
ECON: ‘the study of how people interact with each other and with the natural environment, in 
producing their livelihoods’ 
Industrial revolution: A wave of technological advances and organizational changes starting in Britain in 
the eighteenth century, which transformed an agrarian and craft-based economy into a commercial and 
industrial economy. 
 

Unit 1: The Capitalist Revolution 
Private property, markets and firms play a major role in capitalism  
Technology and specialisation increased production 
90/10 ratio: average income of the richest 10% divided by the average income of the poorest 

10%. 
Inequality in poor countries is small but present  
2 types of inequality: 

• Between nations 
• Within nations  

Inequality between nations is usually worse than inequality within nations  
GDP rapid growth due to industrial revolution led to inequality between nations to increase 
Also difference between factory workers and factory owners  
Growth at different times caused inequality. Can’t grow at same time due to wealth and technology 
 
Hockey stick:  time scale is important 
   Needs to have large time scale to look more dramatic  
   Difference between hockey sticks in poor and rich countries 
   Growth in Africa, for example, is not sustainable like Brittan’s  
   Situation is improving but there is still poverty 

Schooling and health have increased even in the poorest countries  
Unsustainable growth doesn’t effect majority of the population in the country, 
mostly affects the rich 
GDP growth doesn’t mean everyone in 
the country is better off than before  
Living standards only increase if growth 
is sustainable  
IS GLOBAL INEQUALITY DECREASING?? 

• According to Gini coefficient it is 
decreasing 

• According to Absolute Gini it has 
increased 

RATIO SCALE: a series that grows at a constant rate 
looks like a straight line because the 
proportional growth rate is constant. 

   Steeper line = faster growth  
 
LINEAR SCALE: would be an upward-sloping curve with increasing slope if growth happens at a 

proportional rate 
  
GDP: output of the economy in a given period such as a year 
 
 

1.1 Decision making and scarcity: 



 
 
Even though C isn’t on the feasible frontier, it is still on 
a higher IC, so its utility is more than any point on IC1. 
E is the point where the 2 trade-offs just balance. 
At B+D, MRS>MRT. Willing to give up a lot of marks, 
only have to give up a few, so he will do it.  
At A, MRS<MRT. Expensive to take an hour of free time. 
Not willing to give up that much marks. Won’t do it 
 
 

constrained choice problem This problem is about how we can do the best for ourselves, given our 
preferences and constraints, and when the things we value are scarce. The solution is the individual’s 
optimal choice.  
Things are scarce if:  they are goods 
    They have an opportunity cost 
 
constrained optimization problem Problems in which a decision-maker chooses the values of one or 
more variables to achieve an objective (such as maximizing profit) subject to a constraint that determines 
the feasible set (such as the demand curve). 
 
 

1.2 Hours of work and economic growth  
John Maynard Keyes: 
Essay ‘Economic Possibilities for our Grandchildren’ 
Technological improvement would us, on average, about eight times better off.  
Predicted that productivity would continue to rise  
 

PFnew represents an improvement in technology that has a higher 
slope than PF (STEEPER). 
Increased marginal product of labour 
More produced per hour. So an hour of free time becomes more 
expensive as it has a higher opportunity cost (more grain).  
Can either produce more with the same time, or produce the same 
and work less.  
New production function is steeper than the original one for every 
given number of hours. Technological improvement increased 
marginal product of labour.  

       
Slope of FF is both the MRT and the opportunity cost of an hour of free time because the marginal 
product changes with hours of work 
 
If the slope of PFnew is flatter than the original slope, the technological improvement leads to a drop in 
marginal product 
E.g. improvement of technology leads to decreased number of workers needed.  
 
 


