Wty i the &l Larkan govemment offering subisidies to packdy farmers?

u diagram, shaw tha afiect of t on the supaly of
rice in S Lanka.

\

Did you know?
Interesting facts to encourage wider
thought and stimulate discussion.

Case study

Getting started, Chapter review and Activities are all based around case
studies. They are drawn from around the world and will help you see learning
applied to real-world contexts.




ABOUT THIS BOOK

Subject vocabulary and General vocabulary Multiple-choice questions
Useful words and phrases are colour coded within the main text Each chapter features multiple-choice
and picked out in the margin with concise and simple definitions. questions to test your knowledge and
These help understanding of key subject terms and support prepare you for similar questions in the
students whose first language is not English. exam.
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disputes with emplayers. Tham was A considembla amount of disruption A H price incemases the supply curve will shift ta tha right
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ENEEEDTTE = :onvec secondary pickating © Suppliers wil not affes any quantity for sde
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partcuder rade unon e Partly 35 a result of this anti-irada union lkegislation, ¥acke unions became 1 e
wacondary picketing workers in cne. weakaf In the LK. They also bacama less popular and a5 a result thedr ECD M PRACTICE
wrkplace or company siriks n 3 memi . This. B T poston fur . Far example, n
s AAIOA SCHOT U vt 10 131 whons e 15 ol e b . B TS GASE STUDY: FOTHERGILL & SONS
1o support the sirking workens in a this had faken to aoout 6.5 milian, Trade union membarship has fallan in
deferent workplace o comparny other countries. Figurm 23,5 shaws the decling In b Lekon membarshin b Fethergill & - o
NEY FACTS: EXAMPLES OF SOVE TRADE Australia snce 1550 ;u“::':o L SCh 35 large tabies, nsnunasam becs. Ona of its Dlulmla
(WSS I T UK + Fathergirs nencnesamnnu!mmn foca courcil parks. The number r.f
« Thi ML assoreal Unien of £ P d: park benches that Fothengll & Sans is prepared to alfer kr sak 8t diffesnt
e gt s I e NP P Bices in & yaar is Sown n Tabie 5,3,
+ The WU fisticnsl Unicn of %: L LT TR @ % [w [m [w @ [we [w |
= 0 [0 4 [ew |mo | 100 |t | 1en
[ N SR e S D N I W B D a A 5ms
1600 1980 1056 1097 9960 2001 2003 2006 2007 2000 01t 2014
i
A Fy !l 19902014
THADE UNIDNS 04 [R—— markets, ¥
AND EMPLOYMERT & o has the Mlsxmmnfm P, it G pul pressuns on employens
g when NG am wages
In Figure 237, wade unicn

inledeserce s W, whers ihe supply, SL,, and demand, DL, for lbour is equal Ha
tracka Lnion bacomes invaive, it wil 107 wages up. I this case, da Lnkons have
insisted tht wages of W, ane paid o workers. This msans that an enaloper caniot
hirg workers 1508 % Of Wy, A5 8 MSUR. A e,

5L, emege. y
This veans ploryer must pey Wy ry [+ "N}
i i npecs QL wages 4 CHAPTER DUESTIONS

Ona of the efocts of wack union nmu«'\calm smalnwrlgwwaw;ms
m QL o

1 Draw the supply curve for park benches using the cata in Table 8.3

mmssmimmmuwusmmwum Tessiore, £ 2 How many K b supgied if the | E1107
coukd be amued trat e terference s increased wages at e expen:

Wx s unicn nf nas i = 3 11 Fothengil & Sona waned 10 supgly 1300 park benches per anaum, how
B Flabour producthity rises at th same tire much woukd It spact (o sel Wem for?
® if emplayers are able 10 pass on wage increases 1o customers in the form of 4 Why is supply 0 & a price of £207

wice riss 5 Discuss whethar Fothengll & Sons could supply thies tmes as many park
W i profit margine ave recuced. benches.

Key facts Economics in practice and Chapter questions
Easy to understand, useful information A summary case study and associated questions at the
to contextualise learning. end of each chapter to consolidate your learning.
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PREPARING FOR YOUR INTERNATIONAL GCSE

EXAM PRACTICE: 2.2 THE GLOBAL ECONOMY

[ no1 1] it estiction on the physcalquaniny of mports eoming o a

ECONOMICS EXAMINATION (PAPER 1)

S ) Exam practice PAPER 1 MICROECONOMICS AND BUSINESS ECONOMICS

A Thesel exam-style This complete pra

© Subsiy ) questions are found at

D Ouata . QUESTION 1

the end of each unit.

[ a0t § 2 B : W o vinicn s il cause the supsy curve cars o
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C Caoil r . € Arige in the cost of wages paid 10 Car workers.
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ooz | o 9 s m for practice and LTI Ayt e ios0coh ok St G M 0o G
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Skills Preparing for your International GCSE Economics
Relevant exam questions have been assigned the key skills that you will gain from examination
undertaking them, allowing for a strong focus on particular academic qualities. These A full practice exam for both Paper 1 and Paper 2 at the

transferable skills are highly valued in further study and the workplace. back of the book helps you prepare for the real thing.




ASSESSMENT OVERVIEW

The following tables give an overview of the assessment for this course. You should study this information closely
to help ensure that you are fully prepared for this course and know exactly what to expect in each part of the

assessment.
PAPER 1 PERCENTAGE m TIME AVAILABILITY
MICROECONOMICS AND 50% 1 hour 30 minutes  January and June examination
BUSINESS ECONOMICS series
Written exam paper First assessment June 2019
Paper code 4EC1/01

Externally set and assessed by
Pearson Edexcel

Single tier of entry

PAPER 2 PERCENTAGE m TIME AVAILABILITY

MACROECONOMICS AND THE 50% 1 hour 30 minutes  January and June examination
GLOBAL ECONOMY series

Written examination paper First assessment June 2019
Paper code 4EC1/02

Externally set and assessed by
Pearson Edexcel

Single tier of entry

ASSESSMENT OBJECTIVES AND WEIGHTINGS

ASSESSMENT OBJECTIVE | DESCRIPTION % IN INTERNATIONAL GCSE

AO1 Recall, select and communicate knowledge of economic terms,

. 14-15%
concepts and issues
A02 Demonstrate understanding and apply economic knowledge using 48-499,
. . . . . 0
appropriate terms, concepts, theories and calculations effectively in
specific contexts
Select, organise and interpret information from sources to investigate
A03 e el IUCER D DY en s 23-24%
and analyse economic issues
A04 Evaluate economic information to make reasoned judgements and 12-13%

draw conclusions



ASSESSMENT OVERVIEW ix

RELATIONSHIP OF ASSESSMENT OBJECTIVES TO UNITS

ASSESSMENT OBJECTIVE
UNIT NUMBER
A02 AD3 A04
PAPER 1 7.5% 24.4% 11.8% 6.3%
PAPER 2 7.5% 24.4% 11.8% 6.3%
TOTAL FOR INTERNATIONAL GCSE 14-15% 48-49% 23-24% 12-13%

ASSESSMENT SUMMARY

PAPER 1 DESCRIPTION ASSESSMENT

OBJECTIVES

Structure
Paper 1 assesses 50% of the total Economics qualification.
There will be four questions on the paper, each worth 20 marks.

Students must answer all questions.

The sub—questions: are a mixture of multiple-choice, short answer, data-response and Questions will
MICROECONOMICS open-ended questions. " : test ;he follou;irlg
e tota ssessmen
A'EICDDBN%SJ::EES Content summary number Objectives
Each question will be based on a particular topic from the subject content related to of marks AO1 - 7.5%
PAPER CODE microeconomics and business economics. av?ilable A02 —24.4%
4EC1/01 Owing to the nature of economics, there is some interrelation between topics. is 80 AD3-11.8%
A4 -6.3%
Assessment
This is a single-tier exam paper and all questions cover the full ranges of grades
from 9-1.
The assessment duration is 1 hour 30 minutes.
Calculators may be used in the examination.
ASSESSMENT
PAPER 2 DESCRIPTION
OBJECTIVES
Structure
Paper 2 assesses 50% of the total Economics qualification.
There will be four questions on the paper, each worth 20 marks.
Students must answer all questions.
The sub-questions are a mixture of multiple-choice, short answer, data-response and Gk 1
open-ended questions. uf}:ls l;“i; bl
MACROECONOMICS The total “’S{At_ S
ssessmen
AND THEGLOBAL ¢ ntent summary number Objectives
ECONOMY of marks ]
Each question will be based on a particular topic from the subject content related to Jabl AO01 - 7.5%
PAPER CODE microeconomics and business economics. aviz: ; 0 € A02 — 24.4%
L Owing to the nature of economics, there is some interrelation between topics. A03-11.8%
A04-6.3%

Assessment

This is a single-tier exam paper and all questions cover the full ranges of grades
from 9-1.

The assessment duration is 1 hour 30 minutes.

Calculators may be used in the examination.
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1.1

THE MARKET SYSTEM

Assessment Objective AO1

Recall, select and
communicate knowledge of
economic terms, concepts
and issues

Assessment Objective AO2

Demonstrate understanding
and apply economic
knowledge using appropriate
terms, concepts, theories
and calculations effectively
in specific contexts

Assessment Objective AO3

Select, organise and
interpret information from
sources to investigate and
analyse economic issues

Assessment Objective AO4

Evaluate economic
information to make
reasoned judgements and
draw conclusions

This section looks at the basic economic problem, which is to do

with the allocation of scarce resources. The section focuses on the
way consumers, firms and the government make choices between
different alternatives when faced with a limited budget. It also studies
the underlying assumptions behind the behaviour of producers and
consumers and the possible reasons why they may fail to maximise
their profit or benefit, respectively.

Microeconomics is the study of individual markets. Therefore,

this section looks at the way prices are determined in markets by

the forces of supply and demand. It covers the factors that might
influence supply and demand, and how supply and demand responds
to changes in prices. Finally, the chapter addresses the ways in which
market forces help to allocate resources in an economy, and what
happens when markets fail.



1 THE ECONOMIC PROBLEM

LEARNING OBJECTIVES

Understand the problem of scarcity

Understand opportunity cost

Understand production possibility curves

Understand causes of positive and negative economic growth

GETTING STARTED

The planet we live on contains many resources that are used to

SUBJECT VOCABULARY . .
| SUBJECTVOGABULARY | produce goods we like to consume. However, there is a problem.

oods things that are produced in :
ﬂrder to begso|d & Look at the images below.

CASE STUDY: RESOURCES AND NEEDS

A Figure 1.1 Valuable resources

'_(

A Figure 1.2 Needs

1 Describe the resources shown in Figure 1.1.
2 Are there enough of these resources in the world? Explain your answer with reference to the images in Figure 1.2.

3 In groups, discuss whether your country has enough resources. Draw up a list of measures that your government
might take to increase the quantity of resources available. Present your ideas to the rest of the class.



THE MARKET SYSTEM

1 THE ECONOMIC PROBLEM 5

THE PROBLEM OF SCARCITY

SUBJECT VOCABULARY
finite having an end or a limit

GENERAL VOCABULARY

fertile soil ground that is capable of
producing crops

GENERAL VOCABULARY

health care activity of looking after
people’s health, considered to be an
industry

needs basic requirements for human
survival

wants people’s desires for goods and
services

SUBJECT VOCABULARY
infinite without limits

FINITE RESOURCES

All countries have resources, such as water, minerals, soil, plants, animals and
people. However, in any country there is a finite quantity of these resources,
which means that the quantity available is limited. As there is only a limited
quantity, economists say that resources are scarce. These resources are often
referred to as the four factors of production: land, labour, capital and enterprise
(see Chapter 14).

Resources are scarcer in some countries than others. For example, in some African
countries there are serious shortages of fertile soil and water. This means that

food production is inadequate. Even where resources exist, a country may not be
capable of exploiting them. For example, Ethiopia struggles to produce enough
food for its population because only about 4 per cent of its fertile land is irrigated.
The problem is not a shortage of water but the failure to exploit some of its huge
rivers, such as the Awash and the Blue Nile. The country does not have the financial
resources to invest in projects that would make use of the water for agriculture.

UNLIMITED WANTS

Economists distinguish between needs and wants. Needs are the basic
requirements for human survival. Some of these needs are physical and
include water, food, warmth, shelter and clothing. If these needs cannot be
satisfied, eventually humans would cease to exist. In some countries in the
world people do die because such needs cannot be met.

In addition to basic needs, humans also have other desires. These are called
wants and may include more holidays abroad, a better house, more meals out,
a bigger car, new golf clubs, a better education, improved health care and

a cleaner environment. These wants are unlimited or infinite. People always
want more whatever their current circumstances; it is human nature. The
problem is made worse because many of the things that people want have to
be replaced. Consumers regularly replace cars, computers, shoes, clothes and
furniture, for example, either because they are no longer functional, or because
better or more fashionable versions have become available.

ACTIVITY 1

CASE STUDY: NEED AND WANTS

A Figure 1.3 Different eating arrangements

1 How might the two images in Figure 1.3 illustrate the differences
between needs and wants?

2 Why are resources finite?
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THE ECONOMIC PROBLEM

All countries have to deal with what economists call the basic economic
problem. The problem, summarised in Figure 1.4, occurs because the world’s
resources are scarce or finite and people’s wants are infinite. Demand for
SUBJECT VOCABULARY resources is greater than their supply. As a result, decisions have to be made
basic economic problem allocation about how to allocate a nation’s scarce resources between different uses.

of a nation’s scarce resources between This is what the study of economics is all about.
competing uses that represent infinite

wants

scarce resources amount of Infinite Finite or
resources available when supply is - > scarce
limited resources
GENERAL VOCABULARY i l
allocate to decide officially that a DEMAND > SUPPLY

particular amount of money, time, | Basic economic problem

etc. should be used for a particular

purpose

What to How to For whom
produce? produce? to produce?

A Figure 1.4 The basic economic problem

To overcome the basic economic problem, important decisions have to be
made.

B What to produce? Because it is impossible to produce all the goods that
people want, a country must decide which goods will be produced. For
example, should resources be used to provide more libraries, build more

| schools, expand the armed forces, make more cars, build more houses,

In China, many clothes manufacturers construct more roads, make more toys, print more books, increase state

use large quantities of labour in pensions or train more doctors?

production. However, in many Western . . .
countries the same goods may be m How to produce? Goods can be produced using a variety of different
produced using high-tech machinery. production methods. The four factors of production can be organised in

different ways to produce the same goods.

GENERAL VOCABULARY B For whom to produce? Once goods have been produced, there has to

be a method of distribution. This means that the goods have to be shared
in some way between members of the population. For example, should
everyone get exactly the same quantities or should some receive more than
others?

distribution act of sharing things
among a large group of people in a
planned way

There are different solutions to the basic economic problem. This is because
different courses of action can be taken when making the decisions outlined
above. The way in which they are made depends on what sort of economic
system a country has. This is explained in Chapter 11.

OPPORTUNITY COST Whichever approach is used to solve the basic economic problem, all decision
makers are faced with choices. Resources often have a number of alternative
uses; as a result people have to make a choice about which way to use them.
choices deciding between alternative Individuals, producers and governments face this choice.
uses of scare resources B Individuals have to choose how to spend their limited budgets. For example,

a university student, after all living costs have been met, may have £50 left
at the end of the week. This student would like to buy some new books
(£20), get the train home for the weekend (£30), go out for a meal with
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GENERAL VOCABULARY

sacrifice something valuable that you
decide not to have, in order to get
something that is more important

SUBJECT VOCABULARY

opportunity cost cost of the next best
alternative given up (when making a
choice)

SUBJECT VOCABULARY

expenditure spending by a
government, usually a national
government

GENERAL VOCABULARY

eliminate to get rid of something
unnecessary or unwanted

1 THE ECONOMIC PROBLEM

friends (£30), buy some new computer software (£20) or buy a new pair of
designer jeans (£50). Clearly, a choice has to be made because all of these
goods together would cost £150.

B Producers may have to choose between spending £100 000 on advertising,
training its workforce or buying a new machine.

H A government may have to decide whether to spend £5000 million on
increasing welfare benefits, building new hospitals, providing better care for
the mentally ill or building a new motorway.

When making such choices, individuals, firms and governments will face a
cost once their choice has been made. This is called the opportunity cost.
This cost arises because a sacrifice has to be made when making a choice. If
the government in the example above can place its spending desires in order
of preference, the opportunity cost can be identified. Once the government
has chosen the best alternative, the opportunity cost will be the benefit lost
from the next best alternative. Assume that the government’s spending desires
are placed in order of preference as below:

1 new motorway
2 new hospital
3 increase welfare benefit

4 improve care for the mentally ill.

In this example, the new motorway is the government’s preferred choice.
Therefore, the £5000 million will be allocated to this project. The opportunity
cost in this case is the benefit lost from not building the new hospital, that is,
the benefit lost from the next best alternative.

ACTIVITY 2

CASE STUDY : OPPORTUNITY COST

In 2015, according to the Stockholm International Peace Research
Institute (SIPRI), the value of global military spending was US$1 676 000
million. This was about 2.3 per cent of the world’s gross domestic
product (a measure of world income). This level of spending on military
goods often attracts criticism about the possible opportunity costs it
incurs. In some regions, more is spent on the military than on health care
— Figure 1.5 identifies four of these regions. Figure 1.5 also shows that in
western and central Europe spending on health care is far higher than that
on military goods. Campaigners often say that government expenditure
on the military is a waste of resources. They recommend spending at
least some of this money on meeting human needs. For example, the
Global Campaign on Military Spending called for a 10 per cent cut in
worldwide military spending. It said the money saved should be used

for development purposes. In support of this campaign, Kazakhstan’s
President Nursultan Nazarbayev said that all nations should give 1 per
cent of their military spending to the United Nations Special Fund for
Global Development. In 2015, the UN Food and Agriculture Organisation
said that a redirection of just 13 per cent of the global military budget
could eliminate extreme poverty and hunger.
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[ miitary [ Health care

North Africa
Eastern Europe
Middle East

Western & central E
estern & central Europe 7 8%

0.0% 2.0% 4.0% 6.0% 8.0% 10.0%

A Figure 1.5 Spending on health care and military goods in a selection of regions (as a
percentage of GDP)

1 Suggest one reason why spending on health care in western and
central Europe is far higher than that on military goods, compared with
the other regions shown.

2 What is meant by opportunity cost? Use this case as an example in
your answer.

PRODUCTION POSSIBILITY CURVES

(PPCs) Deciding which goods to produce and the concept of opportunity cost can
be illustrated using production possibility curves (PPCs). A PPC shows the
SUBJECT VOCABULARY different combinations of two goods that can be produced if all resources in a

Il y ae iR country are fully used. It shows the maximum quantities of goods that can be
firms and used to produce other goods produced. A PPC for a country is shown in Figure 1.6. It is assumed that the
such as factories machinery, tools and country can produce consumer goods or capital goods. What does the PPC
equipment show?

consumer goods those purchased
by households such as food,
confectionery, cars, tablets and

m At point A, 16 million units of consumer goods are produced and zero
capital goods.

furniture m At point D, 8 million units of capital goods can be produced and zero
production possibility curve consumer goods.

(PPC) line that shows the different

combinations of two goods an H At point B, a combination of 14 million units of consumer goods and
economy can produce if all resources 4 million units of capital goods can be produced.

are used up

m At point C, a combination of 8 million units of consumer goods and 7 million
units of capital goods can be produced.

m At point F, a combination of 8 million units of consumer goods and 4 million
units of capital goods can be produced. At this point, not all resources in the
country are being used - there are unemployed resources. This is because
point F is inside the PPC. A country should aim to push production so that it
is on the PPC. At points A, B, C and D resources are fully employed.

B The combination of goods represented by point E is not possible. This is
because it is outside the PPC. The country does not have the resources to
produce 12 million units of consumer goods and 7 million units of capital
goods.
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A Figure 1.6 A production possibility curve for a country

WHAT HAPPENS WHEN AN ECONOMY
MOVES FROM ONE POINT ON THE

PPC TO ANOTHER?

For example, what happens if the economy in Figure 1.6 moves from B to C? By
moving along the PPC, an opportunity cost is incurred. At point B, 14 million units
of consumer goods are being produced and 4 million units of capital goods. By
moving to C, the production of capital goods rises to 7 million units but production
of consumer goods falls to 8 million units. To gain another 3 million units of capital
goods, 6 million units of consumer goods are being sacrificed. The lost production
of consumer goods (6 million units) is the opportunity cost.

The choice between different combinations of consumer goods and capital
goods is an important one for a country. If a country produces more capital
goods, it will probably be able to produce more consumer goods in the future.
This is because capital goods are used to produce consumer goods. However,
by doing so there will be fewer consumer goods today and some people will
have less in the short term.

CAUSES OF POSITIVE AND
NEGATIVE ECONOMIC GROWTH

SUBJECT VOCABULARY

economic growth increase in the level
output by a nation

GENERAL VOCABULARY

proportion part of a number or an
amount, considered in relation to the
whole

vocational training that teaches you
the skills you need to do a particular
job

At a particular point in time, a country cannot produce combinations of
goods that lie to the right of the PPC. However, over a long period of time,
an economy would expect to raise the production of all goods. This is called
economic growth. There are several reasons for this.

m New technology: As time passes, new technology is developed and this
benefits businesses. For example, new machines such as robots, computers,
telecommunications and the internet have been used by businesses to help
increase productive potential. New technology is usually faster and more
reliable in production and therefore more output can be produced.

m Improved efficiency: Over time, resources are used more efficiently. New
production methods, such as kaizen (continuous improvement) and lean
production (using fewer resources in production), for example, have been
developed and adopted. These more efficient methods replace the old ones
and more output can be produced with fewer resources.

B Education and training: An economy can boost the productive potential
of a nation by educating and training the population. A country’s economy
becomes more productive as the proportion of educated workers
increases. This is because educated workers can more efficiently carry out
tasks that require reading and writing analysis, evaluation, communication
and critical thinking. However, a country has to find the ‘right’ balance
between academic and vocational education.




10 THE MARKET SYSTEM

GENERAL VOCABULARY

agricultural practice or science of
farming
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B New resources: Some countries find new resources that enable them
to produce more. For example, in recent years, the USA has raised its
productive potential by producing more oil through fracking. Fracking
involves shooting a mixture of mostly water and sand under high pressure
against rock until it fractures or breaks. The sand fills the fracture, forcing oil
out of the rock formation. Fracking now provides the USA with around 50
per cent of its oil needs. This is up from just 2 per cent in 2000.

If countries can produce more, the PPC will shift outwards. This is shown in
Figure 1.7, PPC; represents an original PPC, while PPC, shows a new PPC
resulting from improved efficiency, for example. Combinations of goods not
previously possible can now be enjoyed. To generate economic growth in
this way, a government needs to ensure that investment levels are adequate.
Economic growth is discussed in more detail in Chapter 25.

A

PPC,

4 PPC,

Consumer goods

0 >
0

Capital goods
A Figure 1.7 Effect of improved efficiency on the PPC

Finally, it is possible for the PPC to shift inwards. This would represent
negative economic growth, that is, where a country’s productive potential
actually falls. It may be caused by resource depletion: where a country runs
out of a natural resource, such as oil or coal. The productive potential of a
country can also be reduced by weather patterns. For example, dry weather
might prevent some nations from meeting their agricultural production
targets. Economic growth in a particular country might also be negative if large
numbers of highly qualified, skilled and experienced workers moved overseas.
This might happen if these workers could earn more money employed in
another country. Wars, conflict and natural disasters might also result in
negative economic growth.

MULTIPLE-CHOICE QUESTIONS

P 1 Which of the following questions is associated with the basic economic
problem?

A When to produce?
B Who should produce?
C What to produce?
D Where should production be located?
P 2 Which of the following might be considered a need rather than a want?
A Shelter
B Holiday
C Smartphone
D Pet dog
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ECONOMICS IN PRACTICE

CASE STUDY: PRODUCTION POSSIBILITY CURVES

A country is able to produce agricultural and non-agricultural goods.

It is currently at point X on the production possibility curve, as shown in
Figure 1.8.

A

20
154
104

54

Agricultural goods (million units)

0 : : : L
0 4 8 12 16
Non-agricultural goods (million units)

Y

A Figure 1.8 PPC of a country producing agricultural and non-agricultural goods

CHAPTER QUESTIONS

1 Describe what a production possibility curve is. Use this case as an
example in your answer.

2 According to the PPC, the decision makers in this country must make what
key choice?

3 Why is point T on the diagram currently unobtainable?

4 The country is considering a movement from X to Y. What will be the
opportunity cost of such a movement?

5 Using a diagram, consider the effect that the discovery of fresh oil reserves
might have on the PPC of this country.
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LEARNING OBJECTIVES

Understand the underlying assumptions in economics
Understand why consumers might not maximise their benefit
Understand why producers may not maximise their profit

GETTING STARTED

variables something that affects a
situation in a way that means you Economics is a social science that studies how individuals make

tb hat will h e :

i decisions about the allocation of scarce resources. It often uses
economic models to help predict the behaviour of variables (such
as inflation, unemployment, consumer spending and wages) and

assumptions things that you think . . :

S e Sthough you havs r6 dofint to explain the cause _of certain events. In using these models,

proof economists are required to make some about the

L e R behaviour of individuals. Look at the example below.

CASE STUDY: MAKING CHOICES

In general, economists assume that an individual behaves rationally when making a choice. This means that an
individual will make a thoughtful and logical decision when choosing between different courses of action. For
example, a young student, Anita, is given Rs5000 to spend on anything she chooses up to that value. She draws
up a list of the things she would like to buy and places them in order of preference. The items, each of which cost
Rs5000, are shown in Figure 2.1. Option A is her most preferred option and option D is her least preferred.

<4 A Meal out to treat
her friends

GENERAL VOCABULARY

< B Ticket for India v
England at Rajkot

<4 C Anew outfit for a
future wedding

< D Flight to Mumbai to
visit her brother

A Figure 2.1 ltems that Anita would like to buy

1 Why it would be irrational for Anita to choose option C given the information above?
2 What is the opportunity cost of choosing option A?
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UNDERLYING ASSUMPTIONS IN
ECONOMICS When making economic decisions, individuals are usually faced with

limitations. In ‘Getting started’ above, Anita could not buy all the things she

GENERAL VOCABULARY wanted. She was limited by the amount of money she had available (Rs5000)
rational based on clear thought or and therefore had to choose one from four different options. However, to help
reason her make the decision, she placed the four items of expenditure in order of

preference. By doing this, she was able to select option A. This is rational
because according to her list option A is the most preferred option, that is,

the one that will give her the most satisfaction. Economists assume that
individuals behave in a rational way. They make the following two assumptions
in relation to rationality.

1 CONSUMERS AIM TO MAXIMISE BENEFIT

When making economic decisions, economists assume that consumers will
always choose a course of action that gives them the greatest satisfaction.
This will help them maximise benefit. In ‘Getting started’ above, Anita chose
to spend her Rs5000 on the most preferred item in her list, that is, the meal

SUBJECT VOCABULARY out with her friends. This is a rational decision; economists assume that
maximise to increase something such consumers will always do this. Two other examples of consumer rationality are
as profit, satisfaction or income as outlined below.

much as possible m If a consumer is faced with buying exactly the same product from three

different suppliers, the consumer will always buy from the supplier that
offers the cheapest price. To pay more for a product than is necessary is
irrational. For example, why would a consumer pay €1.14 for a litre of petrol
at afilling station, when less than 500 metres away another is selling the
same petrol for €1.09 per litre?

m If a consumer is faced with buying a product from three different suppliers
at the same price, the consumer will buy the best quality product. To buy a
product of lower quality would be irrational.

2 BUSINESSES AIM TO MAXIMISE THEIR PROFIT

When business owners make decisions, they will always choose a course of
action that has the best financial results. This is because economists assume
that business owners will want to make as much profit as possible. Owners
are assumed to be rational when making financial decisions about their
businesses. Two examples are outlined below.

SUBJECT VOCABULARY m If a business owner can buy some raw materials from three different suppliers,
revenue money that a business the owner will always buy the cheapest available as long as the quality is the
receives over a period of time, same. To pay more for raw materials than is necessary would be irrational.

especially from selling goods or

i B When setting a price for a product, a business owner will always choose the

highest price that the market can stand. For example, if a business owner
can sell a product for €5 in a market, that owner would not charge €4.50.
This would be irrational. By charging the highest possible price, business
owners will be maximising revenue and therefore maximising their profit.
Economists assume that business owners will always do this.

REASONS WHY CONSUMERS MAY NOT ) . - ; :
ALWAYS MAXIMISE THEIR BENEFIT In some circumstances, a consumer may fail to maximise their benefit when

making a choice. There are three possible reasons that help to explain this.

B |tis possible that some consumers have difficulty in calculating the benefits
from consuming a product. This is because measuring the satisfaction gained
from consuming a product is often very difficult. It is hard to quantify (express
in numbers) the satisfaction gained from consumption. For example, in ‘Getting



14 THE MARKET SYSTEM 2 ECONOMIC ASSUMPTIONS

started’ above, how can Anita measure precisely the satisfaction gained from
going out for a meal, going to the cricket match, buying a new outfit and
visiting her brother? They are four very different acts of consumption. Anita has
overcome the problem by placing the choices in order of preference. However,
she may have overestimated or underestimated the possible satisfaction that
any one of the four acts of consumption gives her. As a result, she may not
have maximised her benefit when choosing the meal out.

B Some consumers develop buying habits that may affect their ability to make
rational choices. For example, over a period of time some consumers stay
loyal to a particular brand. Once they become used to a brand, they continue
to buy it habitually. Even when other brands on the market offer better
value, they maintain their loyalty. This seems irrational but such behaviour
can be observed. For example, many people buy the same newspaper all
of their lives. They may start by choosing a particular title and then carry on
purchasing this paper out of habit. They may ignore new publications and
other options continually. This behaviour is not uncommon. Businesses are
aware of this behaviour and many try to develop brand loyalty through their
marketing activities. If businesses can establish a strong brand and build up a
loyal customer base, they can often charge higher prices.

B Another reason why some consumers do not maximise their benefit is because
they are influenced by the behaviour of others. Young consumers may adopt
some of the buying habits of their parents. For example, when young people
leave home for the first time and make purchases that their parents once made,
they may choose the same brands as their parents. This may be because they
trust their parents or because they are familiar with the brands. It may not be
because they prefer these brands to others. For example, it is reckoned that 59
per cent of people aged between 18 and 24 open their first bank accounts at
the same bank as their parents. Also, some consumers are influenced by their
friends or peers; they may copy their purchases in an effort to fit in or because
they submit to pressure from their peers.

ACTIVITY 1

CASE STUDY: MAXIMISING CONSUMER BENEFIT

PandaCheck is a Chinese price comparison website. Like price comparison
websites all over the world, they help consumers to find the cheapest deals
when shopping online. The website is designed to help online shoppers
find the best prices, search for current promotions, and learn some tips
and tricks when ordering goods from China. For example, if you wanted

to buy a battery for an ASUS laptop computer, you would type ‘ASUS
laptop battery’ into the search engine and click on the search button. You
would then see a list of the prices charged by all the Chinese online shops
that stock the product. The user can change the order of the list but most
people would probably want the list to show the cheapest suppliers at the
top. Each listing gives a description of the product written by the supplier.
This extra information may help consumers in their selection.

1 What is meant by a rational consumer?
2 How will PandaCheck help consumers to maximise their benefits?

3 Discuss one reason why a consumer may fail to maximise their
benefits when making a purchase.
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REASONS WHY PRODUCERS MAY NOT
ALWAYS MAXIMISE THEIR PROFIT

SUBJECT VOCABULARY

enterprises companies, organisations
or businesses

GENERAL VOCABULARY

commission amount of money paid
to someone according to the value of
goods, shares or bonds they have sold

delegate to give part of your power
or work to someone else, usually
someone in a lower position than you

humanitarian concerned with
improving bad living conditions and
preventing unfair treatment of people

It is possible that some business owners may not maximise their profits. Three
key reasons may explain this.

B The performance of some businesses may be influenced by the behaviour
of other people in the organisation. In some businesses, not all decisions
are made directly by the owners. Business owners sometimes delegate
decision making to others who may have different objectives to those of the
owners. For example, managers in the sales department of a business may
try to maximise sales revenue. They may do this because their salaries are
linked to sales levels (the more they sell, the more commission they get).
However, maximising sales may not result in the maximisation of profit. This
is because to sell larger and larger quantities the price will eventually have
to be lowered. When the price is lowered, the profit made on each extra unit
sold will fall (and may become negative).

B Some producers have alternative business objectives. Although profit may
be important to them, other issues may also be important. Consequently,
by focusing on other objectives, it may not be possible for the producer to
maximise profits. For example, some businesses focus on customer care;
they may try to exceed customer expectations by providing high-quality
customer service. This may mean that they spend more money on training
their staff in giving good customer service. As a result, the extra costs
incurred in training will reduce profitability.

B Some commercial enterprises operate as charities. They are sometimes
called not-for-profit organisations. They aim to raise awareness and money
for a particular cause. For example, UNICEF is an international charity
that provides humanitarian and developmental help to children and their
mothers. It collects money from donations and operates a number of
commercial activities to generate revenue. This money is used to fund its
humanitarian and developmental activities. Economists cannot assume that
such organisations seek to maximise their profits, since they have other aims.

B Also, an increasing minority of businesses are being set up as social
enterprises. These are organisations that operate commercially but aim
to maximise improvements in human or environmental well-being. For
example, MitiMeth is a Nigerian social enterprise that aims to find solutions to
ecological problems. For example, many of Nigeria’s waterways are ‘clogged-
up’ with destructive water hyacinth plants. MitiMeth uses these nuisance
plants (after they have been dried out in the sun) to make handcrafted
products such as baskets, tableware and even jewellery. The sale of these
products generates revenue but one of the key aims of the business is to
solve an ecological problem.

Finally, consumers will be prevented from maximising their benefits, and
producers from maximising their profits if they do not have access to all

the information available. For example, if a consumer does not know that a
particular product can be purchased at a lower price in another location, that
consumer will not be able to maximise benefit due to a lack of information.
However, in recent years, access to the internet and developments in social
media, mean that the flow of information around the world has increased. This
helps both consumers and producers to maximise their benefits and profits.
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e P 1 Which of the following would help consumers and producers to

maximise their benefits and profits, respectively?

A Lower prices

B Access to more information
C Improved transport networks
D Better quality products

P 2 Which of the following is a reason why consumers may not maximise
their benefits?

A Some consumers are very poor
B Opportunity costs may be too high
C Some consumers may develop buying habits that are hard to give up

D Some consumers save a high proportion of their income

CASE STUDY: MAXIMISING PROFIT?

ECONOMICS IN PRACTICE

ANNA’S SWIMWEAR

Anna Freeman runs a small company that manufactures swimwear. Most
GENERAL VOCABULARY of her sales are made online to individual consumers. However, in 2015,
retailer business that sells goods to she received an order for 3000 swimsuits from a retailer 100 kilometres
members of the public, rather than to away. She accepted the order and agreed to deliver the swimsuits herself.
shops However, Anna needed to hire a van for 24 hours in order to make the

delivery. She contacted three budget van hire companies and gathered the
information shown in Table 2.1.

HIRE HIRE FEE DISTANCE INSURANCE
COMPANY (24 HOURS) CHARGE CHARGE TOTAL
A US$40 5 cents per km | US$12
B US$59 Zero Z€ero
10 cents per
C US$30 km US$15

A Table 2.1 Costs of hiring a van from three different van hire companies

A A self-drive hire van
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administration activities involved with
managing and organising the work of a
company or organisation
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MEDECINS SANS FRONTIERES (MSF)

Médecins Sans Frontiéres (Doctors Without Borders) is an international
not-for-profit medical humanitarian organisation. It employs 36 000 staff
across 65 different countries. Its aim is to save lives and reduce the human
suffering of people who are in danger by delivering medical care. MSF
provides assistance to:

B victims of natural or man-made disasters

B victims of armed conflict

B other groups of people in distress.

MSF helps all people regardless of their gender, race, religion or political
beliefs. In 2016, MSF helped refugees in Europe escaping from war,
persecution and poverty. In Yemen, MSF provided lifesaving care to

people affected by conflict. MSF also had units in Syria, South Sudan,
Central African Republic and Iraq.

In 2015, MSF raised £42.7 million from donations. Eighty-six per cent
of this money was spent on its medical operations, 12 per cent on
fundraising and just 2 per cent on administration.

A MSF medical staff at work

CHAPTER QUESTIONS

1

Calculate the total cost to Anna of hiring a van for 24 hours from each van
hire company shown in Table 2.1.

According to economists, which company would Anna select? Explain your
answer.

Why might some of Anna’s customers find it difficult to measure the benefit
they get from buying a swimsuit?

Discuss why MSF does not aim to maximise profit. Give at least two
reasons in your answer.



3 THE DEMAND CURVE

LEARNING OBJECTIVES

Understand how demand is defined
Understand how changes in price cause movements along the demand curve
Understand what causes the demand curve to shift

GETTING STARTED

There is a strong link between the price charged for a good and
the amount that people are willing to buy. Look at the example
below.

CASE STUDY: CARPET STALL

Aziz Feddal makes carpets and sells them from his market stall inside the
Henna Souk in Fez, Morocco. Table 3.1 shows the number of carpets that
customers would buy per week at different prices.

PRICE (MAD) 60 80 100 120 140 160 180
WEEKLY PURCHASES [r{i] 60 50 40 30 20 10

A Table 3.1 The number of carpets customers would buy at different prices

1 How many carpets would be bought at a price of MAD 1007?
2 What happens to the number of carpets bought as the price increases?

3 What happens to the number of carpets bought when the price is
lowered?

A Carpets on sale inside the Henna Souk, Fez, Morocco
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EFFECTIVE DEMAND

THE DEMAND CURVE

SUBJECT VOCABULARY

demand curve line drawn on a graph

that shows how much of a good will be

bought at different prices

demand schedule table of the
quantity demanded of a good at
different price levels — can be used
to calculate the expected quantity
demanded

effective demand amount of a good
people are willing to buy at given
prices over a given period of time
supported by the ability to pay
inverse relationship (between price
and quantity demanded) when price
goes up, the quantity demanded falls
and when the price goes down the
guantity demanded rises

MOVEMENT ALONG THE
DEMAND CURVE
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Demand is the amount of a good that will be bought at given prices over a
period of time. However, in economics it is effective demand that is really
important. Effective demand shows how much would be bought (that is, how
much people can afford to buy and would actually buy) at any given price.

It does not mean how much people would like to buy if they had an endless
amount of money.

Demand can be expressed graphically. This means that the relationship
between price and demand can be shown on a graph. Consider the
information in Table 3.2. This is a demand schedule and shows the demand
for an electronic circuit board manufactured by a South Korean electronics
company. The circuit boards are used in television production and sold
worldwide.

QUANTITY OF BOARDS PER ANNUM (MILLION) [RED] 70 40 20

A Table 3.2 The demand for an electronic circuit board

The information in this schedule can be presented on a graph. This is shown

in Figure 3.1. Price is shown on the vertical axis and the quantity demanded is
shown on the horizontal axis. The amount sold at each price in the schedule is
also shown. If these points are joined up with a smooth line, a demand curve
is formed. A demand curve shows the quantity demanded at any given price.
For example, in this case, when the price is US$1 the quantity demanded is 40
million units.

A
2.00-A=53=
1.75+4 .
1.504
1.25+
1.00+
0.754
0.50+
0.25+
0

Price (US$)

II i T L T T T 1
0 20 40 60 80 100 120 140
Quantity of boards per annum (million)

A Figure 3.1 Demand curve for circuit boards sold by a South Korean company

The demand curve slopes down from left to right; for most goods this is
always the shape of the demand curve. This is important because it shows
that price and the quantity demanded have an inverse relationship. This
means:

B when prices go up demand will fall
B when prices go down demand will rise.

For example, when the price of circuit boards falls from US$1 to US$0.50, the
demand for circuit boards rises from 40 million to 70 million units.

When there is a price change, there is a movement along the demand curve.
In Figure 3.1, when the price falls from US$1 to US$0.50, we move along the
demand curve from A to B to identify the new level of demand. The movement
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along the demand curve in this case shows that the quantity demanded rises
by 30 million units, from 40 million to 70 million units, when the price falls. This
is important because other factors that influence demand, such as income,
have a different effect on the demand curve. This is discussed below.

ACTIVITY 1

CASE STUDY: DEMAND FOR CRICKET TICKETS

An Indian cricket stadium has a capacity of 30 000. Figure 3.2 shows the
demand curve for tickets to attend international cricket matches at the
stadium.

Price (rupees)

A - ; - -
0 5 10 15 20 25 30
Attendance (000s)

A Figure 3.2 Demand for tickets at an Indian cricket stadium

A An Indian cricket stadium

1 What will the attendance be if Rs400 is charged to attend a match?
2 What price must be charged to fill the stadium?

STRAIGHT-LINE DEMAND CURVES The demand curves shown in Figures 3.1 and 3.2 are both downward sloping

curves. In economics, it is common to show demand using a straight-line
demand curve. The reason for this is to simplify the drawing of demand
curves and to make it easier to understand diagrams. Most demand curves
are shown as straight lines, like the one in Figure 3.3. This demand curve
shows the demand for car park spaces at a city-centre car park. It still shows
the important inverse relationship that exists between price and the quantity
demanded. For example, if the price to park for an hour rises from 60 pence to
80 pence, the number of cars parked falls from 300 to 150.
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A Figure 3.3 Straight-line demand curve showing the demand for spaces at a city-centre car park

A SHIFT IN THE DEMAND CURVE

SUBJECT VOCABULARY

shift in the demand curve movement
to the left or right of the entire demand
curve when there is a change in any
factor affecting demand except the
price

If the price of a good changes, there is a movement along the demand curve.
A change in any other factor, such as income for example, will be shown by a
shift in the demand curve. The demand curve, D,, shown in Figure 3.4, is for
package holidays to the Maldives. At the price of p, consumers are currently
buying g, holidays.

m If there is an increase in incomes, the quantity demanded will rise at every
given price. As a result, the demand curve will shift to the right, to D, shown
in the diagram. At the price p4, the number of holidays bought would rise
from g to qs.

m [f there is a decrease in incomes, the quantity demanded will fall at every given
price. This will cause the demand curve to shift to the left, to D; shown in the
diagram. At the price p4, the number of holidays bought would fall from q; to .

A

0 C.ls a. Q2
Quantity of holidays
A Figure 3.4 Shift in the demand curve for holidays to the Maldives

The factors that are likely to cause the demand curve to shift (as shown above)
are discussed in detail in Chapter 4 (see pages 23-29).

MULTIPLE-CHOICE QUESTIONS

P 1 Which of the following statements is true about a demand curve?
A When the price falls, the quantity demanded falls

B There is a proportionate relationship between price and the quantity
demanded

C It slopes up from left to right

D When there is a price change, there is a movement along the demand
curve

21
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P 2 Which of the following will cause a demand curve to shift to the left?
A A fall in the price of a product
B Arise in income (for example)
C Arrise in the price of a product

D A fall in income (for example)

CASE STUDY: AL'S BIG BURGER

Alan Buschwacker makes a living by selling burgers from a van. He parks
his van at busy locations in Seattle, Washington, USA, and sells ‘gigantic’
burgers, which have become his trade mark in the area. Most of the time
his wife assists him. Details of weekly demand for Al's burgers are shown
in Table 3.3.

PRICE (US$) 0.5 1 1.5 2 2.5 3 3.5 4
V3R BV 1600 | 1400 | 1200 | 1000 | 800 600 400 200

A Table 3.3 The demand schedule for Al’s Big Burgers

ECONOMICS IN PRACTICE

A Al's burger van

CHAPTER QUESTIONS

1 Describe what effective demand is.

2 Draw a demand curve using the information in Table 3.3.

3 Al currently charges US$3 for his giant burgers. How many burgers would
he expect to sell at this price?

4 |If Al wanted to sell 1400 burgers, what price would he have to charge?

5 Describe what the inverse relationship between the price and the quantity
demanded for a product is. Use this case as an example in your answer.
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4 FACTORS THAT MAY SHIFT THE
DEMAND CURVE

LEARNING OBJECTIVE

Understand the factors that cause a shift in the demand curve: advertising, income, fashion and tastes, price of
substitutes, price of complements and demographic changes

GETTING STARTED

Chapter 3 showed that demand for a product is influenced by the
price charged. Generally, if the price of a product is increased, the
quantity demanded will fall. However, a number of other factors
could affect the demand for goods. These can shift the demand
curve. Look at the example below.

CASE STUDY: HOLIDAY TREAT

Jacob Atudo works for a big oil company in Kenya. In 2016, he was
promoted and received a 20 per cent pay increase. He decided to spend
some of his extra pay on a treat for him and his wife. He had seen a
television advert recently placed by a travel company; the advert offered
discounts on holidays to the Seychelles. He knew that his wife would
enjoy a trip abroad so went ahead and booked the holiday.

A Aluxury villa in the Seychelles

1 In addition to the price, what two factors might affect the quantity
demanded for holidays in the Seychelles?

2 What would you expect to happen to the quantity demanded for
holidays in the Seychelles during a recession? Explain your answer.

3 In pairs, choose any two products that you or your family regularly buy.
Make a list of the things that might influence demand for these two
products. Present your ideas to the rest of the class.
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FACTORS THAT MAY SHIFT
THE DEMAND CURVE Price is the main factor that affects the quantity demanded. However, there

are many other factors and each of them may actually shift the demand curve.
Some of the most important factors are summarised in Figure 4.1.

Advertising
Demographic Income
changes
Factors that
may shift the
demand curve
Price of Fashion and
complements tastes
Price of
substitutes

A Figure 4.1 The main factors that may shift the demand curve

ADVERTISING

Businesses try to influence demand for their products through advertising and
other forms of promotion. For example, in the highly competitive soft drinks
industry, Coca-Cola spent US$3499 million on advertising in 2014. If goods
are advertised more heavily, the quantity demanded is likely to increase. This
helps to explain the huge amounts that some businesses, such as Coca-Cola,
are prepared to spend on advertising. Although it might be difficult to measure
the precise impact advertising expenditure has on the quantity demanded,
most would agree that such spending will help to increase demand. An
increase in advertising expenditure is likely to shift the demand curve to the
right — from D, to D, in Figure 4.2.

F

0 Qs e Q2
Quantity of goods

A Figure 4.2 Shifts in the demand curve
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disposable income income that is
available to someone over a period of
time to spend; it includes state benefits
but excludes direct taxes

inferior goods goods for which
demand will fall if income rises or rise if
income falls

normal goods goods for which
demand will increase if income
increases or fall if income falls
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ACTIVITY 1

CASE STUDY: DEMAND AND ADVERTISING

800000

41470 674240

600000 495450 513070 542550 573360 607700 ;

400000

STl
0 . : . . . .

2014 2015 2016 2017 2018 2019 2020"

Spend (US$ million)

A Figure 4.3 Global adspend, 2014-20 *Estimated

1 Calculate the percentage increase in predicted advertising expenditure
between 2014 and 2020.

2 Why are some businesses prepared to spend so heavily on
advertising?

INCOME

Generally, when disposable income rises, demand for goods will also rise.
For example, if wages and salaries rise in the economy, people may decide to
spend more money going out to restaurants. They may take an extra holiday
or they may buy a new car. These are all normal goods. These are goods for
which demand will rise when income rises. Most goods in the economy are
normal goods. However, a minority of goods are inferior goods. This means
that the quantity demanded will actually fall when incomes rise. Supermarket
‘own label’ brands or public transport may be examples of inferior goods. For
example, consumers who generally buy a relatively cheap supermarket ‘own
label’ brand of baked beans may switch to a more expensive brand when their
incomes rise. Therefore, the quantity demanded for the supermarket ‘own
label’ brand will fall. This would be shown by a shift in the demand curve to the
left from D, to Dy in Figure 4.2.

FASHION AND TASTES

Over a period of time, demand patterns change because there are changes in
consumer tastes and fashion. For example, there has been a rise in demand
for T20 cricket (cricket games that last for three hours) around the world

in the last 10 years. This is reflected by the attendances at T20 fixtures in
many different countries, such as India, Australia, Bangladesh and Sri Lanka.
Stadiums are often full for international T20 fixtures. This compares with
relatively smaller crowds at test match fixtures (cricket games that last for

up to 5 days). T20 cricket has grown in popularity and increasing numbers of
cricket fans find the style appealing.

The clothes industry is influenced strongly by changes in fashion. In many
countries, there are a various buying seasons for clothes. Many of the clothes
bought in one season would not be in demand in later seasons because they
would no longer be in fashion.

Fashions and tastes may be influenced by social changes. For example,

in recent years, millions of people have developed a keen interest in social
media. Social media websites, such as Facebook, Twitter and Snapshot, have
seen a huge increase in demand since their launch.
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=

SUBJECT VOCABULARY

substitute goods goods bought as an
alternative to another but perform the
same function

SUBJECT VOCABULARY

complementary goods goods
purchased together because they are
consumed together

GENERAL VOCABULARY

demography study of human
populations and the way in which they
change

e Changes in the size and structure
of the population may have other
impacts in the economy than
those mentioned in this chapter,
for example, on firms and the
government. (These will be
discussed in other chapters.)

* There are likely to be changes in the
size and structure of populations
over time. For example, if the birth
rate rises, there will be an increase
in the size of the population.

* An increase in immigration (people

coming to a country from overseas

to live permanently), will tend

to change both the size and the

structure of the population.

PRICE OF SUBSTITUTES

Many goods sold by businesses have substitute goods. For example, a
consumer buying a can of Coca-Cola might have considered other brands,
such as Pepsi, Virgin or supermarket ‘own label’. Most consumers would
consider these as good substitutes. The price of substitutes will affect
demand. If the price of a substitute were lowered, demand for a product would
fall. This would be shown by a shift to the left in the demand curve for that
product from D, to D4 in Figure 4.2. If a good has a lot of close substitutes,
then the prices of these will affect demand significantly.

PRICE OF COMPLEMENTS

Some goods are purchased together by consumers. This is because the two
goods are used together, for example, consumers of cornflakes will also buy
milk, and people who buy cars will also buy car insurance. In these examples,
milk and cornflakes and cars and car insurance are complementary

goods. Demand for such products is likely to be affected by the price of a
complementary good. For example, if the price of milk were to rise the demand
for cornflakes may fall.

DEMOGRAPHIC CHANGES

Clearly, as the world’s population grows, there will be an increase in demand
for goods and services. However, demand will also be affected by the
structure of the population as well as its size: demography affects demand.

B The age distribution of a population is the number of people who fall into
different age groups. For example, in many countries, there has been growth
in the number of people aged over 60. This will have an effect on demand
patterns. For example, as the population ages there will be more demand
for goods such as retirement homes, specialist holidays for the elderly and
health care.

B In some countries, in the population overall there are more women than
men. And there are many more women than men in older age groups.
Consequently, the gender distribution of the population is likely to affect
demand patterns. For example, there will be a greater demand for women’s
clothes than men’s clothes, particularly in older age groups.

B The geographical distribution may affect demand. Increasingly, in most
developed and developing countries more and more people live in urban
areas. As a result, demand for schools and hospitals in urban areas will be
higher than in rural areas.

B Many countries have ethnic groups in the population structure. If these
ethnic groups grow in size, there is likely to be an increase in demand
for products associated with their culture. In Australia, there is a large
Southeast Asian population. This has resulted in the spread of restaurants
offering Vietnamese, Malayan, Thai and Indonesian meals, for example.

ACTIVITY 2

CASE STUDY: DEMAND AND POPULATION

The population of the UAE has grown significantly since 2000. Between
2000 and 2010, it grew from 2.9 million to 8.3 million. The UAE has a very
large immigrant population. It is estimated that around 90 per cent of the
population were born overseas. As Figure 4.4 shows more than half of
non-UAE nationals come from Southeast Asia.
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16.5%

|:| Southeast Asia

. QOther Asian countries
8.5%

|:| Western countries

S |:| Other overseas countries
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A Figure 4.4 Origins of UAE's immigrant population

Most of the immigrants are attracted to the country by employment
opportunities. There has been a huge boom in the construction industry,
for example. The UAE government has invested revenues from the sale
of oil and gas into infrastructure development, residential real estate and
GENERAL VOCABULARY commercial properties.

infrastructure basic systems and The UAE has the largest difference in the male: female ratio in the world,
structures that a country needs to with 2.2 men for every woman, or 2.75 men for every woman in the
make economic activity possible, for 15-65 age group. The graph in Figure 4.5 shows the growth in the

Sengs oot ctnicton population of UAE from 1980 to 2020.
and power supplies

A

Population (million)
(=7

1980 1985 1990 1995 2000 2005 2010 2015 2020*
Year

A Figure 4.5 UAE population growth, 1980-2020 *Estimated

1 Why has the population of the UAE increased so sharply in recent
years? Give one reason in your explanation.

2 How will the change in the size of the UAE’s population affect
demand?

3 A significant number of the people migrating to the UAE are Southeast
Asian. How might this affect demand patterns in the UAE?

ML RS LT P 1 Cars and petrol are examples of which goods?

A Inferior goods

B Complementary goods
C Substitute goods
D Capital goods
P 2 Arise in the price of car insurance may have which effect?
A Increase the quantity demanded for cars
B Increase the quantity demanded for car insurance
C Shift the demand curve for cars to the left

D Shift the demand curve for cars to the right



CASE STUDY: GLOBAL DEMAND FOR CARS

Ever since cars became commercially available, demand for them has
continued to increase. In 2016, it was predicted that 76.5 million new

cars will be purchased worldwide. Rising demand is currently driven by
rapid economic growth in countries such as India and China. Owning cars
in such countries is a new experience for huge numbers of people. As
people in developing countries become wealthier as a result of economic
growth, more cars are purchased.

In recent years, the demand for electric vehicles (EVs) has increased. In
2015, total sales of EVs reached 1 million. It is estimated that by 2040
around 35 per cent of all cars purchased will be EVs. This growth in

the demand for EVs is being driven by government investment in the
public battery-charging infrastructure (with the rate of introduction of

fast DC chargers growing by 350 per cent in China alone in 2015) and
improvements in the driving range of EVs. Also, if oil prices recover to the
pre-2014 levels (when oil was US$140 a barrel) the incentive to buy an EV
will be even stronger.

80+ 76.52

ol 68.65 7118 72.61
B9y 52.57
50+
40 39.2
30+
20+
10+
0- T T T T T

1990-99 2000-12 2013 2014 2015 2016
Year

Sales (units, million)

A Figure 4.6 Global demand for cars, 1990-2016

CHAPTER QUESTIONS

1 Suggest one reason why the global demand for cars is rising.

2 Discuss the possible factors that might affect the demand for electric cars in
the future. Give two factors in your analysis.

3 What effect will the following have on the global demand for cars: (a) an
increase in global incomes; (b) a rise in the price of petrol. Use diagrams in
your answer.

4 What is the difference between a movement along the demand curve and a
shift in the demand curve? Use a diagram in your explanation.
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5 THE SUPPLY CURVE

LEARNING OBJECTIVES

Understand how supply is defined

Understand how changes in price cause movements along the supply curve

Understand what causes the supply curve to shift

GETTING STARTED

Sellers or producers are responsible for meeting the needs of
consumers. They provide goods and services that they hope
people or other businesses will buy. There is a strong link between
the price of a good and the quantity provided, for example, if prices
are too low, sellers may not be interested in supplying the market
because they may not be able to make enough profit.

CASE STUDY: CHICKEN FARMING

Tom Chang is a chicken farmer in rural China. He has reared chickens for 35 years and sells them to people in his
local community. However, twice weekly, he takes chickens to a market about 15 kilometres away in order to boost
sales. Table 5.1 shows the number of chickens he is prepared to offer for sale per week at different prices. For
example, when the market price is CNY5, he is not prepared to sell any at all because he cannot make any profit at

this price.
PRICE (CNY) 5 10 15 20 25 30 35 40
NUMBER OF CHICKENS [ 10 20 30 40 50 60 70

A Table 5.1 Number of chickens (per week) Tom Chang is prepared to offer for sale at different prices

A A chicken farm

1 How many chickens would Tom offer for sale if the price was CNY30?
2 In Table 5.1, what happens to the number of chickens offered for sale when prices rise?

3 Why do you think sellers, such as Tom, offer more for sale when prices are higher?

29
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SUPPLY AND THE SUPPLY CURVE Supply is the amount of a good that sellers are prepared to offer for sale at any
given price over a period of time. For example, in ‘Getting started’ above, if

the market price for chickens was CNY30, Tom Chang would sell 50 chickens
during a week. This means that the supply of chickens by Tom Chang at

SUBJECT VOCABULARY

CNY30 during a particular week was 50.
supply amount that producers are
willing to offer for sale at different The supply of any product can be expressed graphically. This means that the
prices in a given period of time relationship between price and the quantity supplied can be shown on a graph.
supply curve line drawn on a graph Consider the information in Table 5.2. This is a schedule showing the supply
which shows how much of a good of handmade golf shoes by M. Crammer and Son, a family business in Florida,
sellers are willing to supply at different USA.
prices

0 50 100 150 200 250 300 350

0 300 600 900 1200 1500 1800 2100

QUANTITY OF GOLF SHOES
(PER ANNUM)
GENERAL VOCABULARY

per annum (p.a.) for or in each year

A Table 5.2 Supply schedule for handmade golf shoes by M. Crammer and Son

The information in the schedule can be presented on a graph, as shown in
Figure 5.1. Like the demand curve, price is shown on the vertical axis and
quantity on the horizontal axis. The amount supplied by M. Crammer and Son
at each price in the schedule is also shown. If these points are joined together,

SUBJECT VOCABULARY a supply curve is formed. This is a straight-line supply curve and shows the
proportionate relationship (between quantity supplied at any given price. For example, when the price of golf shoes
price and the quantity supplied) is US$200, M. Crammer and Son will supply 1200 pairs per annum.

when the price goes up, the quantity
supplied also goes up and when the
price goes down the quantity supplied
goes down

The supply curve slopes up from left to right, which means there is a
proportionate relationship between price and the quantity supplied. This
shows that:

B when prices go up, supply will also go up
B when prices go down, supply will also go down.

Price (US$)

Y

T : : T - II : T : T
0 500 1000 1500 2000 2500
Quantity of golf shoes (pa)

A Figure 5.1 Supply curve for golf shoes made by M. Crammer and Son

For example, when the price of golf shoes rises from US$200 a pair to US$300
a pair, the quantity supplied will increase from 1200 pairs to 1800 pairs. This
applies to the vast majority of goods. However, there are exceptions and one
such exception is discussed later in this chapter (see page 32).

The reason for this relationship is mainly because businesses are motivated

by profit. If prices are rising, existing businesses will be willing to supply
increasing amounts of a good because they may make more profit. Or, more
businesses will join the market in the belief that they can also make a profit. As
a result supply in the market increases.
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MOVEMENT ALONG THE SUPPLY
CURVE

As with demand, when there is a price change, there is a movement along
the supply curve. In Figure 5.1, when the price rises from US$200 to US$300,
for example, we move along the supply curve from A to B to identify the new
level of supply. The movement along the supply curve in this case shows that
the quantity supplied is increased from 1200 pairs of golf shoes to 1800 pairs
when the price rises. This only happens when there is a price change. If there
are changes in any other factor influencing supply, the effect on the supply
curve is different. This is discussed below.

A SHIFT IN THE SUPPLY CURVE

SUBJECT VOCABULARY

shift in the supply curve movement
to the left or right of the entire supply
curve when there is any change in the
conditions of supply except the price

If the price of a good changes, there is a movement along the supply curve.

A change in any other factor, such as production costs, will be shown by a
shift in the supply curve. The supply curve, S4, shown in Figure 5.2, is for any
product. At the price of p;, sellers are offering quantity g, for sale.

m If there is a rise in production costs, the quantity supplied will fall at every
given price. This will cause the supply curve to shift to the left, to S, as
shown in the Figure 5.2. At the price p,, the quantity of goods offered for
sale would fall from q, to q..

m If there is a fall in production cost, the quantity supplied will rise at every
given price. As a result, the supply curve will shift to the right, to S; as
shown in the diagram. At the price p;4, the quantity of goods offered for sale
would rise from g4 to qa.

A S, S, S

Price
iy

0 62 e Qs
Quantity
A Figure 5.2 Shift in the supply curve for a product

The range of factors that are likely to cause the supply curve to shift (as shown
above) is discussed in detail in Chapter 6 (pages 34-39).

ACTIVITY 1
CASE STUDY: STEEL SUPPLY IN A COUNTRY

The annual supply curve for steel in a country is shown in Figure 5.3.

Supply
1000

750+

500+

Price (US$)

250

0 T : f T T -
0 5 10 15 20 25
Tonnes (million)

< Figure 5.3 Annual supply of
steel for a particular country
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A Steel production

1 What will happen to the supply of steel if the price rises from US$500
to US$750 per tonne?

2 Why are steel suppliers likely to offer more for sale at higher prices?

FIXED SUPPLY In some circumstances, the supply of a product or service may be fixed. If

this is the case, then the supply curve will be vertical. Supply will be fixed if

it is impossible for sellers to increase supply even when prices rise. Supply

at venues where sports matches and other events are held may be fixed. An
example is shown in Figure 5.4. Centre Court at Wimbledon (the main stadium
at the venue) has a capacity of 15000. It is impossible to offer more than
15000 seats for tennis matches at this venue. Even if the price of tickets were
to rise, say, from £100 to £150 for a match, no more seats could be supplied.

Supply

0 5000 10000 15000 20000
Quantity of seats

A Figure 5.4 Fixed supply - the capacity of Wimbledon’s Centre Court

A Wimbledon’s Centre Court
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MULTIPLE-CHOICE QUESTIONS

P 1 Which of the following is true of supply?
A If price increases the supply curve will shift to the right
B If the price falls, the quantity supplied will also fall
C The amount supplied and the price are inversely related
D The supply curve is always horizontal
P 2 If supply is fixed which of the following is true?
A Demand will also be fixed
B The supply curve will be vertical
C Suppliers will not offer any quantity for sale

D Supply will fall when price rises

ECONOMICS IN PRACTICE

CASE STUDY: FOTHERGILL & SONS

Fothergill & Sons manufacture a range of wooden products — mainly heavy
furniture, such as large tables, benches and beds. One of its profitable
lines is park benches, which are often sold to local governments. Many of
Fothergill’s benches are to be found in local council parks. The number of
park benches that Fothergill & Sons is prepared to offer for sale at different
prices in a year is shown in Table 5.3.

PRICE (£) 20 40 60 80 100 |120 |140 | 160
NUMBER OF BENCHES P.A. JU 200 | 400 |600 |800 (1000 |1200 |1400

A Table 5.3 Supply schedule for park benches made by Fothergill & Sons

A Park bench. .

CHAPTER QUESTIONS

1 Draw the supply curve for park benches using the data in Table 5.3.
2 How many park benches would be supplied if the price was £1107?

3 If Fothergill & Sons wanted to supply 1300 park benches per annum, how
much would it expect to sell them for?

4 Why is supply 0 at a price of £207?

5 Discuss whether Fothergill & Sons could supply three times as many park
benches.
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LEARNING OBJECTIVE

Understand the factors that may cause a shift in the supply curve: costs of production, changes in technology, indirect
taxes, subsidies and natural factors, such as natural disasters and the weather

GETTING STARTED
volatile changing quickly and suddenly,
for example, a volatile market rises and Chapter 5 established that the supply of a product is influenced by

falls without much warni vl il
b the price in the market and showed that as the price rises, sellers

are willing to supply more. However, there are other factors that
could affect the supply of goods. Look at the example below.

SUBJECT VOCABULARY

ventures new business activities or
projects that involve taking risks

CASE STUDY: NIGERIAN FARMING

In 2016, growing numbers of Nigerian chicken and fish farmers were
reducing production rates. Some were even abandoning their farms to
pursue other business ventures. This was a response to volatile and
rapidly rising feed costs. As a result, Nigerian politicians begged young
people, and others who have left the countryside to seek a better life in
the cities, to return to their family farms.

It is the rising costs of feed that has caused problems with supply. In
Lagos state, fish farmers complained that feed prices had risen by as
much as 80 to 100 per cent. Locally produced catfish feed has risen from
NGN 6000 to NGN 9000, while imported feed has gone up from NGN
6000 to NGN 11 000 for a 15 kilogram bag.

1 Describe the main factor affecting supply in this case?

2 Calculate the percentage increase in the price of imported fish feed per
15 kilogram bag.

3 Why do you think the quantity supplied falls when production costs
rise?

4 In pairs, choose any two products that you or your family regularly buy.
Make a list of the things that might influence the supply of these two
products. Present your ideas to the rest of the class.
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FACTORS THAT MAY SHIFT THE
SUPPLY CURVE Price is the main factor that affects supply. However, a range of other

factors may also have an impact. Unlike a change in price, which results in a
movement along the supply curve, changes in these other factors can cause
the supply curve to shift. These factors are summarised in Figure 6.1.

| Production costs |

Natural factors New technology
——— Factors that cause the | —

supply curve to shift

| Subsidies Indirect taxes

A Figure 6.1 Factors that can shift the supply curve

COSTS OF PRODUCTION

The quantity supplied of any product is influenced by the costs of production,
such as wages, raw materials, energy, rent and machinery. Assuming the

price is fixed, if production costs rise, sellers are likely to reduce supply. This

is because their profits will be reduced. This is what happened in the example
in ‘Getting started’” above. The rising cost of fish feed resulted in some fish
farmers leaving the industry, causing the quantity supplied to fall. A rise in
costs will cause the supply curve to shift to the left. This is shown in Figure 6.2.
When costs rise, the whole supply curve will shift to the left, from S, to S,. Ata
price of p,, the amount supplied in the market falls from g4 to qs.

If costs fall, the quantity supplied would increase because production
becomes more profitable. As a result, the supply curve will shift to the right.
This shows that more is supplied at every price. The new supply curve is S,
and the amount supplied at p4 will rise from q; to qs.

In recent years, the UK has tried to S:  S1 S
increase productivity in manufacturing.
However, in a recent survey, 73 per
cent of industry leaders said they

had found it difficult to recruit skilled
workers. Both the quantity and quality
of candidates were lacking. Sixty- H ‘
seven per cent of bosses said they : ; ;
were regularly forced to deal with a : ; ;

lack of technical skills, 64 per cent said 0 : - - -
. 0 e} g, Q3

there were too few people applying .

and 61 per cent said candidates lacked Quantity

relevant experience. A Figure 6.2 Shift in the supply curve

The availability of resources will also affect supply. If there is a shortage in
some of the factors of production — for example, land, labour or capital — this
will cause it to be difficult for producers to supply the market because their

SUBJECT VOCABULARY costs are likely to rise.

indirect taxes taxes levied on

spending, such as VAT INDIRECT TAXES

productivity rate at which goods are Indirect taxes are taxes on spending. VAT (valued-added tax) and duties, such
produced, and the amount produced in a5 those on petrol and cigarettes, are examples of indirect taxes. Such taxes
Bl 0 the Wk ke anld ey have an effect on supply. When they are imposed or increased, the supply
fEmded oiRasa e curve will shift to the left. This is because indirect taxes represent a cost to



SUBJECT VOCABULARY

consumption amount of goods,
services, energy, or natural materials
used in a particular period of time
subsidy money that is paid by

a government or organisation to
make prices lower, reduce the cost
of producing goods or providing

a service, usually to encourage
production of a certain good

DID YOU KNOW?

Government subsidies to producers
may have negative effects.

For example, producers may
lack the incentive to improve
efficiency. Another problem is
that the government will incur an
opportunity cost when spending
on subsidies. The money spent
might be used on other items of
government expenditure, such as
education.
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firms. In Figure 6.2, the imposition of a tax would shift the supply curve to the
left from S; to S,. As a result, the quantity supplied would fall from g, to qs.

If indirect taxes are reduced, the supply curve will shift to the right because
costs are lower. In Figure 6.2, lower indirect taxes would shift the supply curve
from S, to S;. As a result, the quantity supplied would rise from g4 to qa.

Governments use indirect taxes to raise revenue for government expenditure and
discourage the consumption of harmful products, such as cigarettes and alcohol.
Indirect taxes might also be used to protect the environment. For example, taxes
might be imposed on producers if their production methods result in damage to
the environment. This is discussed in Chapter 29 (pages 228-239).

SUBSIDIES

Sometimes the government may give money to businesses in the form of

a grant. This is called a subsidy. Subsidies may be given to firms to try to
encourage them to produce a particular product. For example, in the EU,
subsidies have been given to farmers to encourage them to produce certain
agricultural products. If the government grants a subsidy on a good, the effect
is to increase its supply. This is because subsidies help to reduce production
costs. As a result, the supply curve will shift to the right, from S, to S; in
Figure 6.2. This causes the amount supplied at p, to rise from q, to qs.

ACTIVITY 1

CASE STUDY: SUPPLY AND SUBSIDIES

In 2016, the Sri Lankan government announced that it would provide a
Rs37 000 million fertiliser subsidy to the nation’s paddy farmers (that is,
farmers growing rice). The Ministry of Agriculture said that paddy farmers
would receive an annual payment of Rs25 000 for every two hectares

of farmland used to grow rice. In addition, vegetable farmers growing
vegetables such as green gram, cow pea, soya bean, Bombay onion and
other crops, would also receive a fertiliser subsidy. The government said
they would receive Rs10 000 per hectare.

Fertiliser subsidies have been an important feature of Sri Lankan
agricultural policy since 2005. The subsidies have accounted for between
2 and 2.5 per cent of total government expenditure over the years. The
subsidies have helped to increase paddy production, stabilise the price of
rice and helped Sri Lanka to become self-sufficient in rice production.

A Paddy farmers in Sri Lanka

1 Why is the Sri Lankan government offering subsidies to paddy farmers?

2 Using a diagram, show the effect of these subsidies on the supply of
rice in Sri Lanka.
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GENERAL VOCABULARY

yield amount of something that
is produced, such as crops or oil
extracted

6 FACTORS THAT MAY SHIFT THE SUPPLY CURVE

CHANGES IN TECHNOLOGY

Over a period of time, new technology becomes available that many
businesses use in their production processes. New technology is more efficient
and can therefore reduce the costs of production. For example, when the price
of oil fell sharply in 2014, many oil companies began to use new technology

to lower their costs. Some companies began to use lasers and other hi-tech
data analysis equipment to help measure the potential yield from new oil

wells. Others used new techniques to help them produce more oil from both
old and new wells. Since the introduction of new technology will help to lower
production costs, firms are likely to offer more for sale. As a result, there will be
a shift in the supply curve to the right, from S, to S; in Figure 6.2.

NATURAL FACTORS

The production of some goods is influenced by natural factors, such as the
weather, natural disasters, or the presence of pests (for example, rats or mice) or
diseases. This is true of many agricultural products. For example, good growing
conditions can help to improve crop yields, which will increase supply. This will
shift the supply curve to the right — from S; to S; in Figure 6.2. In contrast, poor
growing conditions can cause severe shortages and the quantity supplied may
be cut. This will shift the supply curve to the left, from S, to S, in Figure 6.2.

In 2016, there was a shortage of squid due to the effect of El Nifio. El Nifio is
a natural but irregular climatic event responsible for raising the temperature of
the sea along the coast of Ecuador and Peru. It can have far reaching effects.
For example, it reduces the amount of nutrients in the sea that are essential
to support marine life. It can also cause a change in wind patterns across the
Pacific Ocean, drought (long periods of unusually dry weather) in Australasia
and heavy rain in South America. El Nifo caused a shortfall in the supply of
squid, which forced prices up from around US$1.80 to US$2.20 per prepared
squid in the USA. Catch totals of squid for the 2015/16 season were 37 000
tonnes, only 35 per cent of the seasonal catch limit of 107 000 tonnes.

ACTIVITY 2

CASE STUDY: SUPPLY AND THE WEATHER

A number of countries in recent years have faced severe water shortages.
For example, in 2015 people in Sdo Paulo, Brazil, once known as the

‘city of drizzle’, started to dig through basement floors and car parks

to gain access to underground water. In California, it was reported that
the state was suffering its fourth year of drought in a row with January
2015 becoming the driest month ever recorded. In the Middle East,
overconsumption and reduced rainfall have reduced large areas of the
countryside to desert and devastated agricultural production.

Changing weather patterns and melting snow and ice caused by global
warming is having a severe impact on the world’s water systems. This
means that around 1000 million people in the world do not have access
to safe drinking water. The situation is also expected to get worse.

In the UAE, the government is taking measures to reduce the effects of
drought. It is investing in desalination plants to convert seawater into
drinking water and wastewater treatment units. It was reported that
Crown Prince General Sheikh Mohammed bin Zayed al-Nahyan said, ‘For
us, water is [now] more important than oil’
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