	IGCSE BUSINESS STUDIES



THE ROLE OF THE GOVERNMENT

In the real world, no economy relies exclusively on the free market, nor are there any examples of purely planned economies.  A mixed economy combines elements of both the free market and the planned system.  Some decisions are made solely through the private sector while the government makes other decisions.
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The UK is a good example of a mixed economy; some parts of industry are owned and operated by the government (i.e. the post office) but large chunks of the business world remain in private hands.  The public sector is that part of the economy that is government owned.  The private sector is that part of the economy that is owned by private citizens.

The aims of government

With its control over some of the economy in any country, government will have several key aims it will try to fulfill.  Sometimes it will place greater emphasis on one or more of these aims than on others (probably depending on which political party is in power at the time).  However most governments will try to achieve:

· Full employment (or very low unemployment)

· Price stability (or low levels of inflation)

· Steady economic growth

· A redistribution of income (probably through the taxation system)

· Balance of payments stability 

How does the government influence private firms?

In running the economy, the government will undoubtedly have an effect upon those industries in the private sector – either directly or indirectly.  Below are some of the ways the government can influence private producers.

Government spending

By spending money raised through taxes, the government can give subsidies to industries it thinks are beneficial to the country i.e. environmentally friendly businesses.  This makes them more competitive by allowing them to lower their selling price without a fall in their level of profit.  It can also give aid to businesses in development areas (or areas of the country with high unemployment) therefore creating new jobs by encouraging the start up of new businesses.

The law

Parliament is responsible for making laws, which affect how businesses operate.  Examples are consumer protection, employment and health and safety laws.  If firms do not comply with these laws they can face fines and owners may face court cases.

Providing assistance to business

The government publishes many documents each year to help businesses deal with changing laws and regulations in the UK and in Europe.  There is also a website www.Ukonline.gov.uk which provides access to government information.  There is also the Department of Trade and Industry (or the DTI), which is responsible for promoting trade and development.

The government as a customer

Because the government is the major spender of money in the UK it is a very important customer for many businesses in all sorts of industries.  For example, through the National Health Service the government is a major purchaser of medicines and other medical supplies.  Through the Department of Defense the government is a major purchaser of products such as radar systems and airplanes.  

Controlling monopolies

By ensuring artificial monopolies are not created by mergers and takeovers or by unfair practices, the government seeks to ensure that there is fair competition in the marketplace.  
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