GCSE / HIGH SCHOOL ECONOMICS ESSAY EXAMPLE

Why Do Governments Intervene in the Economy?

This essay is representative of GCSE and high school level economics work. The thesis is clear and the
reasoning is logical, but the argument does not require advanced theory or empirical citation. Each
paragraph makes one point and explains it with a real-world example. This is the level where many
students start and where the basic habit of claim, then evidence, then explanationis first developed.

Governments intervene in the economy for three main reasons: to correct market failures, to
redistribute income more fairly, and to stabilize economic conditions during recessions or periods
of high inflation. Without government intervention, markets would not always produce outcomes
that are good for society as a whole.

Correcting Market Failures

One of the most important reasons governments intervene is to deal with market failures. A market
failure occurs when the free market does not allocate resources efficiently. For example, firms that
produce goods creating pollution do not have to pay for the environmental damage they cause.
This means they produce too much of the polluting good compared to what is best for society. The
government can correct this by imposing a tax on the firm, which raises the cost of production and
reduces the amount produced.

Another example of market failure is public goods. Street lighting and national defense are goods
that everyone benefits from and no one can be excluded from using. Private firms would not
provide these goods because they cannot charge individual consumers for them. The government
provides them instead, funded through taxation.

Redistributing Income

Free markets tend to generate unequal distributions of income. Workers in high-skill jobs earn
much more than those in low-skill jobs, and people who own assets such as property or shares
accumulate wealth over time. If governments did not intervene, inequality could become severe
enough to cause social problems such as poverty and reduced access to education. Governments
use progressive taxation, where higher earners pay a larger percentage of their income in tax, and
spend the revenue on public services like healthcare and schools to reduce inequality.

Stabilizing the Economy

During recessions, private sector spending falls and unemployment rises. Governments can
respond by increasing public spending or cutting taxes to stimulate demand. This is called fiscal
policy. Central banks can also lower interest rates to encourage borrowing and spending. These
tools help reduce the severity and length of recessions.



Conclusion

Governments intervene in the economy because free markets, left entirely to themselves, produce
outcomes that are inefficient, unequal, or unstable. Intervention is most justified where there is a
clear market failure, where inequality has become severe, or where economic conditions require
active stabilization. The challenge for governments is to intervene in ways that correct these
problems without creating new inefficiencies of their own.
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