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The foundations of economics
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Figure 1.1 A production possibilities curve
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Figure 1.2 The circular flow of income
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Figure 1.3 The different methods of measuring national income
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The foundations of economics
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Demand and supply
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Figure 2.1 A demand curve for soft drinks
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Demand and supply
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Demand and supply
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Demand and supply
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Figure 2.8 The demand for a Veblen good
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Figure 2.10 A supply curve for frozen pizzas
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Demand and supply
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Demand and supply
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Market equilibrium, the price
mechanism, and market efficiency
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Figure 3.2 The market for coffee
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Market equilibrium, the price mechanism, and market efficiency
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Figure 3.3 The market for foreign holidays
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Figure 3.5 Consumer surplus in the
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Market equilibrium, the price mechanism, and market efficiency
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Market equilibrium, the price mechanism, and market efficiency
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Figure 3.9 The addition of a new demand curve
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Elasticities
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Elasticities
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Figure 4.6 PED values for a normal
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Elasticities
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Elasticities
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Indirect taxes, subsidies, and price
controls
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Figure 5.1 The effect on a supply curve
of different types of indirect taxes
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Indirect taxes, subsidies, and price controls
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Figure 5.2 The imposition of a specific
tax on a product
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Indirect taxes, subsidies, and price controls
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Indirect taxes, subsidies, and price controls
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Figure 5.5 The effect on a supply curve
of a specific subsidy
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Indirect taxes, subsidies, and price controls
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subsidy on a product

© OUP: this may be reproduced for class use solely for the purchaser’s institute



Indirect taxes, subsidies, and price controls
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Indirect taxes, subsidies, and price controls
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Indirect taxes, subsidies, and price controls
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Costs, revenues, and profit
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Costs, revenues, and profit
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Figure 6.5 A general diagram showing short-run ATC, AVC, and MC
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Figure 6.6 The LRAC curve and short run average cost curves
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Costs, revenues, and profit
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Costs, revenues, and profit

@250

@
£ 225 _
TR is maximum

200

175

125
100

75

1
1
1
1
1
1
1
1
1
1
i
150 i
1
1
1
1
1
1
1
1
1
1
1
1
1

50 r\—\ | / _—
. :’\/\ _—
1
0 5 /ON 20
25 MR=0 MR

Quantity (units)
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Costs, revenues, and profit

AVC

Price/Cost ($)

P =ATC

P=AVC

Output (units)

Figure 6.12 A general diagram showing
short run ATC, AVC, and MC

(C)

e
%
o
3
8 MC
£, \ /
\/ D=AR=MR
i i
1 1
1 1
1 I
I I
1 1
1 1
1 1
1 1
0o a q:
Output ($)
(b)
)
%
S
g
&

Output ($)

Figure 6.13 Revenue and costs for a firm
with a perfectlv elastic demand curve

© OUP: this may be reproduced for class use solely for the purchaser’s institute



Costs, revenues, and profit
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Costs, revenues, and profit
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Perfect competition
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Figure 7.1 The demand curves for the industry and the firm in perfect competition
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Figure 7.3 Short-run abnormal profits in perfect competition
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Perfect competition
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Figure 7.5 The movement from short-run abnormal profit to long-run normal profit
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Perfect competition
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Perfect competition
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Figure 7.10 Productive and allocative efficiency with short-run profits in perfect competition
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Figure 7.11 Productive and allocative efficiency with short-run losses in perfect competition
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Figure 7.12 Productive and allocative efficiency in the long run in perfect competition
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Monopoly
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Figure 8.8 Monopoly versus perfect competition without economies of scale
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Monopolistic competition
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Figure 9.3 Short-run losses in
monopolistic competition
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Monopolistic competition
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efficiency in the short run in
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Monopolistic competition
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Figure 9.6 Productive and allocative
efficiency in the long run in monopolistic
competition
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Oligopoly
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Oligopoly
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Market failure
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Market failure
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The level of overall economic activity

Households ‘

v

Expenditure on Wages, rent,

Goods and Factors of , 4 .

goods and services (3) production (1) interest, and
services (4) profits (2)

A

Firms

. bl

Figure 13.1 Two-sector drcular flow of income model
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The level of overall economic activity
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Figure 13.3 The standard business cycle

© OUP: this may be reproduced for class use solely for the purchaser’s institute



The level of overall economic activity
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Aggregate demand
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Aggregate supply
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Figure 15.3 Short-run macroeconomic
equilibrium
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Aggregate supply
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Figure 15.6 A shift in the LRAS curve (a) from the Keynesian
perspective and (b) from the new classical perspective
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Aggregate supply
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Figure 15.7 An increase in productive
potential equivalent to an increase in
the LRAS
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Macroeconomic equilibrium
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Figure 16.3 The new classical
perspective of the impact of an increase
in AD in the long run
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Figure 16.6 A deflationary gap in the
new classical model
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Macroeconomic equilibrium
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Figure 16.7 The new classical perspective
of the impact of a decrease in AD in the
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Figure 16.8 The Keynesian perspective
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Figure 16.9 Output gap illustrating the
difference between an economy’s actual
output and its potential output
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Macroeconomic equilibrium
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Figure 16.10 The Keynesian perspective
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Figure 16.11 The Keynesian perspective
of the impact of an increase in AD when
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Figure 16.12 The Keynesian perspective
of the impact of an increase in AD when
the economy is at full employment

© OUP: this may be reproduced for class use solely for the purchaser’s institute



Macroeconomic equilibrium

o LRAS: LRAS:
a —
1]
=
= >
%]
oo
g p /‘ :
o - 1
z \ | |
J 1 I
' 1 I
' 1 I
' AD |
0 Y Yo Yi

Real output (Y)
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Low unemployment

Inflows (those becoming unemployed)

L ]
These factors cause the level

of unemployment to rise

People who have lost their jobs

People who have resigned

People who have left school, but have not yet found work

People who are trying to return to work after having left it (e.g. stay-at-home parents
returning to the workforce)

People who have immigrated into the country but have not yet found work

$ & &

‘Pool’ of unemployment

$$ & §

Outflows (those no longer considered to be unemployed)

These factors cause the level
of unemployment to fall

People who find jobs

People who retire

People who go (back) into education

People who choose to stay at home to look after children
People who emigrate to other countries

People who give up the search for jobs

People who pass away

Note that other than the first point, the rest of the people are no longer considered to be
unemployed because they have left the labour force—they are no longer “people of
waorking age who are without work, available for work, and actively seeking employment”.

Figure 17.1 Inflows and outflows from the "pool” of unemployment
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2
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Number of workers

Figure 17.2 Equilibrium in the labour

market
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Low unemployment
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Low unemployment
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Low unemployment
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A low and stable rate of inflation
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Figure 18.1 Changing rates of inflation and
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Figure 18.2 Demand-pull inflation
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A low and stable rate of inflation
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Figure 18.4 Demand-pull inflation

Average price level

Real output (Y)

Figure 18.5 An inflationary spiral

© OUP: this may be reproduced for class use solely for the purchaser’s institute



A low and stable rate of inflation
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Figure 18.6 Inflation due to excess
monetary growth
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Figure 18.8 The Phillips curve as it is
usually drawn
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A low and stable rate of inflation
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Figure 18.11 Supply-side policies can
reduce the NRU
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Economic growth

Growth rates, selected countries
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Figure 19.1 A comparison of different growth rates
Source: World Development Indicators, The World Bank
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Figure 19.2 A deflationary gap/output gap
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Economic growth
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Equity in the distribution of income
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Why do countries trade?
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Figure 21.2 Identical opportunity costs
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Free trade and protectionism
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Figure 22.3 A subsidy on domestic
wheat production
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Free trade and protectionism
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Free trade and protectionism
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Figure 23.3 A floating currency
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Exchange rates
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Figure 24.1 The J-curve
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Economic integration
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Figure 25.3 Trade creation
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Economic integration
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Terms of trade
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Economic development

1 2

L

ERADICATE
: ACHIEVE UNIVERSAL
b PRIMARY EDUCATION

Goals Quantifiable Targets
Target 7a: Integrate the principles 71
of sustainable development into \ 72
country policies and programmes; 73
reverse loss of environmental 74
resources 75
. e / 7.6
5 Target 7b: Reduce biodiversity loss,
Goal 7: Ensure / icving. b enifi 7.7
environmental achieving, by 2010, a significant

sustainability \ reduction in the rate of loss

Target 7c: Reduce, by half, the proportion
of people without sustainable access to ——=
safe drinking water and basic sanitation

78
79

Target 7d: Achieve significant improvement
in lives of at least 100 million slum dwellers
by 2020

Source: UNDP

Figure 27.1 Quantifiable targets and indicators for Goal 7

Indicators

Proportion of land area covered by forest

CO, emissions, total, per capita and per $1 GDP (PPP)
Consumption of ozone-depleting substances
Proportion of fish stocks within safe biological limits
Proportion of total water resources used

Proportion of terrestrial and marine areas protected
Proportion of species threatened with extinction

Proportion of population using an improved drinking water source
Proportion of population using an improved sanitation facility

—> 7.10 Proportion of urban population living in slums
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Measuring development

GROWTH DEVELOPMENT
Low Low levels
economic of education
growth & health care \
Low levels / \ / Low levels
of ~ Low of human
investment Incomes capital
\ Low levels / \ Low /
of savings productivity
(High MPC)

Figure 28.1 Examples of poverty cycles

Human Development GDP per capita
Index PPP USS
0.60 2,000
0.58 1,900
0.56 1,800
Kenya 0.54 1,700
0.52 1,600
Nigeria
0.50 1,500
0.48 1,400
0.46 1,300
0.44 1,200
0.42 1,100
0.40 1,000

Source: Indicator table H of the Human Development Report 2009
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International trade and economic
development
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TOTAL DAC COUNTRIES Gross Bilaterel ODA, 2007-08 average, unless otherwise shown

Change By Income Group (US$ m) I Clockwise from top
Net ODA 2007 2008 2007/08

Current (US$ m) 103 485 121 483 17.4% 24 366

22819 |WLCDs

Constant (2007 US$ m) 103 485 115 632 11.7% [ Other Low-Income

ODA/GNI 0.28% 0.31% =] hf’c‘gﬁ; g""d‘ﬂe

Bilateral share 70% 71% [ Upper Middle-
6,217 Income

Top Ten Recipients of Gross
ODA (US$ million) 32291 7,140

1 Iraq 9,462

2 Afghanistan 3,475

3 China 2,601 By Region (US$ m)

4 Indonesia 2,543 Bl Sub-Saharan

" e o 18 940 m gggt?'\ and Cental

7 Sudan 1,743 | gther Asia and

8 Tanzania 1,603 3,056 ceania

9 Ethiopia 1,551 = oA el
10 Cameroon 1,396 7317 [ Latin America and
Memo: Share of gross bilateral ODA gj:ic?ﬁeean
Top 5 recipients 22%
Top 10 recipients 31% e B Unspecified
Top 20 recipients 430

I | ' i 4 4 4 4 4 ' I

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

W Education, Health, & Population [ Other Social Infrastructure ] Economic Infrastructure
[ Production O Multisector [l Programme Assistance
B Debt Relief B Humanitarian Aid M Unspecified

Source: OECD — DAC: www.oecd.org/dac/stats
Figure 32.1 ODA statistics for 2007/2008
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Benin

Receipts 2006 2007 2008 Top Ten Donors of gross

Net ODA (US$ million) 374 474 641 ODA (2007-08 average) (Us$ m)

Bilateral share (gross ODA) 61% 51% 48% 1 EC 105

Net ODA/GNI 8.1% 8.7% 9.6% 2 IDA 78
3 France 72

Net Private flows (US$ million) 15 35 4 4 Denmark 46
5 AfDF 41

For reference 2006 2007 2008 6 Germany 38

Population (million) 8.1 8.4 8.7 7 Ntheﬂands 35

GNI per capita (Aas USS) 570 610 690 8 United States 30
9 Belgium 19
10 Arab agencies 17

| Bilateral ODA by Sector (2007-08)

O;J/u 1 OI% 20I% 30|% 4C;% SOI% 60I% TOI% 86% 9C;% 1 O{I)%
[l Education [l Health & Population [H Other Social Sectors [ Economic Infrastructure & Services
[l Production [ Multisector [l Programme Assistance [l Action relating to Debt
M Humanitarian Aid [l Other & Unallocated/Unspecified

Sources: OECD, World Bank www.oecd.org/dac/stats

Total ODA receipts are in the top left table, as is the percentage of bilateral aid. The aid sources are in the
top right box. The uses/targets of the aid are given in the bottom boxes.

US$  bn
550

Loans Repayments Debts

received

made still owed

[ | Africa I Sub-Saharan Africa
Source: UNCTAD/World Bank

Figure 32.2 Africa’s debts 1970-2002
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Debt service

—_—
Spending on health care

Figure 32.3 A government “Spending
Possibilities Line"
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Figure 1 Gross domestic product (US$ per capita)
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Figure 2 Literacy rate (percentage of adults)
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Figure 3 Poverty percentage
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