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Teacher’s Introduction

The case studies in this series are designed to support students as they
study the A Level Economics Edexcel B module Theme 2: The wider
economic environment. 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 13 case studies contains:

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

% Data: 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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Jaisition:

2.1 Business growth and competitive advanta

Facebook is the world's third most visited website, and the
biggest social network. i outmanoeuvred market rivals such as
MySpace and Friendster in the late 2000s to establish a
maonopoly position in the social network 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 t

in 2014, Facebook purchased WhatsApp for the even more staggering sum of $19
entire GDP of lceland). The deal was viewed as make or break for Facebook — it was.
he successful.

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

Figure 1: Instagram/WhatsApp monthly users since 2
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The savvy actBisitions have maintained Facebook'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,

1 https:/fwww. businessofapps.com/data/whatsapp-statistics/ and htips://www.demandsage.com/insta g
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In 2017, Facebook introduced the 'stories’ feature across its platforms in a direct bi 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, WhatsApp and Instagram are both far past the tw

R

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. ising Figure 1, calculate the percentage change in WhatsApp’s monthly act
Facehook's acqguisition of the platform and 2022. Z

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

Test your knowledge... COPYRIGHT

the mrﬁ.ext of Facebook. PROTECTED

1. Explain the term ‘horizontal in

2. Explain e ;:acebcaok was pursuing in 2012, and why.

Extended-response question

1. Assess the costs and benefits of business growth,

Data Response Case Studies for A Level Economics Edexcei B: Theme 2 Page 3 of 40




2.1 Business growth ond competitive advanto

T Business growth does not alwa
in order to expand, firms need
inefficient or subject to an inter
axample of this dynamic at wor
merger which has not performe

‘e of 3 major dem
. Walmart - on

¢ Asda was the UK's second larg
share, and the acquisition cost

market share tnder Walmart's tenure, instead gradually slipping into third place in

Figure 1 shows the market share of the six major supermarkets in 2017 and 2022
Figure 1: Market share of ‘big six’ 2
[ 0.00% 5.00% 10.00% 15.00% 20.00% 25.00
Tesco
Asda
Sainshury's 3
Morrisons :
Ligl
Aldi
2
A

the store. Walmart's business m
undercut rivals on price.,

A has been to open out-of-town me
K is less suited to the out-of-town model t
German discounters Aldi and LidL

Walmart ~ us® xerting market dominance - ultimately struggled to expand it
regulated and highly competitive UK supermarket industry. The megabrand has ha
in markets with fewer regulations and less established rivals. Figure 2 shows whe
concentrated in 2021, demonstrating that Asda was a relatively small part of the ¢

2 https:/ fwww. kantar.com/campaigns/grocery-market-share
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Figure 2: Walmart global sales ®

= Stores located in the USA

® Asda stores

= All other stores

In 2018, Asda and Sainsbury's entered formal negotiations over a possible merger
conglomerate the UK's largest supermarket. The proposal was strongly favouwred b
the competition regulator, who argued that the merger would lead to higher prices
competition for retailers.

In 2021, Walmart sold Asda to for £6.8 billion — only marginally more than the price%

The deal was seen as mutually beneficial. it allowed Walmart to exit the UK market v

new owners are considerad more committed to competing in the Ul marketplace oa*§

Use the data

1. ifthe merger had been approved in 2018, what would have been Asda—Sa
market share?

2. Using Figure 2, calculate Asda’s total sales in 2021.

Test your nowledge...

1. Using a demand and supply di & effect of a decline in Asd

since 2011,

2. Deme
prices

assumed to increase competition in the market, wh
umers. Explain whether this is the case with Waimart and

Extended-response question

1. Assess whether horizontal ar vertical integration is likely to be more beneficial t\

of a firm.

3 https://dazeinfo.com/2020/07/16/walmart-annusi-revenue-by-region-graphfarm/
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2.2 Firms, consumers and elasticities of deman

in November 2020 the Arcadia Group filed §
Group owned a number of major UK retail ¢l
Burton and Dorothy Perkins. it was one of th
country with a workforce of 13,000. The firm
pandemic restrictions on the profitability of
collapse, though it had been struggling for y
business rates and chansi

with chroni { in his stores. He has also been accuoed of fataiﬂy mis

mdugtry, Spey ilions on expanding and maintaining his commercial property

in urhan areas at the expense of focusing on the burgeoning online retail market. In
- including tax avoidance and alleged abuse of staff — has been viewed as undermi

While Arcadia doubled down on bricks-and-mortar stores, the onfine fashion ma;kei§
market share of online platforms as a percentage of total clothing sales in the UK.
Figure 1: Ondine fashion market share ?
ay 10% 20% 30% 40%
2018
2019
2020
2021
2022
N

#OK's most popular online retailers, curently s
n 2021 both companies made significant acquisitio
wo's Teading brands, including Topshop and Miss Selfridge, fora s
S ired three further Aacadia brands ~ Dorothy Perkins, Wallis and By
store [lehenhams, for a total of £30 million.

ASOS and Beohoo are poy

4 Source adapted from hitps://globalcityiogistics.org/?page_id=418
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The cost structures in Figure 2 go some way to explaining why online retail has beer.
high street. -

R

Figure 2: Fashion cost structures ®

Production

7000 .............................
Y Operations
BO%
Distribution
5005 o
Rent
Staffing 40%

Marketing . conBiiis RN BESSSS

Online

Alf of these acquisitions focused on the purchase of the intellectual property associy
rather than the rescue of their high-street operations. The purchase of these leading
point in the business strategies of both online retailers, which had previously been

organic growth.

Use the data

1. Using Figure 2, calculate the percentage difference, as a share of total reve
oniine retalier costs and high-street retailer costs.

2. Explain two non-price benefits of the online retail model for business grow

Test your knowledge...

1. EBxplain what effect increasing prices will have o

2. Using a suitable diagram, explain acquisitionon a firm’s ¢

Evaluate whether adopting a strategy of inorganic growth will be of benefi
and Boohoo,

5 Adapted from: hitps://www.grantthornton.co.uk/insights/has-ecommerce-put-the-high-strest-out-of-f.
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pession and zero-hours ¢

2.3 Productive efficiency

S

Zero-hours contracts are employment contracts with no minimum guarantee of wo
economy since the 1990s, the use of zero-hours contracts has expanded over the |
in the use of such contracts — amounting o 3.2% of the workforce in 2022,

Figure 1: Zerc-hour contracts

400,006

1
200,00¢

% 2002 2010 2011 2012 2013 2014 2015 2016 2017 2018

Zero-hours contracts are particularly prevalent in the hospitality and health and so
be called on or relinguished of duties depending on levels of demand. Critics, such
employment practice exploitative and a leading cause of job insecurity, underempl
However, proponenis of the practice disagree, highlighting the increased flexibility

Fast-food chain McDonald's is one of the biggest pract
with over 80,000 of its workers employed on such a ba
series of trials offering employees the choice between
contract, with 80% of workers choosing to remain emp

However, there i3 also evidence that workers on zero-h

pply of unskilled labour places a downward pressure on wages in
in lower levels of productivity across the economy. Figure 2 shows that labour pro
recovered from the 2008 recession.
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Figure 2: UK productivity

ONS Index

1895 1997

2000 2002 2005 2007 2010 2

Year

s Actual productivity wn ww wo Pre-2008 trend pro

Use the data

1. Based on the passage and Figure 1, calculate the size of the UK workforce ir%

2. Explain the likely elasticity of supply for labour in a low-skilled labour marke)

Test your knowledge...

1. Explain two reasons why workers at McDonald’s might favour a zero-hours

R

2. Using a lahour market diagram, explain the impact of rising productivity on 3

Extended-response question

1. Evaluate the extent to which banning z

'\ _ COPYRIGHT
tracts could increase u PROTECTED
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2.4 Life in a global economy

The growth of the Chinese economy
with the East Asian superpower set i
world's nominally largest economy b
world's few economies to avoid rece
pandemic, instead experiencing slow
Chinese standards, but relatively imp
developed nationgin the Global North,
rates of Cldiss e the United States
: ions until 2026,

ure 1; US-China annual growth

A

By some measures of gross domestic product, however, China is already the world's
adjusted for local prices - known as Purchasing Power Parity, or PPP - China is com
£U, and has been for many years. Some cite this as an example of China's economic
suggests the Chinese economy has contributed more to global growth than any othe

Yet at the World Trade Organization, China continues to
some consternation among Western deveioped erg
power means it should give up advantag
econories in the WT0 are permitt
longer time pemds ol
praduction :

atus of a develop
argue that China's
nefit nations with far less e
“special and differential treatment pro
mmitments, such as the removal of tariffs.
iemated model of growth, as it keeps their exports ch

Although ecor®imnies seeking access to China's massive domestic market may view
which support China's claim of developing status. In global GDP per capita, for exa
Argentina and Mexico, and below the global average.

Aside from claiming developing status, Western leaders also argue that China engacﬁ
They point towards the country’s currency — the renminbi — which they argue is deli
{overleaf) shows the US dollar value of a Chinese yuan since 1981. 5
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Figure 2: Value of yuan in §

Use the data

1. Using Figure 1, identify what happened in 2022 for the first time since 1976

2. What does Figure 2 suggest about Ching’s exchange rate systam?

Test your knowledge...

1. Explain why China would deliberately devalue its currency.

2. Explain two purposes of the World Trade Organization.

Extended-response question

1. Evaluate whether the Chinese economy should st

idered developi

COPYRIGHT
PROTECTED
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2.5 The economic cycle

Perhaps the primary measurement of performance in macroeconomics is economic:
amount of economic activity that has taken place in an economy over a year, and thy
activity is increasing. Figure 1 shows the annual percentage of economic growth in |

Figure 1: Annual UK growth

-2.80%
B L7
CELO0%A e
-8.00% |

SO oo e
1961 1865 1969 1973 1977 1881 1985 1988 1993 1897 2001 2008

AN

Since the global financial crisis of 2007 to 2009, economic growth in the UK has rery
While historically gross domestic product would frequently exceed 3% growth over &
sum this high has not been achieved since 2003 (with the exception of the post-pan
during the 2010s, economic growth averaged out at just under 2%. f

At the same time, the depth of recessionary periods has become more acute. By m
UK's economy had not truly recovered from the financial crash before it was plunge:
coronavirus pandemic.

There are a number of possible reasons for these trends. Some economists argue
of investment over the last decade which has led to low levels of productivity, and
growth. Others argue that the UK in particular has become more ynequal in recent
consumption and suppresses growth.

However, others still point out that th 1ot unique to the UK, and can
economies, Figure 2 {overleaf)
2012 and 2019 {hefo
board in the
the most sl

pandemic hit). It shows that economic gro
ylohal financial crisis, and the UK ~ while not the best pe
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Figure 2: Annual G7 growth

2014 2015 2016

s s{anada eeenes france ewewew Germany

.

Measuring and forecasting growth is key to making decisions on fiscal policy. Expan
part of sustaining or resuming economic growth. However, critics argue that predic
notoriously difficult, so basing spending decisions on forecasts is a risky move. Th
globalised economy, in which interconnected national economies are more vulnera
economic contagion.

Use the data

1. Briefly describe how Figure 1 would change if nominal GDP figures were us
GDF figures. ‘

2. The UK's GDP in 2018 was 52.83 trillien. The economy shrunk by 9% in ZOZC%
What is the UK’s GDP at the end of 20217 f

Test your knowledge...

1. Explain real GDP.

2. Explain two alternative measures of ec

and how they differ COPYRIGHT
PROTECTED

successtul an economy is.’ With reference to the UK economy, evaluate th

Data Response Case Studies for A Level Economics Edexcei B: Theme 2 Page 13 of 40




2.5 The economic cycle

Until the 2020s, inflation had become something of a historical phenomenon, :'.%ssoc%‘E
The 1890s, 2000s and 2010s had seen inflation brought down to manageable levels

spike in gas prices caused by the Bussian invasion of Ukraine, inflation made a dran{

Figure 1: UK inflation

U

Figure 1 shows that in 2022 inflation exceeded 10% for the first time since 1981, acz
index. The CPl measures a basket of everyday goods, such as groceries, clothing an
rate at which prices are increasing. :

But the CP1 is not the only measure used to capture inflation. The Retail Price Index
usually records a higher figure of inflation as it includes in its basket of goods the
cost of mortgages, interest payments and council taxes. Therefore, while the CPI
recorded an inflation rate of 10.1% in July 2022, the RP measured inflation
at12.3%.

aise interest
have the effect
ready fow, it can :

Under these circumstances, macroeconomic orthodoxy
rates in order to stem rising inflation. However, o
of slowing demand across the econo &
potentially trigger a recession.

i

[«}]

d on 4% August 2022, when the Bank of England anng
rates rise fo i increase of 0.5% ~ alongside gloomy predictions of a su
By making Cision, the Bank is essentially prioritising reducing inflation over a
growth. This is a reversal of what had become the notm in macroeconomic policy: ¢
growth had become the main focus. :

This is prec

RS

it is wise for policymakers to therefore be cautious when relying on measufemems c
lead to highly damaging results across the economy. ~
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Use the data

1. Take alook at the trend between 1990 and 19%4. Is this inflation, deflation %
Explain why.

2. Inwhat year did the UK last experience defiation?

Test your knowledge...

1. Using a suitable diagram, expiain what type of inflation

described in the g

2. Explain why the UK stopped using the Ret as its official measuz

sts of inflation for an economy.

Data Response Case Studies for A Level Economics Edexcei B: Theme 2 Page 15 of 40
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2.5 The economic cycle

Unemployment can be one of the most persistent and damaging economic
problams. Some Eurpzone countries, such as Spain and Haly, have
experienced eye-watering levels of youth unemployment since the financial
crisis of 2008 ~ leading to fears of a “lost generation’.

The UK was also buffeted by a spike in unemployment following the crash,
as shown in Figure 1, but since then a rather different story has -
The UK's employment rate has consistently grown to i
been — peaking at 76.5% in 2020. Even the im
pandemic had only a minimal effect

nnakua
igh employment trend.

Figure 1: UK employment
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The figures look impressive on the surface, but they don't appear to tell the full stcmé
record highs, poverty has been increasing, productivity stagnating and real wages

One answer is that while more people are in work than ever before, their jobs are le

COPYRIGHT
PROTECTED

enforcement & und empiayment rights. In 201 3, the Department for Business nn
labour market as "one of the most lightly regulated labour markets in the world'.

While boosting employment figures, this approach also risks creating underemployn
would like to work more hours than are available to them. Flexible labour is utilised
and social care sectors, though present acress the economy. Figure 2 demonstrates
measures, after the new flexible labour rules were introduced.
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Figure 2: UK unemployment

e
senoe® 2,

e | 2 aur Force Survey enensn Cizimant Count:

.

Underemployment may be preferable to unemployment statistically, but it can place
governiment finances than secure work, as workers on low wages or with few hours
from the welfare system,

Use the data

1. Using Figure 1, identify the vear which saw the previous highest recorded |
employment prior to 2020, Can you explain why this might be?

2. Using Figure 2
a. Explain why the Claimant Count measure of unemployment is usually ¢
Labour Force Survey measure. 5

b. Explain why this is not the case in 2020 and 2021,

5
2

Test your knowledge...

1. Explain why the unemployment rate could be considerad misleading.

&

2. Figure 1 shows a rise in unempioyment
two types of unemployment thag

g the financial crisis
e taken effect during this

1. Evaluate the consequences of unemployment for the economy and society.:

Data Response Case Studies for A Level Economics Edexcei B: Theme 2 Page 17 of 40
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2.5 The economic cycle

The response to the spread of the coronavirus pandemic had a profound effect on th
With large parts of the economy closed, and consumers confined to their household
an unprecedented extent. This is because the largest component of aggregate dema
shows that consumption represents 63% to 64% of the UK's total GDP, Z

Figure 1: UK aggregate demand

2020

i Consumption Sinvestment B Government mNetT§

Govermment intervention during the crisis sough
while consumption fell. The main way the govert
furlough scheme. This ensured that employed ps
value of their wages while they were unable to w
gatherings. In addition, the govermnment also inci
unemployed people received through the Univer:
also reducing barriers to access. ;

The effect of these interventions can be seenin
spending — or consumption ~ decreases dramat
2020, disposable income es only by a relat;
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Figure 2 UK spending vs income

index numbers
{relative to base year)

| 2012 2013 2014 2015 2016 201
ar a1l @ ar ol O

awmwmn (i sposable income Household spending

However, despite the collapse in consumption overall, some sectors of the economy
Essential retail was one beneficiary ~ in particular supermarkets. As these were som
open, and one of the few outside activities people were permitied to engage in, footf

Another beneficiary was online retail. With people forced to stay home, a large amo
previously take place on high streets moved online. The share of sales conducted o
30%, in the first months of the pandemic. However, overall sales over the same per

After the height of the pandemic, household sales rebounded, though, as Figure 2
2020 levels, demonstrating that reduced consumer confidence remained across the,

Use the data

1. Isthe datain Figure 1 in real or nominal terms?

2. Take alock at Figure 2. What might account for the small reduction in disp
second guarter of 20207

Test your knowledge...

1. Explain the formula for aggre

2. UsinganAD«c effect of a fall in the rate of VAT.

Extended-response question

1. Assess the relative importance of interest rates and consumer confidence irg
aggregate demand. :

Source: hitps:f/www.niesr.ac.uk/wp-content/uploads/2022/02/UK-Economic-Outlook-Winter-2022.pd
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2.6 Introduction to macroeconomic policy

In early 2022 the UK postad its largest recorded current account deficit by a large
Statistics reported a deficit of £51.7 billion ~ the eguivalent of 8.3% of the nation’

The figure sounds alarming — it is not normal for developed economies to run such
payments current accounts. But when we look at Figure 1, we see that it was only th
posted its first current account surplus for more than 20 years. 8o what's going on?.

1987 1989 1992 1995 1998 2000 2003 2006 2009 2011
Q1 Q4 3 @ 9 a4 3 @2 o o4

The balance of payments current account is chiefly influenced by the extent of imp
economy. However, it also counts inflows and outflows of primary and secondary |
recent years is broken down in Figure 2. The current account can often be volatile
the currency, which reduces demand for exports and makes imports cheaper, thus ¢
The same dynamic is true of a deficit, only the other way round. f

Figure 2: UK current account

% of GDP

Stk

B Trade in goods  [MTrade inservices  NTotal primary income BT
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Current account deficits are not inherently ‘bad’ in the same way that running curres
inherently ‘good’. Developing countries may wish to run a current account deficit t
to improving their productivity in the future. Conversely, countries that rely too hes
trouble if the price of their commodity falls unexpectedly. In this sense, neither a d
desirable or problematic.

The problem, however, can be the size of

over a period of time, and governments a
amounts to maintain them, then this cou
payments which disrupt the functioning
could then spook lenders and make it ha
fow rates of inte ich in tum exace

Use the data

1. Using Figure 2
a.  Which of the components of the current account appears to be steadi
b.  Which of the components of the current account has contributed mo

2. the UK's current account deficit in Q1 2022 was £51.7 billion, and this is
GDP, then what was the UK's overall GDP figure in Q1 20227

Test your knowledge...

1. Explain what is meant by “total primary income’ and ‘total secondary incomg

2. Explain the effect on the current account balance if the value of UK investn
abroad increased,

Extended-response question

1. Evaluate the effectiveness of investing
the current account deficit

g UK's export sectors as
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2.6 Introduction to macroeconomic policy

The hospitality industry was among the worst affected sectors of the UK
economy during the coronavirus pandemic crisis. With the population
forced into their homes, bars, restaurants and cafes had virtually no
means to generate revenues which could cover their core maintenance
costs, and many ended up in a perilous financial position.

Wednesday for the
: ng popularity of the scheme
sassd on the money spent by the government,

Figure 1: Subsidised meals

£0 £50,000,000 £100,000,000 £150,000,000 EZU{

3-5 August

10-12 August

17-19 August

24-26 August

31-Aug

A

The overall cost of the scheme was £840 million, significantly greater than the £50(§
government. The aim of the government was to boost overall agaregate demand in {
recessionary pressures as the UK left lockdown. The gov ere amdous that

{0 save.

Research canducted by the
aggregate d
designated

However, the government argues that the scheme was effective at keeping struggling
prevented them from laying off staff, by providing them with much needed revenu
scheme helped to reduce the cost of furlough, given that the hospitality industry wa;
subsidies wages during the pandemic. Figure 2 shows the number of employees fur;
November 2020. Z
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Figure Z: Furloughed workers

/6000000 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

5[}00000 ................................................................
4000000

3000000 - DR

2000000 SRR EESEEEEE . ol CUURGRR

1000000

Jul-20 Aug-20 Sep-20 Cet-20

A

in addition, some studies found that the scheme may have contributed to the increa '

virus. increased transmission meant that restrictions on social gatherings beganto ¢

September, less than two weeks after the scheme ended.’

Use the data

1. What does the take-up of the scheme indicated in Figure 1 tell us about the ¢
for the services provided by the hospitality industry? :

2. Take alook at Figure 2. Does it indicate that the ‘eat out to help out’ scheme%
employees furloughed?

Test your knowledge...

1. Explain how expansionary fiscal policy correlates to the economic cycle.

2. Explain the effect of fiscal stimulus on AD using a X n AD/AS diagram

Extended-response que

1.

ss of using demand-side policies to stimulate econag

7 https:f/cep.dse.ac.uk/textonty/ new2014/news/releases/2021_02_10_i394.pdf L5E study
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2.6 Introduction to macroeconomic policy

In September 2022, the recently elected British Prime Mini;
Kwasi Kwarteng announced a range of large public spendis
to £100 billion was announced to cover the energy costs o
followed by a further £45 billion worth of tax cuts, intendet
range of individuals and businesses and generate economi
Respomibiiity, responsible for explaining how public exper
permitted o issue any public mforma about how the m
be raised. :

arkets to the latter announceme
, spooked by the enormous unfunded |
e'to continue paying off its debts, and lost confid
wy started selling their UK financial commitments. This ¢
, seen in Figure 1 against the US dollar. f

The reaﬁi"

Figure 1: Value of £in §

relying on low interest rates i order {o keep up with their payments. A large number
withdrawn at the peak of the crisis.

Eventually, the political pressure that resulted from this combination of financial scé
reverse their expensive policies, and ultimately pushed them both out of office. But
important maintaining the confidence of financial markets is to the functioning of
boundaries of plausible macroeconomic policies lie.
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Use the data

1.  The pound started 2022 at a value of 51.35. How much of its value had it log

Test your knowledge...

1. Explain two functions of the financial market.

2.  Explain twe consequencas of a currency depreciation.

3. Using a suitable diagram, explain how tax cuts ie economic grc\

Extended-response gue?

g role of the central bank in managing UK financial cris
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F

However, ec

different time periods.

s rarely seem to perform exactly the way we expect them to. W
pronounced i previous eras, it is relatively Hlat in the modern era. So does it actually
correlations where there are none? See for yoursell: Figures 1 and 2 show the shape

2.6 Introduction to macroeconomic policy

When announcing what was then the largest i
than 20 years in August 2022, the Governor o
claimed that high levels of inflation were in pa
market'. By this, Bailey means that alack of 3
wages, which in turn increases prices.

This formulation is mor
theoretical mode!
employmar

monly known by
“aonstrates an inve

ic policymakers, because the fo
an example of a govermnment trying to
creating ancther in the process.

Figure 1: 1971~1992

inflation rate (%)

2.0 3.0

4.0 5.0 6.0 7.0 8.0 9.0

Unemployment rate {%)
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Figure 2: 1993~2022

300
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inflation rate {%}

6.0

7.0 8.0 9.0

Unemployment rate {%)

As we can see, the trend in Figure 2 is far less pronounced. As such, with inflation re
Phillips curve still remain a useful tool for policymakers when understanding price
which could lead to counterproductive macrosconomic management?

In the case of Bailey's statement, would higher unemployment actually help to bring%
at what cost? These are the types of policy conflicts, and uncertain outcomes, that &

Use the data

1. Using Figure 1, draw the basic Phillips curve model.

2. Which of these best describes the relationship between infiation and unem
(319932022} {a) positive relationship, (b} negative relationship or {cino re

Test your knowledge...

1. Explain two reasons why high unemployment may lead to low inflation.

2.  Explain two other possible policy conflicts.

Extended-response ques?

Prioritise fow unemployment over low inflation.”
ent.
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Answers

Use the data
i.

2.

Test your knowledge...
1.

Extended-response guestion
1.

Ir1 2014, when acquired by Facebock, WhatsApp had 500 million monthly active us
under 2.5 hillion monthly active users. This is an increase of just under 400%.

Facebool’s business model is based on advertising. The more active users on Facebi
advertisers will be willing to pay to run their ads. :

1}, and offering the
Luisy Facebook in 2012, when it a
it acquired WhatsApp (1),

Horizontal integration is when two firms in th
a single producer {1}, it is the form of g
sought 1o acquire Snapchat, ‘

maximisation (1), :
in 2015 iedia landscape featured a number of potential competitors to
Google+} tential competitor. Based on the large scquisitions mads, it would
to maximise its market share at this point in its development in order to prevent co
maximisation’ refers to the expansion of the social media site’s user base {1}, We ¢
development, such as that highlighted in Figure 2, Facebook is already so dominant:
profit maximisation {1). E

The mosy

A possible answer may highlight: '

® Economies of scale are the primary benefit —increasing output helps to bring A
greater efficiency in the production process and leads to higher profits. Succe$
greater credibility among lenders, which can help when trying to access credit§
business model, which gives a firm greater resilience when encountering mari«\
Arnother answer might be that growth can give a firm more market control.

e  The main cost is the level of risk that is taken on when expanding a business. It
antire business is likely to become vulnerable. Growing too quickly can lead to
burden a business with excessive debts. Diseconomies of scale can also emer
becomes less efficlent and costs increase. It might also become hard to retain
once it is growing at pace.
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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.



