Important diagrams with tips on how to use them

Important diagrams with tips on how to
use them

Every diagram you need to know for your IB exams is listed in the IB Economics syllabus. Each of these diagrams
is also explained in the learning objectives appearing at the beginning of each section of the coursebook.

These diagrams are reproduced here by chapter so that you can easily refer to all of them for review. They include
all the diagrams that appear in the IB economics syllabus. The tip given under each diagram tells you what you
should be able to illustrate by use of these diagrams.

Unit 1 Introduction to economics
Chapter 1 The foundations of economics
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Figure 1.1: Production possibilities curve

TIP

This diagram illustrates choice, opportunity cost and unemployment of resources.
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Figure 1.2: Production possibilities curve with increasing and constant opportunity costs

TIP

This illustrates the difference between constant and increasing opportunity costs.
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a Economic growth
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Figure 1.3: Using the production possibilities model to illustrate economic growth
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Figure 1.6: Circular flow of income model with leakages and injections
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Unit 2 Microeconomics
Chapter 2 Competitive markets: Demand and supply

a A movement along the demand curve, caused by a b A shift of a demand curve, caused by a change in a
change in price, is called a ‘change in quantity demanded’ determinant of demand, is called a ‘change in demand’
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Figure 2.4: Movements along and shifts in the demand curve

TIP

a A movement along the supply curve, caused by a b A shift of the supply curve, caused by a change in a
change in price, is called a ‘change in quantity supplied’ determinant of supply, is called a ‘change in supply’

Q

Figure 2.8: Movements along and shifts of the supply curve

TIP
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Figure 2.11: Market equilibrium
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Figure 2.12: Changes in demand and the new equilibrium price and quantity
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Figure 2.13: Changes in supply and the new equilibrium price and quantity
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a Adjustment of price to increased demand
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Figure 2.16a: Price as a signal and incentive

TIP
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Figure 2.17: Consumer and producer surplus in a competitive market
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Chapter 3 Elasticities

Frequently encountered cases

a Price inelastic demand: 0 < PED <1 b Price elastic demand: 1< PED <
P
5%
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Figure 3.1: Demand curves and PED

TIP
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Figure 3.4: (HL only) Variability of PED along a straight-line demand curve

TIP

a PED > 1 (elastic demand) b PED < 1 (inelastic demand) ¢ PED =1 (unit elastic demand)
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Figure 3.6: PED and total revenue

TIP
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Figure 3.10: The Engel curve showing different YEDs

TIP

Frequently encountered cases

a Price inelastic supply: PES <1
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Special cases

¢ Unit elastic supply: PES =1

P

5

S»
S3

Figure 3.13: Supply curves and PES

Q

b Price elastic supply: PES > 1

d  Perfectly inelastic supply: PES =0
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e Perfectly elastic supply: PES = oo
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TIP
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Chapter 4 Government intervention in microeconomics
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Figure 4.1: Price ceiling (maximum price) and market outcomes

TIP

a Consumer and producer surplus in a competitive b Welfare impacts of a price ceiling
free market: maximum social surplus (maximum price)
P P

consume
surplus

0

Figure 4.2: Effects of a price ceiling (maximum price) on consumer and producer surplus

TIP
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Figure 4.5: Price floor (minimum price) and market outcomes

TIP

a Consumer and producer surplus in a competitive free b Welfare impacts of a price floor (minimum price)
market: maximum social surplus
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Figure 4.7: Welfare impacts of a price floor (minimum price) for agricultural products and government purchases of
the surplus

TIP
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a How the supply curve shifts b Market outcomes due to an indirect tax
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Figure 4.11: Supply curve shifts due to an indirect tax

TIP

a Consumer and producer surplus in a competitive b Consumer and producer surplus with an indirect tax:
free market: maximum social surplus welfare loss
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Figure 4.12: Effects of indirect taxes on consumer and producer surplus

TIP
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Figure 4.15: Impacts of subsidies on market outcomes

TIP

a Consumer and producer surplus in a competitive free b Consumer and producer surplus with a subsidy:
market: maximum social surplus welfare loss
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Figure 4.16: Effects of subsidies on consumer and producer surplus

TIP
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Chapter 5 Market failure and socially undesirable outcomes I:
Common pool resources and negative externalities

P
S =MPC = MSC
Popt
D = MPB = MSB
0 Qopt Q
allocative efficiency
is achieved

Figure 5.2: Demand, supply and allocative efficiency with no externalities

TIP
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Figure 5.3: Negative production externality

TIP
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external

cost § = MPC
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Figure 5.4a: Welfare loss in a negative production externality

TIP

MSC = MPC + tax

P ! tax = external cost
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Figure 5.5a: Imposing an indirect tax on output or on pollutants

TIP
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Figure 5.5c: Tradable permits

TIP

14 > Economics for the IB Diploma - Tragakes © Cambridge University Press 2020



Important diagrams with tips on how to use them

Figure 5.7: Government regulations to correct negative production externalities and promote sustainable use of
common pool resources

S=MPC=MSC
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" [ external
cost
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Figure 5.9: Negative consumption externality
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Figure 5.10a: Welfare loss in a negative consumption externality

T
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a Market-based: imposing an indirect tax b Government regulations and advertising
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external
1| tax = cost
1| external
Pe|--------2 S =MPC=MSC
S=MPC=MSC
Pm i Pm ,,,,,,,,,,,,,,,,,,
Pol----- !
D =MPB P | ! Dy=MPB
opt ' !
MSB ‘D, =MSB
! ! 1 ' after demand decreases
0 Qopt Qm Q 0 Qopt Qm Q

Figure 5.11: Correcting negative consumption externalities

TIP

Chapter 6 Market failure and socially undesirable outcomes II:
Positive externalities, public goods, asymmetric information
and inability to achieve equity
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Figure 6.1: Positive production externality

TIP
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P
S=MPC
external
benefits
MSC
[ 35
Popt| -7 welfare loss
D = MPB = MSB

0 Qm Qopt Q

Figure 6.2a: Welfare loss in a positive production externality

TIP

a Direct government provision b Granting a subsidy
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Figure 6.3: Correcting positive production externalities
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P
S =MPC =MSC
Popt| -
Pl : SRV
| external
benefit
! © D=MPB
0 Qm Qopt Q

Figure 6.4: Positive consumption externality

TIP
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Figure 6.5a: Welfare loss in a positive consumption externality

TIP
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a Legislation or advertising
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Figure 6.6: Correcting positive consumption externalities

b Direct government provision
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TIP
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Figure 6.8: (HL only) Circular flow of income model

TIP
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Chapter 7 Market failure and socially undesirable outcomes
I1l: Market power (HL only)

Pelt-mmmmmmmmm s Pe =MR=AR
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Figure 7.6: (HL only) Market (industry) demand and supply determine demand faced by the perfectly competitive firm

TIP
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Figure 7.8: (HL only) Short-run profit maximisation in perfect competition

TIP
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a The firm b The market/industry
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Figure 7.10: (HL only) Allocative efficiency in perfect competition in the long run

a abnormal profit b normal profit loss
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Figure 7.14: (HL only) Profit maximisation and loss minimisation in monopoly: marginal revenue and cost approach
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Figure 7.15: (HL only) Natural monopoly
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price, costs, revenue
price, costs, revenue

Figure 7.16: (HL only) Higher price, lower output by the firm in monopoly

TIP

consumer
surplus

MC
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Figure 7.17: (HL only) Consumer and producer surplus and welfare loss in monopoly compared with perfect competition

TIP
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Figure 7.18: (HL only) Allocative efficiency in perfect competition and allocative inefficiency in monopoly

TIP

a Perfect competition b Monopoly ¢ Monopolistic competition
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Figure 7.19: (HL only) Demand curves facing the firm under three market structures

TIP
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Figure 7.20: (HL only) Short-run equilibrium positions of the firm in monopolistic competition
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Figure 7.21: (HL only) Long-run equilibrium of the firm in monopolistic competition
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Figure 7.23: (HL only) Profit maximisation by a price-fixing cartel

TIP
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Unit 3 Macroeconomics
Chapter 8 The level of overall economic activity

factor incomes

mages, rents, interest, profit) \
households —

(consumers) (businesses)

consumer expenditure

(SPending on goods and services)

financial markets

government

other countries

Figure 8.2: Circular flow of income model with leakages and injections
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Figure 8.3: The business cycle

TIP
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Chapter 9 Aggregate demand and aggregate supply

a The aggregate demand curve b Shifts in the aggregate demand curve
] ]
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AD AD; AD, AD,
0 real GDP 0 real GDP

Figure 9.1: The aggregate demand (AD) curve

TIP

a The upward-sloping SRAS curve b Shifts in the SRAS curve

SRAS

- —

price level
price level

0 real GDP 0 real GDP

Figure 9.2: The short-run aggregate supply curve (SRAS)

TIP
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Figure 9.3: Short-run macroeconomic equilibrium

TIP

a Changes in aggregate demand b Changes in short-run aggregate supply
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Figure 9.4: Impacts of changes in short-run macroeconomic equilibrium

TIP
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Figure 9.5: The LRAS curve and long-run equilibrium in the monetarist/new classical model

TIP

a The economy with a deflationary b The economy with an ¢ The economy at the full
(recessionary) gap inflationary gap employment level of output
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Figure 9.6: Deflationary (recessionary) and inflationary gaps in relation to potential output

TIP
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a Creating and eliminating a deflationary gap b Creating and eliminating an inflationary gap
LRAS LRAS
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) ]
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real GDP real GDP

Figure 9.8: Automatic adjustment to long-run full employment equilibrium in the monetarist/new classical model

TIP
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Figure 9.10: The Keynesian aggregate supply curve

TIP
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a Recessionary (deflationary) gap b Inflationary gap ¢ Full employment equilibrium

Keynesian AS Keynesian AS Keynesian AS
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Figure 9.11: Three equilibrium states of the economy in the Keynesian model

TIP

a The monetarist/new classical model b The Keynesian model
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Figure 9.13: Increasing potential output, shifts in aggregate supply curves and long-term economic growth

TIP
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Chapter 10 Macroeconomic objectives I:
Low unemployment, low and stable rate of inflation

a Mismatches between labour b Minimum wage legislation and c Labour market rigidities
demand and labour supply: labour union activities lead to lead to an increase in costs
falling demand for labour higher than equilibrium wages of production, supply shifts

and lower quantity of labour to the left), causing a fall in
demanded Q produced; employers hire

fewer workers
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77 PN o unemployment labour
Q 3
Wyl - - g Wit------------2 °
"—6 ; D;=demand 3 Qo
@ ; forlabour & Wel--------t-----3 ‘ a
L ; = !
a Co S !
0 Q Q Q 0 k) | demand
3Q Q 5 ! for
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Figure 10.1: Structural unemployment

TIP

a The monetarist/new classical model b The Keynesian model
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Figure 10.3: Cyclical unemployment

TIP
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a The monetarist/new classical model b The Keynesian model
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real GDP

Figure 10.5: Demand-pull inflation
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Figure 10.6: Cost-push inflation

TIP
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a Falling aggregate demand (AD) b Increasing short-run aggregate supply (SRAS)
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o K
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Figure 10.8: Causes of deflation

TIP

a The shape of the Phillips curve b The reasoning behind the Phillips curve in terms

of the AD-AS model
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Figure 10.11 (HL only): The short-run Phillips curve

TIP
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a The shape of the LRPC and SRPC b The reasoning behind the two curves in terms of
the AD-AS model
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Figure 10.13: (HL only) The short-run and long-run Phillips curves

TIP

Chapter 11 Macroeconomic objectives |l: Economic growth,
sustainable level of debt

a The monetarist /new classical model: increase in b The Keynesian model: increase in aggregate demand
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Keynesian AS
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Figure 11.1: Short-term growth in the AD-AS model

TIP

34 > Economics for the IB Diploma - Tragakes © Cambridge University Press 2020




Important diagrams with tips on how to use them

a The monetarist/new classical model

b The Keynesian model
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Figure 11.2: Increasing potential output, shifts in aggregate supply curves and long-term economic growth

TIP

a Short-term growth: growth
as an increase in actual
output caused by reductions
in unemployment and
productive inefficiency

military goods

consumer goods

b Long-term growth: growth
as an increase in production
possibilities caused by increases
in resource quantities or
improvements in resource quality

military goods

PPC; PPC, PPC;
consumer goods

[

military goods

0

Figure 11.4: Using the production possibilities model to illustrate economic growth
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Chapter 12 Economics of inequality and poverty
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Figure 12.4: Lorenz curves and income redistribution in favour of greater income equality

TIP

Chapter 13 Demand-side and supply-side policies

a Equilibrium rate of interest b Changes in the supply of money cause
changes in the equilibrium rate of interest

Sm Sm3 Sm1 SmZ

rate of interest
rate of interest
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quantity of money quantity of money

Figure 13.1: (HL only) The money market and determination of the rate of interest

TIP
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a The monetarist/new classical model b The Keynesian model
LRAS Keynesian AS
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Figure 13.2: Effects of expansionary policy: eliminating a recessionary/deflationary gap

TIP

a The monetarist/new classical model b The Keynesian model
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Figure 13.3: Effects of contractionary policy: eliminating an inflationary gap
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Figure 13.4: (HL only) Crowding out of private investment
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a The monetarist/new classical model b The Keynesian model
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Figure 11.3: Supply-side policies and long-term economic growth: achieving potential (full employment) output in a
growing economy
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Important diagrams with tips on how to use them
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Figure 10.1b: Minimum wage legislation
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Unit 4 The Global Economy
Chapter 14 International trade: Part |
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Figure 14.1: Using diagrams to illustrate free trade
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Figure 14.4: (HL only) Comparative advantage
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a Effects on imports b Effects on welfare
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Figure 14.6: Effects of a tariff
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a Effects on imports
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Figure 14.8: Effects of a quota
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Figure 14.12a: Effects of a production subsidy
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Figure 14.13a: Effects of an export subsidy
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Chapter 16 Exchange rates and the balance of payments
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Figure 16.1a: Exchange rate determination in a freely floating exchange rate system: the market for dollars
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Figure 16.2: Exchange rate changes in a floating exchange rate system
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a Changes in aggregate demand b Changes in short-run aggregate supply
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Figure 9.4: Impacts of changes in short-run macroeconomic equilibrium
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a Shifting the currency demand curve b Shifting the currency supply curve
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Figure 16.4: Fixed exchange rates: maintaining the value of the bople at 1 bople=$2.00
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Chapter 17 Further topics on exchange rates and the
balance of payments (HL only)
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Figure 17.1: (HL only) Current account and exchange rates
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a Value of exports is equal to value of imports b Trade deficit at time of devaluation/depreciation
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Figure 17.3: (HL only) J-curve effect
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Chapter 19 Barriers to economic growth and economic
development
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Figure 19.1: The poverty cycle (poverty trap)
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