
Macroeconomic Objectives 
GCE A-LEVEL & IB ECONOMICS 



Areas to Cover 
 Edexcel:  

 a) Economic growth 
b) Low unemployment 
c) Low and stable rate of inflation 
d) Balance of payments equilibrium on current account 
e) Balanced government budget 
f) Protection of the environment 
g) Greater income equality 

 AQA: 

 • The main objectives of government macroeconomic policy: economic growth, price stability, 
minimising unemployment and a stable balance of payments on current account. 
• The possibility of conflict arising, at least in the short run, when attempting to achieve these 
objectives. 

 IB:  

 • Economic growth 
• Low unemployment 
• Low and stable rate of inflation 
• Sustainable level of government (national) debt (HL only)  

 (more content under each objective) 



Lesson Structure 
 
 
 

◦Macroeconomic Objectives 
a) Economic growth  
b) Low unemployment (minimising unemployment) 
c) Low and stable rate of inflation (price stability) 
d) Stable balance of payments on current account (equilibrium) 
e) Balanced government budget (sustainable debt levels) 
 
Edexcel: 
f) Protection of the environment 
g) Greater income equality  



What is Economic Growth? 
 To understand this, we must first know how to measure an 
economy’s size.  

 The size of an economy (GDP) is the total value of goods/services it 
produces. 

 The economy grows when our economy can produce more goods 
(increase in productive capacity)… or more expensive goods! 

Country A 

Country B Country C 



Economists Love Pies 



Economists Love Pies 

More pie for everyone… Though usually the  
Richest 1% eats a lot more of the new pie  

OMG Economic 
growth!!!  



What is Economic Growth? 
 

 The total monetary value of the goods/services we produce also 
represents our total wealth. This is because we can trade those 
goods for $ or other goods!  

 We can divide GDP by number of citizens to get our ‘average 
salaries’. (GDP per capita) 

 On average, we all get richer, if our GDP increases. 

 Definition: Economic growth is the increase in real GDP over time.  

Benefits: 
- Higher Incomes & Living Standards 
- More Jobs through Investment, 

Consumption, Production 
- Improves government budget 



Our Obsession with Economic Growth 

Cartoon source from HEDGEYE, by B.Rich 



Economic Growth… At What Cost?  
 
 

What else is important for us to pursue as a society 
apart from riches? 

Cartoon source from Bodheeprep.com 



Can Economic Growth be Faked? 

 Once upon a time, two economists see a pile of dog 
poop. One economist says to the other: "I will pay you 
$1000 to eat it". 

 The second economist agrees to eat it, finds it 
disgusting, and says "I will pay you $1000 to eat it". The 
first economist agrees and eats it. 

 Upon reflection, the first economist says to the second: 
"We both just ate dog poop, and neither of us is better 
off for it." 

 The second says to the first - "Look on the bright side: 
we raised GDP by $2000." 



Unemployment 
 If you want a job but don’t have one, you are unemployed.  

 Are you unemployed?  
  

 You need to be 16 or over in the UK to be in the workforce.  

 Also you’re not ‘willing and able to start work’ if you’re at school…? 

 Definition: Unemployment rate is calculated by the number of people 
unemployed divided by the size of the labour force. 

 Government cannot aim for 0% unemployment (full employment) 

  
Lower unemployment rates means… 
- Higher incomes & Living Standards 
- Higher production & GDP 
- Improves government budget 



UK Unemployment  



Funemployment? 



Inflation 
 Did you know you are losing money at this very moment? 

 Definition: Inflation is the increase in general price level over time. 

 Why? Increased wages due to economic growth, higher demand for 
goods/services, higher costs to produce goods in the economy…  

 Since you will be able to buy less with your savings next year, your 
money is losing value (assuming we have inflation this year…) 

 



Inflation 
 Inflation is measured by the Consumer Price Index (CPI) 



Inflation 
 Inflation is measured by the Consumer Price Index (CPI) 



Inflation 

 The government would want inflation to be around 2%... Caused by 
steady economic growth. 

 This means: 

 - Relatively stable prices 

 - Clear price signals 

 - Investment/Business confidence 
 
The Bank of England helps achieve this through interest rates and monetary policy. 
 
 
 
Definitions: 
Deflation is when general price level falls over time. 
Disinflation is when the rate of inflation decreases. (e.g. 2% to 1%) 
 



Government Budget 
 Did you know… Governments can go bankrupt? 
 Greece was veering towards bankruptcy in 2010, following the 2008 financial crisis 
when they overstated how much they borrowed. 

  
  
  
  
  
  
  
 Governments make money through taxes, and spends money on… pretty 
much everything. When they don’t make enough through taxes, they 
borrow from financial markets and institutions (budget deficit) 

  



Government Budget 
 What do we spend on and how much do each of us owe? 

Each of us owes around…  
£38,518 
Each taxpayer owes around… 
£66,251 

UK National Debt 
At £2.4 Trillion  



Government Budget 



Government Budget 
 Borrowing is not a problem… if we can pay it back.  
 Governments spend more during recessions as part of fiscal policy, to help stimulate 
the economy. They can also do it relatively cheaply at very low interest rates.  

But too much borrowing may cause markets 
to doubt the government’s ability to pay back 
debt… this means: 
 
 

In general, governments should save up when the economy is doing well, and spend the surplus 
during hard times - which is easier said than done politically… spending wins votes! 

- Higher cost of borrowing, or even 
inability to borrow for future 
recessions 
- Interest payment on debt eating 
into the government budget 
- Affects investor/business 
confidence, hence economic growth 



Stable Current Account  
 Every year, we import and exports all sorts of products. That is recorded within 
the Current Account, which is a component of the Balance of Payments. 

  

https://www.theguardian.com/politics/ng-interactive/2019/aug/13/how-a-no-deal-
brexit-threatens-your-weekly-food-shop 
 

https://www.theguardian.com/politics/ng-interactive/2019/aug/13/how-a-no-deal-brexit-threatens-your-weekly-food-shop
https://www.theguardian.com/politics/ng-interactive/2019/aug/13/how-a-no-deal-brexit-threatens-your-weekly-food-shop


Stable Current Account  
 Current account surplus: Total value of exports > total value of imports  

 Current account deficit: Total value of exports < total value of imports  

 For the UK, we are unfortunately in deficit… FeelsBadMan 

Source: Office for National Statistics – Balance of Payments 



Stable Current Account  
 Why is this important? 

 Current account surplus: Income is flowing into the country (injection) 

 Current account deficit: Income is flowing out of the country (withdrawal) 

 In other terms, a current account surplus means there is higher 
international demand for the goods we produce (exports > imports). This 
helps create jobs, fund businesses, pays export taxes and exacerbates 
economic growth. 

 On the other hand, a current account deficit means we are purchasing more 
of other countries’ goods and services. Incomes from our production/work 
is being spent elsewhere, flowing out of our own economy. 

  

  Image from NYT 



Stable Current Account  
 However, its not all bad… 

 Although the current account can indicate how competitive our economy is 
internationally (showing which country’s goods are better/cheaper thus 
more frequently purchased), it may also just be a reflection of living 
standards. 

  

  



Stable Current Account  
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