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Overview
Governments exercise mixed 

economies

Political – a government’s 

interference in business 

behaviors

Government policies affect 

businesses:

● Fiscal Policy

● Monetary Policy



Fiscal Policy
Deflationary and Expansionary

“The use of taxation and 

government expenditure 

policies to influence business 

activity”



Expansionary Fiscal Policy:

❏ Used to boost business activity

❏ When economy slows (ie 

during a recession)

❏ Uses tax cuts and increased 

public sector spending to 

create more business 

opportunities

Fiscal Policy
Deflationary Fiscal Policy:

❏ Used to slow down economy 

growth

❏ When economy 

experiences high rates of 

economic growth and 

inflation

❏ Uses higher taxes and reduced 

government policies



Monetary Policy
The use of interest rate policy to affect the money supply and exchange 

rates in order to influence business activity

❏ Interest rates are adjusted in order to combat inflation

❏ An increase in interest rates likely reduces consumption due to 

higher repayments on loans

❏ Increase also increases demand for the country’s currency as 

investors get better returns on savings



Supplemental Content
Common Examples of Taxes: 

Income Tax - Tax on wages/salaries, largest source of tax 

revenue for most governments

Corporate Tax - Tax on profits, proportional to company 

size

Sales Taxes - Tax on products/services

Capital gains tax - Tax on surplus from investments like 

shares/property

Inheritance tax - Tax on inheritance

Excise duties - Taxes on alcohol, tobacco, gas, gambling

Custom duties - Taxes on foreign imports

Stamp duty - Tax when a property is purchased

Top six most honest and least honest nations:

Rank Country Score

1 Denmark 91

1 New Zealand 91

3 Finland 89

3 Sweden 89

5 Norway 86

5 Singapore 86

172 Libya 15

173 South Sudan 14

174 Sudan 11

175 Afghanistan 8

175 North Korea 8

175 Somalia 8



Supplemental Content

Common Mistake:

- Students often think that higher interest 

rates motivate people to save money.

- However, the interest rates only change 

by small increments usually 

- Instead, interest rates usually end up 

impacting the spending ability of 

households and firms 



Some examples 
● Tax policy (tax rates and incentives)

● Government stability and related 

changes

● Government involvement in trade 

unions and agreements

● Import restrictions on quality and 

quantity of product

● Intellectual property laws 

(Copyright and patents

● Regulation laws regarding 

environmental pollution

4 main effects of political factors on business 

are:

1. Impact on the 

economy

2. Changes in 

regulation

3. Political stability

4. Mitigation of risk



Examples of recent political opportunity
Studies show that Nike has earned high 

profits from the growth policies of US 

government. The policies maintained 

low-interest rates. Currency exchange 

stability and internationally 

competitive tax arrangements were also 

maintained. The company benefited from 

government initiatives in terms of transparency 

in the global value chain.



Examples of recent political threats
Nike:

- Nike is facing hardships due to 

international political unrest, therefore 

having difficulties on behalf of product 

manufacturing overseas (Thailand, Indonesia 

etc.) 

Packaging Laws:

- Some businesses are required to have 

recycled packaging depending on the type of 

industry. 

- Specifically food packaging regulations

- And skincare/beauty businesses



Example of political threats
Tesla: 

- The recent trade war. 

- The Trump administration is 

threatening to freeze national 

fuel-efficiency and CO2 standards, 

which would undermine automaker 

investments in EVs. 

- It is also threatening to block the 

zero-emission vehicle mandates in place 

in California and nine other states, 

further undermining investments.



Examples of recent political threats
Apple Inc. 

- Has been able to escape tariffs on its 

China-assembled phones so far

- But that will change if Trump imposes 

tariffs on all Chinese imports like 

he is threatening. 

- The trade war has already had an 

impact on the iPhone maker's earnings 

since it adversely affected the slowing 

Chinese economy.

- Also with local competitors with other 

phone-makers, threatening of Apple in 

the near future, and it cannot be 

overlooked. 


