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Commentary 

The article discusses a recent subsidy cut on farmers by the British government. 
Combined with bad weather causing a 24% average decrease in income of cropping 
farms, as well as the application of an inheritance tax has led to some farmers 
struggling and expectations of poor food security in England. The aim of this 
government intervention is to replace the EU-derived basic payment scheme with 
a new payment that is based on eco-friendly action, such as “planting hedgerows 
and looking after the soil”.  In her first budget chancellor Rachel Reeves, announced 
a cut of 79% to the land-area based payments farmers were receiving. A farmer 
receiving £62,000 last year was expecting £38,000 this year but will be getting 
£7,200. Many have criticised this change as the sudden cut of payment may lead to 
increased prices and even farmers leaving the market due to the numerous 
pressures on them. Food is a necessity good, so it is the government’s priority to 
keep its prices low.  
 
The effect of a subsidy cut on farmers is modeled using a perfect-competition 
diagram. Farmers are numerous, and produce mostly undifferentiated products in a 
market. This is similar to perfect competition which is characterized by many small 
suppliers, homogenous products, and perfect information.  

 
Figure 1.1 shows the effect of the subsidy cut on the agricultural market for England. 
The subsidy cut leads to supply curve S₁ shifting into supply curve S₂. The 



equilibrium point E₁ at Q₁ and price P₁ moves to the point E₂ at quantity Q₂ and price 
P₂. This change results in a higher price and less quantity supplied in the market. 
The reasoning for this change is best seen in accompanying diagrams. 
 
 

 
Figure 2.1 shows the agricultural produce industry in England after the subsidy cut. 
Demand, D, is equivalent to the price, P, as firms are price-takers in this 
perfect-competition diagram. Demand is therefore also equivalent to marginal and 
average revenue, which are denoted as MR and AR respectively. The marginal costs 
are shown as the curve MC₁, which intersects the average costs curve, ATC₁, at its 
lowest point. Production occurs at the profit maximizing point MC₁ = MR at price P₁ 
and quantity Q₁. The total revenue P₁*Q₁ is equivalent to the total economic cost, 
thus normal profit is being made and the market is in equilibrium. Due to the subsidy 
cut, alongside environmental pressures, costs increase, causing the MC₁ and ATC₁ 
curves to shift upwards towards MC₂ and ATC₂ respectively. When producing at the 
new profit maximizing point MR = MC₂, firms now make a loss of P₂*Q₃ - P₁*Q₃. 
 
 
 
 



 
Figure 2.2 shows how farmers react to the increased costs seen in Figure 2.1. 
Reduced supply seen in Figure 1.1 causes an increase in price. The price curve P 
shifts to P₂, where total revenue and total cost are equivalent, meaning there is 
normal profit again. Quantity increases from Q₃ to Q₂. Quantities Q₁ and Q₂ are 
equivalent to Q₁ and Q₂ in Figure 1.1. This diagram shows that all farmers in the 
market are producing less, to maintain normal profit with increased costs. 
 
Increased prices could cause lower-income households to struggle as agricultural 
produce now takes up a larger portion of their income. Farms also provide positive 
externalities, “like flood defences and habitat restoration”, which would be reduced 
with supply. Aas farmers make the switch to sustainable practices, supply should 
increase again, due to the new payment scheme. However, the additional costs of 
looking after the environment would lead to less supply than before, with similar 
payment rates. 
 
Alongside other pressures such as “extreme weather” and the “unexpected tax bill” 
on some farms, the reduction in supply might be even greater without the help of a 
subsidy. Reduced revenue of farms could lead to unemployment.. 
​
The subsidy cut could have the positive effect of making farmers internalize their 
negative externalities. The new payment scheme would ensure that farmers have 
the maximum possible positive externalities in the long-run, as they would engage in 



sustainable actions to gain more payment. Reducing negative externalities and 
additional positive externalities could save the government money in the long-run. 
The cut could provide the positive effect of forcing farms to become more efficient, as 
being complacent wouldn’t be viable without the support of a subsidy. 
 
A gradual subsidy cut that increases over several months or even years could be an 
alternative that puts less pressure on farmers, especially during recent times. This 
would also align with expectations as current cuts “have fallen far more sharply than 
expected”.  
 
This case of government intervention is one with an evident positive outcome yet its 
application is very fickle. In such cases consideration and research are vital in order 
to achieve goals while preventing shock and backlash such as protests. 
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Commentary 
 
The article describes an announced plan for increased government spending in 
several sectors in the UK. The spending covers defense, health, science and tech, 
housing, schools, justice and policing, transport and nuclear energy. The 
announcement covers day-to-day spending for the next 3 years and capital 
expenditure for the next 4 years. This is likely a long-run policy as it is too long to 
respond to business cycle fluctuations and aims to “renew Britain”. This choice 
comes with advantages and trade-offs. The government stated it wants to avoid 
borrowing, so funding will likely be paid for through tax hikes and funding cuts to 
some sectors to fund the increased spending and avoid a budget deficit. 
 
As the expenditure is invested in human capital, research, education and 
development and infrastructure, it is likely intended as an interventionist supply-side 
policy. Increased spending could increase aggregate supply, AS, by improving the 
quality and quantity of factors of production, such as capital and labor through 
investment in infrastructure, and education leading to more skilled-workers. 
Government spending also has demand-side effects, as aggregate demand, AD, is 
defined as the sum of consumption, investment, government spending and net 
imports, or C + I + G + (X-M) respectively. 
 
Figure 1 shows the short-run effect of government spending on the economy of the 
UK. After the spending, AD shifts from AD1 to AD2 as the demand-side effects of 
government spending have a shorter time-lag. The choice of government spending 
which has expansionary demand-side effects, instead of other supply-side policies, 
might indicate that there is a deflationary gap, seen as Yf-Y1, where Yf is the real 
output at full employment. It can be assumed the new economy will be operating at 
or close to full employment. Thus the equilibrium shifts from point E1 at average 
price level P1 and real output Y1 to point E2 at P2 and Yf. This shows there is 
economic growth and some inflationary pressure. 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Supply-side policies have greater time-lags, so AS will shift later on. This is because 
changes such as training new police officers, building a new power station, and 
researching and developing new innovations takes many years. 
 
The long-run effects of the policy are seen in Figure 2. Aggregate supply shifts from 
AS1 to AS2, and the equilibrium shifts from the E2, at average price level P2 and the 
old real output at full employment, Yf1, to the point E3, at P3 and Y2. As AS has 
increased, there is now more capacity than before, resulting in spare capacity. 
Compared to Figure 1, there is deflationary growth, and in the long-run, real output 
has increased from Y1 to Y2, with a small increase in average price level from P1 to 
P3. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
Increasing spending is the choice taken by the government and there are 
alternatives such as market-based policies like encouraging competitiveness and 
deregulation which could also increase AS in the long-run. The choice of 
government spending is targeted and effective, but costly, and there is the chance for 
complacency in sectors that receive subsidies.  
 
The spending also has additional positive effects. Investing in transport networks 
could reduce geographical immobility, possibly reducing structural unemployment. 
Increasing healthcare subsidies could make it more affordable. Investing in energy 
generation to improve energy security, funding cheap housing and giving more 
children access to free school meals could reduce poverty, as those with low 
incomes would have a smaller portion of their income spent on these necessities. 
 
The choice of interventionist policies comes with the downside of opportunity costs. 
In addition to increasing taxes, economists predict the UK government will also cut 
the budgets of certain “unprotected” sectors. This comes with the opportunity cost of 
the sectors that were chosen to receive cuts, and the benefits they would bring to 
society. 
 
Comparatively, Market-based policies tend to be less costly, and wouldn’t require tax 
hikes or funding cuts. For example, the NHS could be privatized instead of 
increasing funding to increase its efficiency and reducing government expenditure. 
However, it is possible that privatizing services such as healthcare could lead to 
inequity. 
 
Additionally, the short-term increase in inflation might be unpredictable and have 
unintended effects. If the demand-pull inflation caused by the increased spending 
occurs at the same time as cost-push inflation, it could cause an inflationary spiral. 
 
This choice has been criticized as a “spend now, tax later” plan as possible tax hikes 
and funding cuts will likely be announced later. The resulting uncertainty could 
reduce aggregate demand due to reduced consumption and investment. This is due 
to reduced consumer and business confidence, making them less likely to spend. 
 
Overall, government spending is an effective way to increase AD in the short-run, 
and AS in the long-run and target certain sectors to improve economic well-being 
and equity. However, it is costly and comes with opportunity costs when choosing 
which sectors to fund. 
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Commentary 
 
The article describes protectionist policies being applied by the EU against Chinese steel 
imports to prevent dumping and protect local industries. This policy is being applied 
alongside Canada and the US as a process of economic integration through a trading bloc 
as they are interdependent on one another to maintain common external barriers. The EU 
will be increasing tariffs on foreign steel imports and reducing quotas. This will reduce the 
ability for foreign firms to import steel into the EU. 
 
This is a response to cheap steel imports from China said to be possible thanks to “massive 
subsidies”. Steel producers in the EU likely have fewer subsidies, meaning they cannot sell 
at a price as low as Chinese producers. Without intervention, imported steel would be 
favorable as it would be cheaper than domestic steel, resulting in a reduced consumption of 
domestic steel and an increase in imports due to increased consumption of imports. This 
could lead to an unwanted trade deficit and domestic unemployment as domestic producers 
downsize and lay-off workers. To avoid this, tariffs are applied to imports to increase their 
price, and a quota is placed to limit the quantity of imports. Applying these policies together 
with the US and Canada as a trading bloc could instead encourage more trade between the 
three countries. 
 
This trading bloc is superficially similar to a customs union, as all three countries are 
interdependent on each other to apply the same policies to a country outside the bloc. 
However, there is not necessarily free trade between the members of the bloc. 
 
The effects of this trade protectionism for the steel market of the EU can be seen in Figure 1. 
 
Initially, the domestic supply is represented by curve S, world supply by WS and domestic 
demand by D. Without trade protectionism, domestic producers only produce until point E1, 
at quantity Q1 and world price, WP. The rest of the quantity demanded, Q7-Q1, is supplied 
by imports from foreign producers. Total surplus is maximized, as consumer surplus is equal 
to the area A + B + C + E + F + G + H + I and producer surplus is equal to area D.  
 
The tariff shifts world supply from WP to WP + Tariff. Domestic producers now produce 
quantity Q2, where S meets WP + Tariff. Foreign producers ideally would meet the remaining 
demand, Q6 - Q2. However, there is a quota of Q4-Q2, limiting the quantity of imports. After 
reaching Q4-Q2 supplied, local producers take over again, supplying Q5-Q4.  
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1 
 
 
 
 
 
 



The tariff and quota in total cause the price to increase from WP to P2. This leads to welfare 
loss, given as the areas G+F+H+E. It is caused by inefficient local producers producing more 
of the steel consumed by the EU instead of efficient foreign producers. Comparatively 
inefficient domestic producers use more resources during production and deliver steel at a 
higher price. 
 
These policies reduce competition for domestic firms, possibly leading to complacency in 
domestic steel manufacturers. However, they protect from potentially unfair competition due 
to dumping and large subsidies Chinese steel manufacturers benefit from. It also protects 
the jobs of those working for steel manufacturers who might be laid off if domestic steel 
manufacturers are forced to downsize, as “300,000 direct jobs and 2.3mn indirect jobs were 
at risk”. Steel is also a strategic industry, so countries and unions would want to avoid losing 
their domestic steel industries. 
 
Consumers and other firms might face increased prices due to the increased production 
costs of firms using steel, causing inflation. Steel is a primary good and is very widely used, 
so these increased prices will likely reflect upon many markets dependent on it, such as 
carmakers. It will also make it harder for the EU to meet their sustainability goals as steel is 
used in “electric cars, wind turbines and other renewable energy systems”. 
 
The USA, Canada and the EU are interdependent on each other. Many EU countries who 
don’t want steel tariffs are dependent on the USA not imposing high tariffs. The USA 
depends on the EU reducing the influence of the Chinese steel industry by imposing trade 
barriers such as tariffs and quotas.  
 
Many countries and industries in the EU might be unsatisfied with increased tariffs, as they 
are dependent on steel. There are a lot of stakeholders in this situation as the EU itself is a 
trading bloc with lots of different countries with differently organized industries. One country 
might benefit a lot from the protection of steel manufacturers whereas another might only 
face the increased prices with little benefit, potentially leading to inequality in the EU.  
 
Lastly, it is possible China might retaliate against these protectionist policies with policies of 
its own limiting imports from the EU into China, which could damage industries in the EU and 
the EU economy as a whole. 
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