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Efficiency
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Conditions for efficiency:
Maximization of total social surplus;
marginal benefit equals marginal cost
Deviations from efficiency:

Price ceiling, price floor, tax, subsidy
quota and deadweight loss

Divergence between private and social
costs (benefits):

market versus government solutions

Equity
AP

o Measuring income inequality:
income distribution, Lorenz curve and Gini
coefficient

Sources of income inequality

o Policy concerns:
Equalizing income or equalizing
opportunities, disincentive effects of taxes
and transfers, trade-off between equity and
efficiency
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1. National Income

Circular flow of economic activities
Meaning of gross domestic product (GDP)
Three approaches to measure GDP:

the production approach, expenditure
approach and income approach

GDP vs. GNI
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. Inflation/deflation, Unemployment and the Business Cycle
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Measure of the general price level
Meaning of inflation/deflation
Measurement of inflation/deflation
Redistributive effects of inflation/deflation

GDP at current and constant market prices

Per capita GDP and GDP growth rate

Limitation of GDP as a measure of welfare
Meaning of unemployment

Measure of unemployment

Cost of unemployment

Underemployment

Four phases of the business cycle
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AD-AS model
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Meaning of aggregate demand
Why the AD curve is downward sloping

Factors affecting the AD curve

Meaning of aggregate supply

Why the short-run AS curve is upward sloping
Factors affecting the short-run AS curve

Why the long-run AS curve is vertical

Factors affecting the long-run AS curve

Determination of equilibrium price level and
output in the short run

Short run fluctuations in price level and output:
changes in AD and/or AS

Determination of equilibrium price level and
output in the long run

Changes in the price level and full-employment
output in the long run

The use of fiscal policy to achieve different
objectives, e.g. full employment, stabilization
of output or price level etc.

Fiscal Policy
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Meaning of fiscal policy

Principles of taxation

Direct tax vs. indirect tax

Progressive, proportional and regressive tax
Other revenues of the government
Government expenditures

Changes in tax system and government

expenditure and their effects.
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