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3.1.3.4 Intermarket relationships 

Substitute	Definition:	Goods	that	can	replace	each	other	
If	price	of	one	rises	→	demand	for	the	other	increases	

Examples:	

• Tea	and	coffee	
• Butter	and	margarine	
• Train	and	bus	travel	

Key	rule:	

• Price	↑	of	A	→	Demand	↑	for	B	
• If	the	price	of	a	train	ticket	rises,	there	will	be	higher	demand	for	the	

substitute	going	by	bus.	

 

• A rise in price of oil will cause a fall in demand for oil and a rise in demand 
for substitutes like electric cars.  

Complements 
• Definition:	Goods	used	together	
• If	price	of	one	rises	→	demand	for	the	other	falls	
• Examples	of	complements:	

o Petrol	and	cars	/	Printers	and	ink	/	Games	consoles	and	games	

Key	rule:	

• Price	↑	of	A	→	Demand	↓	for	B	
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Main features of oligopolies 

• Interdependence	of	firms	–	companies	will	be	affected	by	how	other	
firms	set	price	and	output.	

• Barriers	to	entry.	In	an	oligopoly,	there	must	be	some	barriers	to	entry	
to	enable	firms	to	gain	a	significant	market	share.	These	barriers	to	entry	
may	include	brand	loyalty	or	economies	of	scale.	However,	barriers	to	
entry	are	less	than	monopoly.	

• Differentiated	products.	In	an	oligopoly,	firms	often	compete	on	non-
price	competition	(branding,	quality	of	product,	location).			

Differences with competitive markets 

• In	oligopolies,	firms	can	be	more	profitable	
• Greater	scope	for	economies	of	scale	–	greater	efficiency	from	large	size.	
• Harder	for	new	firms	to	enter	–	due	to	barriers	to	entry.	

Define	a	monopoly	and	give	one	example.	(4)	

A	monopoly	is	a	market	structure	where	there	is	only	one	firm.	Or	one	firm	
dominating	the	market,	often	with	over	25%	market	share.	

For	example,	a	regional	water	company.	

	

Explain	the	advantages	of	monopoly.	Evaluate	whether	monopolies	are	
always	harmful.	(9)	

• A	monopoly	is	a	market	structure	where	one	firm	dominates	the	market.	
• One	advantage	is	economies	of	scale,	where	large	monopoly	firms	can	

reduce	average	costs	and	potentially	lower	prices	for	consumers.	
• Monopolies	may	also	have	high	profits,	which	can	be	used	to	invest	in	

research	and	development,	leading	to	innovation.	This	is	important	in	
industries	like	medical	drugs.	In	a	competitive	market	firms	would	be	less	
able	to	develop	new	drugs.	

• However,	monopolies	can	be	harmful	because	they	may	charge	higher	
prices	due	to	lack	of	competition.	

• They	may	also	be	inefficient,	as	there	is	less	incentive	to	reduce	costs	or	
improve	quality.	

• Overall,	monopolies	are	not	always	harmful	because	they	can	benefit	from	
economies	of	scale	and	innovation,	but	they	may	reduce	consumer	
welfare	if	they	exploit	their	market	power.	
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3.2.2 Government Economic Objectives   
The	main	macroeconomic	objectives	of	the	government	include:	

1. Sustainable	economic	growth	(increasing	national	income	per	person)	
2. Low	unemployment	–	(full	employment)	
3. Low	inflation.	–	(Price	stability)	
4. Satisfactory	Balance	of	Payments	(balancing	exports	and	imports)	

	
Less	important	objectives	

5. Supporting	a	stable	exchange	rate	
6. Low	government	borrowing	

Other possible objectives 
1. Fair	distribution	of	income	(a	degree	of	equality)	
2. Considering	the	environment	–	is	growth	sustainable.	

Conflicts of Macro Economic Objectives 
There	could	be	a	conflict	between	objectives	

1. Higher	growth	causes	inflation	
2. Lower	unemployment	causes	inflation	
3. Higher	growth	causes	environmental	problems	

Economic Growth v Inflation 
• If	demand	increases	faster	than	supply,	firms	will	tend	to	put	up	prices	

causing	inflation.	
• With	higher	economic	growth,	firms	will	employ	more	workers	leading	to	

lower	unemployment.		
• However,	lower	unemployment	and	a	shortage	of	workers	may	push	up	

wages.	Higher	wages	can	cause	inflation.	

Economic growth and sustainability 
• An	increase	in	national	output	causes	greater	consumption	of	goods	

and	services.		
• It	can	lead	to	higher	pollution	and	a	loss	of	non-renewable	resources.			
• Economic	growth	also	creates	greater	use	of	raw	materials	and	scarce	

materials	like	water,	metals	and	soil	
• However,	if	growth	comes	from	improved	technology	(e.g.	renewable	

energy),	then	it	is	possible	to	have	growth	without	environmental	costs.	

Higher economic growth helps some objectives 

However,	if	there	is	a	faster	rate	of	economic	growth	it	will	help	to	improve	
certain	objectives.	


