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Extra student resources

 

CASE STUDY

Singapore
Singapore has been one of the most successful economies of the last 60 years. It 
is a small island state off the coast of Malaysia in Southeast Asia with a population 
of 5.6 million. It is one of the most densely populated countries in the world.

Singapore was a British colony until 1963 when it became part of the Malaysian 
Federation. However, it was expelled from the federation in 1965 and became 
a sovereign state. At this time, the country faced major challenges. It had 
limited natural resources, even having to import water from Malaysia. Its main 
advantage was its strategic position and good harbour. 

The country’s political leadership was strong – indeed, it was effectively a one-
party state that had the same prime minister (Lee Kuan Yew) from 1959 until 
1990. The government was therefore able to influence the way in which the 
economy developed, focusing on rapid economic growth, support for business 
enterprise and promotion of exports, coupled with limitations on the democratic 
process. The media were subject to strong controls. Wages were under the 
control of the National Wages Council, designed to support the growth process. 
The government directed the economy through quite strong interventions.

In its early years of development, the government invested in the infrastructure 
needed for exports to flourish, ensuring the provision of good port facilities and 
transport and communication links. The government also provided housing for 
the population. Foreign investment was strongly encouraged, and the country 
proved attractive to companies because of the low level of corruption and high 
security. 

In 1960, Singapore’s average income levels were about a quarter of those in the 
UK, but by the late 2010s, average income was 27% higher than in the UK. At this 
time, Singapore was lauded as the joint fourth least corrupt nation in the world, 
and the most competitive economy. In terms of the ease of doing business, the 
World Bank ranked Singapore as second out of 190 countries around the world.

Follow-up questions
a From the passage, identify factors that might suggest that central planning 

was significant in the development of the economy.
b From the passage, identify factors that might suggest that Singapore 

developed as a free-market economy.

Extra student resources 
Chapter 1 Introducing economics
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Chapter 3 Elasticity

CASE STUDY

Bicycles
I visited Shanghai in the early 1990s, and one thing 
that struck me immediately was that the roads were 
dominated by bicycles. There were very few cars, 
and in busy streets in the city centre, cars had to 
thread their way through the mass of bicycles.

Now, things are different. True, if you visited 
Shanghai today, you would still find many more 
bicycles on the streets than in some other countries 
like the UK, but in Shanghai they have their own part 
of the road. This still causes mayhem at junctions, 
when cars need to turn across the cycle tracks, but 
things are more orderly. The number of cars has 
increased significantly.

In the period since the early 1990s, China’s economy 
has gone through a period of rapid economic 
growth and transformation. As part of this process, 
real incomes have risen, and many households 
have become much better off, especially in the 
urban areas where much of the change has been 
concentrated.

During the Covid-19 pandemic in the UK, there was 
much encouragement for people to work from home, 
rather than having to travel to the office. In the city 
where I live, the local authority took advantage of the 
lockdown to create more cycle lanes on major routes 
into the city, arguing that it would be good for the 
environment for people to work at home, or to cycle 
to work. Whether this will be sustainable once life 
returns to normal remains to be seen.

Follow-up questions
a What reasons might help to explain the change in 

the pattern of traffic between cars and bicycles in 
China over the period described in the passage?

b What would you expect to be the nature of the 
income elasticity of demand for bicycles in China?

c What would you expect to be the nature of the 
income elasticity of demand for cars in China?

d How would you expect the demand for cars to 
be affected if working from home became more 
widespread or if more people used bicycles to 
travel to work?

CASE STUDY 

Rice
In 2007/08, food prices hit the headlines. There 
were riots on the streets of cities in many countries 
around the world, with protestors demonstrating 
against massive increases in the prices of some 
staple foods, especially wheat and rice.

The increases affected some countries especially 
severely. In much of Southeast Asia, rice is a staple 
commodity, forming a part of most people’s daily 
diet. For some countries, such as the Philippines, 
much of the rice consumed has to be imported, so 
the price rises caused particular difficulties. The 
demonstrators wanted governments to intervene to 
control the prices and protect the poor.

It was reported that in some countries, poor 
households were coping with the price rises by 
changing their eating habits, consuming less meat 
or finding other ways of cutting down. The United 
Nations called for worldwide action to prevent 
hunger and malnutrition from spreading.

Follow-up questions
a Would you expect the demand for rice to be price 

elastic or inelastic?
b Explain your answer to part (a), referring to the 

passage to provide evidence to support your 
explanation.

c Do you think that government intervention to 
control prices would be an effective answer to the 
problem?
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Chapter 4 Market equilibrium and the price system

Chapter 5 The government in the microeconomy

CASE STUDY 

Jewellery
A local craft market is populated by a variety of 
stalls selling a range of items – antiques, football 
memorabilia, second-hand books, hand-made 
jewellery and other items. The same sellers are 
present at the market every time it opens, each with 
their regular place, but there are some vacant stalls. 
The stall holders just make enough profit to make it 
worth their while.

One week, the craft market is featured in the local 
newspaper, and an item appears on local television 
highlighting the quality of design and value for money 
of the jewellery on sale at the market. The jewellery 

sellers suddenly find that their stock is moving very 
rapidly, and realise that they can increase their 
prices. As word gets around, some of the vacant 
stalls are taken up by new jewellery makers and, 
although the number of buyers remains high, prices 
drift back to their original level.

Follow-up questions
a Sketch a demand and supply diagram to track 

these changes in the market for jewellery.
b Would you expect other (non-jewellery) stalls to 

be affected by this process?
c How might established jewellers in the area 

respond to the popularity of the craft market?

CASE STUDY

A common problem
Fishing and fisheries have been contentious in many 
countries. Who should have the rights to catch fish  
in international waters? Or should the seas be open  
to all? And how about a stretch of inland water such  
as Lake Victoria, the largest freshwater lake in 
Africa, which shares borders with Uganda, Kenya 
and Tanzania. How can the lake be divided between  
them? In Europe, there has been longstanding  
debate between countries about fishing rights 
in the North Sea, which was a major point of dispute 
following the UK’s decision to leave the European 
Union.

Why should this be so controversial? Of course, 
it is partly about scarcity. But it is also about the 
characteristics of fisheries. Fish may be seen as 

a renewable resource – but only if it is harvested 
sustainably. If it is not, then fish becomes rivalrous 
because of scarcity. However, if there is free access, 
fishing is non-excludable. This means that fishers 
have an incentive to catch as much fish as they can. 
This can give rise to a phenomenon known as the 
‘Tragedy of the Commons’.

Follow-up questions
a How would you expect a market to evolve if the 

good has these characteristics of being non-
excludable but rivalrous?

b Give another example of where this problem 
could arise.

c What measures could be adopted to tackle the 
problem?
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Chapter 11 Macroeconomic policy

CASE STUDY 

Infrastructure investment and the macroeconomy
The quality of a nation’s infrastructure provides important support for business. 
If a country’s transport and communication system is inefficient, firms will find 
it difficult to compete with foreign firms. However, in 2010 the Organization for 
Economic Cooperation and Development (OECD) ranked Britain as only 33rd in 
the world for the quality of its infrastructure.

One project undertaken by the UK government was HS2, designed to provide a 
new high-speed rail link between London and Birmingham, to be extended in 
two directions: to northwest England (Manchester) and Yorkshire (Sheffield and 
Leeds). This would be the largest infrastructure construction project in Europe. 

The project involves large-scale expenditure in the short run: in 2013, the total 
cost was estimated at £42.6 billion at 2011 prices, but the estimate has since 
been revised upwards, and the budget was stated as £55.7 billion in late 2017. 
However, some critics of the project suggest that the final cost could be as much 
as £200 billion. The first passengers are expected to travel on HS2 in 2026. 
Costs include the capital costs of purchasing land and constructing railway 
lines, stations, depots and rolling stock. There would be some multiplier effects 
of these expenditures while the project was being undertaken. When completed, 
the project would ease existing capacity constraints and allow more rapid travel 
between London and the destinations in the north. It is claimed that for each £1 
spent on the project, the UK will receive £2.30 in benefits.

Follow-up questions
a Use an AD/AS diagram to analyse the short-run effects of this project.
b With reference to another AD/AS diagram, discuss the expected long-run 

impact of the project on the macroeconomy.
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CASE STUDY 

Trump tariffs
There has been a long-running debate between 
advocates of free trade between countries and those 
who are in favour of protecting domestic industries 
against what is seen as unfair competition from 
abroad.

Those who argue for free trade point to the potential 
gains from trade arising from the pattern of 
comparative advantage held by different countries. 
Opening up to trade gives consumers access to a 
wider range of products than can be produced at 
home, and firms may gain from having access to 
lower-cost inputs. 

Those in favour of protectionist measures argue that 
free trade allows unfair competition from countries 
that breach intellectual property rights and engage 
in unfair trading practices such as dumping of goods 
below their true costs. It is also suggested that 
there may be environmental benefits from buying 
domestically produced goods, which avoids high 
transportation costs of buying from remote overseas 
countries.

Donald Trump clearly belongs firmly in the 
protectionist group. During his first presidential 
campaign in 2016 he launched his ‘America First’ 
proposal, announcing that he was keen to reduce the 
US trade deficit, especially with China, but also with 
other trading partners such as Mexico and Canada. 
Indeed, he described the North American Free Trade 

Agreement (NAFTA) as ‘the worst trade deal’ ever 
signed by the USA.

In 2018, the then-president Trump announced tariffs 
on steel imports in order to protect jobs in the US 
steel industry, arguing that such tariffs would enrich 
the US economy, and that China would be paying for 
this. The tariffs were imposed not only on China, but 
also on the EU and Canada and (later) Brazil and 
Argentina. China and other countries retaliated by 
imposing tariffs on the USA. 

There was an extent to which tariffs were being used 
as a political weapon. The USA pulled out of NAFTA 
altogether, but rejoined having negotiated better 
terms (the USMCA). At one point during the Covid-19 
pandemic, the president threatened to raise tariffs 
to punish China for having caused the virus.

There were moves during 2020 to reduce the tariffs, 
when it was realised that many US firms were 
struggling because their costs had risen as a result 
of the steel tariffs.

Follow-up questions
a Discuss the potential benefits of engaging in free 

trade.
b Identify the economic arguments for and against 

introducing protectionist measures.
c Who gains from the imposition of a tariff, and who 

loses?
d How are the arguments in favour of protectionism 

affected when other countries retaliate with 
measures of their own? 

Chapter 12 International trade and protectionism

308275_ESR_CAM_IASAL ECO_001_012.indd   5 2/17/21   6:36 PM



6

E
X

TR
A

 S
TU

D
E

N
T 

R
E

SO
U

R
C

E
S

 
CASE STUDY

Competition online
One of the key assumptions of perfect competition 
is that all traders (buyers and sellers) have perfect 
knowledge of market conditions. Is this likely to 
happen in markets in the real world?

The internet has not always been there at our 
fingertips. Before it arrived on the scene, potential 
buyers of a good had to engage in a search process 
to discover what price was reasonable for a good. For 
example, if I needed to replace a tyre on my car, I had 
to work my way through the telephone directory, and 
phone the tyre dealers in the city until I found which 
could supply the tyre I needed at the best price. What 
usually happened is that I would give up after the 
first three or so dealers and take the best offer that 
was available. This meant that there was scope for 
individual dealers to charge a higher price than would 
have applied under perfect competition, so I may have 
ended up missing the best possible deal.

Nowadays, if I want to discover the best price for a 
good that I want to buy, my first step will be to go 
online to check availability, probably starting with 
Amazon, but then double-check whether prices from 
stores in the city centre are comparable. Online sites 
thus provide a quick way of checking market prices, 

and may allow potential buyers to be sure of getting 
a good deal.

This is not to say that all online markets are perfectly 
competitive: after all, Google dominates the search 
engine market in many countries. However, the 
firms that sell their goods or services through online 
marketing need to find ways of catching the attention 
of their potential clients, knowing that their rivals 
are doing the same.

Does this mean that prices are converging on the 
perfectly competitive price? Not necessarily. There 
are examples of goods and services whose price 
varies between sellers – for example, the price of 
onions may be different at the supermarket than at 
the local market. 

Follow-up questions
a In the pre-internet economy, why was it possible 

for some dealers to charge different prices for 
the same product?

b Explain why the assumption that traders have 
perfect knowledge of market conditions is so 
important in the model of perfect competition.

c Given how easy it is to obtain information about the 
price of goods online, provide reasons why prices of 
goods and services may still vary between sellers.

Chapter 18 Different market structures: perfect competition and monopoly
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Chapter 20 The growth and objectives of firms

CASE STUDY

Acquiring Homebase
Homebase is a British home improvement retailer 
and garden centre, founded in 1979 as Sainsbury’s 
Homebase (Sainsbury’s is one of the UK’s main 
supermarket chains). In 1995, the company tripled 
in size through the acquisition of Texas Homecare. 
Sainsbury’s sold Homebase in 2000 in a £969 million 
deal. Homebase changed hands again in 2002, before 
becoming part of the Home Retail Group plc (HRG) 
in 2006. HRG was the parent company of Argos and 
Habitat.

By 2015/16, Homebase was facing difficult times. 
It had underperformed for a number of years, and 
was set to close several stores. Sainsbury’s was 
interested in acquiring HRG to gain control of Argos, 
but did not want to reacquire Homebase.

Wesfarmers is an Australian conglomerate, one of its 
companies being Bunnings, the number one garden 
centre chain in Australia. Bunnings was keen to gain 
a foothold in the UK market, which was seen to have 
a large number of old houses, high home ownership 
and keen gardeners. Homebase looked to be a good 
match. Wesfarmers bought Homebase for £340 million 
in February 2016, claiming to have saved hundreds of 
workers from redundancy.

One of the first steps taken by Bunnings was to axe 
the entire Homebase senior management team and 
about 160 middle managers, replacing them with an 
Australian leadership team, assuming that the UK 
market would welcome the Bunnings warehouse 
style of retailing. The Australian DIY chain had been 
famous for low prices and sausage sizzlers. The 
firm also ditched its previously popular kitchen and 
bathroom ranges, and ousted concessions such as 
Laura Ashley, Habitat and Argos.

Sainsbury’s subsequently acquired Argos through its 
takeover of HRG. Under the Bunnings management, 
Homebase made a pre-tax loss of £28 million in 
the 6 months to the end of 2016, followed by a loss 
of £54 million in the first 6 months of 2017 and an 
expected £97 million loss in the second half of 2017. 
Competition from Screwfix and other incumbent 
firms may have contributed to the situation. In 2018, 
Homebase was  bought for £1 by the restructuring 
firm Hilco. By February 2020 (before the Covid-19 
pandemic), Homebase had regained profitability.
a Why did Homebase seem to be a good match for 

Bunnings?
b Do you think that the acquisition could have 

worked for Bunnings?
c What strategy might have enabled greater 

success for the acquisition?
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Chapter 23 Labour market forces and government intervention

CASE STUDY

Valuing professional footballers
The football transfer market each summer sees top players changing clubs for enormous transfer fees. Among 
the most prominent traders are the top English Premiership clubs such as Manchester United, Liverpool 
and Chelsea and big-spending European clubs such as Paris Saint-Germain. The FA Premier League has the 
highest revenues of any domestic football league in the world, grossing more than £5.44 billion in revenues in 
the 2017/18 season according to Deloitte. The top Premiership clubs also compete in the highly lucrative UEFA 
Champions League. The battle between TV firms for broadcasting rights is a key factor in generating these 
revenues.

So not surprisingly, the top English Premiership clubs are able to attract some of the best players in the world. 
In 2019, it was reported that the average salary of a footballer in the first team squad of an English Premier 
League team in 2019 had reached £3.17 million per year (more than £60,000 per week), comfortably more than 
footballers playing in the top leagues in Germany, Italy and Spain. These figures suggest that a high proportion of 
the TV revenues goes into players’ salaries – rather than into lower ticket prices.

But is there any economic justification for Paris Saint-Germain paying a transfer fee of £198 million to 
Barcelona for Neymar, or £116 million for Kylian Mbappé?

From an economic and financial perspective, professional footballers are complex productive assets who are 
expected to provide a flow of services both on and off the field over the period of their employment contract. 
One way of valuing a professional footballer is to calculate the value of the expected flow of net benefits 
accruing to the holder of the asset – that is, the club. In other words, the value of a professional footballer 
should be related to the marginal revenue product (MRP) of the player.

Calculating the MRP of a professional footballer requires estimating the expected additional cash flows 
accruing to the club as a consequence of signing that player. Broadly speaking, there are two types of 
revenue stream that a player can generate. First, there are the revenue streams associated with the player’s 
on-the-field contribution to team performance. Team revenues tend to be ‘win-elastic’. Winning teams tend 
to attract more spectators, generating higher match-day revenues. Media revenues can also be win-elastic, 
with bigger viewing audiences for the more successful teams.

Sponsorship and merchandising revenues also tend to be higher for more successful teams. But a player’s 
value will also depend on his expected image value off the field. Star players can generate greater revenues 
by virtue of being star players, irrespective of their actual impact on team performance. Glamour as well as 
glory makes money in professional team sports, which when all is said and done are part of the entertainment 
industry. So from an economic perspective the fundamental value of a professional footballer can be stated as:

MRP = (MPC × MWR) + PIV

where MPC is the (expected) marginal playing contribution, MWR is the marginal win revenue and PIV is the 
player image value. Calculating a player’s value requires an estimate of the incremental impact of the player 
on the team performance, an estimate of the sensitivity of the team’s revenues to team performance and an 
estimate of the off-the-field marketing value of the player.

Follow-up questions
a Explain what is meant by the ‘marginal revenue product’ of a footballer.
b What is meant by the statement that team revenues tend to be ‘win-elastic’?
c Explain why ‘glamour as well as glory makes money’.
d To what extent does the discussion of a footballer’s MRP help to explain why professional footballers 

command such high wages?
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Chapter 25 Economic growth and sustainability

CASE STUDY 

Inequality and economic growth
If you visit Rio de Janeiro, you may be surprised 
to see high metal fences in front of many of the 
luxurious multi-storey buildings along the lovely 
beaches of Copacabana. However, it is not really 
surprising, given that Rio has one of the highest 
crime rates in Brazil, made worse by the high 
level of income inequality. It is not uncommon to 
find a substantial gap between the rich and the 
poor in many societies. Inequality exists in both 
developing and developed countries. For example, 
Nobel laureate Paul Krugman has noted that the 
13,000 richest families in the USA have almost as 
much income as the 20 million poorest households; 
those 13,000 families have incomes 300 times that 
of average families. It is important to examine the 
effects of such income inequality not only on crime 
rate and social behaviour, but also on the economy.

Level of income inequality
The level of income inequality depends primarily on 
the distribution of assets and wages as well as on 
government policy. First, an important factor is the 
distribution of productive assets such as land. If land 
ownership is concentrated among a few owners, 
which is typical of many agriculture-dominated 
developing economies, then income inequality 
tends to be high in such countries. In addition, if 
the ownership of minerals and natural resources 
is concentrated among the elite, then countries 
well endowed with natural resources — especially 
mineral resources such as oil, diamonds, copper and 
so on — tend also to have higher asset and income 
inequality than other types of economy. Another 
factor that explains variations across countries is the 
rural–urban inequality within developing countries, 
which is the result of urban bias.

Overall, income inequality depends to a large extent 
on earnings inequality, as in many countries earnings 
account for 60–70% of total income. In some 
countries, rising wage inequality has often been 
ascribed to technological change. New technologies 
generate a demand for skills. This favours higher-
skilled workers over lower-skilled ones and leads 

to increasing wage differentials between skilled and 
unskilled workers. In addition, education tends to 
play an important role in reducing income inequality.

If some groups in a society do not have access to 
education, this leads to higher earnings inequality 
and therefore higher income inequality. 

Earnings inequality is clearly an important 
contributor to the increases in overall income 
inequality witnessed in many countries recently.

Economic performance and output 
But how does inequality influence economic 
performance and output? More unequal societies 
tend to develop larger groups of people who are 
excluded from opportunities that others enjoy. Poor 
people may not have the same chances in life as 
richer people, and may thus never quite realise their 
full productive potential. This may be because they 
do not get as good an education as those afforded by 
richer families, or because they cannot get loans to 
start up a business as easily, or because they can’t 
afford the insurance they would require to undertake 
some risky — but productive — venture. An income 
distribution with lots of poor people, or unequally 
distributed opportunities, would underutilise its 
aggregate productive potential to a greater degree 
than a distribution with relatively fewer poor people, 
or one where opportunities were more equitably 
distributed. Both theory and empirical evidence 
suggest that these incomplete realisations of 
economic potential are not of concern only to those 
who care about equity. They also affect aggregate 
economic potential, and therefore aggregate output 
and its rate of growth.

The impact on growth may also be negative when 
the gap between the rich and the poor widens 
excessively. For instance, rural economies with 
very high land concentration in a few hands and 
landlessness for the majority face very high shirking 
and supervision costs. For these reasons, these 
economies tend to be less efficient (e.g. to have 
lower yields per hectare) than more equitable 
agrarian systems, even when accounting for the
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economies of scale in marketing, processing and 
shipping which benefit larger farms.

Political instability and social problems 
Finally, high levels of income inequality can also 
create political instability and social problems and 
very negatively affect growth over both the short 
and long term. There is increasing evidence of a 
strong relation between inequality and the crime 
rate. Income differences between households create 
psychological stress for the relatively poor that may 
explain higher morbidity, mortality and violence 
rates. Social tensions, in turn, erode the security of 

property rights, augment the threat of expropriation, 
drive away domestic and foreign investment and 
increase the cost of business security and contract 
enforcement.

Follow-up questions
a Identify the key causes of inequality in a society.
b Discuss how inequality in wealth can affect 

inequality in income.
c Why should inequality create political instability?
d In your own words, outline the main ways in 

which inequality may have an impact on economic 
growth.

CASE STUDY

Asymmetric information 
Joe Mpata farms a small piece of land in Ethiopia. 
The land is difficult to work, and unproductive. Joe 
would like to be able to invest in the land using better 
tools and fertiliser to raise productivity.

Joe approaches a bank to see if he can obtain a loan 
for this project. In order to take a decision on Joe’s 
request, the bank needs information. It needs to 
know about the likelihood that Joe will default on the 
loan, either because the project may fail, or because 
he turns out to be unreliable. However, the bank is 
faced with a large number of similar requests, and 
finds it difficult to assess the relative merits of the 
projects put forward.

One problem is asymmetric information. The bank 
has little information on which to base its decisions. 
It realises that the individuals who are most likely to 
want to borrow could be those who are unreliable, or 
who want to finance risky projects. In addition, the 
bank is wary of lending, because without knowing 

more about the borrowers, it is aware that some 
borrowers may take more risk with their projects 
once they have secured a loan, which may increase 
the probability of default.

Most potential borrowers are unable to offer any 
security to the bank, as the documentation of land 
ownership is weak. In other words, the bank cannot 
accept land as collateral against the loan. As a 
result, the bank will only provide loans at a high 
rate of interest, as a way of trying to insure against 
default.

Follow-up questions
a Identify an example of moral hazard in the 

passage.
b Identify an example of adverse selection in the 

passage.
c How will the market be affected if reliable and 

low-risk potential borrowers find the interest 
rates being charged to be excessive?

Chapter 27 Money and banking
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Chapter 28 Macroeconomic policy

CASE STUDY

Policy dilemmas
Imagine you are the economic minister of a country 
called Nowhere. The economy has been experiencing 
a period of prosperity, with low inflation and 
unemployment and steady economic growth. However, 
you are aware that you soon face re-election, and 
there are some problems on the horizon. Imports of 
consumer goods from China are growing rapidly, and 
unemployment has begun to creep up as some firms 
go out of business. Global commodity prices are rising, 

putting additional pressures on the prices of some key 
strategic imports. There is a growing environmental 
lobby putting pressure on you to reduce the 
environmental impact of economic growth and tackle 
carbon dioxide emissions. Inflation is towards the top 
end of the acceptable range. A house price bubble is 
threatening to burst.

Follow-up question
Discuss to which objective you should give top 
priority.

CASE STUDY

The UK’s national debt
The UK’s Office for National Statistics (ONS) reported 
that the UK’s national debt at the end of 2019 amounted 
to £1,814.9 billion (89.5% of GDP), an increase of £31.5 
billion over the previous year. Figure CS10.1 shows the 
time-path of the national debt since 2000.
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▲ Figure CS10.1 The UK’s national debt as a percentage of 
GDP since 2000

The figure shows two versions of these data, one that 
includes the effects of the bailout of banks during 
the financial crisis in the late 2000s. Even without the 
bailouts, it is clear that the level of public sector net 
debt has increased substantially since the financial 
crisis of the late 2000s.

In part, this reflects the cyclical deficit caused by 
the recession of 2008–13. However, the increase in 
the structural deficit cannot be ignored, particularly 
that caused by the demographic impact of an ageing 
population, which has long-term effects on the 
government budget deficit.

The key question is whether the increase in the 
national debt is sustainable in the long run. One effect 
of the higher level of debt is that it brings with it the 
need to pay higher interest payments on the debt into 
the future. A stated objective is therefore to bring 
the level of national debt back to a sustainable level. 
However, there is no consensus on what is a desirable 
long-term ratio of debt to GDP. In the days of the 1997 
Labour government, the target rate was set at 40%; 
the European protocol on what is excessive in this 
context is that the national debt should not exceed 
60% – but even this seems challenging. 

If the debt ratio is to be reduced, it is necessary either 
to reduce spending or to increase tax revenues. In June 
2018, the then prime minister, Theresa May, pledged 
to increase spending on the National Health Service 
by £20 billion a year by 2023. There are other factors 
that will also increase spending. New arrangements 
for student loan repayments will mean an increase 
in spending, and the demographics of the population 
will lead to future increases in spending on pensions 
and adult social care. In July 2017/18, the Office for 
Budget Responsibility noted that unless these issues 
were addressed, the national debt could reach 282.8% 
of GDP in 2067/68. Since all of this discussion, the 
government’s response to the Covid-19 pandemic has 
been to borrow beyond any previous precedent, which 
will take the national debt to wholly new levels.

Follow-up questions
a Explain the distinction between cyclical and 

structural deficits.
b How does an increase in the national debt affect 

future government budget deficits?
c What measures could be introduced to bring the 

national debt to a level that would be sustainable 
in the long run?
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CASE STUDY

Ugandan coffee
The World Bank offers the story of Martha 
Wamatabu, who farms an acre of land in the Bududa 
district of Uganda. In a good season she harvests 
about 600 kilograms of coffee, but faces challenges 
in marketing the produce and in improving the 
productivity of her land.

The Ugandan economy depends heavily on its 
agriculture, which employs 71.7% of the population 
(but accounts for only 24.4% of GDP) and makes up 
72.6% of exports, coffee being the most important 
crop. 

Coffee production in Uganda is mainly carried out by 
small farmers, who intercrop coffee with bananas 
and subsistence crops such as beans (the bananas 
provide shade that is needed for the coffee trees). 
It has been estimated that there are some 500,000 
producers of coffee in the country. 

The farmers typically sun-dry the coffee beans 
and sell to traders who visit by bicycle, motorcycle 
or, in some cases, donkeys. The traders then 
consolidate the crop, which is processed and sold to 
the exporters. Competition among the traders helps 
to ensure that the farmers receive a good price for 
their coffee. However, the transport infrastructure is 
poor.

Farmers face a number of problems. They typically 
face low productivity and unpredictable weather. 

Fertiliser use is low, and there is a shortage of 
agricultural extension officers, whose purpose is to 
advance the use of technology among farmers. For 
many, there is insecurity over land ownership.

The Ugandan Coffee Development Agency (UCDA) 
provides advice for farmers in an attempt to raise 
productivity levels, but communicating with so 
many small producers is a challenge. Only 21.9% of 
Ugandans have access to the internet, and only 10.1% 
of the rural population have access to electricity. 
A promising development is that 55.1% of the 
population have mobile phones (up from only 0.5% in 
2000).

Follow-up questions
a Before 1992, the state controlled coffee trading, 

having a monopsony position on purchasing 
coffee from farmers. Why would farmers benefit 
from privatisation of this activity?

b Discuss the importance of transport 
infrastructure in the coffee production supply 
chain.

c Why would insecurity over land ownership be 
seen as a problem for farmers?

d Why would the increasing access to mobile 
phones be a benefit to farmers?

e Discuss the challenges facing the UCDA in 
attempting to raise productivity in coffee 
production.

Chapter 30 Economic and human development

CASE STUDY

Access to finance
In developing countries in 2014, only 53.1% of people 
aged 15 and above had an account with a financial 
institution. In sub-Saharan Africa, the figure was only 
28.9% and in some countries it was even lower – for 
example, only 3.5% of people in Niger had an account 
and only 6.9% in Burundi. In October 2018 the World 
Bank noted that there were an estimated 1.7 billion 
adults worldwide (or 31% of adults) without a basic 
transactions account. 

What this means is that any saving that takes place 
tends to be in the form of fixed assets, or money 
kept under the bed. Such savings cannot readily be 
transformed into productive investment. The lack of 
access to banking may thus be an impediment to the 
process of economic growth.

In the absence of branch banking, people in the rural 
areas do not have access to the formal financial 
sector. The commercial banks based in the urban 
areas do not have the information needed to be 
able to assess loan applications for rural projects. 
Furthermore, property rights are not secure, so it 
may be difficult to provide collateral against loans 
when ownership of land cannot be proved.

Follow-up questions
a Discuss the problems faced by a developing 

country when trying to mobilise savings for 
productive investment.

b Why should the lack of property rights be a 
hindrance to the provision of rural credit for small 
projects?

c How might the provision of rural credit for small 
businesses be improved in developing countries?
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