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Teacher’s Introduction

The case studies in this series are designed to support students as they
study the A Level Edexcel B module Theme 1: Markets, consumers and
firms. These case studies cover the Edexcel B 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,

Fach of the 12 case studies contains:

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

% Data: presented in a graphical format.

% Use the data questions: students are presented with guestions set in response to the data presented.
Answers are included.

* Testyour knowledge questions: students are presented with questions designed to mimic short-answer
examination questions. Answers are included.

% Extended-response question: students are presented with a question designed to mimic long-answer
examination questions. Possible answers are included in summary form.

This rescurce is designed 1o be useful to students of ali 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 contemporary 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 examples are used in tandem with the study of
the most recent themes.

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

May 2023
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1.1 Scarcity, choice and potential conflicts

Perhaps the central feature of economics is the management of scarce resources i
When scarcity becomes particularly acute, economic stakeholders are forced to co

We often think of scarce resources in terms of commodities, but labour - as a fund
just as important. At the onset of the coronavirus pandemic, faced with a deeply un

across the macroeconomy stopped hiring. The result was a collapse in job vacanci

Yet, by summer 2020, the number of job vacancies across the sconomy had almos

pandemic levels, and had reached historic highs. So what happened? Well, there are,
workers saw the pandemic as an opportunity for early retivement, reducing the overs
born workers returned to their home countries during the pandemic, and may have
UK once it was outside of the European Union, further decreasing labour supply.

in addition,
mosi vacancies
were in low-
paid or insecure
iobs — positions
less likely to
tempt younger
workers back
into the labour
market. Figure,
shows the §
industrias in
which vacancies
became the
imost
widespraad.

~

Figure 2: Percentage increase in vacancies
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Source: hitps://commaonsiibrary.partiament.uk/how-has-the-pandemic-affected-industries-and-labour.
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One high-vacancy industry that caught particular attention in 2021 was road freigh
pandemic, a significant shortage of HGV drivers led to supply problems all over the

There were various reasons for the sho
suffering from a decline in lorry drivers
work’s poor pay and unsociable hours.
was heavily dependent on migrant lab
the country amid the upheavals of Bre
increased online consumption due to C
consumer demand: with so many more
drivers were needed.

shortages, mciudmg ne
for forsign HG\,

Use the data

1. Why might the tightening of labour market displayed in Figure 1 be conside

2. Explain three reasons why the hospitality industry may have experienced t
vacancies following the pandemic, as indicated in Figure 2.

Test your knowledge...

1. Explain what is meant by the term ‘satisficing’.

2. Explain the difference between external stakeholders and internal stakeho

Extended-response question

1. Evaluate the opportunity costs associated with higher levels of migrant labo
stakehgolders.

COPYRIGHT
PROTECTED
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1.2 Enterprise, business and the economy

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 o increase output while
also reducing costs.

However, more unique fo Toyola's approach i
investiment in around 500 elite work o

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

Figure 1: Vehicles produced per minute (2020)
o 5 10 15

("

Toyota
Yolkswagen
Hyundai
General Motors
Ford

Nissan

Honda
Fiat-Chrysier

Renauit

.

$°diso pioneering: when workers are replaced on
: vated elsewhere in the company. Some may become su
take over from a maifunctioning machine to ensure there is no
This reallocation of workers ensures the company's sunk costs on employee tram;m
helps to drive up productivity and output. :

Toyota's approach
they are re

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 Toyota ¢
minute than any other car company in the world.

2 Spurce: https:/fwww.moneyshake.com/shaking-news/miscellaneous/minute-of-motor-manufaciuring 3
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Use the data

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

2. Toyota sold 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. Explain the effect of Toyota’s strict specialisation, relati
division of labour, using a production possibility frn

» to @ carmaker wi

2.

COPYRIGHT
PROTECTED
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Encouraging enferprise: credit and sm

1.2 Enterprise, business and the economy & 1.4 The role of cre

Small to medium-sized enterprices, known as SMEs, play a critical role in the UK
economy. SMEs are classed as firms which employ fewer than 250 people and
are found across all industries. They are particularly important to the
sustainability of local economies. But a comimon problem for SMEs is accessing
funds, particularly at the start of operations. Start-up costs are usually much
higher than an entreprensur entering the market for the first time can afford.

fe in the
ssusinesses. Banks are
ers and channel them towards it
& their business succeeds as they will ¢
¢ down the line. The risk of failure that the en
e tourth factor of production’.

This is where banks come in. The banking sector plavs
emergence of SMEs by offering credit to new ;
an intermediary which collect savings
entrepreneurs even greater in

: Total number of UK firms (by size)® Figure 2: Tum@;é:%g
™ 4

V/’
210,550 . 3%,62C
£2,139,334
5,337,075
Micro (1-9) #iSmall {10-49} B Micro {1-9)
B Medium {50-249) 8 Large (250+) B Medium (50
\ S/ e :

to changes in the wider economy.

The difficulty of accessing credi

Data source hitps:/ fwww.gov.uk/government/statistics/business-population-estimates-2021/ bus'ﬁness-:a%{
regions-2021-statistical-release-himi
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Use the data

1. Calculate the percentage of businesses in the UK which are considerad ‘mic

2. What do Figure 1 and Figure 2 tell us about the importance of small to me
enterprises to the UK economy?

Test your knowledge...

1. Explain the difference between share capital and veniu

2. Explain two non-financial motivations fo

Extended-rasao

ier secured (oans are beneficial for an entrepreneur starting

COPYRIGHT
PROTECTED
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1.3 introducing the market

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.

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

~
12,000

10,000
From barely registering a 8,000
presence in the retail market 5,000
at the start of the new 4,000
millennium, online sales in 3 000
2020 had shot up to a third a
of market share, with no sign 5000
of the trend being temporary. | '
As Figure 2 demonstrates, ) 6' 000
even before the coronavirus ~8’OOO

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

Figure 2: Online sales as a % of UK

stable at a D

significantly higher

level than the historic | 30

trend rate. D

High~$treei stores B A :

have struggled to 15

adapt to these rapidly

changing consumer | 10 p i Htn COPYRIGHT
trends, though some s | i RS PROTECTED
have embraced online “ll”

retail more
successfu
others. The
retailer Nexis
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. :

2008 2009 2010 2011 2011 2012 2013 2014 2015 2
NOV SEP JUL MAY MAR JAN NOV SEP JUL MAY MAR

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 knowledge...

1. Explain two non-price competitive advantages online re

il has over haigi%sti«‘é‘ii

2. Explain why the production costs for onling lower.

Extended-rasao

ier online retail reduces asymmetric information.

COPYRIGHT
PROTECTED
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1.3 introducing the market

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 feading 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 play a key role in the production of cr
demand or prices begin o rise, and thus ensurin
They are, therefore, a f:2:0 nental input in the a

's wod supplies are rel

synthetic fe
producers hay 2 they will simply use less fertiliser, which in turn will reduce their 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 1o greater vulnerability during period
help crops to survive dry spells.

4

Figure 2 shows the Figure 1: Global fertiliser price mde\

proportion of the global 4
population who are now
reliant on synthetic fertilisers
for the production of their ;
fQOd Suppiy, WhiCh has BOHE b
grown rapidly since 1950,
italso showsthe number of | 450 |
people whose food supply is f
produced using non-
synthetic fertilisers, which
has remained relatively static
given the overall increase in 50
food production.

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

jul-18
Sep-12

Nov-18

Jan-19
Mar-19

Jul-19

Sep-19

Nov-18

Jan-20
Mar-20

Non-synthetic fertilisers are

o0

iy
-
423

May-19

May-20
Jul-20

natural products derived
from plants or animals and
are often waste products /
from food production. As a
result of their diffuse
sources, they are far less
exposed to supply-side
shocks and thus Jess i
trigger pric
However, na 3
are difficult 10853
quicldy, and also carry
significant environmental
costs, such as

watar poliution.

Figure 2: Global population fed by |

1350 1955 1960 1870 1880

B People fed using natural fertilisers People:

\.

4 Source: https;l/ychans.mm/indicamrs/fertiiizersﬂindex_warid_bank#:’“r{extzFerkiiizers%ZOPr‘ice%Zmnde%%.mis'};{
5 Source: htips://ourworldindata.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

Sy m, assess whether a price ceiling could be introducea

COPYRIGHT
PROTECTED
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to a still hzsmncaiiy low, but 2
negative valuation related to the ongoing rever

ordinarily be working or
travelling were staying at
hoime, foregoing billions of
oil~consuming car journeys.
In addition, most commercial
premises had been closed by
the pandemic, which

suddenly reduced the 50
demand for energy. And most
significantly, with borders 20
being closed to prevent the
global spread of the virus,

-$40

international flights had been
grounded. Aviation is a huge
consumer of oil, and faced
with such a massive collapse
in demand the price of crude
went tumbling.

So that's the demand side ~
but that doesn't on its own
explain the negative price.
For this we need to look at
stupply. At the outset of the
pandemic, we can identify
what economists might call a
‘glut’ (an abundance

not being consumed, but
storage capacity for crude is
limited and under these
circumstances was Funning
out quickly.

N In the middie of April 2020, at the height of the comnavirus%

1.3 introducing the market

Figure 1: WT1 crude oil p;f

03 (4 05 06 07

560

S40

S20

Figure 2: US oil stoi

w3
(=]
@ 1800000 Foo
&
s, 12 3 4 5 6 7 8
& while it is 8 -
(2]

2000000

1850000

er thousand barrals)

1800000

soxoxe JOIH e ww 20010
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Source: hitps://fred.stlouvisfed.org/series/ DCOILWTICO
7 Source: https:/fwww.eia.gov/dnay/pet/hist/LeafHandler.ashu?n=PETRs=WTTSTUS L &F=¥
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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 de
failing to store unwanted crude was greater than the value of the good iself.

Spooked by the market crash, the major oif producers quickly slashed their producti

global supply of crude oil and end the glut. The move successfully restored the price
pandemic levels by June. But the collapse into negative prices remains a memorable
development, even for a famously volatile market like crude oi! f

percentage decrease in the value of crude oil between Januars
lowest point in April 2020 {give your answer o the nearest whole percentag

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

Test your knowledge...

1. Explain the events of 20" April 2020 on a demand and supply diagram.

A%

2. Explain why commodity markets are so volatile.

Extended-response question

1. Assess the likely impact of the renewable energy sector on the oil market.
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@

1.5 Market failure and government interventions

At the height of the coronavirus pandemic crisis in July 2020, the UK government
made the decision to give the hospitality and tourism sector a 15% cut in value
added tax (VAT), a duty on goods. Whereas the standard rate of VAT is 20%,
governiment would reduce this rate to just 5%. This would be to help support a
sector that was particularly hard hit by the closure of large parts of the consumer
economy. A lower rate of VAT remained in place for the industry until March 2022,

The VAT cut enabled providers to choose either lower
extra 15% of sales for themselves. Some pubs
did not apply, and recoup those loss

of retaining the

he pnce of their alcoh:

large emp!oyer

e

However, VAT exemptions 30
are controversial and their 5t
economic benefits

contested. Critics point to 20
the increased 15
administrative costs of

such schemes, and argue 10
that instead of offering a 5
range of special reducad

rates, the economy would
be better off with a lower
standard rate. ®

VAT was first introduced # Standard rate  £3 Hospite)

inthe UK in 1973 atarate -
of 10%. In 1978, VAT

generated 7% of the UK's Figure 2: Historic UK rates of VAT,

revenue ~ this figure had 0
more than doubled by the 9% “~
. . 32 o \\\\\..,\ \\\
2000s, making it a key 0 b N
source of government s

revenue. But higher prices
also suppress consumer

i
\\\)\\\\\\\NEQ

demand, which in turn can
mean less empicymem
and lower pig
which redu

the long run. Fagure 2
shows how income tax
has fallen as VAT has

increased. \_

& Source: https://www.ukhospitaiity.erg.uk/biugpest/l721400/392803]VAT-Ratesufor~HospEtality--Leisua}%:;
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Use the data

1. What is the median VAT rate of the 14 European countries in Figure 1, and

compare to the UK?

2. Give two reasons for trends of taxation displayed in Figure 2.

Test your knowledge...

1. Explain why the hospitality and tourism sector is price sepsitive.

ts and benefits of indirect taxation.

h VAT on hospitaiity%
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1.5 Market foilure and government interventio

Rising house prices have been among the defining characteristics of the UK econon:
1980 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 ave
leaving first-time buyers often saving for more than a decade before being able to a

| | Thereis a notable generatioz‘aai divide

1182% of the UK's property wealth,
second home. Second home ownershi
with one in 10 people owning more th
5.5 million houses are ‘buy-to-let’ pro
and mortgage costs pushing up the pr

The rapidly rising prices Figure 1: Average house prices in LY
can be gttributed toalack ¢ £250,000 '
of housing supply.

Figure 2 demonstrates

that the supply of new £200,000

housing has fallen since
the marketplace has

largely taken over the role £150,000
of property construction.

in the 1970s, when £100,000
housing was built jointly

by the market and the

state (through local £50,000

government), the supply
of new yearly houses was
almost double the level it

£0

. ol a3 @l 2 @i Q3 ai Qi
IS NOW. 1990 1992 1995 1997 2000 2002 2005 200

The housing market in the
UK could thus be seen as . .
an example of the Figure 2; New houses built in UK

marketplace deliveringan  /
inefficient allocation of
resources, and also failing | 350,000
10 ensure equity among
the population. Lack of
access 1o py

W Priva; ousing associations;;

creates a g ST 200,000
economic dhi ¥ etween
asset owners receiving 150,000

rental income and

workers reliant on wages
to pay their rents. 50,000
This can be seen as an

100,000

; (3 RN SRR R
example of market failure T8 BRINAFTER
which produces a range of ¥R EDE S

A322229 3

negative externalities. \

Data Response Case Studies for A Level Economics Edexcei B: Theme 1 Page 16 of Z

COPYRIGHT
PROTECTED



Use the data

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

2. Figure 2 shows that in 1968 aimost half of all housing built was council hous
the impact of council housing construction on a supply and demand diagran

Test your knowledge...

1. Explain the difference between private, social and ext

2. Explain two private costs and two soci construction.

Extended-re

1. Assess? r free markets are always the most aliocatively efficient mea
resource allocation.

COPYRIGHT
PROTECTED
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1.5 Market faiture and government interven

in 2018, the Scottish government introduced m
years-tong legal battle with the Scotch Whisky
drink producers. Legislation passed back in 20
mHnimum 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 exc
good. Between 1987 and 2018, alcohol becams &
overtook pub drinking in popularity

; 2r

=

the rest o t .
The government 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 is no
evidence to suggest that
minimum unit pricing is 15

27

23

21

18

Deaths per 100,000 people

17

changing the hehaviour of 2001 2003 2005 2007 2000 2011§

heavy drinkers in a uniform

way. Figure 1 shows a small e Scotand

increase iy alcohol-specific
deaths since 2018,

Figure 2: Alcohol sales n §

The Scottish government I

.. . 00
argues that the minimum price 1200

needs to be set at a higher rate
in Q;der to Shif‘t the habits Of 1150 .......................... B
heavier drinkers, favouring
pricing of 65p per unit.

And if argues that alcohol
sales overall have reduced
since MUP was introduced, as

id per adult

Shawn by Figure 2' ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

However, crigpelh

MUP pushe! 950

into poverty ¢

ec{}n{};nic gr{}wth. Lo T
Cod oo oy W b o O
1 S > B o B o S S o S 5 S - B o S e B

. , , SN RAEIRIEQIRS
Following the policy being ..

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

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

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

1. Using Figure 1 and Figure 2, look at the trends in aicohol-specific deaths anc%
you 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. iUsing a suitable diagram, explain the impact of mi

2.

likely consequences of an increase of the MUP to 65p per unit foy
and for heavy drinkers. '
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1.5 Market foilure and government interventic
The content of this case study is adapted from the UK Parlioment’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 ouality
of the service they are being provided with,

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

This dynamic can result in a misaliocation 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
4

$12,000

510,000

58,000

$6,000

54,000

$2,000

insurance pore®

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

1 Source: hitps:/fwww.partiament.uk/globalassets/documents/ commans/Scrutiny/SlJ-Ewnomics~in-prag%‘.:

12 source: https:/ fwww. 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 w
which the market mechanism provides, investment decisions on the part of the gov
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'?

1983 1886 1889 1592 18595 1898 2001 2004 2007 2010;

=Satisfind s Dissatisfied

Use the data

1. Explain why information gaps may have led to inflated cost of US heaithcar&%

2. Give a possible reason for the collapse of NHS public satisfaction since 2019%

Test your knowledge...

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

COPYRIGHT
arket is an unusual form oi PROTECTED

2. Explain why adverse selection i
asymmetric informatio

1. With the ald of a diagram, assess the benefits and casts of information gaps%

B Source: https://stats.cecd.org/index.aspx?DatadetCode=SHA
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1.6 Revenue, costs, profits and cash

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 ransport 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 fo
several years.

went's pursuit of public-private partne;
ontracted out responsibility for the construction
s designed to transfer the risk involved in constiuction 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 g
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.

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

Figure 1. Carillion's debt

1200

2014

2009 2010 2011 2012 2013 2015

in 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 compan
unmanageable levels of debt. Figure 2 highlights the impact of the profit wamnings ¢
which compounded the firm’s woes.
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Figure 2: Canillion’s stock price
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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, Vanbots and Eaga. §
part to scale up Carillion's operations at pace, as they took on increasingly large nuny
firm's business model relied on constant growth — taking on large projects in order

borrowing costs. :

Use the data

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

2. Calculate the percentage decrease of Carillion stock between June and Augug

Test your knowledge...

1. Explain the difference between fixed, variable and total costs,

2.  Explain the break-even point and how it is calculat

Extended-response quee

1. With

5

on, discuss the importance of cash flow for business
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1.6 Revenue, costs, profits and cash

As an energy supply crisis began to emerge in 2021, the price of natural gas increa
crisis was that firms involved in the extraction and distribution of energy beganto
Figure 1 highlights the profits made by Shell between the start of 2020 and the mi

Figure 1. Shell's profits™

41 202002 202003 202004 202001 202102 2021343 202104 20210

.

The significant increases in Shell's profits reflect geopolitical developments. Quick
following the coronavirus pandemic crisis, combined with declining supply in part
led 1o large increases in the price of natural gas. Figure 2 highlights the rapidly risi
as above.

Figure 2: Price of gas
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1 https:/ fwww. blcomberg.com/news/articles/2022-05-05/ shell-profits-rise-to-highest-in-decade-on-so;
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Extraction and distribution of gas is a primary part of Shell's operations. Following t
record-breaking quarterly profits of $11.5 billion in July 2022, CEO Ben van Beurder

Dur profits are very significant, | reafise that And our cash flows are afso very
fact that we have been working for 10 years to fumm this company info 8 muct

At the same time, there is a responsibility with making money, and that is tha
energy secuiity ... and in the energy transition.”

in May 2022 the UK government introduced an excess profits tax, widely
known as a 'windfall tax’, on oil and gas companies. The tax was targeted
at the excess profits of companies like Shell, and designed to heip fund
financial support for households facing unaffordable en

Excess profits can pose a problem for e
extraneom 10 the investment need

¥
ng they will m‘ten be

Use the data

S

1. What is the percentage change in Shell’s profits between Q1 2020 and Q2 20

2. What does Figure 2 suggest about Shell’s record-breaking profits?

Test gour knowledge...

1. Explain the difference between gross profit, operating profit and net profit.

2. Explain what is meant by a profit margin and how it is calcuiated,

Extended-response question

1. Assess whether a tax on excess profits is beneficial for the economy.

COPYRIGHT
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Answers

Use the data
i.

Test your
1.

Extended-response question
1.

At the onset of the crisis, a large rise In unemployment seemed likely, given the clost'
the economy, and the likelihood that businesses would struggle. However, the crisis:
factors — instead led to a wide-ranging reorganisation of the labour market, resulting

Reasons could include:

a. Lower wages, insecure or part-time work, and unsociabl
the industry for labour — especially as prices rise :
Increased consumer demand for social activi
Large numbers of staff sick with CQLM
High turnover of staff is co
New visa rules a

hours may have redig

mofiths spent socially is
ating, leading to large staff sk
ustry due to primarily employing i
thost hospitality staff too poorly paid to enteg

oo

Satisficii s to an alternative business objective to profit maximisation {1}, in V\
adeguate outcome for all stakeholders involved {1}, at the expense of an ideal outcy
it can also be applied to a consumer who choosas an acceptable option rather than

Ar internal stakeholder refers to an economic actor operating within an organisatic
may be an owner, an emplovee or a shareholder (1}. An external stakeholderisan ¢
organisation {1}. For a firm, this might be the consumer or a governmaent regulator §

Examples of opportunity costs could include: 3
e Overcrowding / undesirable population growth {evaluation point: particularly
shortage of housing supply such as the UK}
® Diminish fabour market opporiunities for native workers through lower wages%
points: only applies when there is a shortage of jobs to begin with, could be m\
brought by migrants)
@ ‘Brain drain’ effect from sending countries {when countries lose their best anc§
remittance payments back to families} 5

2

However, higher migration will also bring benefits such as: 3
® Increasing size of the labour force {evaluation point: more effective in countriei
mare of a problem, e.g. lapan)
» Bring broader range of skills (e.g. technical skills, language skills) - boost to hus
depends on skill compuosition of migrants) Z
= Migrants may be harder workers or contribute disproportionately towards ind
native workars (e.g. NHS; evaluation point here is that ation is more beneg
shortages either generally, or in specific sec‘rors\. : :
® Potential to foster better trade relatio

ing/host countries

s, you could also point out potential sod
mt‘cigated by government policies to integrate
o show the increase in AS from migration {and a possi
olicy in vour conclusion, but for Level 3 evaluation marks you she
d be successful/unsuccesstul.

Although they are not dire
arise from migrati
1o dravy
for or
the poli
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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.



