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Teacher’s Introduction

The case studies in this series are designed to support students as they
study AS / A Level Year 1 Microeconomics. These case studies cover the
ACA specification perfectly, and are designed as real-world contexts to
complement the theoretical content of the module.

Always check the exarmn board
website for new information,
including changes to the
specification and sample
assessment material,

Each case study contains:

% Contextual information: this is the body text of the case studies,
providing the relevant information, facts and figures,

%  Data: each case study contains data presented in a graphical format.

*

Lse the data guestions: for each case study, students are presented with guestions set in response to the
data presented. Answers are includad.

%k  Test your knowledge questions: for each case study, students are presented with questions designed to
mimic short-answer examination guestions, Answers are included,

#* Extended-response guestion: for each case study, students are presented with a question designed to mimic
long-answer examination guestions. Possibie answers are included in summary form.

This resource is designed to be useful to students of all abilities. Students of the highest ability require up-to-date
contextual information for use in examination, while for lower-ability students these case studies may
complement class activity and help to ground theoretical content in real-world contexts.

These case studies are designed to be up to date for 2023 and provide as contempaorary a snapshot of economic
discussion as possible. However, it is likely that some themes which are relevant and topical at the time of
teaching may not be included. It is therefore advised that these examplas are used in tandem with the study of
the most recent themaes.

| hope this resource can contribute towards an engaging and rewarding learning environment. Best of luck with
your teaching!

April 2023
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in the 2010s, Toyota definitively became the world's largest
car company, overtaking US rival General Motors and
German competitor Volkswagen. Like most car companies,
Toyota operates a strict division of labour on its assembly
lines to ensure each stage of production is conducted as
expertly as possible. This helps to increase output while
also reducing costs.

However, more unique fo Toyola's approach i
investment in around 500 elite workers.
takumis. In Japan, a takumi ;

methods of automation. Robots deployed on the production line are trained to perf
specialised workers, such as takumis.

Figure 1: Vehicles produced per minute (2020)
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o

$'diso pioneering. when workers are replaced on
they are re : cated elsewhere in the company. Some may become su
and are expe take over from a malfunctioning machine to ensure there is no
reallocation ot Workers ensures the company’s sunk costs on employee training ar
to drive up productivity and osutput.

Toyota's approach

Toyota's emphasis on a highly specialised workforce, with an elite class of workers
in the production process and driven down costs. Figure 1 highlights how Toyotac
minute than any other car company in the world,

1 Spurce: https:/ faww.moneyshake.com/shaking-news/miscellzneous/minute-of-motor-manufacturin
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Use the data

1. Using Figure 1, explain the likely price slasticity of demand for Toyota’s pro

2. Toyota scld 10.7 million cars in 2021, How many days would it take them to%
cars, and what does this tell us about Toyota’s production levels? ‘

Test your knowledge...

1. Show the effect of Toyota’s strict specialisation, relative 10 a carmaker withi
of iabour, using a production possibility frontier.

2. Show the effect of high worker producti d and supply diagra

1. Explain the costs and benefits of a firm introducing specialisation.

COPYRIGHT
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source misallocation: UK hous

EFconomic methodology

Rising house prices have been among the defining characteristics of the UK econon:
1990 and 2020 house prices grew by almost 350%, compared to inflation of 130% &
over the same period. As a result, the average house is now worth 7.8 times the avel
leaving first-time buyers often saving for more than a decade before being able to al

There is a notable generational divide
In 1980, 67% of 25~ 34-year-olds own

iom 36% to 9% over the |
of the UK's property wealth,
second home. Second home ownershi
with one in 10 people owning more the
5.5 million housas are ‘buy-to-let’ pro;
and mortgage costs pushing up the pr

The rapidly rising prices Figure 1: Average house prices in 1

can be attributed to a lack
of housing supply.

Figure 2 demonstrates
that the supply of new
housing has fallen since
the marketplace has £150,000
largely taken over the role
of property construction.
in the 1970s, when £100,000
housing was built jointly
by the market and the
state (through local
government), the supply :
of new yearly houses was 60 b e N R R
almost double the level it al 03 Q@ 03 Qi 03 Qi Od
iS NOW. L 1950 1992 1995 1997 2000 2002 2005 200

/’

£250,000

£200,000

£50,000

The housing market in the Figure 2: New houses built in UK
UK could thus be seenas f
an example of the W Private housing
marketplace delivering an
inefficient allocation of ;
reSources, and aisa faiﬁng 300,000 b S
to ensure equity among
the population. Lack of

ousing associations

350,000

between assef ownhers 100,000

receiving rental income 50,000
and workers reliant on

. 0 e e e e B S s R R R BRI
wagestqpaythenrgnts. N N
The pertinent question for R T E R
students of Economics is: X it R R ]

how can scarce resources
be organised to better meet people’s housing neads?
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Use the data

1. Using Figure 1 and information in the text, calculate the average income at

2. Figure 2 shows that in 2969 almost half of 2l housing built was council houg
the impact of council housing construction on a supply and demand diagrar

Test your knowledge...

1. fdentify the positive statement and the normative statement, and explaint
s ‘The housing market in the UK is failing to ensur ty among the po
e ‘Lack of access to property creates a gro ‘ onormic divide.”

2. ldentify two examples of facy

1. Evaluate the view that free markets always produce the most allocatively ef:
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Determinants ond elasticities of demand

High-street shops in the UK have long been viewed
consumer habits changing in response to new techn
of the consumer economy in 2020, in response to th
accelerated this trend. In that year alone, major bran
Dorothy Perfans, Peacocks, Harveys, Monsoon, Deb
and Jasis fell into administration,

“in the first six mo
deprived regions of th
worst year in recent history.

These big firms are just the tip of a larger iceberg. Stor
11,000, and are taking place disproportionately
extent to which high-street retailers b

Figure 1: UK store openings

[12,000

10,000
From barely registering a 8,000
presence in the retail market 6,000
at the start of the new 4,000
millennium, online sales in 2,000
2020 had shot up to a third o
of market share, with no sign 2,000
of the trend being temporary. | 4,000
As Figure 2 demonstrates, 6.000
even before the coronavirus ._8' 000

pandemic, ondine retail was
growing at a consistent rate. s Openings
Moreover, since the UK has ™
reduced coronavirus
restrictions on retail,
onfine sales remain 40
stable at a

significantly higher
level than the historic | 30
trend rate.

Figure 2: Online sales as a % of UK

B o

25 ;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;
High“Stieei Stores e
have struggled to , 15
adapt to these rapidly
Chaﬂgmg CD!’ES{EmQF 10 ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘
trends, thoughsome | - |
have embraced online :
!etaig mDi’e ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘

2008 2009 2010 2011 2011 2012 2013 2014 2015 2
NGOV SEP UL MAY MAR JAN NOV S5EP JUL MAY MAR J

successfu
others. The
retailer Nexi s
example, was an industry pioneer and has built a strong and competitive online pre
finances of its high-street operations. This was evident during the pandemic, in wh

despite the forced closure of its 498 high-street stores. :

Online retail offers a range of non-price competitive advantages for consumers; ho
advantage remains lower prices. Online retailers can charge less due to low produc
street competitors.
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Use the data

1. Calculate the percentage increase in online sales according to Figure 2 betw;
2006 and January 2021 :

2. Draw and annotate a demand curve demonsirating the trend in Figure 2.

Test your nowledge...

1. identify two non-price competitive advantages online retail has over high-s

2. Explain why the production costs for onling retail Wer.

Extended-response

1. Discus;

> retail reduces asymmetric information.

COPYRIGHT
PROTECTED
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Determinants of elasticities of supply

Perhaps the most important goods that are traded in global supply chains are crops. Cerea)
themselves hoth staple ingredients for human consumption and integral to the feeding of
the overall food supply, and any kind of disruption to the production of crops can easily ca
skyrocket. Rising food prices are frequently a key cause of social unrest and political inst

Fertilisers pan a key role in the production of cr
demand or pricas begin to rise, and thus ensurin
are, therefore, a fun input in the agricy
half of human upyties are relianton s
$ that is highly gas intensi

synthetic fe
producers hay 2 they will simply use less fertiliser, whach in turn will reduce i.hear or
of food. Of course, we can then expect reduced crop production to drive up food prices.

Some farmers are also concerned that reduced use of fertilisers will lower the quality of }
content. Less fertiliser use may also expose crops to greater vulnerability during periods
help crops to survive dry spells.

R

Figure 2 shows the Figure 1: Global fertiliser price Ende§

proportion of the giobal 4
population who are now
reliant on synthetic fertilisers
for the production of their ;
fQOd suppiy, WhiCh has BOHE b
grown rapidly since 1950, it
also shows the number of TGO o e
people whose food supply is f
produced using non-
synthetic fertilisers, which
has remained relatively static
given the overall increase in
food production. Non- 7S
synthetic fertilisers are 2
natural products derived N
from plants or animals and

are often waste products .
from food production. As a
result of their diffuse 7
SOUICes, ihey are fag' k:.s S
exposed to supply-side

250 ........................................................

100

Jul-20 ¢

May-20

shocks and thus less i “%5
trigger pfi{' wﬁ‘?f@?@@ﬁ @**‘i{

to scale up gy, and also
carry significant
environmental costs, such as
water poliution.

O = N W

1850 1955 1960 1870 1880

B People fed using natural fertilisers B People:

Z Source: https://ycharts com/indicators/fertilizers_index_world_banid: text=Fertilizers %ZOPrace%Zomdex%zms/{
Source: https://ourworidindata.org/fertilizers :
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Use the data

1. Using Figure 2, explain why abandoning synthetic fertilisers might be difficus

2.  Draw the impact of the trend in Figure 1 on the supply curve.

Test your knowledge...

1. Explain the likely elasticity of supply for fertilisers.

2. Explain whether fertilisers are a consumer good o good.

Extended-response

1. Using

sram, expiain whether a price ceiling could be introduces

COPYRIGHT
PROTECTED
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Determination of equilibrium, Interrelationship betweer:

% in the middle of April 2020, at the height of the comnavirus%
Europe and North America, something very odd happened
arkets: it turned negative. On 20" April 2020, a barrel of

of -$36.98. In other words, anyone wishing to sell oil on fu

expected to pay the buyer an additional $37 simply to take

In practice, not many exchanges happeied guite like that ~
day to a still historically low ~.positive, $8.91. 5¢.
unsurprisingly, the negative valuation related & g reverberations of the ex
coronavirus had created: the closwe ol e economy.

;ofth

One side of the i Figure 1: WT1 crude ol p
demand. H
millions of pRega@vho would
ordinarily be working or
travelling were staying at
home, foregoing billions of
oil~consuming car journeys.
In addition, most commercial
premises had been closed by $20
the pandemic, which
suddenly reduced the 0
demand for energy. And most
significantly, with borders
being closed to prevent the
global spread of the virus,
international flights had been | 540
grounded. Aviation is a huge
consumer of oil, and faced
with such a massive collapse ;
in demand the price of crude Figure 2: US ol stoo
went tumbling. -

02 03 04 05 06 07

560

S40

-$20

So that'g the deg«nand Side - 2000000 B

but that doesn’t on its own
explain the negative price.
For this we need to look at
supply. At the outset of the
pandemic, we can identify
what economists might call
‘ghut’ {an abundance, o
overproduct;
excess oil ng
somewhere ;
being consumed, but storage
capacity for crude is limited
and under these
clrcumstances was running
out quickly.

1850000

-
o
o]
]
(]
jl

per thousand barrals)

1800000

,..,,
]
[¢*]
<%
Storage cap

2osoze 218 e e 010

4 Source: hitps://ffred.stliouisfed.org/series/ DCOILWTICO
Source: https:/ fwew.eia.gov/dnay/pet/hist/LeafHandier.ast? n=PETRs=WTTS TUS1&I=W
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On top of that, the specificities of the coronavirus pandemic crisis meant that there
when demand might start to pick up. For oil traders in possession of a good forw
and reducing storage, their asset was quickly becoming a liability.

And as they tried to offload their product at ever cheaper prices, they realised that #
Thus the market determined — on the basis of the day’s interaction of supply and dei
failing to store unwanted crude was greater than the value of the good iself.

Spooked by the market crash, the major ol producers quickly slashed their producti
global supply of crude oil and end the glut. The move successfully restored the price
pre-pandemic levels by June. But the collapse into negative prices remains a memo;
development, even for a famously volatile market like crude oi! f

percentage decrease in the value of crude oil between Januard
fowest point in April 2020 {give your answer to the nearest whole percentag

2. What does Figure 1 indicate about the elasticity of oil?

Test your knowledge...

1.  Demonstrate the events of 20™ April 2020 on a demand and supply diagram

2. Explain why commuodity markets are so volatile.

3. Explain the market functions of rationing and signalling.

Extended-response question

1. Explain the likely impact of the renewable energy sector on the ol market.
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Global reach: Facebook's market do

S

Objectives of firms; Economies of scale

Facebook is the world's third most visited websile, and the
biggest social network, i outmanoeuvred market rivals such as
MySpace and Friendster in the late 2000s to establish a
monopoly position in the social networl scene. But the key to
maintaining its market position in the 2010s, when faced with
emerging and established competition, has been two
enormous acquisitions.

In 2012, Facebook purchased Instagram for th
astronomical sum of §1 hillion. Th
catastrophic overvaluation bn

In 2014, Facebook purchased WhatsApp for the even more staggering sum of $19 b
entire GDP of Iceland). The deal was viewed as make or break for Facebook ~ it was,
be successful.

Both of the acquisitions were extremely well timed, and more than good value for m
more than $5 billion a year for Facebook, while Instagram brings in a stunning §20
demonstrates the huge growth of both platiorms, which mostly took place after the

Figure 1: Instagram/WhatsApp monthly users since

-
2500
o 2000 T
o Facebook
= Facebook -
g acquires arauires
= ' WhatsApp
D450 e Instagram Lol Je
g / P
=
=
£
=
5 1000 ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘
&
@
2
=
Q
L 500 d i
0 BB e T e SRS SRS
2010 2011 014 2015 20i6 2017 2012
woo wee [GEAGYAN  scessoosmsccess A/ MATSADD
o

The savvy acB®Sitions have maintained Facebool's dominance of the social medi
younger generations, during a period in which the primary product’s growth among
begun to slow. it also prevented the emergence of key rivals, and thus maintained i
Googlet, a social network launched by the online search giant in 2011 to compete
closed in 2019,

& https:/ fwww. businessofapps.com/data/whatsapp-statistics/ and hitps:/fwww.demandsage.com/inst ¢
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In 2017, Facebook introduced the 'stories’ feature across its platforms in a direct b Z
which it failed to acquire in 2013. The introduction of the ‘reels’ feature across its pb
attempt to halt the growth of TikTok, which has experienced rapid expansion among

While Facebook continues to grow, its acquisitions are catching up quickly. Figure 2
approaches its three billionth user, WhaisApp and Instagram are both far past the i

2z

Figure 2. Monthly users of Facebool platforms in 2{

Active monthly users {million}

0 500 1600 1500 2000 2500

Facebook

instagram

Use the data

1. Using Figure 1, calculate the percentage change in WhatsApp's monthly act)
Facebook's acguisition of the platform and 2022, :

2.  Figure 2 demonstrates the scale of Facebook’s reach. Explain why this scale
business model.

Test your knowledge...

1. Explain two types of economy of scale.

COPYRIGHT
PROTECTED

2. Which of the following objectives i
A, Sales maximisation
Satisficing

5t iikely to have pursued i

©O0w
o
k]

3.  Using a suitable diagram, explain the benefits of an economy of scale.

Extended-response question

1. Evaluate the view that business growth is always beneficial to a firm.

Data Response Case Studies Volume 2: AS / A Level Yr 1 AQA Microeconomics Page 13 01‘2}5




Costs and revenues; Public goods

Carillion, a large UK construction and services company, collapsed in 2018
after a serious mishandling of finances and failure to keep up with contractual
repayments, The company was a frequent government contractor, with a
number of large obligations to build and help operate public facilities.
Carillion's responsibilities included building and providing services for
schools, hospita!s prisons, housing and transport infrastructure. As a result
of the company's collapse, many of these important pubhc facilties were left
in limbo, facing reduced levels of service and constr fup o
several years.

went's pursuit of public-private partne;
ontracted out responsibility for the construction
s designed to transfer the risk involved in construction i
s. These sorts of projects are inherently risky because of the Eam
the frequency with which such projects exceed their initial budget,

The collapse called into ques
successive UK
companies.
from public
construction, and
completion date.

instead of the risk being handled by the government, the private sector is awarded a
privately and thus also inherits the risks involved. Carillion would borrow the money
which it would pay back in future revenue from the proceeds of operating the faciliti
usually 25 to 30 years.

Howevar, in this case Carillion overextended itself. It had piled up large debts from i
which quickly began to exceed its revenues from running facilities. Figure 1 highligh
by Carillion in millions of pounds. 5

Figure 1. Carillion's deht

1200

2009 2010 2011 2012 2013 2014 2015 2

tn July 2017 Cariflion issued a profit warning, signalling that the company was in trg
warning in September 2017, and another in November that same year. The company
unmanageable levels of debt. Figure 2 highlights the impact of the profif wamings ¢
which compounded the firm’s woes.
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Figure 2: Caritlion stock price

KEZSD.OO

£200.00

£150.00

£3100.00

Carillion's quick expansion is seen as a key cause of the collapse. The firm took ove.
firms at a rapid pace, including Citex, Mowlem, Alfred McAlpine, Yanbots and Eaga. §
patt to scale up Carillion’s operations at pace, as they took on increasingly large n
firm's business model relied on constant growth ~ taking on large projects in orde
borrowing costs.

Use the data

1. What does Figure 1, along with information in the text, suggest about the p A
Carillion’s expansion? :

2. Explain how costs, cash flow and revenue were responsible for Carillion’s ¢

Test your knowledge...

1. Explain which type of growth Carillion pursued,

2.  How do public—private initiatives attermpt to solve t rider problem?

COPYRIGHT
PROTECTED
Extended-response g

5

t using private finance to deliver public goods.
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Monopoly and monopoly power

For decades, technology company intel has exerted monopoly power over the
manufacture and distribution of microprocessors: the central unit upon which
computers function.

Intel’s position in the microprocessor industry bears halimark features of a
monopoly in a number of ways, Firstly, Intel is 3 vertically integrated
organisation: unlike its competitors, it controls the full supply 1of its
preducts from production to sales. Secondly, Intel o h-tech
market with particularly large barriers to entr i ekerts considerable ma
200,000 patents around the world lectual property from compe
price setter. -

Rival AMD ¢ 4 pnce of Intel microprocessors, in an :ndustry where ef
advances s dto falling prices. Figure 1 shows the average price of an Intel ¢
47% over a seven-year period. In the mobile computer market, where Intel faces gre.
of its products fell by 33% over the same period. 5
Figure 1: Microprocessor prices
/S"/'O0.00 ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘
5600.(}0 ..............................................................................................................
SSOOOO ...............................................................................................................
$400.00
5300_00 e I e ORI e
?20000 ........................................
$100_00 .........................................
$0.00 COPYRIGHT
\. PROTECTED
2 chips simply reflects high consumer dem:

intel has previously acted determinedly against AMD o maintain ifs market position
payments of hundreds of millions of dollars to computer manufacturers Dell, Acer apy
switching to AMD chips in the production of future products. 5

However, in 2018 - in a seemingly unassailable position — Intel's dominance begang
while Intel controlied more than 80% of CPUs at points over the last decade, this figy
as 60%.

Data Response Case Studies Volume 2: AS / A Level Yr 1 AQA Microeconomics Page 16 01‘2}3




‘ Figure 2: CPU market share’ A
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While still a comfortable market leader, the decline represents a serious loss of mark
Some see it as a story of complacency: Intel had become too reliant on its market d
with AMD's pace of investment in research and development. This gave AMD the op
competitive new generation of microprocessors at a lower price point than intel's.

T

As the competition from AMD increases, the expectation is that consumers will beng

Use the data

1. Explain two reasons why consumers are expected to benefit from AMDs in

2. Which market structure best characterises the microprocessor market in re

Test your knowledge...

1. Explain the difference between pure monopoly and monopoly power,

2.  Explain how concentration ratios are calculated

COPYRIGHT
PROTECTED

Extended-response queck

1. Explai eneﬁts of monopolies.

T hittps:f fwww.statista.com/statistics/ 735804 fworldwide-x86-intel-amd-market-share/
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Market foilure; Public goods

The coronavirus pandemic crisis was brought under control, predominantly, as a res)
development of vaccines against the virus. Thus in one sense we can argue that the
public good: its benefits — the eradication of a contagious virus — are shared by evey

However, the vaccine itself was not globally distributed in the way economists wouk
with a public good. it was not available to everyone, and its benefits have not been 5
egually. Doses of coronavirus vaccines differed significantly i e, while some we
limited and required specific and expensive storage fa

in 2021, United Nations Secretary
public good, as the vaccine

Guterres argued in favour of trea
in developed countries but stalled ace

nee the beg/nnmg that vaccines should be cons,'defe\

of eﬁ?cmﬁcy There is no way Figure 1. % of population vaccia&f
to defeat a virus that spreads in 7~ :
the developmg countries fike
wildiire and that can risk

fo mutate.’

South America

Asia |

Guterres sought to highlight the
extensive positive externalities
associated with an eguitable
rotfout of COVID-19 vaccines, as

Morth America

C Europe
well as the uneven distribution of
the good highlighted by Figure 1. Oceania |
A targe proportion of funding for Africa |
the development of COVID-19 :
vaccines came from public
sources, with the initial Fully vaccinated I3 Part
development of the ~
UK-based Oxford/ Figure 2: Forecasted global revey
AstraZeneca vaccine s :
almost entirely publicly 1
funded. However, large 16

private firms with greater | 14 | I
experience in the
manufacture and
distribution of
phasmaceut;ca!s are

12 |-
10

Figure Z demonstrates 0 A s, 2
the EXE’)@C?Ed revenue for 2021 2022 2023
each major COVID-19

vaccine producer over a Pfzier/BioNTech Moderna
projected five-year # Johnson & lohnson £ Novavax
period. \.

& Source: hitps:/fwww.ws.com/farticlesfcovid-19-vaccine-makers-to-face-challenges-when-recognizing-rg
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Use the data

1. Based onfigures 1 and 2, give two reasons why pharmaceutical companies
incentivised to produce vaccines.

Test your knowledge...

1. Define a ‘public good’.

2. Explain the free rider problem.

3. Identify four positive externalities assoc

Extended-resoon

er vaccines are a public good.
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Market failure; Public goods; Government interven

The European Union’s Common Agricultural P
the institution’s budget, handing out more tha
across Furope. The UK's agricultural produce
programme, receiving a total of £3 billion bat
is to safeguard Europe’s food supply and prot
whims of market forces. :

N : X N As

; N TR As the UK eft the
&\ 33 353 SRR \\\\ \.\\§§ farmErS rh
Payment Scheme —~ while a longer-term s
will struggle to make their operationis
on subsidies. il

suan Union in 2020, the%
nment has introduced a

ol

p
&
&
1
=t

&
=
g
s
oond
-
2
Pl
]
Fad
B
(%)
=
&
=
o
&
R~
&
2%

The CAPis ¢
having a desiRg® [£70,0DO
environmental impact by

£60,000

encouraging unsustainable
forms of fand use on an £50,000
excessive scale, and for
producing excess supply leading | £49,000
to food waste. The UK's
proposed replacement
comprises a number of schemes | £20,000
designed 1o encourage more
sustainable forms of land use.
These include a Landscape £
Recovery Scheme, in which
farmers are paid to reforest their
fand, and a Sustainable Farming
Initiative, which remunerates
farmers for environmentally :
friendly agricultural practices. S W Subsidies  EAgricultur

The Basic Payment Scheme is Figure Z: BPS subsidies pé
scheduled to be phased out over

a perind of eight years as part of | #4000
the fransition towards the new, £18,000
more sustainable schemes. £16.000

Figure 2 shows the phasing out :
pracess for an agricultural £14.000 ¢ T COPYRIGHT
Z PROTECTED

producer currently receiving £12,00 '
£17500insubsidies. Farmers  oiliondcgg 88 28 @

£30,000

£10,000

-£10,000

available to
transition will be less valuable. £2 000

In addition, according to a £0

parliamentary committes, the \_
government has 'not explained
how the Scheme's changes in fand use will not simply result in more food being importes
food production being "exported” to countries with lower environmental standards.” ¢

2020 2021 2022 2023 2024

¢ Source: https:/ fnwaw.natwest.com/business/insights/sector-trends/agriculture ffarm-business-management-
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Use the data

1. Caleulate the percentage of an average UK farmer’s total income that comey
{give your answer 10 the nearest whole percentage). :

2.  Draw and annctate a diagram demonstrating the impact of the phaseout in

Test your knowledge...

1. identify consumer and producer surplus on the diagram vou have drawn.

2. Explain two reasons why subsidies can i

COPYRIGHT
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Market imperfections; Public goods
The content of this case study is adapted from the UK Parliciment’s Scrutiny Unit in accordonce

Healthcare provision is an area in which imperfect information presents
a consistent problem. Regardless of the economic model that is
followed for healthoare provision, there is a problem of asymmetric
information: the healthcare professional is almost certain to have
significantly greater knowledge of the service being provided than a
patient. In particular, the patient is not well placed to judge the cuality
of the service they are being provided with.

In the USA, healthcare is provided as ag
health insurance schemes. Thisg

This dynamic can result in a misallocation of resources. Figure 1 demonstrates ho
per capita, is far greater than in comparable OECD countries. One reason for the in
healthcare professionals in the USA to overprescribe medications in order to boost

Figure 1: Health spending per capita in 2021
7

512,000

510,000

58,000

56,000

$4,000

$2,000

e-based private healthcare system are m
ntive to take greater risks, knowing that protection is.
n imbalance referring to consumers prone to poor health |

These are among the reasons why healthcare is treated as a public good in the UK.
UK healthcare provision is free from information fatlure. One problem for an organi
Health Service is limited resources: decisions may be influenced by the availability ¢
reduce the quality of care offered. :

L Source: hitps:/fwww.partiament.uk/globalassets/documents/commaons/Scrutiny/ SU-EmnomicHn-praé\:

W source: https:/ fanww. kingsfund.org.uk/publications/public-satisfaction-nhs-social-care-2021
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Determining the quality of care being offered is equally difficult. Without a simple wa
which the market mechanism provides, investment decisions on the part of the gove
Uniike private providers, the NHS must also consider the marginal social benefit of
These decisions are far more complex than simply allowing market forces to deterny

Figure 2: NHS public satisfaction'?

a0

...

G :
1983 1986 1989 1992 1995 1993 2001 2004 2007 2010§

s Satistied  eessss Discatisfied

Use the data

1. Explain why information gaps may have led 1o inflated cost of US heaithcare%

2. Give a possibie reason for the collapse of NHS public satisfaction since 20191\%;;

Test your knowledge...

1. Using a suitable diagram, explain the relationship between healthcare prov Z
and productivity,

COPYRIGHT
rket is an unusual form c:i PROTECTED

2. Explain why adverse selection |
asymmetric informatio ‘

1. Using a suitable diagram, explain the benefits and costs of information gaps;é;:;

o Source: https://stats.oecd.orgfindex.aspu?BatadetCode=5SHA
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University admissions among British scf
320,000 18-year-olds applying for a pla
UK 18-year-olds — a figure that has risen |
with only 33% of 18-year-olds applying in
in all applications and admissions to UK &

nd the introduction of the high

P Figure 1. UK university app
university

announced,
of the income 1l
students must make repayments,
an increase of a decade in the
period before student debt is
written off, and a proposal to
withhold student finance from
applicants without GCSEs in
English and Maths. A requirement
for prospectuses to include the
percentage of graduates who
enter employment after receiving 200
their degree has also been
suggested.

The government estimates
that 70% of students will fail
to repay their debts as they
will not earn above the
thrashold for a long enough
period. Figure 2 highlights  ( 180

the rising levels of student £bn
debt in England since the cap 160
on tuition fees was trebled. 140

At the same time, the labour
market for graduate jobs
continues to be highly
competitive, Yais
that in 202
graduates foRa®ly graduate
iob available. This limited
supply of graduate jobs
means that many graduates
end up retraining or simply
remaining in lower paid,
insecure work, .

B Source: hitps:/fwww.statista.com/ statistics/ 284230/ university-applicants-in-the-united-kingdom-uk/

W Source: https:/ fwww.statista.com/statistics/ 750678/ outstanding-amount-in-student-loans-uk/
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Use the data

1. Draw the trend demonstrated in Figure 1 on the demand curve.

2. Calculate the percentage increase in university applicants between 1994 ang

Test your knowledge...

1. Why might demand for university education have increased, relative to othe

higher education?

2. Explain the elasticity of demand for uni
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Government intervention; Demerit goods, Governm

in 2018, the Scottish government introduced m
years-long legal battle with the Scotch Whisky
drink producers. Legislation passed back in 20
pHnimum price of 50 pence per unit of alcohol
high duties on all sales, and the minimum price

pricing, or MUP, alcohol in Scotland was sold at an ex
good. Between 1987 and 2018, alcohol becams &
overtook pub drinking in popularity

=g
&

govemment estimates that
after five years of the minimum
pricing policy, there will be 400
fewer alcohol-related deaths,
and 8,000 fewer alcohol-
related hospitalisations.
However, a report released in
June 2022 by Public Health
Scotland found that there isno
evidence to suggest that
minimum unit pricing is 15

Deaths per 100,000 people
~ :
LA

changing the behaviour of 2001 2003 2005 2007 2003 2011

heavy drinkers in a uniform

. s SO a0
way. Figure 1 shows a small

increase in alcohol-specific
deaths since 2018,

Figure 2: Aloohel sales in Z

The Scottish government e

argues that the minimum price 1200

needs to be set at a higher rate onaog s

!n Qfdeﬁ' to Sh;f‘t the hab[ts Of 1150 .......................... B
heavier drinkers, favouring
pricing of 65p per unit. And it
argues that alcohol sales
overall have reduced since
MUP was introduced, as shown

1100

id per adult

by Figure 2' chever C : T PP .

argue that
drinkers ints OB e
undermines & ;
grawth GO L L
O el NN oo N W 00 O
[ T s T ot B o B s T i 2 o T s B o B o B ]
Following the policy being ..

introduced in Scotland, Wales
introduced MUP in 2020, and lreland also adopted the policy in 2022.

15 Source: https://www.ons.gov.uk/peoplepopulationandcommunity /healthandsocialcare/causesofdeath

intheunitedkingdom/registeredin2020#aicohol-specific-deaths-by-uk-constituent-country
1 Source: https://publichealthscotiand.scot/ publications/mesas-monitoring-report- 2022/
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Use the data

1. Using figures 1 and 2, look at the trends in alcohol-specific deaths and sale
think MUP is having an impact?

2.  Calculate the percentage decrease in Scottish alcohol sales between 2002 a
sales were at 935 units per adult. 5

Test your knowledge...

1. Using a diagram, dermonstrate the impact of mininy

2. Explain two costs and two benefi

and for heavy drinkers.

COPYRIGHT
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Answers

Use the data 5
1. Tovyotia’s cars are likely to have a high price elasticity of demand as thera are so maij
car makes}. Figure 1 highlights how 116.3 cars are produced every minute by just ni
to have a high price elasticity of demand if they are a large proportion of a consumg
expect buying a new car.

2. Toyota produces 20 cars per minute x 60 = 1,200 cars per hou
Toyota's production of cars to exceed 10.7 million at a pa:
tha most cars of any carmaker, Toyota sold more

24 = 28,800 cars p\
,800 cars per day.
produced in 2021.

Test your knowledge
1. Your PPF should shoy

ds of the PPF as shown. Award
giagram, 1 mark for drawing an initial and
a further 2 marks for drawing the pivot.

Cars produced

2. You should show a shift to the right in supply, resulting in a lower
market price and higher quantity supplied. Award 1 mark for correct
fabelling, 3 mark for showing shift correctly, 1 mark for identifying
initial equilibriur and 1 mark for identifying new equilibrium.

Extended-response question

1. The primary benefit, as established, is that the production process should
increase in efficiency. Workers will become more proficient in their craft,
and able 1o perform it at faster speeds. There should he lass wastage
during production and sunk costs in training will provide a better return on
invastiment. In the long run, it may also encourage capital investment, :
which will save on labour costs. Py

Py
Costs may include worker boredomn and alienation leading to low

motivation and dragging down productivity. Firms may also become very
refant on specialised workers, and incur greater costs if they decide to
feave. Specialisation may also increase the risk of structural
unemployment as workers have not diversified their skill base.

COPYRIGHT
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Preview of Answers Ends Here

This is a imited inspection copy. Sample of answers ends here to stop students looking up answers to
their assessments. See contents page for details of the rest of the resource.



