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Usborne Qulckltnks 
For links to websites where you can find out more about economics, 

hom supply and demand to price bubbles and globalization, with video 
dips. games. activities and quizzes. go to the Usborne Quicklinks website at 

usbome.com/Quicklinks and type in the title of this book. 

Here are some 01 the thing. you can do at U.borne 

gui~Wine. to contJOI inflation or IMn"'le the national debt 
• Try t •• t ·your.elf quiz:e. on economic term. 
• Watch vid..., clip' on trade. m!lJket. and more _ • 
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What Is economics? 
Some people Lhink lhal economics is dU dlioul money, bdnks dilL! 
very complicated graphs. But it's actually a lot simpler than that -
much of economics is re~Uy about understanding choices. 

Imagine there are two chocolate and two pineapple cupcakes . There's enough for 
four of you to have one cupcake each. How do you shale them out? 

Who .. >.nil eb",,01 ... ? 
Who wonu plll •• pple? 

Th. ,.', n."", enough lor 
'""''Yon. to get what Ih"Y 
wonl . So people have to 
mate choice, about how to 

.har. in a way that make. 
them happy . .... _-_ . .. -. 

EnD. we .n ..... 1 eboeolal .1 

How you and your fri.nd, are 

going to h .... e to mike a choi"" 
about who gets wltat. 

",,', .~IJI 1I,"""l"'0", 
ia hilf. n ., ... y 
,,",'n . tl happy. 



When there isn't enough of something. it's scarce. Scarcity is an important idea 
in economics - it's what forces people to make choices. You might be surprised 
how often you make choicES about things that are scarce. 

Even tim~ is ",arce. 

8hould .... do 
bom .... ork or go 
.. land phIl 

.... ..,... ..... \&. ... 
Iry ..... ..... , ,, •• , 
lh. problem. Ib.t 
p«>plt, bulln . ... ~ 

gonr:nm .. io and <H1I 

•• lIn "oulri .. I.", 

.ym ... ... ,.. ....... 
gool h.",11 mlnul .. 

beron dinner .. 

For mo,t people. money is ,cOlee. 

1 ...... 110 
boy .. .... 
",mpul". 

l .... nllobul 
.pbon •. 

Wh.t . • ~oiu • • ~""Id ... 
be mokl.gl H .... co .... 

do Ibl"i' belterl 

I 





Wh .... . ho.1d 
.,.bulld ... ... .... o:rw.,., 

Why 1.lbl. elly so 
mucb poo,er lba. 

Ib ..... lol'b. 
coo.n),l 

H .......... 
I"mg '" <rul< _ ... Jobs? 

o.r 1<0 cream 1. 
A.UJl rol1a, \00, 

w. 'Te ..... hit by 
ono<ber tJood. w.'1 b ... 

\O.U lor belp "-10 
Olb" oounl.ri ... 

w.· .. IOm.g to 
OoI"lll'.Y' HOp<!II1Iy ... 'U 
Iu. • • • beller UI. 'bero, 

W. <&II only 101", 
thl. problom 11 ... 
rJl work tog<lher. 

A BIG economy. such as the economy of a country or the world. is a network made up 
of lots of sm~lIer economie, - all t he households, vilillges, towns and cities within it. 
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What do economists study? 
Economists are the people that study economies. Some focus on 
individuals or small groups, while others zoom out to look at the 
bigger picture. And som~ economists end up asking - and trying to 
answer - some surprising questions . . 

.. .. 

~,
dl.,.o.do more 
.. Iublel.b •• 

-~ 

I. '101""1' 
good login 

-~. 
ch.rilY; 

Wealth 

, 

8boald ... 
gel rId.r 

.... u ..... . , 

... _1" --
IhouldIktcp 

"'l'_neyUllder 
my ... Ur ... ' 

............. . : ~ ~ 
Relationship' 

., .. 
." .......... .... ..,. 

Economics for good 

.... ........ ---
t -

, 
Government '" 111 -. 

r .. . ... . ' 

... - =,4,~ ..... -- _ .. 
110" ca .... p'''''''''' peopl. to 

,~Ibelr 111<.111 .. , 

H .... do ... 
bdppoopl. 
Iol'OCJClol 

Environment 

Il00 •••• llIg • 
h .. I>o,p, . . .. 

!he pl •• ell 

By finding aruwers to all these questions. economists hope to encourage 
people, businesses and governments to make better choices - and, hopefully, 
make the world a better, fairer place. Economics isn't about labelling people or 
governments as 'good' or 'bad' - it's about observing the choices that people 
make and trying to understand why they've made them. 



Ibould~ban'Jobl 

ht poopJ ... ho 
...,rl< 10""" 
b",,,,"oTl 
produ<l!nl 

Wby . ........... on.. 
paldJeo .. bu .... l 

""'1" __ _ 
kAn I ... ...., Wool 

,,,,b.1 
"'" o.bould 
JIIOpl .. lop 

-~"" 
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How do you do economics? 
Why do people make certain choices? What are the consequences of 
those choices? To investigate these kinds of questions, economists 
usually start by coming up with an explanation, or model. 

Here's a model Here's a quesllon 
;;::--r-W--W-...-;-:r----, 

IIOW 

Modelling 
A model is a simplified way of 
explaining how something works 
- in this c .... the relationship 
betw ... n qU!lJ\tity and price. 
Economist. often show models 
using graphs, in,tedd 01 wonk 

Model!; can be helpful lOT malring 
predictions, Of forecasts. 

00 .. .,.," ••• " 
ah ... 1d prepo. .. 
• 1o<00l1ood 

Iogl .. toth_ 
morll~ need. 

Teslll oul 

Wben.b .... • • • 
lIhoJ1.ag<, pri<fl 

"",bl .ad lob 01 
pooplell'lll .. /fer. 

Thl.l .. b compUc>lod, 
I"" 11', JUlllbe . .... 
01 ... b.t I wd .bov.-

uolng 1011101 

Economists can test a model by collecting 
inlormation. Of ddta. and ... eing whether 
it matches the model OT not. 

The modol "". prolly 
&«11, ... . Tbl. helped 
!=<,Io pu. tho 
nghl pbn I. piau . 

---



Economics Is an argument 
Even thou!lh all economists study data - sometimes exactly the same data -
they often come to different conclusions about what it's saying . 

IJ« roIlon. JITOYDIed 
1U.111110111lU .. IroID _gl 

n ·. really good th ... he 
l!"'erDlDentlook oo .. roI 01 

lbt .11 .. U01I. 

, L' < -
Just like everyone else, economists often have different ideas about how 
societies should work, or a different sense of what's fair. Even in this book. 
the way we describe economics and the examples we"ve chosen show our 
biases - the things we think are important. Here are some different ways of 
seeing the world. You might strongly agree or disagree with some of them. 

TIM world .. 100 
"""'I".Ln'.~blr 
tbr.tu.yoD<" nd..,. 

tbr.. u.,..... oIoe. 

There dIe economists to bdd up all of the .. opinions. 

Brit ish ,""onomist 

Joan Robinson one<' SIIid . . 
The pur;IOIO 01 

oI.dy!Dg _ .... 1<:. I . 
to I ..... he"to n"ld 

being dooolved 
by _ .. lDloI • . 

I think big bui . ..... 
on podl n.,. 0.1y 

l1000 ... ncb .nd ... ",."Ifu] 
Ulbey' .. boiler thao 

Ihetr """""ilion. 

'/.. " • 





Chapter 1: 
Not enough to go around 

If everyone could have anything they wanted, at 
any time, with no effort needed to get it - there 
probably wouldn't be any economists. But the 
world we live in isn't like that. 

Every day, everyone must make choices about 
how to keep on living in a world where resources 
such as food, materials and energy are scarce and 
everyone's time is limited. Studying this challenge 
is the fundamental task of economics. 

13 



The challenge of survival 
Our need for food, water, and shelter hasn't changed since our 
earliest ancestors walked the Earth. Economists talk about us using 
up, or consuming, the Earth's resources to fulfil these needs. 

Let's have ~ look at some of tho Ie,oUl"'" 
our distllJ\t an"",toIS consumed. , 



On some days, getting these resources might have been pretty easy. But you can 
be sure that there were other days when resources were scarce. 

1'10 hungry. 
I"ll !o.ndnod 

1010. lood. 

W. iu. .. 100 
!ood ... ppJy 

01 ... ,,,,,. 

HooHh. 
mush .... m. 
~.~ 

.I.odIaI< 
lhe rabbill. 

How much people "'dill a '.'OUIet' is 
known os the demond. 

.. .-
Everything around us is a potentialresoulce. Modern economies consume many 
different kinds of resoUlce. in ways that OUI ancestors didn"t - not just things to 
eat. drink or use as tools . Here are some of them .. . 

Sunshine 011 

Uranium Sand Wind 

15 



16 

The cost of choice 
EvelY choice hdS d cost even if yuu tlon'L p"'y muney for il. This 
is because any choice yell make makes other choices impossible. 
Economists call this an opportunity cost. The cost to you is aU the 

not to 
other things that Y~~'h"'''i'.,\,,.;;in"'"t;'';d;; ...... ~ __ ........ __ ..... 

Wbtahould 
... ,dow1!h 
ihb ......:il 

Mo.t , esoUIces can 

only be used once. 
The (Jppcrtunity 
cost of consuming 
a I.'OUIce is all 
the othel WdYS you 
migh t have used 
that I.'OUIce. 

Your tim. is SCdrce 
too. If you .pend tim. 
doing one thing. th.t 
melin , you've chosen 

not to 'pend time 
doing oth.r thing" 
That', on opportunity 
cost too. 

~tIy.11 II.....,. 
~to_~ 

the litht dwIke I$. 
lou aight "-"- to 
dI_~n wbat 

JIIU _t MId whaI 

JIll! ....... '" "'-
I. short·~ gP/I""" 
.. loat~ bRMftt. 

111"1 I 'm goll1g I. 
1",In.he _ 11. 

Bol-.bo'. going 
Iol""k.nermel 

YOlIJITOlIIlred 
1"u'dmoke ... 

.doIl l 

BIIRNlrl 
I'm «lid. 

I'm hungryl 



To make a choice, people often weigh up how much benefit they will get. 
Economists call this utility . 

The utility of something varies from person to person. 

I' .. plehdoome 
Inu ... ""' .... 

Yuckl rb.1e 
... sbroo:m •. I'm 
golog hUDl lng. 

People are complicated, so they may make some interesting decisions. Lots of 
different factors go into deciding what gives you the most utility. 

The safest option was to run away, but the girl decided to risk her life to save 
her dad. Luckily for him, she thought a living dad benefitted her the most . 

17 
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Turning resources Into products 
SumeLimes we use leSOUlces Lo Hlil.ke oLilel Lhinys. This is t:d.lleu 
production. Economists usually break down the process of 
production into four main parts. 

1) In Older to produce ,omething. you fust need ;mid" •. What do you want to 
moke and want to make il? 

.. _ ..... &-. 
ra .. ,.. .... 

_ ..... Ie .... 

ftolpn ... ........ ~-_ .... -- .... ... ... ..... 

3) Economist, caU the work you 

labom . 

OO PH! 

lAbour i'n't just the manual effort 
something. 

othe, to<>. This 
ide ... and 



4) Tools and technol09Y help us to work f""ter. better or more safely - in other word. 
more efficiently. Economist. ,aU these thing' capital. 

Took .n th ... ><.hi . .. .... use \0 
prod."" thing. m~'. eff\d.,dy. 

This is how production works. 

..... ...... , 

Production = Idea + resources + labour + capital 

New ideas. tools or te<:hnology make people more productive. This means making 
more things more efficiently. Economists study productivity because it helps 
improve people's lives - thilIlks to the wall, the family is now safer. 

19 
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From resources to economies 
lmdgin~ you hdU Lu H\iik~ evelyLhiny you needeu lo ~ulvive yuulstM. 
Then imagine everyone else having to do the same. It wouldn't be 
very efficient. This is why it makes sense to divide up most tasks. 

Economists call this division of tasks specialization. 

Some ""opl. ,,,,,d.liZ<' in 
goth'ling or pJOducing goods. 

..=-.
Cloth1nv 

production 

Some people 'pecialize in doing 
thing. 101 others. The,. job, are 

known os semoe •. 

When people 'pend. lot ol ume specializing in just one job, they berome more 
efficient. They often invent new technologies and get laste, at pJOducing things, 

I do all th . .... :I.g 
&.-JId ben, I eaJI 

... ke lwoahUloI1l 
and .. OJI bou, ...... 

People who ,»<'Ci. lize in" task 
u,ually produce mOle 01 . g(})d 
OJ .. lViee than they n ... d for 
themselves. Thi' ext,. produ,tion is 

known !IS •• mplus. 

1'., good al l ... n.l1Ig 
\hl.p. My lal<" " .. t1011 

:I, called • ... DOOR I 

I ... i!"1 ..... n.b 
1m I ""H.I. Whal 
.... u I d ..... 1ob 'hem' 



Surpluses !lIe vital to 

~ 
When you e%change 

the economy. People 

• 
goo"" dlJectly like 

can Hchange or this irs known 

trade their . urplus as bartering. 
with each other to 
get all the other • ." Today. we tend to 

things they need . trade using money. 

Specialization and trade are the foundation of all economies, no matter how big 
or small. That's how it was thousands of years ago. and it's still like that today. 

, 

\ 
, 

Production 

Trade 

., Consumption 

l 
A community of 

people - of any kind -
that produces. trades 

and consumes is 
an economy. 





Chapter 2: 
Markets 

Everything people do - from making ice cream 
to performif'.g surgery - depends on exchanges 
of knowledge, goods, services and ideas. A place 
where people meet to exchange things is known 
as a market. 

Over the centuries, economists have analyzed all 
sorts of mar;cets and discovered various patterns 
that describe how they work. They've also put 
forward ideas on how to make sure people trade 
fdiIly dud dfid~ntly. 

• 
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Making. buying and seiling 
All the making, selling and buying in an economy allows people t o 
get the things they want and need. It sounds simple, but at every 
stage of the process something magical happens - value gets created. 

Take this rode, around 2,OCO years ago .. . 

Why . .. yo. 
0fUI1Dg roo' \ lID' 
on • glaol ro<k7 w . !I ... d .. eo. 

Milking something out of the rock adds value to it. 

I'll !flY< yoo forty 
«II .. lor Ih iJ 

m.gulIl<eDI ..... 1I 

Trilding the statue creates value, too. 

For the sell.r. the value is the 
diff.Tene. bet ....... n the price all! 
the eost of making the product. 

Pti.,..: 40 coin, 
Co,t: IS coins (too" + tim. spent) 

80 lb. Indo <,uW 2:i 
wiD' oh .lu. lor ... 1 

-
For the buyer, the value is Iwd .. to m .... m •. 
It', the diff ... nc. bot ....... n the utility the buye, 
gets from the pmch.ue and the p~ paid. 

For trading to work, both sides need to believe they're gaining something. 
They also need to trust the other person to supply the promised goods or 
pay the agreed amount of money. 



HOWfier much people need each other's goods and services, if they can't find each 
other, trade won't happen. This is the origin of the mark:et. The Greek dgord, the 
Chinese mich.ing, or this Penian JrJqii are all example> of an<ient market •. 

• 

Ibrl< ... bring boy. " .... d 
" n.,., logdhe"r. 

r .. loldoll '"y 
fri •••• 10 <om ••• d 
n.d~be",. 

hopl ••• •• <IIIY ..... 1 op1olo .... o 
whal .hal priet du,old be 

,,
lhi. b.t 

_'", 1"11<11 
I "lII .01 ..... 11". 
_rlh2 001 .. . 

low utility 

--_ . .... " 
.. ybo III. Ie, yoa, 

11<11 I eaJI~ .fIord il. 

n" 

-
WOJIl1ng .., .. d hing 1 .. ~ 

. nongh. rh. InIy<, 01.., .ood. 
10 be obI. 10 paylor II . 

'J 
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Many, many markets 
As well <is ffidl keLpl<l.ces wil h sldlLs, Lhell! dll! <1.11 
kinds of markets around you. This scene shows six 
examples of everyday mukets. 

MR. SWISH WATCHES 

Tbcy'lll.ko • wbll< \0 arri .. . 
They're btiog .blpp<d fro .. c ....... . 

IIIIII1 
c ... I ha .. th.1 ,udl 
111 ifI •• yo. IhU 011. 

I. euhoojfO. 

o~ I'D lilrow "' .. 
.. ",kbar. _ 

~II .. ,,~_ .. 
\h. "pt.alo. Bo', 

w<>nh more[ 

, 



A m;ubt c .... M .... online 

IJ>ACt such as a website 01 

apI'_ which conMCtl buyers 
and stUers worldwide. 

In the informal market fOI 
sporls stiebrs, tht buyer 
paid with a .nack bIIr and a 
card instead of money. 

A workplace, such as a 
Khool. is also. market, 
whtre people u(hange 
their work for a sala!},,' 

A .Ioct: nchange ls a 
place where people buy 
and stU part. of (ompanles. 

known os shares_ through 

• computer. The martet 
for shares is caU~ the 
stock m;ubt, 

U things are bought 01 sold 
ill~aUy, it'. known OS a 
black marktl, 

'Well, the tuchtrs do , The children have to 
work and don't get paid,ls that fail? 

27 



Supply and demand 
If you look dt <lny mdliteL, you11nuLice Litdt. Lhe dlllounL peuple Wdlll 
to buy and sell - known as demand and supply - usually follows 
certain patterns. Economists call these patterns the laws of supply 
and demand. 

See if you can spot the pattern in this market for sandwiches of the same 
quality, but different prices. 

• $ 7 ... B ... dw:t,b .. 
!~rU I 

MOle people want to buy the cheaper sandwiches and fewer people 
to buy the expensive ones. That's because the lower the price, the more 
people think it is worth buying it. 

Economists show the relationship between price and demand on a graph lih this: 

Price 

£5 

£4 

£3 

£2 

E1 

At H. 2 people 
buy SIIndwich .. , 

/ 
This is a 

At £2.51), 7 peopl~ 
buy Sdndwiche •. 

dem1lJ\d curve. 

2 4 6 S 10 Demand 

Law of demand 

The h'l!h<r lb. prl«, lb. 
lower lb. d ..... d 1, . 

The 10"", lb. pm., lb. 
bigh ... lh. d • ..."d lO. 



The amount people are willing to supply also changes depending on the price, or 
reward, Take this poetry competition - more poems were submitted in the year 
with th .. high'" r .. w~rrl _ 

POETRY PAIZE 
2011 

POETRY PRIZE 

A higher reward, or price, encourages more poets to supply poems. This graph 
shows the relationship between price and supply: 

£250 

£200 

£150 

£100 

£50 

When the 
prize ;' £50, 
100 poems 

aIe suppliod. 

Whe~ the prize ;. 
£250. 300 poIlms 

aIe suppliod. 

'" This is a supply curve. 

50 100 150 200 250 300 Supply 

Law 01 supply 
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How prices respond to people 
r!ic~s inOuem:e how much peuple Willll Lo lIuy <IllU produce. Bul it 
also works the other way around - how much people buy and produce 
makes prices change too. 

If there's more supply than there is demand. it sends a signal to a seller to 
lower prices. 

Nobody" buyl.g MY 
""P" . I.boold 10...,. lb. 
prt<.lo I.mpt poopl. over. • 

If there's less supply than there is demand. it sends a signal to a seller to 
increase prices. 

I ... nt. oull Sorry. oome 
bock tomorrowl 

-
hopl .... 

pr<por<dtopoy 
mon log<' 
'lUllgo. 1 

ahouId mau .. I lb. pr!<e. 

I'~~l,.;,:an I po1 ' l!I'le::m:.:':.~~~===~~: ___ :" _______ ~J "' .. rH ODe /or 1<>: 0..-7 

30 

Over time, the price changes until it reaches a point where there's as much 
demand as there is supply. This is known as the equilibrium price. 

-
JOrlf((1 

, 
_ry<I1I ..... ho 

..... Ied .1IlOJIg<> 
go! •• e, .nd I go! 

• good prI«. 

The price is just right - it's high enough for the seller, and low enough for 
customers. It also means thre's no wasted mangoes. 



In this kind of market. no one person is responsible for making the price choUlge. 
It's the result of all the decisions molde by buyers and sellers ~lring to make a 
living and get the best deal. Here's how economists have tried to make sense of 
this process. 

In the 18th
century, Scottish 
economist Adam 
Smith, described 
this PloceSS as the 
invisible hand of 
the market. 

About a century latel. 
British economist 
Alfred Marshall 
developed Smith's idea 
of the invisible hand. 

M.lIsh. n came up with the id,a 01 showing the way supply and demand work 
toqt'thf'I on . graph. 

___ ~~__ Equilibrium 
pIice 

100 mang"" Quantity 

Then' • • pol.lwb.,.. th. d . ... nd 
.. no ... d . 1ht ,opply .......... hl.h 

I, .alled lb. tqo1librtom pm.. " ,his pri<o, dt"""d "'IiU/, .up~ly 
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Changing markets 
Supply and demand don't jU5t change because of prices. Take bicycles 
- there are all sorts of reasons why the demand and supply of bikes 
might change . 

-Trends 7' 
",""pIe are trying to lin 
more hNlthily, so d~miHId 4'~ 
for cycling is going up. ... '."' 

Costs of making 
II the pUC<' 01 electricity 
9"'" up. it will eo,t more to 
mob the bike, '0 supply is 
likely to go down. 

Other prices 
l! bus tickets get more 
expensive, more people 
might ,witch to cycling. 
So demiHId goes up. 

Weather 
!I it'. cold. the 
d~miHId (OJ cycling 
is likely to go down. 

Number of 
suppliers 

II. new bike shop 
open •. the supply of 
bike, will go up. -

I US TlCKET r---'I 'x RIDE 
- /y 

OPeN ..... U Oo 

It's hard to tell,looking atal! these 
changes. if the overall demand and 
supply of bikes has gone up or down. 
This makes it tricky for businesses to 
manage supply and demand. 

How much change? 

..... -_._ ......... 

Some things respond more to changes than others. Imagine what would happen 
to the demMld for bre.d and bikes if their prices doubled. 

The dem!lJ\d for br""d would The dem!lJ\d for bike, would 

drop but not by much. Ir'"1 drop by" lot . . People don't 
big part of people'. diets. so need to buy bike, eve'Y day, 
they will continue to buy .0 they're likely to put off 
it. Dem!lJ\d is SIIid to the purchase. The dellllmd is 

be inelastic. said to be elastic. 

Businesses often work ou: how sensitive their customers are to changes in 
prices before making a decision about changing them. 



Market modal 
A model is an eJ;planation fur how something worb . The laws of 
supply and demand aIe :nodels: they provide II. simple eXplanation 

R .. / 
for the complicated prO(t!" of how prices are set. life is usually 
not as smooth as models suggest - for example. it can take time for 
buyers and sellers to respond to each other's signals. But the laws are 
still ~ful. because they help to Uplain aU sorts of situations ... 

Why "11.", 'ram, 
.. Iold. ",bool. at 

cerU.U 11m .. ? 

Beca~ .. tb. duwni lor 
ulng • road .. bigb" ... 11 ... 
parrn ... re dropping 011 aDd 
«>ll«Itog \hoi, kt'" lhu.he 
,.ppiI ol.pu< 011 th .. road. 

Why Is. SMALL 'fbne'. , bigber dawni 
apvtm ... I. th, <111 lor h""ung I. dU. " bota 
IDO .. HJ><1I.lft III.. Iow<r ,.ppiI. 110 tho prtu 

~ • BIG b ..... In .b. 01 "pac, II blgher 1. Ih. oily 

.J ~v." ..... __ ~_"" __ '_"_ ... ", .... 'm_." ...... "."_.",,_ ••• _ .. ~ 
. L' <: -

The lDadel rven hrlp& to sd.ve problem$. ---.... 
H .... do 1«' h<lp young 

people n.djobll 

How "',.... gtt 
people k ... 1 • ...,. 

pwlil:bopl 

Th. g .......... 1 eonld I')' 
10 I."' .... lb. d<Ifluti lor ,..."I! ... rUn. by glvl.g 
_".,.10 """p •• le. who 
1n ... I", lromlng lb ... , 

011. way II 10 ,hug. 
""n .... e .. lor bog •. lI1aJIl 
<ouoi ri .. b .... riod Ibll 
and ...... bug< drop In 

d",,.,Jd ... ", .. 11. 
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Fixing markets 
In "'ny market, businesses sell things to people who can dfford them. 
This might sound reasonable, but it's not always fair, safe or even 
practical to put into pract ice. When this happens. it's known as 
market failure. The government often steps in at this point. 

FAILURE 
WMn therlP's . shortage of mmetllinll. 1M 

price goes up and up. This 1.1 • disuhf "" 
atlymtII wilD can't afford it - especially If 

Ifs ..,1Mthl1l9 essential "". as "am. 

In • draught. tM 
!lDftttlJDen1 llligirt 
deo;Ilieto gWt 
tnryo~ • certain 
Blount 01 waW for 
tr .. enry day. 

FAILURE 
Wh.n a businMS is thlP mtin or only 

supplior of. THOUfr1', it !iV1's it. huge 
amount of po ..... OV1" consumers. 

WlO lor a pal. 
of Ihoes; nl. ', 

ndk.10lU1 

FAILURE 
$;hoob and ftNfiohten .. 
t-partant ~ but IoU of 
~ wouIdnl .,. .tQ teo dfon1 
u...1t Uwr hid to ,., "' ..... 

~u o1b:n pnwkIe 

u... thin9lltn "feI,_. 
wMtlMI u.., ~ pi)" m --.... 

.. --
Governments ... , rule, to 
prot.ct customlPU ol .... ry 

big comparu.., and also 
to stop busin ...... hom 
gfl:t ing too pow.rful. 
~ more on pag. 60. 



FAILURE 
J:\' "a~ .......... ... " , .. -~~~ 
.. •• ... v

i 

--

'" CIId .... ..., .. 
Pi" ...... 

governments 
t.nd to provide them 
to. everybody. 

FAILURE 

One solution Is • pollution 

tn, to encour.gt tlte 
factory to find a wilY to 
.edUCt Its pollutior. 

Buylq . ntlOrlOd . .... 
lbt .Ir .... '.1 oul 01 ,ho 
chi ... .,. _Id 1>0 <he>por 

_ U.·· ",,)'I>II'lIo .... 

nn4 out IlIOn about tlIb ldad 01 
_hi h.lIUff on pages 64-,5. 

FAILURE 

Sellers often 
know more ~bout 
• p,oduct IMn 
consumers. 10 it's 
K!Y for consume .. 
to 9ft caught out. 

FAILURE 

Govemments tIIn 
set rules to make 
busmtsses shalf 

infomation 
about • p.odlKt. 

U peoplt Wlnt ~ enough. 

tlwrt will be • businns 'IriIIiNJ 
t o IUpply It. 110 ...nu ...... 
dlftgel0UI that tbIrtg Is 10 the 

bupn Of otbll! ptOlU. 

The gowrDI ... t IIdtht 
Iftb:Ict .mo can buy 
dIftgeIous UIlJI9S rudI .......... 
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Chapter 3: 
Making choices 

Some economists like to use simplified models to 
make it easier to understand the messy reasons 
behind human choices. These models usually 
assume that ?eople behave selfishly to get the 
most utility they can. The market models in the 
previous chapter work this way. 

Since the 19705, however, ot her economists have 
t ried to explain the mess, in order to understand 
how people actually make choices. They believe 
t hat people are often illogical, badly informed and 
full of superstitions and biases. This field is known 
as behavioural economics. 

37 



38 

Model behavIour 
MdllY u:;i!ful '"t:onomic lheotio:s die uil~ed 011 Lhe ided LitdL people 
consider each choice carefully and always seek out the most utility. 
To illustrate this, economists use a model called Homo economicus , 
which means ~economic man" in Latin, the language of ancient Rome. 

&.~I$ .. ~ 
-.chbol. WIll" It ..u.s • ckcbioll, 
It ~hdty ad4f liP tboI cwU and 

buW:fIU of IIIIU op(imIs. 

I ~I"'~!I' 
m~krthr but 

dni.ian 
far mil 

What would happen if Homo economicus found a wallet in the street? 

[]pliaM' 
1. " up 1II~1I..t 

DIU" '" 

1 = q~in 
sto l~ n mon.y, 
risk of IH ling 

guilty 

2 = eni • • ! 
option, 
no ris k 

1 = t~k.s tim. 
but luis l ike 

tho right thing 
to do. 

I think I' ll 
juslluvr it 

Economists know that such precise analysis is not how most people make every 
decision. But they believe that it can accurately predict how a large number of 
people, on average, will make choices. 

A few economists even argue that illl our decisions, however small, are based on 
a selfish calculation - how much each of us personally stands to gain. 

• 

r ,hlak II j, .. l1Iob -
,.... ... <b ... ",S .b. 
acl101l \ha ... ob. 

1"u I .. ) g<ood .. 

Or "'Jbe, 
1"ub ... 

1eo)"'1 """1 



utlra· .. mlh? 
khavioUll,1 economists think using Homo «:rJllomkus to u.p\Jjn evay choke ill 
UDrulistic. They use tests 10 ,how how people mn't actu.tlly thinking selfWJly 
all the tilDl!. One foUDOUS test ill known u the ffitilu.tum Game: 

Hi Frank .nd l(ooey l 
W.loomelOlh< 

ULnMJ.1UJlOAIIEI 

Nonq.1"" .... Ih. 
'''pondo,. Y01Ieboo .. lI 
you o«ep< rnoh on". 

So.1 "m.mho,. 11 you 
",to .. " hal h. proposo •• 
... 110" 01 you g<I .. y 

..... y .... !.Zlp l 
aqoUcbl N.da l 

Fr."k.1"" ." Ill. propowr. H."·. 
$100. You e .. give .... o<lo, .. m.le 

"1"" like to NOlley. lIII.b b" .. orr,,1 

~ F ' 

Frank is acting lib a true Homo «:rJlIomkus, U he would get to k~p the 
llIUimum iUltount of S99 with hill St ofta-. U Nancy Wl!fI! just Q money ob$nstd, 
$he would ~pt his offer :00. Aftt'I" all. having SI is better than having SO. 

HOWI!VI!r. tffi after test has ahown th.t while playing the Oltilu.tum &i.ml!. 
JIlOpDSen lI$1uUy offer hr :noll! than St. md rl!$JlOnder. often fl!jKt offer. u 
high;u S40. For mu.y people it is IDOle i!aportant to benne faidy, .nd to be 
uuted f.my. than to pin my money .t all. 

The m timatum Game 
has even been played 
with chimpan",e,. 
The chimps displayed 
a simil!lJ desire fOT 
fairness as humans did. 





Innuenclnll thole .. 
Govtmmenu .rut busineuu use incentivn .U th~ t:ilIIe to by to influence 
people'. d\(llo:e,. He~ U" $Ome CUJDplea. 

Coif .... hop loyalty 
cards reward 
returning custom.,., - Celebrity endorsements 

are an inC<'ntive to buy d 
product (OJ people who 

admire that celebrity. 

Governments that UR incfttiva; to t haRgt! ~bavioW" have to be very tareful. 
When ~nti"" 'f1! poorly dfligned. they may not dwtwe bebavioW" in th .. way 
they ftre intended. 

Blood donation is a ve'Y impmtant pOI! 
01 modem medicine. but it is often hard 
to get enough donors to step forward. 

You might think thatpdying 
people to give blood would 
enrourage more donations .. 

. .. but ""velal ,tudie. MV. shown that 
when blood donms ore paid. blood 
donation actually goe, down. 

+ -._c-tSSOl 

Db ItO, I 
-wda '\do 
"'O,mh"'7 

For most people. the incentive 1m 
donating blood is the ",Iisf"rnon 01 • 
kind. eMIit"ble act. This feeling was 
undermined when payment became the 
main incentive fOJ donation. 



.. 

So how do we make choices? 
Imllgine that you want an ice cream. You might think carefully 
through a whole range of decisions. 

Hov.r far to travel? 
10 l1inutes forOK ice cream? 

Half an hour for good? 
HI hour for the best? 

w~, 

Toomu<hl 

~ ~ - .. .i,t ")'~ 

• 
No .. imagine that you ... n: through 
the same process for every choice you 
made. You'd never get anything done! 

Thu u .. hy, usuaUy, people don't 
reason out their choices. r~ey rely 
instead on simple rules of thumb to 
make their choice quickly, without 
thinking about it too much at aiL 

KGI chocolale uuce' 
SprIJlklP' 

Chotolrol. thlps' 

-",:::.:,,'" 

I'll h . .. . .... Ulato 
• ron • . r Ilwaj'l 
h. T< ..... Ulal • • 
""' •• mel !llk. II . 



It's more efficient to make choices fast - but there is a cost. Behavioural 
economists have identified many biases that creep into quick thinking. Biases 
affect the choices that people make. but they aren't necessarily bad. 

Availability bias 
People t end to choose the 
e.ciest thing - or the first 
thing they C!lIl think 01. 

, . ' 

Similarity bias 
People t end to go fOT a choic. 
that fits with what they've 
experienced OT seen before . 

Herding 
People feel more comfortoble 
miling the same decision .... 
other people. 

Bias In action 

Thl> p!>«l, .. 
populu l r .. going 

Io .. th<n. 

Herding can cause price bulbies. when 
everyone tries to buy the same thing at 
the same time. This causes the price to 
rise dramatically. 

It can also lead to price crashes. when 
everyone tries to sell the same thing at 
the same time. Find out what can happen 
after a crash on page 84. 

ru lliro 11'11 pyl 

Th.t·, .b. ",. t 
,....<.~dol 

" ..... IIoIh . ..... 
.... 001 ... be ... 1 IN 

'I'"'at_ 

Valuation 

"00 
' 00 
"" P O 
,~ 

'00 
"" P O 

PriC<' ---* 
bubbl~ 

,ro 
P O 

'" ':::==:-::=""'~ JAN FEB MAR J.PR MAY Jm; 
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Human judgement 
Som~ bid~es die pll~senL even wlum people believe lhey'le I:dldully 
considering every option before making a choice . For example. 

I, ~l $& 1 .. """" .... ,. 
lid • • .,. 't '0 r ll boy It. 

" 

Once people own something. they 
tend to overvalue it. 

People overestimate the likelihood 
of unlikely events. 

People 
ability of expert, to make prffiictions 

about the future. 

I'll Bin y»u $100 I., your mug. 

ct 

You are TOughly 150 
time, more likely to be 

hit by lightning thilJl to 
win a lottery jackpot. 

lI.wayl l lonll l 

( J ) 

MARKET \. 
CRASH!!! , 

In mo't ca,e" simple m.thematic.l 
models perform better Ullm hum!lIls 
at milking predictions. 



People's choices are also hugely affeded by how information about their choices 
is presented to them. This is known as framing bias. Sellers use this all the time 
In flet ~n_<t nm~T< In .<penrl more mnn .. y. 

'''' Para". -$3.99 $4.99 

M~ 

popu\a.t 

But when a third, higher·priced 
"decoy" option was added to the 
menu, 90"10 of people now chose 
to buy the middle·priced popcorn, 
even though it had been tte most 
expensive before. 

When offered the choice between 
two popcorn brands, two thirds of 
customers preferred the cheaper 
option. while one third chose the 
more expensive. 

" .. Pain ', 
, 

- all 
$1.99 ~.99 $5.SO 

MM' 
popullr 

By offering an expensive product as a distraction. businesses t rick people into 
buying something only a li:tle cheaper - and make you feel you are getting a 
better deal as well. 

Nudging 
There are (arguably) nicer ways that our biases can be used against us. By 
framing people's choices, you can also get them to make decisions that are better 
for them. This is known as choice architecture, or nudging. 

In an experiment to help 
students eat healthier, 
~~u"u",i>ls fUllIllI Lhdl ll,.,y 
didn't need to ban junk food in 
a school. Instead, they realized 
that placing good, fresh food at 
eye level helped the students 
choose salads rather than their 
usual serving of fried food . 

.. 
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Risk 
When you make a choice, there's a chance it won't turn out as you'd 
hoped. This is called a risk. For example, this person is weighing up 
the risks of a new haircut. 

'plJ;!e cut to my dr.a,. 
look. kl lt 'lIud! • big 

chODge. 1'111 acared 
rll"'gr<t!l . 

When people make choices they compare the risk to the potential reward. 

My haircut 'ij' 
My.isk 
of '''fi,et 

hug e 

iV' blonde 

~ 
medium 

~ little trim 

e 
small 

I'll bo b,. .... I'm going 
\0 go lor lb. plxl.1 

My I.ward dream look big change .. , 
For this person, although the pixie cut was a big 
risk. the potential reward was too great to ignore. 

Loob, . "" ..... , 
rlghll 

Tot.aIly l 

.uu.r.lHal 
I ,,!oil I «I<lld 

b ... llloo l 

-........... 
•• 

The amount of risk you will tolerate is 
your individual choice. Some people 
and companies are llik·\oving. while 
others avoid risks. But the prospect 
of a really big reward can sometimes 
tempt the most cautious to chase 
their dream . 



How do you raally faal about risk? 
Althn1l!lh people ~lw~y. weigh np rid,,< ~nrl , .. w~,rl<, th .. y rlnn'f alw~y. rlo it in ~ 
consistent way. For example, people change their attitude to gambling depending 
on whether they are gaining or losing money. 

Try this experiment: 

81 .. 

BOX A 
WIN $900 

FOR SURel 

~..l 
BOXe 

LOSE $900 
FOR SURE 

BOXB 
A 90'10 CHANCe 
TO WIN $1,000! 

BOX D 

A 90% CHANCE 
TO LOse $1,0001 

(10% CHANce TO 
LOse NOTHING] 

hopl ... .ny, 
-tjrbale 

1oo1Dg mo • .,.. 
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Making group decisions 
A group of people makiEg choices that make sense for themselves can 
cause trouble when they all share a resource with each other. 
Take this example of a sheep. farming village: 

The villagers each graze their own he,d 

01 sheep on rommuMllllnd. 

nil 

No one think' about the f.ct 1M! 
grazing mOle 01 their own .h""p will 
take away the gros, from " v'IYone el'.'s 
.he.p. The gl4SS .tarts to run out. 

The . heep grow fdt IlJ\d the villllgers grow 
rich. They all buy mOle . he.p. 

Soon th.r. is no mOle grass, and no 
more she.p. IveIYone loses out and th. 
vill.ge" berome poOL 

Bad outcomes like this do happen in the real world. When a group of people, 
towns or even entire countries shale a resource, they often overexploit it. 
Economists call it the tragedy of the commons. Here are some examples. 

In the 20th century, 
North Atlantic coo 

suppli., WeTe .lmost 
wiped out by overn,hing. 

Road. fill up when too m.ny 
I"'opl~ drive to wOTk so no 

one goes .nywhe,e . 

CountJie, m.ke so much 
c .. bon dio%ide, they .. 
dangeTou,ly ch.nging 

th. Earth', . tmosph .... 



American economist Elinor Ostrom researched ways to 
prevent these kinds of situations. In 2009, she became 
the first woman to be awaded the Nobel Prize for 
Economics. Her solution w~s to get people talking. 

Government law; that 10= peo?le not 
to overe.ploit ,eSOIlIN" don't al .. ay, 
lfO,X. Enforcing the,e I .... i, diltirult, 
and many people ignore them. 

She found that in piaN'S whe .. 
neighbours aU lived dose to the 
"SOIlIe., and talked to e.rh ott ..... 

Osborn .. ent around the lfO,ld and 
studied communities .. her" people 
h.ld to share common .. 'OIlIN'S. 

. , .they didn't ov .. eIploit it. The mOle 
peoplel4lked to their n.ighbollIs, the 
bett .. they un their communities , 

Strong communities help their members make better choices. If people know and 
trust each other, and knowhow they ale expected to behave, then they are less 
likely to behave selfishly. 

.,_ ... -
... IM .. _ 

plDdlW ..... ' 

"'::t=:._. -
... ~ ........ 

' I III 

1d ..... _ .. 1e ..t....., .. _ ... _......... -~ ... -
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Chapter 4: 
Production. profit 
and competition 

Most people buy what they want and need from 
other people or businesses. Businesses compete 
with each other to attract the most customers. 
A successful business makes more money than it 
spends. This is known as making a profit. 

Business owners have to make aU sorts of choices 
if they hope to compete successfully and make 
decent profits .. 
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What do businesses do? 
Businesses come In aU shapes and sizes, but they aU have this in 
common: they produce goods and services that people need or want, 
and they exchange what they produce for money. 

III buslnellu Ipend money ... 
The money a bu$ine$$ spends on 
PfOducing and setling their product 
is known as a cost. 

I han \0 11<11 ... 001 . 
... mng, rot'OD 

and glan \0 maIo 
my teddy b .. n. 

MEGABEAR 
tNCORPORlt.TED 

~. cost has bNn paid fo •• it is 

known a$ a sunk = t. 

Some costs are known as fixed eo,ts. 
because they ,emain the SdJIl' ,egOldle ... 
no malle, how much of a pmduct a 
business pnxlu",",. 

Rent 

MaMge", T 
Advertising 

Some cost, are variable depending 
on how much of a pmduct the 
business pmdu",",. If they pmdu"," 
more. these eo,ts will go up. 

~:-------..,~ 
iii Raw materi.l. Glass 

eyes 

. .. and try to make 
money lao. 

Th. mon.y a businflS 'KI'iwu when it 

wlis it. JlIoduct is its IrH'nue. 

W. told 100 eholn lor 
t.'iOO - to..,. ...... u. 

InS cr.Q,OOO. 



All businesses want to make a prom 
Profit is the money left over hom a business' revenue, after all costs are paid. It's 
the incentive for all the risk and hard work involved in running a business. 

revenues - costs = profit 

IIU AlIUR ooId 
tiO,OCIO.000 ... ortb of 

I<ddy b .. n.his yur . • nd 
hod £g,OCIO.000 in 0011<. 

W. mad< [00,000 of 
'""Due bu. .... bod 
1M,0CI0 in COIIo . .. 

All businesses face competition 

:J ENNY'S 
CHAIRS 

w ... ad< .1011, 

In most markets, businessei must compete fiercely with each other to attract 
customers. They want customers to choose their product rather than a rival's. 

Th. _ ",I 01 .0' 
.. ", ... 1 w .... ke 
gr. .. " .. HlJ be.D, 
.Dd pooplo lru.n . 1 

W. '''' golDgl. bu ••• 
"'''pol< harder .Dd 
lower our pn<e. 1o 
.,lntl <U ........ , 



54 

Big and small 
l:;very size of business has its advantages and disadvantages. 

smaU busJ.n ...... .. 

... are eilSi., to ru;o:--lL. ........ ~---:..:;.:..-~:~ 
because they are 
I . .. complex. - ..... 

Wh.'· ... " ..... 
!do. \h!. _k7 

... can make highly specialized 
products to escdpe rompi'tition. 

W. <a. mark .. . 
tiD' 01 ch.ln ... do 

ootofncycl<d 
~, 

A drawback of ,mall busin ..... is they 

often have to pay oth.r businesses to 
do ,orne things fOJ them. 

, 

.. . adapt quickly to 
<hanging m!lJtets. 

!.el'. lry u lng 
ruyclod mal<n.l. 

'J£HNY"S 
CHAI RS 

W. drt .. lor 
MEII,u"'1t1 

Big businesses .. . 
... Cdn produce and control everything they n ... d 
themselves. from design to .dwrti,ing !lJ\d 
distribution - which edn ,ave . lot on co,\s. 



This is because the more of something you produce, the cheaper it gets. It's one 
reason why big businesses can generate big profits. It happens because .. 

.. . more speciaUJed 
workers and pr~ 
• ~ more efftcient. 

... flnd wsts such 

as wn and r. nt 
... rprNd out 
...... mort ... ln. 

Is bigger always better? 

... r .... malerials 
are choper In big 
""lIIti\1e$ . 

These •• all blown u 
K<l1IIIIII1n 01 scal • . 

1I1 .... y .. 

j 

After a certain point, expansion stops being worth it - costs begin to rise again 
and revenues fall. This is known as a diseconomy of scale . .some common 
problems for bigger compmies are .. . 

... w ... bllin big 
f;OlIIpaNH can f..eI _ ....... 
won: Ins t..d. 

MEGABEAR , INC 
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Knowing when to stop 
To make the biggest profit , you might think that every business 
would choose to produce as much of their product as possible. 
But as usual, it's not that simple. 

w • ..unn 
-r<lod pI,....ood 
dw .. thlJ .... k l 

W . ..... ad. 
[1,000 profit . 

C\lStolll·ro..de 
th.u: 
000 

lmafIoe b ....... ch 
proIll ... OOQ]d ... ke U 
... ooIi .111 ....... 11 

Tbt ....... l bo lhede .... d 
lor 100 "lOIn , t our old 
prt< •. We'd have 10 I .... , 

lhe prj ..... on toll ... , clI.ln 
• lot If ""' ...... to _,,=, 
100 ..... buyeB. I1 mlgh. 

1>01 bo ""r\h I\. 

rr..L ho .. COlIld ... 
_lbly ... ke:and 
.. U 1,000 <hun • 

....kl W. ·dh ... lo 
hln mOT< earpenton, 

b<t, . wanbou .. , 
ond gro .... oxl .. 

palr or orm. 1 

~ t'!'" " 

It 

Oil, Oil, I go< II. How 
aboal jf ..... b &lid 
.. U/UII.r....nlra 

ehainllla\ bow ...... , 
..... lltooJd ......... l 

V •• ',. rIP' 
Whydo."", 
IIyloIOk. 

100 .IIn 
"Wrlth •• ? 

Many businesses fail became they don't know when to stop getting bigger. To 
decide how much to produce. well-run businesses look at the cost and potential 
profit of producing just ont more thing. Studying the next tiny step down the 
road like this is known as marginal analysis. 



1. Do I make 
another choir! 

• • 

Thl. g .... •• 
amulng l l'm going 
\0 .I>y up .. 1 uigh. 

Ion.w. II . 

2. Cal..,,\ate th~ 

cost 01 making 
that ext'd chair . 

]. WOJk out the 
piC<' you ran sell 
it 1m and how 
tlIat chong •• all 
your ollie, chair" 
pi"" •. 

Do., ... have 
• m .. h, Ie,1 

loa om>W7y .. 'll 
bo .wuned 11 
1"U do Ib,', 

4. Will I 'till 
t--i~ I make some 

profit ? 

• 

----•• 2 7 
p 'lee 

~~~~~-;- ...... -tIl~ burger? 

00 ... b .... ""th .. 
- I'll s1ve It 10 JOG Utility teRlb to III down 

I., b.lf pn.., the alOR you c:onswae 
something. Eftntullt,. 
hmnt more stopt being 
worth it. tftIl if the price ",,--

57 



Competition 
Competition makes products cheaper for consumers and gives them 
more choice. It also makes the economy more efficient. 
Here's how a compet itive market works: 

II a busin~ .. is doing 
welL it will tempi other 
busine, ... , to have a go 
at producing the same 
product or ... lViee. 

C'mon l. 
fri • • d.1 

I COl! do 
.. ... thing 

hero, . 

Competing businesses often lower 
their prices to attract buyers. Now 
the original. businns has to lower 
their priC1!S, because they win sell 
nothing if they overcharge. nus is 
caUed price competition. 

1bt pMI for fdwt is 
..... A busIMN thd Is_ 
a.ptUdft WIll IIOC lilt lotIO. 

Youml • ..d 
• • pol, loe. 



So how do you defend yourself hom competitors? Escaping hom price 
competition is what drives :inns to t ry new ideas and sell better products: 

Technology 
By inventing a new t<'Chnology. or 
product. businesses con INV' the 
competition behind. for ennple. 
sinC<' the invention of the motor 
ear. over 100 ye.n ago. hor .. -
powered transport has declin,d. 

Dud.., 
By mating a t..tter product. 
a businns can <ii.ltinCJUish 
ilHU from ill rivals. If a 
businns has a reputation 
for IUgh quality. It can 
char~ higher pricH. 

Productivity 

80 long old be.", 

Mo •• p.oductlwo businnHS make thin,!" more quirtly and dlN.ply titan theiJ mals. 
Henry Fo.d did just that In nn. wh.n be Inwonttd tlte ..... mbly line .. 

II', . .... y 01 maklng . hI.,. 
... b.", ...,.ko" all'pod. U .. 

I • • parl!<lIw task. 

IdnttIIIat 
..... 1ft _libt, to .,." 
_hhIg t....,... -..t.., ~ 
,,,_, II tIiIIt NCb OIl to 
'IIIR_~Oid",UGMi" .a:.t, 
to do Mtta - _ tboGgIllt COItI 

...,. to lIIII"'tbt. 

Competition encourages the development of new, exciting ideas and bettel-run 
businesses. but it can also lead to businesses shutting down. This process is 
known as creative destruction, and many governments help people who lose 
their jobs because of it. 
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Monopolies 
Imagine you owned all the chocolate in the world. You could decide 
exactly how much to sell, and set the price too. When a business has 
complete control over a market like this, it's known as a monopoly. 

On. boo ell_I ... 
pie ... , with 

'O'hlppod " .... , 

'fIaI'lib< • million 
dollan - .... d ... 

doJI1b ... cru,.. 

'fhal', 
rtdkalOllSI 

uyo .... nl, hoi 
eho<ow., !.bol'. 

!he prJ«, 

In a monopoly there is no competition, which usually means fewer, less varied 
products and much higher prices. It is another example of a market failure. 

SoM~ .. """" ., 
.......... M 
w... FOI~. ._
only~/Jf 

tuI drtftQ wttlIfo ............... ---to operlt~. 

" ..... you BOO 
op<rlllill 

.' , " _. 
ludr I WlIbD c:JfIIU .!)JIG'#' U. 

'" ~ up.n tlwl:f ~ 

A-CORP 
HQ 

Th.y're 011 
mll Un.' 

But not all monopolies are bad. In some cases, they even make sense. 

Imagine if eight 
water companies 
all wdllted to 
lay pipe' to 
supply wate, to 
your house. 

1 010.'1 ...... 1. 

-~ : .. ,;}" ir-"-l 
!, ~~ rl 

! 

Sometimes competition is 
inefficient or impossible . 
When this happens, 

irs called 4 natmal 

monopoly. Irs then up to 
the government to protect 
eonsumers to make sme 
they get 4 good deal. 



A business that is 
very successful can 
neate a monopoly. 
It can escape the 
challenge of its 
competitors by 
building barriers to 
defend itseU. 

These barriers are fine as lcng 
as they are f<lir. If a business 
is well run, or develops a good 
idea that other businesses 
can't copy, they deserve to 
continue to succeed 
- don't they? 

Regulating monopolies 

I 

""""_ .. SCALE 

.... 
Em""" 

In some eases. businesses se,k to credte unfiJir barrie .. to their competitors. 

Ifs then up to goV<'rnment, to regulate the mdIket and ensure competitors 

have a ehanee to compete. ~egulatioru; known as competition law, make 
unfair barrie .. megdl. 

In 1982. US telephone business 
AT&T. which owned dU the 
telephone line, in the USA. was 

deemed to be an unfair monopoly 
by the government . It was 
forced to spUt into ,even 'lMller 
companie,. known os the &.by 
Bells. who h.d to compete .. ith 
each other. 

us We:st 

Pacitic 
Tele'is 

Southwe:stern Bell 
Corporation 

Amentech 

) 

llell South ~" Atlantic 
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Oligopolies 
Often markeh are cont roUed not just by one, but II few large businesses. 
This is known as an olig~poly . Here's a (pretend) example: 

Clreckmates and Knights Move 
ale the two biggest chess-set 
manufacturers in a country. They 
don't have many competitors, 
sc they mostly worry about 
competition from each other. 

One business might want to undercut the other one. 

• 

KNIGHT'S 
MOVE 

But they know that the other business is likely to retaliate: --.... Ohn01""~n11 
BRRIlRRI 

So what's the best thing far these businesses to do? 

_.!hoop ... will 
boIb 10 .. mo • .,-I 



The branch of economics that models the way rivals interact is known as game 
theory (for more, see page 107). One of the methods game theory uses is 
mapping out the cOn&eqUellCU of different decicions on a grid. like thil: one: 

KNIGHT'S MOVE 
keep' price. the ""me 

I 
_ much less profit 

] 1 11111 
_ a lot more profit 

The model predicts that each business will 
make more profit if it lowe:. its prices. 
So both firms will end up lowering their 
prices and making less profit - unless they 
can somehow agIH to keep prices high .. 

lowe" price. 

11111 
_ ~ lot more profit 

I I 
_ much less profit 

LeI', ogne I>Ollo lown ... rprion. 
II', bad Iorou. <u.l omen ... 
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How businesses affect the world 
Markets are meant to help businesses and consumers agree on a fair 
price, but sometimes they fail to take everything into account. This 
kind of market failure is called an externality. Here are two examples. 

B .. story 
A bHk"'~1 p.oduc.s 
hon"Y to ... 11. As .... 1 as 
making hon"Y. h~, ~ 
t.rtilize the farms an 
around he. hiftS. This is 

a positive utKnality. 

e. .. -. ........ ,.. .... 
_ ...... "tie., 
ct..IaiI .... . ... ..... ,,---

local farmers glOW extJd 
crops. so they milk. more 
profit. But the beekeepe, 

finds 'he can't get d gooo 
price 101 he. honey ... and 
in time hel business lailJ;. 

afferting eveJYOne. 

The problem i" the 
market price i. only about 
the honey in Nch jaI. 
It d"".n'! ."fleet the 
fdct that the b ..... ,. 
doing useful wmk IOJ the 
local farmers. 

• 

--. 
.., ....... l1li ""'-..... '" *""" "'* ,.. ............... 
... "t, 

Who ohould pay lb. IW><rm •• 
I<rr III. lou oflbrir bull . ... ? 

Should,'\ ... IOn oul the 
poI1uUo. probl .... 10071 



Changing Incentlves 
When externalities Ciluse market fililure, it's often up to il government 
to try t o fix things. Spending money is one solution, but the real goal 
is to change the way businesses - and people - behave. 

II.IID ... ouki.,. prom 
011 110. II..,-

, ,10001.1_ 1, ... 
oIJori.lobop_, --... 

In .. r - - 2_ .., .... ' .JllllJC • ...,_ &rrp ... 
L t ....... 1l1li ........ ....... _~.i' \: m 

..................... DIL' 
........... .-- II .. 

... ----"-
Governments use incentive. to influence the way consumers behave, too. 
Often they ale trying to fu: many externalities at once: 

1,7ha b SA .,$ I. I ............ _IIID 
__ IF ' ..... :. ' .... 

a . ........ IIIt .... 
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Chapter 5: 

Economic systems 

-T 

An economic system is a set of rules about how 
resources get shared out and exchanged. 

In some communit ies, traditions and family ties 
determine how a harvest is shared out, or how 
things are m!de. But in most places, markets and 
governments have largely taken on these roles. 

Governments also collect money from people 
and businesses, known as t axes. Then they decide 
how to spend that money so if s shared out across 
society. Dediing how many taxes to collect, 
and how to spend the money, is a key part of an 
economic system. 
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How to share? 
In your life, you probably come IIcr055 different ways of deciding what 
to do with resources and how to share them out. They are examples of 
economic systems - even though people don't usually call them that. 

One peJ50n might decide. ---LoI', It ... po" . .. d 
brO«dl lor dln .... . 

But. 

No bu", 
:b.I 'I1 ..... 1 

.... 'nbr:lng. 

Lel', ..... OD b ....... ,pond our 
I"".lhl • • n el1loo •. h IM your 

h.od l1y<>u ..... 1 \0 do m. 

PItI, bonng. 

O. at time •. it might 1 ... 1 as if ther. ', no system in p\""" at all. 

H.y II', "'1'=1 --.... NolOllJ1llonl 

~, 



Sharing goals 
Ju.t a, a t home or school, . ach country face, the challenge of how to share 
out resources. Here are some different goals a government might aim for when 
sharing things out . 

Freedom 
EveIYon.', different. 
People should be fI ... 
to decide what they 

want !lJ\d need. 

j \ 
Slabllity 

In t ime. of crisis, such 
.. a natural disaster, 

the government might 
moke decision. about 

what to make and how 
to , hOle it out. 

Oor P'OIIU ... \ ', &I""", 
I<rr .... ...:Iilyl .l poor 

ponozt h .. jolt .... llCh 
rIP' ",.!alJ ....... h • • 

• ri<h penoo. 

I \ 

it'l r..u, -,ortanl "I 
If\bUIl. MtunIlaso_ 

I114t111 ... r. 
_1. . ' " ttl04.,-

...... -

t.t. .. __ -"'-"""""' .... _ .... 
wID .... wa. ... -_ ........ 

Equality 
People should haft 
ac~ to the ume 

thing. and apportuniu.. 
- no matte!: how mild 
tlwy nM M monay 

Uu>y h4 .... 

Moting thin9s that 
will mate tbt «IUntly 

rldter helps to imp'''''' 
..... ryon.·s \ih:. 

There's lots of debate about the best way of sharing out resoUlces and 
fUnning the economy. The next few pages will explore some examples of 
systems people have tried. 

69 



70 

Markets In charge 
One way for a governme:lt to run an economy isnot to get involved 
at all. This is known as a market economy, and it was the system in 
place in Britain for part af the 19th century. 

At the time, Britain was undergoing a big change. known as 
the Industrial Revolution. 

The industrial revolution hlOUght prosperity for some, but by the beginning of 
the 20th century. a quarter of the country was living in poverty. The government's 
policy was described as lilissez-faire - which meant leaving capitalists alone to 
run their businesses as they like", The system was later named capitalism. 

11011>",,111 ... belp lhe_, 
\hey'll IIfl'" loa .. 10 look _"hno .. to .. 1 

IIISUU ... ..... TIl..,., 
SPRUIll I. 

The government's decision not to help didn't resolve problems - if anything they 
got worse. It became clear that the system needed reform. 



Government In charge 
To tJ:y to ftx capltaUSm. peoplf! around the world expedlflented. With 
giving governments lao", power. One of the platts that made the most 
drastic changes was Cuba ill the t 9605. 

A group of revolutionorie, ov.rthlew the Cuban government. They set up a system 

known os communi, m. with the goal 01 ,haring the counl lY" Ie'OUTce, equaUy 

betw ... n Cubans . f"~::';::;"~ UucaUon , 
They were ;ru;pired by ronlll 

the id ... of the Gi>mlon 
.mno!!ilit K.rI Marl. 

!'roD. eaeh OOC<IJ'dlag 
10 hiJ .btlIly. Io.ad. 
0«<II'dl"l1o bl. Dotd. 

The new government Cleated lots of economic 
plans - including one to mon_g' food production. 

This is known lIS d p\anned . c>nomy. 

)'or uoryoll<lo 
hneOD ... ,b 
Io .. ~ \he 

bno ...... d 
Ioprod_«, 

CUb,n food 
D100uction (!ollll 

1,000 t. ric< 
1.~OO t. bun. 

2,000 t. potat"" • 

The government also took 
over all the land. lactorie, and 
busine,se,_ which helped put 

the p\an into action. 

it w"" M Id to motivate peopl_ 
to work lor the ""mman good. , _ .... . . ,and even harder to plan IOf all th~ things 

millio ns 01 people might wdnt Of need. 

...... ....... ............. 
..nlf ..... ,. .... .......... " .... 

In PT~, giving full control to gowmments or IQlbb ham't worked. 
Mm countries have WK:t tmd to find a mOle balanced fYStem. 
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Mixed economies 
Nowadays, most countries around the world have some kind of mixed 
economy - where the government is responsible for some things, and 
the market for others. Here's roughly how it works. 

Government 
Th~ government makes laws that 
gUOI.nt ... people', nght to own thing" 
ide ... and desig ns. It also ",Is rule. 
about what businesses can IlIld ean'l do . 

The government also 
trie, to manage the 
<'<anomy and set 
targets about things 
such as prie ••. 
unemployment 
and poverty. 

lID ~"lId 
PDVarly b, 

2025 

• 
It help' develop 
futUJe busine""!lJ\d 
indu,trie, by hnding 
scientific Ieseoreh. 

Markets 
People have the right to own thing', 
such as .. 

~nd I t ~ mat . ri. 1s 

idedS businesse, 

... machines 

...• nd have the right to excru.nge them in 
markets. aerording to the lAws of supply 
and demand. 

The government also pnxlu"", C\'rtoin 

things that benefit all 01 society and 
are mostly paid 101 by tdles , The,e 

Cdn include in/rllStructure projects 
such as building roads, IllId public 
service., such as woste rolleetion, 
Iibrdries and education, 

What kind d. government? 
In practi~, mixed economi~ vary country by country, depending on whether the 
government that's in power is 'big" or "small", This describes how much tonnol a 
government takes over its economy, businesses and even individuals, 

BIG government often 

means MORE ... 

Small government often 

means LESS.,. 

... money ' pent on public servi"", 

",regulation 01 businesses 

.. ,laws about what people 
CdJ\ and CdJ\'t do 

..,taxes 



How a government acts also depends on its beliefs about the best way to organize 
a society. The words left -wing and right -wing are sometimes used to describe 
these belief!:. 

w.-_'_'" Common 
right-wing Ideas ,..ro ...... -

_~. n. ..... ... 
wloolo ...... ..,. _, oil. 

Most people ilIId governments support a mixture of left-wing and right ·wing 
ideas, and prefer a big govunment approach for some issues. but not others. 

Left Dul 
Governments often have to try to 
please different groups, whJ want 
or need different things, with a 
limited amount of money. Usually, 
they end up helping some group. , 
while others get left out - whether 
that's families, pensioners. students. 
people out of work or refugees like 
this family .. 

w. loft our <01IDUy "'" .... u.lng 
lht,.. .... daogenHU. Tbl. D .... 

COIIn"1 Uj"ll1 will bep uo u l •• 
bol .... e&D'1 y.1 apply lor a Job .. 

... or I!" \0 
~~. 

No country's etonomk system is perfect. Youll find some ideas for improving 
them in chapters 6 and 8. 
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Chapter 6: 
Macroeconomics 

• 

Macroeconomics is about looking at the BIG 
picture - the economy as a whole. 
Are people getting richer or poorer? 
Are more businesses opening or closing? 
Are things getting more expensive or cheaper? 
And what can governments do? 

The choices governments make about what to 
do (or not to do), are known as policies. 
When people vote on a new government, 
one big question they illIk is, HWould their 
policies be successful?H 

I 
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Big picture 
In economics, you can 
look at a problem from the 
point of view of a person or 
business. For example, 'Why 
is it hard to find a job?' 

I doo" h.n ,b. 
",h' 1kIlI,Ior 
... l'Iollhne. 

Or, you can zoom out ar.d look at what's going on in t he 
whole economy. For example, Why are LOTS of people 
finding it hard to find ajob?' 

I ... been OIl' 01 
...,.k 1<>, mon'h •. 

'fill, JOb', oa lb • 
oIber JIdo 01 
Ibt <OIIO'ry. 

How ale problems in an economy linked? What's caused them? What might fix or 
prevent them? These BIG QUESTIONS are what macroeconomics is all about, 



Big choice. 
When it comes t o iuues th~t affect the economy of a whole counlry. there's not 
much one person or business can do. Generally it's up to governments to try to 
manage the economy to make sure it's working as well as possible. What the 
government does is a bit like what this baker does .. 

The bilker has a vision 01 the 
perfect cake. 

E4eh government has an idea 01 what 
the perfect economy looks lit.. 
For "nmple, plentiful well-paid job" 
top-quality schoot. and hospitals. a dean, 
he.olthy environment .. 

Making the cake then require. 
careful measurement. So d<>e' 
mdMqing an economy. exC<'pt 
instead 01 flour. you me",we 
things like unemployment. 

However grand the vision. bak" .. 
and gov. mmen t , oro limited by 

the ingredients theyve got IlJId the 
enviIonment theYr. working in. _ .... -.. ..., .... --

The,e OJe lots of different recipes 
the bdke, can try in the quest for 

the perfect coke. 

Government ministers can try aU 
sort. of different ideas and policies 
suggested by "",,onomists. 

Sometimes things go mostly to plan. and 
<omQt imQ< thQy IQ. lly don·I .. 

•• • ;. ., . 
Of course the economy isn't a cake, and 
managing it is a big responsibility. The 
decisions people in power make have 
huge consequences on people's lives 
much more than a burned cake. 
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Measuring the economy 
Government economi5ts measure as much of the economy as they can, 
to spot patterns and problems that might need fixing. An important 
measure is the value of everything produced in a count ry over a 
period of time. This is bown as Gross Domestic Product (GDP) . 

One way to wo rk out GDP is to add up how much has been spent on everything 
that's been produced in a country in a year. For example, the GDP of the US in 
2018 was made up of... 

Individual 
'p"nding 

foUl GIlP 
• UO.S .... 

Busi_ Ilf1I mating 
mole money. so they 
mnd to .~ 1II0r •. 

w."" ~'"-lI' •• pend 
$1 mllli •• cIovcloplng • 
..... < •• <0, [, .. tm •• I, 

• 

This is the diff.len" bet ..... n 
~ .",nding that rome, into the 

.t country nom IH""pl~ abroad and 
'pending th.t 9"'" out of the 

count!)' on foreign goods. 

jobs and WllIhrs 

l 'n jlIrI go< . . ... oIy 
Job 1 •• W.. I ..... penl 
my lint pay <b .... ue DO 

..Ikrloladoot 

With more J*IPIe spendifl!l 
mid HI1Iing. the goftmlllfllt 

.....teo 1II0re money In lIDS. 
So It can .pend more .. wtil. 

If .. unlnnll, 
ac:ten"" wtng 

110 •• p.odurtion and spendInt can ClNtI! • positift ~ wheu po<>ple are 
!JMI".aUy bett •• off. II GDP \ncr ..... to. ilia •• u..n sU lIIonths. the econolllY 1.I 
said to be <pawing . 



Not the only goal 
Government. often set t hen.elve< the goal of increasing GOP, with t he hope that 
it will make people better off and improve their quality of life. But GDP only 
measures things that have a price. So focusing on it can lead to forgetting LOTS 
of other really important thngs, such as .. 

Free work Environment 
GDP d()l>sn'l toke into aerount all the 
worl: parent. 1lJ\d care .. do at home 

lOT fi ... , such as teaching kids to lead, 
01 doing housework. 

Nature does a lot of "ssential worl: fOT 
tree, too. FOT "nrnpl". forests dean the 
air we breathe, but they only become 
valuable in GDP terms if they're sold 

Inequality 
A rich country with high GDP can still 
have lots of poor people, itth" riches 

Olen'! 'hared out fairly. 

Busine .. .,. aIe moking 
li'ss money. There', less 

to do,'o few~I people 
are hired. 

We've sold '" lilll. Ih .. 
J"u, I ... '\ &lion! to 
keep employing j'OlI. 

The futUJe looks 
unc.rtain. so peopl. 
'pend I .... 

W. oboold probably 
Ave .,oney , ......... 

to.. OIU' jobo, 100. 

and chopped down. 

.. _to_ .... _ 
_1o. 1QIP _'t_ oI"' __ oC"'~ 

Th. governm.nt 
has I ... mon.y because 
people !lIe paying lower tu ••. 

We eaJl~ 

o!fon! to p.y 
•• ''''''''y'''' 
lor " l , lud •• ". 

IlI>ybo ... 
"".ld borrow 
",.,e mo.ey? 

A lall in pJOduction!lJld .peniing can cr.at. a n.gative cyd •. wh'T~ peopl. are 
g~n~Tally wo", olf . II GOP lall. 10' mOT~ than six month •. the ,""anomy is ,aid to be 
in a rec.ssion. Mo,t ,""anomies lollow. pott~Tn 01 good tim •• Io\\o .... d by bad one,. 
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Are things getting more expensive . or less? 

This is measoled by looking 
at how the pIke of a t'Okal 
shopping basket of goods 
changes Ovel • peliod of time. 

PIk ... almost always incre .... 
over time. This i. known as 
inflation. People don"t tend 
to notice il pIkes creep up 
slowly, but they do if U·.ings 
get more expensive quktly. 

How many people 
are out 01 work? 

The number 01 people 
who want ajob but don'! 
have one is known lIS 

unemployment .. 

Governments 
genelally WilJ\t to 
keep unemployment 
lu ... Iml l hel e will 

always be some 
people without jobs. 

ALL these numbeIS IlJe 
constilJ\tly chllJ\ging, so 
the official figure. only evel 
show. moment in Urne. 

o 
II plices are decrellSing. ifs known 
as deflation. It sounds gleat. 
but it often meilJ\S people stop 
spending - nobody wants to spend 
money nowon something that will 
be cheaper tomonow. 

How much are people earning? 
This is meaSUJed by monitoring weekly average 
wages, which tend to inCIease a bit evel)' Y"IlJ. 

UK average 
weekly wages 

£ pel week 

~ 

-:::;-:::-,,::::-::::! '00 
2016 20112018 2019 

......... --

Wages ale often 
compared with 
inflation . II wdges 
don't increase as 
qukkly lIS prices. 
people will end 
up pOOler. 



What can governments do? 
Governments can use certain tools, such as taxes, to try to manage 
the economy. It's up to ~ government to decide what to tax and how 
much to collect. 

In most countries today, 
individuals and businesses 
pay tax on what they 
earn - whether that's 
wages or profits. 

They may also pay tax on 
what they own, such as 
ploperty, and what they bl!Y 
(the price of most things you 
buy includes a sales tax) . 

rill. ohop make. 
1'10 p&ld fl~,OOO per,."' abou, £10,000 profit 

10 do Ihlojob. I hn.1o a ,.or. I b ..... pay 
pay £1,300 In ..... "'1~" C ,OOO .flb., I. \.n. 

Governments use tues to try to make the economy .. 

.•. greener, safer. 
healthier. 

rues can be used to 
increas. the price of 
thing. that might be 
damaging to society. and 
discourage buyers. 

. -..... -U; ..... O;' ••• "" . ... '"-" . ..: 
inding the right BALANCE 
"th tax is tricky. 

F 
m 

• 
TOO MUCH IllId p""ple will 

try to find ways 01 n)t 
paying it - such as mofing 

to OIlothe, country 

... bigger . 
Cutting tu.s. for 
example fOl businesses. 
means they have mOle 
money to 'pend. make 
and hire. Helping 
businesses can make 
the economy grow. 

-
• 

..Jalrer. 
Host governments 
charge higher earne .. 
mOl. tu. to pAy IOJ 
thing. that mostly help 
poor people ( ..... mOle 
on th~ neIt page). 

• • • • • • 
• • 
• 
" .,; •• 

roo LITTlE IlJ\d there 
won't be enoug h money to 
pay fOT thing. such .s new 

",,,ds or better schools. 
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Government spending 
A majOr job of government is to choose how to spend tts money. 
'I'beM art some of the ttung. they can spend it on. 

Social protection 
Supporting people 
struggling due to 
unemployment. 

disability. old age or all 
sorts of other redSon" 

Public 
services 

Service. everybody 
needs such as 

education. 
healthcllIe, policing . 

Inllastructure 
Bmlding IlIId maintaining 

thing. such as road •. 
bJidg • • and internet coble,. 

• tool to aab the KOnOIII;' .;;; ..... ___ _ 

... greenel. 
The government e~n .pend 

money on thing' that do not 
call5e pollution. 

such 4S wind 

turbines. 

.. .fairer. 
Spending money on 

things that give all people 
bette, opportunities 

and good quality public 
",rvkes. whether they dl. 

rich or pOOl. 

IIovemmenI bGnowtng 

. .. more 
productive. 
Fm example, by 
.""nding money 

to improve 
intemet 'p ... ds . 

Govtmamtts often tAnt to spend IftOte money thin they can collect in tues, 
10 they incJNse their fund. by INImnting money. often froa a bank or AnOther 
country. But • to'ftI'IUIIG'It WI only afford to bonow so much. because they haw 
to PlY that IlON'J' back. irdltding extra 1IlOMJ'. known as interest. 

In 2018, th~ US 
Govemm~t spent 

$4 . 1 IrlllIon ... 

... 01 which $390 billion wos) 
'IH'nt paying back interest it owed. 

C ... ~lh. 
go .. .,.,,,, .. 1 Jut 

pnnt .0"" mon<y' 

W. <&II prinl .!!Ide, bal 
\00 lOueb .meI. \h. IO."Y 

boeom .. wol1h1 .... 

All ~ bonow -<MY UId ower time this can tel mlly upensift. 
So govemmentt hIw to find a bllance between spending. pril'ltiJlg IlId bonowing. 



Interest rates 
It's not just governments that borrow money; businesses and 
individuals borrow too. Another tool the government can use to 
steer the economy is to change interest rates - the amount 
banks charge for borrowing money. 

The government works with a national 
bank. often known as the (ent ral 
bank. to do this. 

Increasing interest rates makes it more 
expensive to borrow money, while 
decreasing them makes it cheaper. 

Lowering interest rates can help to boost the economy by encouraging people 
and businesses to borrow more, and then to spend more. 

In practice 
Nobody knows exactly what will happen when a government uses any of these 
tools. because there are so many other factors to think about. For example, here's 
why cutting interest rates might not have the effect a government expects. 

In themy .. 

Lot·, , •• 1,1, ... 1 ral ... 
hopl. will berm ... ' p".d 
and prod."" 100,", • .., Ib< 

0< •• "'1 will F>"I 

1I,bu>l, ... IJ !. 
I.," of <lob! .I,. .. d,. 
.., I"m I. '0 nub 10 

berrowmo,",. 

--* ...... 

We'n ba'"'lJ ou' 01. f"OCt, rlOlI. 
I"ll ",I, •• d ... bolo,", I bono ... 

......ylobuy.b ...... 

So people in government have to make their best guess at what will wOIk. Even 
with the best intentions. they can"t seem to stop economic crises from occurring 
eveIY decade or so. 
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Crisis! 
JOconomists study past recessions in order to try to avoid repeat ing 
mistakes in the future. One of the worst, the Great Depression, 
started in the USA and spread all around the world. 

Oct 1929 

The . tock market 
cra,hed. 

[ Inve,l<d &II my 
... lng. lobuy 

"""pa.y ah.,", 

Th .. h ..... . ".o ... 
... rlb . olhlng. 

Jan 1930 

The rest of th~ US 
<'ConoDY wosn't 
doing ",ell either. 

' iroughl b., 
dal .. ,.d &II 

lIlycropl . -, '. , 
NO>OdJ'. b<IyIng 
"". I'n n~ 
7~OOO ...,.ko" . 

... Jio. 

Jan 1931 

Millions wandered 
the ""ds looking 
for work. 

Jan 1932 

The crisis 
spr.ad to 1Il1 the 
countri • • that 
depended on trade 
with America. 

Most economists at the tim~ thought that unproductive businesses would fail and 
the rest would start rehiring and the economy would lecover. But for years, it 
didn't . A British economist. John Maynard Keynes, came up with an e:xplanation. 

Wby....wi buI ........ an 
blli", if noi>ody' •• pudlll(7 

Wb ... ""opI.la .. Jobo th"l' 
will ,t.aJt ' p'ndmg ag.ln. 

rho 1I"',,,, .. ent , b.uld do tho 
OJIJIOIlw 01 .. lat.,.."..... 01 .. 

II dOing ODd BUilD IIIOD'Y, "" 
oumpl. by bu1ldl"l! ho .... 

..III..: rill. <n .... )obo and 

"'--~-"--"-.., 
For over a decade after the depression, US President Roosevelt did jwt that, 
spending huge sums on bwlding projects and creating jobs. But he also printed 
lots of money, reduced interest rates and raised taxes - so it's hard to know 
exactly what caused the eC>Jnomy to lecover. 



During the Gleat Deplession a fall in demiUld was one of the triggelS of the crisis. 
But sometimes, a crisis is t riggeled by a fall in supply. 

!n 1971, oil-plOductng Arab 
countries stopped selling oil 
to the US dIld other countries, 

------. The pri"" of oil rocketed. 
So did the pri"" 01 things 
transported OJ mad. using 
oil - which WdS everything. 

This WdS in PlOtest at the US 
and it •• Ui. , suppoJting !Sla.l 
in a war between ISldel and. 
gJOup of Mab countries. 

FOR 
BUSINESS 

Rising prices (inflation) combined with a period 
Jee.ssion. Economists wer. ro~fus.d about how to 

r o bring prtcea 
do"", ... Deed 
people 10 rpcnd 

LESS, 

, , 

1110· ... ··\ 10 
bonow _ • .,. 11" 
«"ing to ...... 1"" .= 

So ira . ... tu es! 

mcr ..... 
int..J.st rotes! 

Low" government 
spending! 

8o.IIoJOI 
buI ...... blrln« 
opto .... .....! 
people 10 opad 

.,U 

SolowMWH! 

OW, 
int ... , t r.tH! 

As lecessions throughout the 20th century showed. there is no neat and easy 
solution for solving crises. Governments and ewnomists often end up having to 
choose between two bad options. 
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People at work 
Most people around the world spend more time at work than they 
do with their families . It's work that turns seeds into food, wood 
into paper and ideas into invent ions. Work is a huge market , and 
here's how the market for work wOlk s. 

In an ""onomy. th ... ·, 
demand for work. , 

-The rules of work 

PLAHI" FACTORY ...• supply of work 

W.ol, U Pl!M 110'* 
H •. _ PI!~ Vl!AA 

.. .• nd. price for work. 
- -' 

I_to_", ..... Io.ob_...,. 
oad bo.y lIoillp.J --

To protect workers, govemnents set and enforce rules that make working fairer 
and safer. These are known as workers' rights, and they include the right.. 

Some rules increase the CO!! of work. 

... to. ddIdhood.. 
(Nott C!OIIIltI1et tit .... ... _- ,."'" 
CIII't 1It,.w ..t.) 

Th.1 ""'Dds gr .. ~ InIt I. will be 
IlIOn "pcnolftIQrcompaDi .. 1o hl,.. 
lromn. 80 Ib.,. m1gbt .mpJoy I ...... 
poople or .mplo, peopI • • broad ...... 

will .. ~rk lor 1 ... "'0'0)', 

So governments have to consider the costs and benefits of each rule. 



Unemployment 
According to the laws of supply and demand, in theory people would only ever 
be out of work temporarily. In THEORY .. . 

II the 
d.m1lJ\d 
for work 
drop' .. 

... people 
lose their 
jobs. 

So workers 
Ill. willing 
to work for 
less. 

Wage. fall. 
moldng it 
eh.~per to 
hire. 

Employ.rs 
Ill. abl. 
to hire 
~g1lin. 

lIut , in REAllTY, in most C<luntries there are always 
out of work, sometimes quite a few and ro, .. '""01,,., 

People don't ~lw~y, liv. in :he 
plllee, where busin .... , dIe 
looking for worker •. 

Un.mployment depend, on how 
the r.st of the economy is d.}ing. 

Wh.n bu' in ..... dre struggling. mllIldge .. 
find if ' e",ier to simply fire .om~ worke". 
rather than rut wdge, fOI dll workers. 

mismatch betw.en the skills 
workers h.v. and the ' kills busine,se. need. 

1i00i.,.,-. ... 
-.1_ . ...., .. -.. ---

Being out of work is really tough financially, and it often affects people's mental 
and physical health badly, too . So it's one of the big challenges governments 
tackle . Here are some of the things that can help. 

Boorltho ..,.~omJ. II \h. t<01I01IIl I. 
dolng .... u. bu.1I ...... wiD bin 1Il0re. 

1I.k< II ,b •• 1"'" 10 bl", 
"""brl, I.r eu.mpl. 

by re4uelng In • • 
""lIIpan"" b ... I. I"J. 

8","" 1110'0)" belp!.g ...,.bn 10 ,otw. 
10 g.1 01,,11. ,b.1 employen n .. d. 

e, ... I.I"",.Il ••• I., 
bu.nn . .... lo bl", ",opI. 

who find II harder \0 gel • 
Job - , udl .. j"OIIng poopl. 

with •• exp<rttne •. ----rn 



Poverty 
Most people agree that everyone should have the chance to have 
a decent life. Yet in reality, some people have so little that they 
st ruggle day-to.day. Measuring poverty is the first step to making 
sure the economy is working for everybody, not just the rich. 

Who Is poor? 
Look at these families living in India, the UK and the USA .. 

W. JDn " , on ,ub>ldiltd 
_ tro .. Ih. go'f''''''''D\ 
.. d"y!iJh ... ea. <ald. 

Income per ..... k: 
448 rupee. (£5.50) 

W.' .. gotlo.h ..... 
........ .,..dlng 
..... yo.lood., 

.pendlnB It o. he.,InB. 

Income per week: 
0 .. - .. -.. 

What these families show is that poverty isn't just a number. The family in the 
middle earns more than 60 times the family on the left, but they're both unable 
to meet their basic needs. 7he family on the right has no income. but has earned 
lots in the past, and probably will do in the future . too. 

One definition of poverty is not having enough money to take part in the 
society you live in. In a study carried out in the UK. people said this meant not 
having enough money fo r essentials such as .. 

... rOM 

But it 

..... ....".. --
... dothes ... tunsport 

.. ..IIIIlJt • MIl. oat. CfIIIfIe of _.,.. 

By this measure. in the UK, just over 1 person in 5 is living in poverty. 
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Poverty trap 
M~lrin~ the m,,<llIf yom t~lpnt ~nrl cr .. ~tin~ ~ <pr", .. lif .. t~Ir .. < t h~t mnrh mOlre 
skill, willpower and luck if vou're poor. On the flip side, once you're rich it's 
easier to stay rich. Here's the difference being born rich or poor can make . 

II you',. poor it's h!lJder to 

get a good education .. 

M ... , cs. you 
btlp wllh my 
bom .. rork7 

BOlT')', rIO 
golnstomy 
... nlngjol>. 

... so jobs tend to b<' lower
paid and more unC<'rtoin .. 

... and bad Iud: has bigger 
consequences. 

r .... InJUrN my l.g to I 
lwil<> .Iop ""rI<. I'n .01 

100000d ....... job yeI. 

Poverty is a huge waste of potential and deeply unfair. Left unchecked, the gap 
between rich and poor, known as inequality, tends to increase. 

Here are some popular 
policy ideas that some 
people believe can help. 
It's not just about sharing 
around, but changing 
the conditions that keep 
people poor. 

Bettor 
education 

right at the 
.tart for 

"-
Ihling it 
a priorIIJ 
10 ,odue. 

Highor tax 
rate. for 
th~ rich 

I 

IIMIlIplOj'IIIeTlt 

-........ 
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Chapter 7: 
International trade 

, I 
.... .. .... •• 0:: 

For thousands of years, ships have crossed stormy 
seas, caravans have tramped across endless deserts 
and ox-carts have trundled down pot-holed roads. 
AU that enomous effort was worth it so that people 
could trade, not just locally, but with people from 
around the world. 

Trade gives people greater choice, lowers prices and 
brings essential resources to places where they might 
not be available. Trading over long distances makes 
markets more efficient and increases competition. 
But, despite all those benefits, the very idea of 
trading across borders can be controversial. 

-
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Imports and exports 
Some countries produce certain goods more cheaply than other 
countries. Trade means exchanging these cheap goods for other 
countries' cheap goods. 

fIance 

". 
Goods bought from .notheT 

country aI. mown os imports. 

Good. th.t aTe sold to another 

For example, France makes blue cheese more cheaply than Japan. Japan produces 
TVs mOle cheaply than France. It makes sense for French cheesemongers to make 
ext ra cheese to export, and for Japanese engineers to make and export extra TVs. 
Consumers in both countries will end up with better things. and cheaper, too. 

distonce tTade is not elJ%/. The,e OJe many logistical barrie" 
that moke it harder and more expensive to move l4:Jge amounts 01 
goods across bord ... (for eUlIple, ch ...... ). 

Urk l Tb.1 
0111101 

bo,d..-r tn. 'lJ tariff. 
it mOle e%p<'nsive 1m foreign bunne .... 
to compete with them. 

W . ... n" ... n ... , 
hilh-qu.U'1 D. nI'" 
«I1llbo I. "",,!eo. 

92 ' "'::'.i.lI;;L.._ 

v.u·n ..... lop.y 
... "Imll !or 
<a<hoombllnl. 

[·d \ovololl")"' 
D •• !sh "'mh. bul 

Ib.y're '" upollli •• 1 



Tariffs or free trade? 
Politicians are often tempted to use tariffs. Tariffs make it harder for fOleign 
businesses to sell their goods. which pleases local businesses and wins votes. 

'10k lor _ .... bIc-' 
1_10_ ' r1 "kJ 
-~apIa, 

---

YlI.UII W. wuI 
\0 Hop OOU" joIIo, 

r orlffs 11111 bop "1 comb 
!><tory ope • . I 'm ooling lor hlml 

Although this might seem a good idea, there are problems with tariffs. Many 
economists believe that governments should do everything they can to remove 
them, and promote a low-tariffs policy, generally known as free trade: 

~I~bnng. mon 
"""""I1Uo., "bleh ... bo 

oonyIhing <h •• p"'. 

And U". dOll~ h ..... 
m. H ev<rything ounol_ 
... <I •• ",,<lalll. in .... at 

.,. do 001, 

'l"oIo ... _._n ...... ...,._ ..... ...-.. .......... ..... riI_ .. oI ....... 

• ~I ft.t ._, -I job' 
r·~ ... inC!orJO·, 

Tariffs ... rn producu 
... n_. lve !OT 

local c •• tumen, 

And 10 .. colDp<llll •• ....no \be pr<>1o<1ed 
buJln . .... goI ..... ,l1'1l.b 

being I . .. <tIId • • I, 

Since 1945. free trade economists have been winning the argument. Despite the 
controversy, many countries have dropped most tariffs and become male open 
and more linked together - although all countries still keep some barriers to 
trade. This is part of a process known as globalization. 
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Why free trade works - In theory 
Many economists believe free trade benefits everyone because of an 
elegant economic theory called comparative advantage, invented 
two hundred years ago. Here's how it works ... 

Imagine that liz IUld Corrie have been 
shipwrecked on a de,ert island They have 
two main IMks: collecting coconuts and 
catching fish to survive. 

.... _6." .,. "' . .. 
Curie is -V 900d .c ... ,.. :::~~::. :~ ".::7. joO. SbtWlC&tcUO .... t.,. UdlCW1' 
C!DIIeet 20 'I ' .... ..., 

c.dt II lIItt.-lt "I' 7 £.... I .. _......., ..til .... iIIIIIIII ........................ --.'-l1li ..... _'"1 ,? .-:" .-.~-:- ., ..... "";'. "'~~:..."'" 
When""er C.ni~ 'pends time ro'lecting When""er C.ni~ spend, time collecting 
1 fish it co,t, her the time Mle muld have 1 coconut it co,ts her 1 fish. 
spent rollectin9 1 coconut. .. - • • - .. - -
When""er liz .pends time CdtChing 1 fish Whenever liz spends time collecting 1 
it com her the time 'he could have 'p"nt coconut it costs he, 1/ 9 of. fish . 
collPcting 9 coconuts. Th.r, oIl"'nsiv •. That's che.p . 

" =.Y". • - • • -



" COl" mol .... han 
iJl \0 ,.Uoe<llIb - .. 

111 do.he nlhlng 

R----J.,- II 1000 lei ooIIod _ 

1ba1lurio - _ 11I _",_1 .1 

Although Carrie is a little futer at collecting coconuts. Liz has a much 
lower opportunity cost whfn she collects them. This is called a comparative 
advantage. It means the best way to collect food on the des.ert island is for each 
of the castaways to specillIze in producing whatever leads them to give up the 
least and then trade for what they don't have. 

This is how much food is prodUCfl! afte, 
10 days if th~ don't specializund trad •. 

This is how much food is produced afte, 10 
days wh~n th.y do specialiu and trad~. 

'" . .. 
'". '". , . .. .. .. .. 

o~ ~ 

Afte, 10 days they would have 
110 fish and 190 coconuts. 

-~~ ---. 

Afte, 10 days they would have 
200 fish and 180 coconuts. 

Comparative advantage works on desert 
islands and it works in the real world as well. 
If every country is free to produce what they 
make most efficiently and trade for what they 
can't produce so efficiently, more things get 
made overall, of better quality, and cheaper. 

But this is only possible if countries trade 
~Iy with each other. In theory, Me trade 
mans life cheaper and better for I!WIYOM . .. 
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Reasons for barriers 
All governmenh wantscme control over what is sold in their country, 
so they often still keep some tariffs and trade barriers. 

It can be very hard lor a new bu,ine" 
to compete with weU-."tablished on ••. 
H.r.', an .nmple from 60 y .. rs ago . . 

1_ ........... ...... ,. .... a-. __ -. .. _ , ............. .............. .. .. _ ........... 

Som~ industries could 
b. dartgerous it they 
wwe rontrol\ed by 
1IrIatlu!. counlIy. 

Uj" P''''' 
_ponry \.arifl.a 
rortip rIeeI, 1100 . , 
10 ...... OAll .. n .," 

.....lIooll>eTe. 

for fifty Y'.IS. the South Korean 
government protected m!lJ\y inldnt 
companies with toliff •. Today. the,. 
ha,... berome world-dass competitors, 

Most governments - and peo,le - Ilg'''' that the,e are c"min t hings no one should 
manufacture Of sell. At le. st, not to just anyone. "'ony governments demand 1M! 
products do not haIm the en'.rironment. OJe ... 1. 10. children. and itaV<' safety 
wo:rnings on them. The .. are os non-tuifl ba:rriers. 

by bonier \0 Ind. <on 
Iud 10 Inger bot_m 

","01<1 ... They _ 'UIlJe 
,ach oIher oIlyl"l! about 

... by' ban1<r hal boom ""I 
1m pi..,. - and \ha' tam l,ad 

lotndowan .. 



Trade wars are risky 
If II government sets high t ariffs, other countries lire likely to respond 
by bringing in tariffs of their own. Your tariffs might stop imports 
from coming in, but they will stop your exports from leaving, too. 

DANI SH 
MINISTRY 
OF TRACE 

If Amorie> ..... 't tak. 
our C<IIIlh, we'll Jl"t 
1art1!. o. American 

medl<lll., d • .". prod.ell , 
halrd1" ""d . teel. 

Tbt Dan .. haft do ..... hal? 1 OJ[. 
II', • \rode ..... 1 Wo'U Jl"1 l.arlfb 

on M.L D •• lob produ<l •. 
s .. h_l.b. y Uk. U . I I 

USA 
CISroMS 

.' __ "omCI 

If rival countries bring in higher and higher tariffs, it's a form of conflict called 
a trade war. Trade wars are difficult to win, because everyone suffers. A famous 
example occurred during t~e Great Depression. 

In 1910. Americ~n IMme" and mllJ\ufacture .. 
we,e struggling. To help them, the government 

quadrupled tariff' on 900 imported items. 

Th. t OTitis wmked. Am" k on import. 
of foreign goods plunged 66 ... 

But other countries retaliated 
with tllriffs 01 their own. Am" ican 
exports plunged by 61'Jo. 

lntematioMI trade ground to a h. lt . By 1914. Americdn GDP had h. lved dIld world 
trade had shrunk by 66'Jo. Thousand. 01 fi rm. went out 01 business. dIld millions 
more people be<ame unemployed. It WdS d global disaster. 

"""'I 
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Trading blocs 
Sometimes, groups of count ries sign free-trdde agreements with edch 
other, forming trading blocs. Examples include the ED in Europe, or 
MERCOSUR in South America. AU members agree to trade freely with 
each other. Sometimes, blocs also agree to put up joint tariff and 
non·tariff barriers to make trade with non·members mOle expensive. 

The ..... ""1 
advanu,g<'Ilo 

boIDg pori 010 !reo 
lrode bloo. 

I1', .. elI • big : ... rkt~ 
lhal oIh" __ .. 11111 

... nl to trade II'Ilb II . 
BI.", b.v •• b. ?Ow", 10 
... go\!a" VO" d .. b. 

prt<es lor COlI •• ...,.. 
ud ..,n HjlCri 

opponuille. lor 
bou! ...... 

1M ,ou.lrtn Bin 
up <0lI1ro1,,! ...... 

poUel .. 1I'he-o Ih.,. )01. 
• bloe. Som. poopl. 

do. 'IUk .. b.l, 

Some trading blocs are simply to do with trading goods and services. Others, such 
as the ro, allow people and money to move afOund freely as welL People can live 
and work in any member country, and be paid and pay taxes where they live. 

Sometimes a country may believe that another country or bloc has acted unfairly. 
If this happens they can a~peal to the World Trade Organization (WTO), an 
international organization that provides rules for settling trade disputes and 
negotiating new ag reements. 



Globalization 
Globali:z:ation is a way 01 describing II huge economy t hat includes 
practically the whole world. In recent years this global economy has 
grown enormously, partly because of free trade, but also for two other 
simple reasons: containerization and communication. 

70"10 of the world is covered in oceans - so the best way 
to move things around is by ship. Around the woIld, 
thousands of large cargo ships carry almost anything you 
can think of, inside metal boxes called containers. 

In 1945 it used to take a wfek to 
load and unload cargo ships. Now. 
because of the container system, it 
takes just 6 hours to unload much 
bigger ships. This efficiency means 
that global trade has exploded in the 
last 70 years. 

TOTAL VALUE OF 
WORlD TRADE 

$57 bilUon 
in 1954 

1 

011 Iud, In.ln. can 
carry «>ntaln. n, 100, 

. ........... . 
~ in 2018 

With the invention of the internet and email. it takes no time at all for people 
on the other side of the world to talk. Running a global business is easier than 
ever, and large businesses can coordinate production across many countries. 

Your international phone! 
AU th~ ... things ;u. 
in • smartphone .. 

Camer. hom 

' '''' 
The lh .. ", lllh.1 globo.ll .. tloD m. H I 

_ nom! .. 10 ..... 1f1<i<.~ .Dd boJpo 
people . .. "....b .... to g.1 rkbor, . 0<1 han 

bollor, cb" por cboke •. l1li1 h .. 1.b1J ,..aIIy 
workedl Tur",b. pag< 10 nnd oul . 

.. 
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Globalization - wInners and losers 

.. .. ' ... 
" 

,; 

LOSER: independence 
~Ue6t"' • .d .,,,_au ott.....ukt wUt 

potIdaor .... ~_ ...... 
ou. ~ WIll .... tIliIbg 

.uIt ~ tIIIt .... tilt ....... 

LOSER: accountabiUty 
..... I.bt -"1. bitft$l 

..... '" ..... IJI..,~ 
It b: I 11_ NnI ,. 1IIdtIIohIi 

cOUIIUIfII; to ... u.. foUDIr ""-.,., ..... ~.,---

C ..... m ..... 
nlI"tomm 

IhlpplD~ gr..nal 



LOSER: carbon emissions 
Mort trodt """"" .... .e production 

and trlllS)lClJWion. TIW CJHta 
_ wbon di~:ridt, which h.u 
callSftl. O\IJ curmrt dimlbt crisis. 

LOSEl: too specialized 
s....tma evuntrits (HpKi.oIIy 

poom ana) 1ft fotctd to 
speci&la in uporting alingll 
COIBJII~:lity ,ud! '" 9"id. coffa 

OJ banaus. But it is risky t~ .ely 
un ju>l u..., ul',nl. n", <uwllly 
is"'J Y\lln!l"obIe if prira, or 

pHpIl', w la cbanlje. 

rr .. Indo ILU mad • 
...... 1 poopl. aDd <01\.111 .. 

,.w.blor - 11<111. U. 
<a...d probl .... , 10>0. 

LOSER: 
small countries 

.. U ..... 1Itoa ee '" 
..- dMk bib .. htJ. .. ..... .,._ ..... 
COUIItdt$ '" 1M lIld ed of Ut _ ..... • It'f !IUd "l1li*. .:111 .. to trOW. 

~ · ... r F 
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Chapter 8: 
Big questions 

(and a few answers) 

There is almost no Iirtrit to the questions 
economics can tackle. Economists use their 
skills to analyse the problems, both big and 
small, that face the world today. 

This chapter explores just a few of these 
questions, as well as asking what type of 
answers we should be looking for. 

• • 
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Can economics help save the planet? 
When fossil fuels such !IS oil and coal are used, they give out carbon 
dioxide, a gas that warms the planet. We have known this for 
decades, but are still using more and more fossil fuels each year. 

W. Ire ~.n finding n ....... ays d 
getting them out 01 the gmund. 

\ 

ftn.'·_Wc -~-....... 
Change is hard. ",""pl., busin ..... ' and 
nations don't lib policie that make 
them po<Ir~ in the >hort -term 

NO MORE 
FUE.L TAXES 

Market. , lono e •• l 
mH . .. cbong<, 

"'cau .. bnai ...... 
."d p«>plo don1 

l uff" th. nll.L co<l 
01111<1r ,ho!e<, . 

--_.0. 
i -

Or .ot YET, all.><I1 
hopl • • n ~.". b.d 

•• thlnkl"ll .boul .b. 
dnag. 111<1 may '" 

dolIg ",lb. FIIT1IRl:. 

In :10 18, IInlled Nallon . 
1<1<",,10 warnod .bal by 
:1030, ,I ."thlng .... done, 
""to ... ally dalD'IIi"ll global 

b .. UDg..."ld o«ur. 

B.llI'Ill ... ... 
. bI. 10 <bange 

1n.Im.l 

It is tricky to get la:rge group' 01 
people to mHo sacrifice. and work 
!<>goth., voluntarily ..... n it it make,. 
lot of ... ns • . 

Irt .... 1IoIr, ... 
..,.-~.

,.o.t. ... _ . -w. 
001,,",*_. 

Bul .,. do. 'Ih.Y< 
lb. 11m. OT \.b. 
opporluolly 10 

de>lgo . .. hole u ... 
"'101 doing IhlJlgI. 

8o.,.'Ilhanlo 
work .. Ub .. h.1 

"''«goL 



There's no time for despair because there's still time to change. If enough people 
CHOOSE to change their sptnding habits, markets and businesses will respond. 

Individuals can. 

Choo<e not to lIy. 
Plane tTa",,1 is the 

laste,t glOwing <OUT'" 
01 moon dioxide 

pollution. 

Eat Ie .. m ... t. Forming 
aninals corumrne, 

enont,ou, amounts 01 
Ie<O","" .nd land. 

Repoir things 
in,tead 01 

throwing them 
.way. This ,,"ve, 

Te,oUI"". 

Choo<e locolly prOOuC<'<! 
goods, even il they are 
mOIe Hpensi"". This 

cuts troMport 
pollution. 

But the biggest and most important choices will have to be made by societies. 
Only governments can pass laws or raise taxes to change EVERYONE'S incentives. 
Here's one idea: bringing in a global tax on the use of fossil fuels . 

Yera b ..... pay m. SI,OOO 10, 
<VC1J .... 01 ,orbom pollolloo 

yon, oil will prodoot. 

The people who don't want these changes to happen often make an economic 
argument . They say Nit's too expensive to change. people will lose their jobs.N 

But thcrc·. a powerful economic ,ngument for finding alternative. to fo •• il fuel •. 

The Stem Review 01 the 
economics 01 climate change 
e,tim.ted that the co,t cf 

dealing with climate change now 
_ 2'J. of global GDP. 
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How do wars start? 
Since the time of our earliest ancestors, wars have started for II. wide 
variety of polit ical, historical and even psychological reasons. But 
most wars have had important economic causes too. 

Resources 
WdI was on important part of the 
RomllJ\ Empire', l'Conomy. Rom, 
benefited greatly flom luxury ~oods. 
mine'!lJ\d grain-producing regions 
that it conquered. ToddY. roun!rie, 
fight to contJOt valuable '.SOUle .. 
such as oil fields. 

International trade 
In the 19th C<'ntury. the British Empire 
made vast profits ,elling. higlly-addictive 

drug called opium to China. 

When the Chin ... EmperoT bIInned the 
opium Irade to protect his poopl •. the 
British invaded China twke, in 1819 and 
18,6, in ord., to keep their drug-pu'hing 
operation going. 

Scarcity and corruplion 
One of the CdU'.' of the SYIidn ciVIl war, 
which beg!lJ\ in 201 L was a mlljm drought. 
Syria'. water-,tarved fanns fail.d. farmers 
fI<><I to citi ... , but QVQn th~rQ. bod ondjob. 

were in short supply. 
On top of that. people were .ngry with 

the government lor unfairly taking and 
distributing job •• lood and reS<UJees. 

In 2011, m .. , protest, beg!lJ\ alain,t the 

government. The government responded 
with violence and civil war bro<e out. 

To <eleb"'. IDT'rl<tory 
over r-en!a. rr.. bread 

10r ... ')'O • • 1 

Ootng«> ... Tb. 
Chl ......... lu. 

10 . Iop .. lllnB 
lhemopllllllil 

Thal .... ll 
bolonB' 1o 
mylamllTi 

No. II'. lhe 
govenl1!l'DI', -, 



How 10 slop wars 
One reason that economists studied game theory (see page 63) was 
as a way of predicting ht)w to win a nuclear war. It tumlMl. out that 
winning involved not lighting at dll. 

Betw ... n 1945 dnd 1991, relation, 

betw ... n th~ USA!lJ\d th~ Savio! 
Union (Russia and other ,Idte.:. were 
extremely tense. partly be<aus. both 
countries hlId deadly nuclear .... apons. 

Here's where game theory come in. 
A lomous gome had two ,ide. choosing 

whether to betray the other Of cooperate. 

l libbelroyoll 
W . ...... ldbomb 
Ih ... nrn._ .. 

they bomb u.1 

The striking le"on from the game was that 
if you mullln"t trust the other the 
mo,t 

So both sid .. knew the mo.t logical 
step fOT thei' .nemy Wil.'l to .tort 

a .urpr.'" nuclear war. 

This WllS described as a deterrent. 

According to the theory. the only way to 
prevenl an attack was to build." mdllY bomb. 
that both ndiaM knew neither side rould 
swvive a war" 

The deterrent took "way any 
incentive to betray the other and 

So~ eronomist& beliew tl.at wus can be stopped by global trade,;. ... ;,:.. ___ ..... 

I'd .. ~. th.! III< 
..... a«nm'". 

lrode. with other 
""'Dlli .. , ,b, l . .. 
Uk. ly 11 I. 10 go to 
"ull'llb 111< ... 

R!gb~ ,,",.Iri .. Ih .. 
d<p<Dd .. ,acb .. hoT 

b ... IIIOTe \0 lost 
Iromeonft!e\, 

Also" JloppiDg'm. 
... lIb . noth .. <oo.lry 

11 ..... 'lo .. nd . 
m .... g. lI1.boo\ 

.....nlng .. 
..,luI ngb'lng" 

Tlal", Iru<, bul 
do, "\ I.'g,ulal 

pu.lohlng • ",mnlry 
b,..lopplng It. \rode 
oouJd" ..... m.eh 



Why Is technology so Important? 
Feople often get really excited about new gadgets - some even camp 
oveTnight by a shop to be the first to get their hands on a new phone. 
But nobody gets mOTe excited about technology - even the humble 
electrical washing machine - than an economist. 

Since its inyention oyer 100 years ago. the electrical washing machine has . .. 

New machines, ideas and "IIays of doing things can change the way people 
live. New technologies also allow people to make more with less, which is how 
economies grow. Governments can encourage this by .. . 

... providing 
inlr .. tructure like 
bJOadband c~ble,. 

. .. funding 
re,earch. 

What abaut labs? 

I used \0 han . Job 
.. . h ..... ko.per. 

bol mobod1" hlrlng 

""1"·'" 

.... . ......, .. nm 

I .... boJi.nlled 
lbwgb .. 

* 

... protecting ide .. with law, .• o 
people con CIeate new thing, 
without worrying they1\ be ,tolen . 

In most economies. about 1D"1o of jobs are 
destroyed each yeal by new technolOilies 
and about the same number are created. 
But when a factory closes in a town, a 
whole community can become unemploye-d. 
and those individuals pay the cost - unless 
governments support them. 

Throughout history, people have worried 
that eventually technology will wipe out 
more jobs than can be creat ed - but so far 
this has not ~n the case. 



Is Inequality ok? 
Economists aren't t he only ones who can answer economic questions. 
For example, American philosopher John Rawls explored people's 
feelings about inequality by getting them to imagine an ideal world. 

I In this world. thH~ 2 YOU will g~t to iiVI' in this 3 Th~ .• ru, ,,~. 
will ~ t w<> graD", world.lllt~r you'w IIns.nIf'd of " roin will :: 
of PIjIIa\ si..". <all~ th. qUHtion - 'how rich dotermlne whlch 
'ricM( and po,,,"". should e.och g.oup M?'. group you go in. 

In lots of countries, people taking p<lrt in the exercise tend to design a world 
with inequality, where the rich earn a bit more than the poor - but not too much 
more. Here are some of their reasons. 

V .. bol, ... b.n a comp .. y'. "'D&gUI •• '" 
bUlidrodJ 01 lim .. ..... thu an u .. kliled 

W<>rRr, lho,', DD!.IIF. no .. ·• only .. .. o,h 
mon , .. luger n • • <h, .... to • d.y' 

But kD..nng you.' .. . . !he Iioltom n. be 
dalolJnUI18 • • • po<UIly lI you. Ihl1lkJOu'll 

....... d. ",n, however hani1"" .. <>ri<. , 
, 

Interestingly, these imaginary, but still unequal, worlds were much more equal 
than the redl world is. And more equal than most people realize, too. A 2017 
.<t]](ly in the ns .<hnwerl th,! ppople thonght ! h ~ rirhe<t?OOIn nf t.h .. popnl~tion . 

HAS: '"' SHOULD 
HA"IE: 

BUT TH£Y 
AcnJAIl.Y 
HAVE: 

Even if people think some mequality is ok. this seems unfair. Do you think 
everyone in your country has a fair chance to become rich, successful or happy? 
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So many questions ... 
[conomi5ts have considered many questions, some of which you 
might not even think count as economics. For example: 

Wh .... the but month of 
the y •• r to be born In? 

In th~ nOJth.m h.misph.,., if you 
we,. born in S<.pt.mbl'r. you a •• in 

luck. ReSNJchefS ha"" disco"",ed that 
September babi •• are more confident. 
more likely to go to university ond the 
INst likely to go to prison. 

In most countries. the school year , tarts 
in Sept.mlle,. so Sept.mlle, babies OJe the 

elde.1 in their ct ....... Espocial'.y in the 
urliest Y"I'. thtlittl. age .':vantage 
ran ,ub. big diffe,enC1' and lIOvid. a 
lasting confidence boo,t . 

I ... bigg" .Dd 
011'0.11"" th. D 
... 'Y" ...... I 

Th. same pinop\e 
also applie, to sporn. 
PJOf .... ion .. sore., 
playe" in EUfO~ ore 
much morelibly to 
be bo,n In Jon"",),. for 
exampl., OJ January is 

the sta.1 month for 
age-I",," in socr<'J. 

In Amnka. pro J>as.baH 
plaY.fS &I1' more lik.J.y 
to be born in Augwt 

What causes famines? 

When a town. region or country 
doesn't have enough food to 
feed its people. it's known as a 
famine. Indian economist Amartya 
Sen analysed many famines and 
discovered something surprising. 

hm!D" DON'r 
happ"D 1>0< . ... 111.,.. 

u n1 ", ... gh rood. 

rhey happ"D bot .... III< 
prloe oflood or I>.boor 
d"o.g.. - . Dd peopl< 

.u·1 .flord 10 r-Ilhelr 
I.mill .. ""l'mo,.., 

People can starve even if plenty of 
food is being produced. as famines 
are usually caused by problems with 
food distribution . 

Sen himself lived through a famine 
in Bengal in the 1940s. There. 
despite a better than average rice 
harvest, millions of people died. This 
was because labourer's wages couldn't 
keep up with rising food prices. 

Sen was awarded the Nobel Prize for 
economics in 1998 for his 
ground·breaking work. 



Should you slick to your first guess? 

Studies have shown that in tests . 75% of 
students believe the first Hower they think of 
is most likely to be right . 

Unfortunately, they are wrong. One hundred 
years of experiments have demonstrated that 
people who trust the little voice in their head 
telling them to change theJ answers tend to 
improve their scores. Changes to answers are 
more likely to be hom wrong to right. than the 
other way around. 

Why are Instagram InDuencers so successful? 

Influenceu dre OldinllI)' people who use 
social media to mdrtet theirUf\>style!lIld 
sel\ products. The influencer emnomy is 
worth BIlliONS 01 doll",s worldwide. 

Oddly. one of the main r&uons lor their 
success was discovered over a lundred yedu 
ago bY!lIl eccentric American """nomist 
called Theodore Veblen. 

He su~gested that 
peopleUke buying 
things to show off 
their wealth and aspire 
to buy things they 
can't .!lOld. He called 

this ccnspiruous 
consullption. 

In the past, people were 
just trying te impress 
their neighb.uIS - but on 
.roct41 media, successful 
influencers "dch an 
audience of rollions. 
Many busine ..... 
haw recogni,ed the 
advertising power that 
this brings. 

Here', how influencing works: 

Businesses often 
give an influencer 
expensive items 
lor Iree. 

The influencer Weill. 
them in a video. 
Their fans see a 
person who seems 
pretty ordinary 
wearing cool. 
luXluy glasses. 

The fans want to copy the influencer. 
They buy a pair lor themselves. 

On lb. 1.1< ... ~ .. lmpul ..... Dd 
<11" • • 1 ... pnrch ... !J oulJ .1 . ... 
,U'D .... y. 110 bo .. ",fQl - OJId 

be aw ... lb.1 d .... marbling II 
evnywb<n yo. look. 



What gets left out? 
Whether it's people deeding how to spend their money, businesses 
choosing who to hire, OJ governments trying to manage an economy, 
some people or things often get left out. 

Inlormal markels 
Some worb"!lJ\d busine, ... , ~'" invisible: they',. 
not oftict..lIy registeIed a~d they don't pay 
taxes. This milk • • it hard .. fOT the govem ment 
to m~UJ' the economy. and they can'l ,egulate 
the,. busin . .... !lJ\d protect workers. 

I'd Uke .., ~ .bi. busl ..... 
but I do~'1 have a ll«1l« fnlm 

the go •• ",., • • I IO ' ea.', 
bomnr monty fro .. lho buk. 

Women ... 
Ignoring ""rtoin gJOups can leod 
to governments mal::ing unfair 
decisions. Fm exomple, if the 
10vpm mpn t m l < <ppnrlin1 on 
pre-school education it tend, t) 
affect women more than men. 

I'll haft"',1op 
...,.klng I. look 
.1'1<, Cb.:rll .. 

-

... and race. 
When people don't have the ,arne 
opportunities. wage, and right' becduse 
01 their gender or rdce, it's known as 
discrimination, 

q; I'lo . ony, you'" ) ... 1 .. .. lib. rlJIblllL 

~ 
I. ,\ bou"", I dom1 

loN-llke,...., ... 
This l::ind of discrimination can lead to 
higher unemployment in certain groups, and 
businesses losing out on people's talent, 



Banks 
Until recently. economist. often ignofl'd bank' when creating model' of how a country'. 
economy wos worbng. Yartly tus was becau,e banbng is complIcated. but mostly 
because they a,sumed banks. overall .• imply get on with their job - helping people to 
save and bOJJOW money. And this , ... med to WOlIt until a blinking cri,is began in 2007 

that affected the wOIld econon.y. 

Halure 

_nom" , b.v. "led 
10 model .b. n ,b 
b .. k>e ... poo<. 

And g<l'f,,,,mOllIo 
b ... ",I ",le. 1o 

!~n:. boDk> 10 10k< 
I ....... n . b . 

It', easy to take the work n,ture does for granted. but4/1 production depends on it 
for re,ource, - and to tum wa,te Ncr into resources. Here are some exdlTlple,. 

Tt ... s tum polluted air 
Into cle.n oIr. 

Soillilte" ond cleans 
w.ter. ond oUows mo>! 
of our crops to grow. 

Prl'dUOIS eat the bug' 
th.t de,moy 100<1 crops. 

II the woy people consume ond produce creates too much waste or uses too many 
resource. , it threatens the >..ark nature does for u •. Economi,ts <an the", externalities 
( . ... page ~) and are studying the", 'invisible' parts of th~ economy more and mOle. 



Big questions 
Some economists deba te DIG questions such !I.S What is II successful 
economy?' Here are somi! diffe rent answers . 

I .hlllk • • ,,,,, . .. rw 0<011"'1 1, 
on ... he .. poopl. ,. bailie .«dJ an 
.... "11h",,' humlog th. plnd. 

II looks • bj. Ilk .. doughnul. 

British 
Konomist. 

Kat. R.oworth 

\ 

.--.... -I JUlt right -- \ 
Too littl. 

The doughnut hole 
is the spa"" where 

~pl.·, basic 
nero, and fights 

aren't met . 

" 
l! we put too much 

pJessure on the 
environment. we end up 
outside the doughnut -
dealing with problems 

such as wate, .hortage • . 

-

f .. • ' .. 

American 

\ 

I I.blnk tho rrlu loll 0<0110'"1 II, and .be 
high<r 110 GnP Is, .he mon •• "", .. lulll 1,. 

, ... 
I 

8 . .. 11 tho b,pp/Jl"'.' peopleUv!og 
tho .. I, ...... lmporl.DI lb • • how 

mach mon'l' '''''III'',), hal l 

Wen, 100" .hI.,. tha, .. ake 
poop!< I.ppy ",,110.0<),' parb, 

d ..... ,,_ to, good b .. llb . , 

.. 
Am, rican 

<<on.mist. 
ltidwd Ea,t.rlin 

-

B,looi • .111 Rkb <ouniri ... , .. 't . « .... rIly tb, bappl," 
.. d .... ey j,n~.he ollly lbl,,!! lIa\ .. am poop/< ham_ 

rr...tom ........ ,ho1oe., lru .. III g<>T.rlllIleDIa, .. d 
. uppol1lv, eommDIliU ... re all lmport.anl 1<>0, 



Small questions 
Ot her economists focus on much smaller, more specific questions. 
In 2003, Indian and French economists Abhijit Banerjee and Esther 
Duflo helped set up Poverty Action Lab. The lab tests practical 
solutions to problems such as: How do you get more people to use 
mosquito nets to prevent them from getting malaria? 

The PROBLEM: MlIloria is a di,.. ... 
transmitted by infected mosquitoes_ 
In 2017. ther~ weI. 219 million case, 
and around 415))00 people died. 

S1"'ping under an insecticide-treated 
bed net is a reaUy effective woy 01 
preventing ""'laria. but lots d people 
don"! have one. 

.' 

The ,.o .. ny ~! •• Lab', appr .. <b 1. 1<> 
Iook!or EVIDF.lICE thai. ",[coion lI'IlJ 
l<&uoIly ...,.k, bel"", ~mm...u"g 11. 

w.· .. oopy1af th ........ m<tI!«l_ 
... leI IeI'I .. _ . - ....... !ud 

",.troIled 1rtaII. W. HI up U.t, In< .. 
!hI rJ .. 1brpooplo ... "",dCmJY II .... 

free ... 1 or."" «WI!IIII' 010 001II. 

We_nder II ..... people 
lI'ill ,b"",. to n ... Dol l! .bey 
have \0 POlIo, II, • • 'I'll ... m 

Il10'' .. "'..,le, 

The QUESTION 

What', the price which get. 
most prople to US<'. net? 

Are prople mOTe 
likely to uS<' it 

if they've paid. 
tiny bit for it? 

The TEST: In Kenya, to test how the 
price 01 a net affected how people 
used them. pa:rticipant, weTe randomly 
presented with option A .. 

...01 
option B. 

The RESUlT: 6~'Io 01 people who weTe 
olleTed option A accepted it- compared 
to only 15'10 lOT option B. People used 
both net, ju,t a, much. whether they 
weTe lIee 01 not. So it was .ctwl!ymme 
efficient to give the net, out 101 free. 
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Making sense of the world 
The world is big, chll.ngbg and complicated . [canomies is about 
finding ways of making sense of it. Here are some tips and techniques 
to help you do this, from using numbers to quest ioning fact s. 

Compare 
It', hard to know how big or .mall a 

number is when it'. by itself. so try to 
compare it to ,omething else. 

IIIi COVAl'" 
KILLER CROCS 
GOBBLE 161 

HUMANS IN 2017 -----------
Thi' sounds scary. but compllroo to 
some other animals. CIocodile, present 

very little risk to humans. Mosquitoes 

earrying dis"""" ldll around 400,000 
people eaeh year. 

- .. -
Unemployment in It.ly 

Ttl\I graph ....m it look I1b 
~ h&:s hal""- In .. ,.... 1M 

In r.d It's cI'opp.<!. '" jII# 0.4"'-

Divide 
One way of milking a big number more 
mMningful is to divide it by. total 
often the whole population. 
for eumple .. 

Ch!nprod_ 
2,720 I' .... m.ro 
carbo . . .. !KIo .. 

1.2017111 •• 
l<elaad, 

Thai', 
unoeoeplable, 

Chlno .... t .Iop 
poI1u.l1Ig .he 

pLon.L 

But when you divide it by the number 
of people in each country. (hind 

produce, one and a h.lI times Ie .. 

carbon emissions p;;r person thlln 
!celand d .... '. Thi' may change how 
you think 01 the problem. 

Missing or old data 
" Climate i, cooling! 

ro r--~, 

" 
'" , 

luI Aug Sep Oct Nov Dec 
1910 

Thi' graph show. the temperature 
cooling. but only lor ha\l the year 
from summer to winter. which is just 
whllt you'd e%pecl. The data is al,o 

around 50 yeaIS old. 



lit '"rtfa! about .. >king. 
... OftIInItoI., or. brood 
... lem •• 1 aboul • group.r 
poopl<, 'hi.,. err ,,",,,,rIe •. 

'l'bls! •• • cry 01010.1 
"."'''ry. z .. ry day, 'b • 

...... Is rail o1'rIm"' .... W • 
IOU" '"ODd .,., ...... '.n 

poU"" 01!1.,.". 

AJ.'p ,hot.k 
tbe w\o boron 

Jumptngto 
.... du. ton .. 

lit ,udy I. cha"ll' PU' mI.d. 'l'b ........ 
1"~' ... opn" .... ," .. ; "d~u~_ •• 

1",',.. ... 1Iy led by ",b.,... 

,\elu.U" 1 !.btnk 
1",'ll llnd lhal !.b. 
IooIh latry d"l11~ 
ha .... pay tueo. 

x 

no ... W .... poopk.r 
burtn . .... lerr !.bel, 

,b.i"", - h.d 0111 Jfbr 
lheymodo!.bom. 

• 

'fhlol: .boul wb.1 
!.bel, ~""' ...... re. 

n ·, boeau .. 
<he .... ., •• .,. 
l.reb"U.bl. 

~-. 

__ , I bz.dJi.1 

lbovfbl or tI 
Iha'"". 

I1l"u ..... 1 \0 
,b.ni< ,bel, <.b._ 
I. lb. Iolure, \.btnk 
>boul b .... I. <.b.ng. 

their tn""nU ..... 

111"" oon'l <.b.og< 
!.bel, 1.",.11 ••• , \.b.rU 
p"",.bly Jasl mol:.lh • 
..... bad dto!« . put . 

119 



120 

What next? 
[canomies is very complicated - but now you have the t ools t o 
understand it and start using it in your own life . 

To hold politicians to account .. ... and bamboozle YOUJ parent •. 

W . .... gokng l o 
eu.I .... ... " 

,..1 .. l pe:odlng. 
'lbat' . . .. 

OOd . .... J'O'U J'OOm __ I 

Raft you Iboughl 
about oppol1uol'l 

cool7 l eouJd 
be doing Oll 
hom....m.. 

golng lo ... rk l 

To unde"tilJtd difficult prob:ems. , 

KAH' 

-

Oon,.,,, ... ' , need to woTk 
Iogrlbc 10 nod . ""1 to 1.u 

,"ull man"niI «mp ... !el . 

I , .. Ilydo. lbke 
ill I lbl. k1l1 

lhop .J.. ... h<R, 

... and discuss how to fh them. 



To mllke your own choi"" •.. 

LeI" go'. lb.t to.... 
IMrl!ng lo:nlP' [ 

! ollb.t·, OK. 
_IIOm!cs !ln1 go!og 

10 r1NI8H . .... r -
Ib . .. lI"ilI .1 ... ,.. bo 

"",.. qo .. Uo:n •. 

... and make powerful choices together. 

11.,. oJJ .d ., on" lb. re·, 
DOlb!"II ... can1 ach!el"e. 

• v ' 
• , 
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Glossary 
This glossary explains some of the words used in this book. 
Words written in italic type are explained in other entries. 

capital anything that helps you 
produce things more efficiently, 
such as money, but also complex 
technology or even clever ideas. 
capitalism an economic system 
in which private individuals and 
businesses control production 
rather than the government. 
communism an economic system 
in which government takes control 
of production, with the belief that 
this will be fairer for everyone. 
cost how much money a business 
spends on production. 

demand how many people want to 
have something. 

economy any community of people 
who consume, produce and trade 
things together. 
externality a cost that is not 
borne by the producer but by the 
people around them. It is a market 
failure because the produ.:t's price 
doesn't reflect its true cost. 

GDP Gross Domestic Prodl:ct, the 
total amount of wealth generated 
by all the people and businesses in 
a country. 
globalization the process of 
countries and businesses becoming 
more connected around the world. 

incentive II. reward that encourages 
people to make a particular choice. 
inequality when some people or 
countries are wealthier, on average, 
than other people and countries. 
inflation when prices for things go up 
over time and money loses value. 
infrastructure road networks, power 
grids. police forces and other things 
that people in a community all rely on 
but rarely pay for directly. 
interest an amount of money that 
people, businesses or governments 
agree to pay back to anyone they 
borrow money from, on top of the total 
amount borrowed. 
interest rate a number, usually 
decided by a central bank, that tells 
lenders what amount of interest they 
are meant to charge. 

labour dny work that people do when 
producing something, whether it's 
physical work, thinking up ideas, or 
even telling other people what to do. 

m'!\:lo~conomics lhe sludy of choic~s 
that affect a whole country, or even 
the world. 
market dny place where people or 
businesses buy and sell things: from 
shops, to offices, to the internet. 
market failure when something is 
unfair or unsafe for buyers or sellers in 
any market. 



microeconomics the study of 
choices made by businesses, 
households and small economies. 
mixed economy when go,,-ernments 
and businesses produce things. 
modelling using simplified versions 
of reality to test out ideM and find 
answers to questions. 
monopoly when a single business 
controls a market. 

oligopoly when just a few business 
control a market. 
opportunity cost any cho:ce a 
person makes means they've 
chosen not to do other things. 
The choices not taken are called an 
opportunity cost. 

poverty when people do not have 
enough money to afford basic needs 
such as food and shelter. 
production the process of making 
a resource into something, typically 
to triJde. 
profit the money gained by a 
business after costs are subtracted 
from revenue. 
public services things provided for 
everybody by a government, paid 
through tnes. 

regulation rules that governments 
set up to make markets work 
fairly, and to stop businesses from 
becoming too powerful. 
resources anything people need to 
survive, and to use for prl1duction. 
revenue the money a business earns 
by producing something. 

scarcity the fact that there isn't enough 
of most resources and products to meet 
demiJIld. It means that people have to 
make choices about what they want and 
how to share. 
specialization when a person, 
business or country concentrates on 
producing some things and not others. 
subsidy an incentive, in the form 
of money, paid by a government to 
people or businesses. 
supply the amount of something 
available to be bought in a market. 
surplus when a person, business or 
government has more of a resource or 
product than it needs. 

tariff a tax that must be paid to 
a government if you want to sell a 
product in their country. 
taxes money that individuals and 
businesses pay to the government 
trade buying and selling products 
in a market. 
trade war when two or more 
countries put up tMiffs against each 
others products. 
trading bloc when two or more 
countries agree to share certain rules 
affecting their markets, such as shared 
tiJIiffs or regulations. 

unemployment the amount of people 
in an economy who don't have a job at 
a particular time. 
utility a calculation of the value that 
people place on different choices. 
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Jobs In economics 
Studying economics means trying to make sense of how lots of things 
work, from people to markets to governments. People who study 
economics often end up working in all sorts of jobs - many of them 
extremely well-paid, and some of them incredibly powerful. 

accountant heLps pEMlpie keep 
track of exactly how much money 
they have earned, saved and spent 
- for individuals, businesses or 
even governments. 
actuary determines how Wr::e\y 
different events are to happen in 
the future, for example h,)w long a 
person might live. 

business development helps 
businesses and other organizations 
find ways to grow, and helps to 
improve relationships between 
businesses so they can all grow. 

chief executive is in charge of 
running a business or org!nization. 
civil servant works for 
governments to help then 
carry out policies and run the 
country efficiently. 

data scientist researches all kinds 
of information, analyzes what that 
intormation contains, and presents 
it to people, for example to test 
how well policies are worting. 

economist studies economics, 
writes about economics, and often 
teaches it, too. 

financial analyst studies markets, 
businesses and government regulations 
to predict what effects these will have. 
forecasting analyst studies a 
particular industry, such as shipping, 
to determine how efficiently it 
could operate. 

investment analyst studies markets 
and profits to help people and 
businesses decide how best to invest 
their money. 

management consultant helps 
businesses and other organizations 
find ways to work more efficiently. 

policy maker comes up with and 
tests ideas on how to make the world 
work better, or more fairly. 
politician represents the opinions 
of people or of a political party, and 
turns policies into law. Around the 
world, many Presidents and Prime 
Ministers trained as economists. 

quantity surveyor advises or oversees 
all levels of building projects. 

stockbroker buys and sells stocks and 
shares at a stock exchange on behalf 
of clients, as well as advising clients 
on what to buy or sell. 
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