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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 4: Making markets
work. 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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Perfect competition is a theoreti
world examples of markets that
{ne possible contender is the st

The stock exchange is a global m
and sellers trade shares in comp
se a small stake in

ht of share prices. Buying and selling at the right time can be ve
in April 2021, Deliveroo went public on the London Stock Exchange (LSE). It opene
a decade, with an initial value of £7.6 billion, or 390 pence for each share. Howeve
the firm's shares, suggests that going public was a mistake.

Figure 1. Deliveroo shares

Apr May May Jun  Jub Aug Sep Sep Qct Nov Dec Jan Jan Feb Mar Apr
08, 04, 27, 22, 15, 09, 02, 27, 20, 12, 07, 04, 27, 2%, 15, 08,
2021 2021 2021 2021 2021 2021 2021 2021 2021 2021 2021 X 22 2022 2022 2022

Deliveroo’s value has fallen significan

As such, once subject to the realities of supply and demand that are laid bare on st

considerably, before eventually stabilising at a much lower lavel of around 80 pence

Deliveroo points broadly to an unfavourable economic environment to explain the ¢

bear this out? Figure 2 shows the overall performance of the FTSE 100 - an index o

London Stock Exchange — over the same period.
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Figure 2: FTSE 100 performance’
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In stock market jargon, a ‘bear’ market is one in which prices have fallen to 20% beli
market is characterised by rising prices. :

As we can see, the FTSE 100 has fluctuated guite significantly in this time, but the
in the overall value of the firms, though also a sharp decline from September 2022
be entering a bear market.

Use the data

1. {8} LookatFigure 1.In December 2021 do you think there were more sell
Deliveroo shares?
(b} Suppose you owned 500 shares in Deliveroo. Calculate the change in
April 2021 and October 2022.

2. i the FTSE 100 index reachad 8,500, what number would it have to reach tc

Test your knowledge...

1. Explain two possible exampl

competitive market {other th

2. s, explain the long-run equilibrium of a firm i

Extended-response question

1.  Evaluate how well the stock market exhibits the characteristics of perfect ¢

1 https://www.core-econ.org/the-economy/book/text/08. himi
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4.1 Competition and market power

An important feature of ma
are. A contestable market &
to enter and exit the indust
market has only a few firms
contestable then existing p
prices and output as if they
the threz!: of entry by other

narket that has become
recent years is the delivery and postal viously, mail was regarded as ¢
which in the UK was dominat . However, the rise of online retail and
changed the natur y and lowered the barriers to entry. Figure 1 showg
firms inth Z
Figure 1: UK delivery market
P
Others
25%
{includes
Yodel, DPD and
FedEx)
DHL |
7%
H » Amazon
ernnes 159%
10%
\.

The major reason for growing contestability in the market is the emergence of e-co
now make purchases online, and the industry had a val billion in 2019 -
GDP. The rapidly growing industry creates 3 variety nities for new courie

However, Royal Mail has also logt !
during a penod in whicl :
mandated byl
based on lod

deliveries has coi!apsed The Umvemai
, Royai Mail must provide a six-day service for letters,
5 not permitted. 5

While this is seen as a valuable public good, it also limits Royal Mail's ability to cam{
deliveries are less profitable than parcel services.

The big market climber over the last decade is Amazon, which only launched delive
market share as recently as 2014. Based on current trajectories, it is set to take on
the next decade. f
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Use the data

1. Using the article, identify ane possible barrier to entry into the UK delivery

2. Canthe UK’s delivery service industry be regarded as an oligopoly?

Test your knowledge...

1. Explain two features of perfectly contestable markets.

2. Explain whatis meant by the term ‘sunk costs’ levant example,

Extended-response gue?

S

140 which the market for delivery services is coniestable
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4.1 Competition and market 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 a vertically integrated

organisation: unlike its competitors, it controls the full supply
products from production to sales. Secondly, Intel o
market with particularly large barriers to entr
200,000 patents around the world

i ekerts considerable mal
flectual property from competiti

price setter,
Rival AMD ¢ 4 pnce of Intel microprocessors, in an :ndustry where eﬁ
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 grey
of its products fell by 33% over the same period.
Figure 1: Microprocessor prices
(/5;“‘70(‘3‘00 ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘
5600.(}0 ..............................................................................................................
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$0.00
2014
.
intel argues that the risi ver chips simply reflects high consumer dem
el earned more than 560 billion doliars of so-called
etiing — between 1996 and 2006,
intel has previously acted determinedly against AMD o maintain its market position

payments of hundreds of millions of dollars to computer manufacturers Dell, Acer agy
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 controlled more than 80% of CPUs at points over the last decade, this figy
as 60%.

Data Response Case Studies for A Level Economics Edexcel B: Theme 4

COPYRIGHT
PROTECTED




Figure 2: CPU market share?
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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.

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

o

Use the data

1. Explain two reasons why consumers are expected to benefit from AMD’s ing

2. Which market structure best characterises the microprocessor market inre A

Test your knowledge...

1. Explain the difference between monopoely and monops

2. Explain two possible benefits of monop

2 https:/ fwww.statista.com/statistics/ 735304 /worldwide-x86-intel-amd-market-share/
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4.2 Market power and morket failure

Competition between the world's two largest aircraft manufacturers, Airbus and B
fierce. The two companies represent a duopoly in the industry and compete direct
The competition is also at the forefront of an economic rivalry between Europe and
global aircraft deliveries by companies in 2018. :

Figure 1: Global aircraft deliveries

= Boeing
= Bombardier
= Embraer

[30thers

e

One of Aitbus’s most recent airliners, the A320neo, is widely considered to
have been a runaway success, becoming the fastest-selling commercial
aitliner in history. A major factor in its strong performance has been an
increased industry-leading level of fuel efficiency. Boeing's 737 MAX airliner
was intended as a response and direct competitor to the bestselling aircraft.

However, in 2019, aviation authorities worldwide made the decision to ground
all of Boeing's flagship 737 MAX airliners. The decision came after two deadly
crashes within five months, tragically leading to 346 people losing their lives.

Both crashes were caused by unfamiiiarity with the pEane 5 onwb

campany on how it works wath reports mdacai infonmation
about the new system was not included in

eing did not act more quickly following the 1
ior to a full investigation being completed. One sugges
acts with airlines to the A320neo, the production process
uble the standard pace of production, according to some reports. |

(Juestions are bein
declaring thyas
to lose out &
by as much

Figure 2 highlights the intense competition between the rivals since 2000. 1t show
each firm annually, with Airbus beginning to pull ahead after the release of the A3
collapsing after the 737 MAX was grounded.

Data Response Case Studies for A Level Economics Edexcel B: Theme 4 Page 8 of 33

COPYRIGHT
PROTECTED




Figure 2: Airbus/Boeing deliveries
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The United States aviation authority, the Federal Aviation Administration (FAA), has
prioritise safety and prevent further loss of life by not grounding the 737 MAX earli

Following the airliner's second deadly crash, aviation authorities around the world
the Civil Aviation Administration of China making the decision within howrs of the |
FAA's immediate response was to declare the aircraft safe and airworthy, a positio

authorities in Europe, Canada, India, Korea and around the world came to the oppos
unusual for foreign aviation authorities to declare a specific aircraft unsafe, with the
fafling to the regulator that corresponds to the country of the aircraft's manufacture,

The aircraft was not grounded in the United States for two more days, untif the US

be, followed by a statement from the FAA confirming the decision. Crash investigat
relationship between Boeing and the FAA, as it emerged that Boeing was able to test

thorough oversight from the safety regulator.

Use the data

1. What does Figure 1 suggest about the market control of Airbus and Boeing

of manufacture?

2. Whatis the percentage decrease in airc

v Boeing between 2(

meant by regulatory capture.

2. Explain two reasons why the FAA might have been subject to regulatary ca;:§

Extended-response question

1. Evaluate whether regulation can be a constraint on the business growth of
as Boeing.
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&

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 woult
with a public good. it was not available to everyone, and its henef;ts have not been ¢
equally. Doses of coronavirus vaccines differed significantly § :

limited and required specific and expensive storage fa

of efficiency. There is no way
to defeat a virus that spreads in
the developing couniries like
wifdfire and that can risk

fo mutate.”

Guterres sought to highlight the
extensive positive externalities
associated with an eguitable
rotfout of COVID-19 vaccines, as
well as the uneven distribution of
the good highlighted by Figure 1.

A large proportion of funding for
the development of COVID-19
vaceines came from public
sources, with the initial

("

4.3 Market failure ocross the economy

South America 3
Asia

North America
Europe
Oceania

Africa

Fuily vaccinated

Figure 2: Forecasted global rev:

development of the
UK-based Oxdord/
AstraZeneca vaccing ¢
. ; 18
almost entirely publicly
funded. However, large 16

private firms with greater | 14 |
experience in the
manufacture and
distribution of
pharmaceuticals are
incentivised togasu

12 e
10

Figure 2 demonstrates
the expected revenue for
each major COVID-19
vaccine producer over a
projected five-year
period.

2021 2022 2023

Pfzier/BioNTech Moderna

# lohnson & fohnson B3 Novavax

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

1. Basad on Figure 1 and Figure 2, give two reasons why pharmaceutical com

incentivised to produce vaccines.

Test gour knowledge...

1. Explain what is meant by a ‘public good’.

2. Explain two positive externalities associated with vacci

Extended-response question

1. Discuss public good.

Data Response Case Studies for A Level Economics Edexcel B: Theme 4
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4.3 Market failure ocross the economy

N University admissions among British scl
. 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

The increases in adiissions come des
et to university educ
veolleges, and also de
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
emeﬁ'empioymentaﬂeireceiving 200 s

: SEREREEZS33L 8
. " ] Y d = =
their degree has alsc been Easndaiss8s88

e e e e el e NN N N NN

suggested.

s A Oplicants s

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 (" £bn g9
the rising levels of student
debt in England since the cap
on tuition fees was trebled. P/ —

Figure 2: Quistanding student d

160

At the same time, the labour
market for graduate jobs
continues to be highly
competitive, Mams
that in 2021
graduates fo Y graduate
iob available. This limited
supply of graduate jobs
means that many graduates
end up retraining or simply
remaining in lower paid,
insecure work. -

4 Source: https:// www.statista.com/ statistics/ 284230/ university-applicants-in-the-united-kingdom-uk/

5 Source: htips://www.statista.com/statistics/750879/ outstanding-amount-in-student-leans-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. Explain why demand for university education might have increased, relative
higher education. f

2. Explain the elasticity of demand for uni

Extended-re

1. Assess? rincreased costs for students represent government failure.

COPYRIGHT
PROTECTED
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4.4 Macroeconomic policies

Between the late 19405 and early 1970s, the UK economy experienced an unpreced Z
often referred to as the 'golden era’ of British economic expansion. Buring this peric
regularly exceeded 3% as Britain was rebuilt following the destruction of the Second

The strong growth figures were accompanied by significant improvements
in living standards as consumer goods became cheaper, wages rose, jobs
were widely available, the welfare state emerged and slums jeared to

make way for modern housing. In 1957 Prime Minister b millan

1959

1961

1963

1965

1967

1963
1971
1973

.

uch a long period

There were a number of reasons why the UK was able t :
3 ~war recenstruction, ang

be regarded as the level of job creation assoct
entering the UK from Commonwealth

One major advantage of this ‘golden era’ of growth was that it helped to substantiall
had accrued while fighting the Second World War. Figure 2 traces the reduction of i
of 1949-1973. It shows that, following the war, debts were more than 200% of GDF.
50% in just over 20 years.
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Figure 2: UK national debt
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The Gffice for Budget Responsibility highlights how 'in nominal terms, debt increa f’
GDP increased by more than 1,200 per cent in the same period. This reduced the de“E

level to less than 50 per cent of GDP S

This conforms to a discretionary fiscal policy approach which seeks to be a count
During periods of expansion, high taxes and low public spending should in theory

financial reserves nesded to cut taxes and increase spending in recessionary period;

Use the data

1. Explain why the trend in Figure 2 can be attributed to sustained economic g

2. Using Flgure 1, estimate the average annual GDP growth rate of the UK gve

Test your knowledge...

1. Explain the alternative to ‘discretionary fiscal policy’?

2. Explain, using a classical AD/AS diagram, with an SRA
economy is:
a.  Atthe peak of a boom
b. Atthe trough of a dow

Extended-

type of output g

1. Assess the costs and benefits of economic booms.

¢ https://obr.uk/box/post-world-war-ii-debt-reduction/
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4.4 Macroeconomic policies

The European Union’s Common Agricultural P

the institution’s budget, handing out mora tha
across Furope. The UK's agricultural produce
programme, receiving a total of £3 billion bat

R
e is to safeguard Europe’s food supply and prot
N ,‘"ﬁ\ whims of market forces.

LN Asthe UK left the Eune
Payment Scheme ~ while a longer-term s
will struggle to make their operationsy

n Union in 2020, th
nt has introduced
: thout replacement, many o
% Viable. Figure 1 indicates how depe

farmers. Th
ol

i

Figure 1: Average UK farmers income by fa.
" e70,000 '
inpact by

encouraging unsustainable £60,000
forms of land use onan
excessive scale, and for
producing excess supply leading | £40,000
to food waste. The UK's
proposed replacement
comprises a number of schemes | 30,000
designed to encourage more
sustainable forms of land use. £10,000
These include a Landscape ¢
Recovery Scheme, in which
farmers are paid to reforest their | -£30,000
land, and a Sustainable Farming
Initiative, which remunerates
farmers for environmentally ;
friendly agricuftural practices. L B Subsidies 3 Agriculturs

£50,000

£30,000

The Basic Payment Scheme is
scheduled fo be phased out over -
a period of eight years as partof | £20,000
the transition towards the new, £12,000
more sustainable schemes.

. . £16’000 O .. S P
Figure 2 shows the phasing out _
pfﬂCeSS for an agficuﬂurai £14,000 BN . . e
praducer currently receiving £12,000 5

£17,500 in subsidies. Farmers
complain that there is not
enough clarity
schemes,

es | £6,000

available to R £4,000

transition will pe less valuable. £2.000

In addition, according fo a VS

parliamentary committes, the 9 2020 2021 2022 2023 2024

government has 'not explained
how the Scheme's changes in land use will not simply result in more food being importey
food production being "exported” to countries with lower envirenmental standards.'

7

Scurce: hittps:/ fonanw natwest.com/business/insights/sector-trends/agriculture/farm-business-management-
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Use the data

1. Calculate the percentage of an average UK farmer's total income that come ;
{give your answer 1o the nearest whole percentage). :

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

Test your knowledge...

1. Explain the location of consumer and producer surplu

n the diagram you \

2. Explain two reasons why subsidies can i

Extended-re

1. Discuss

Bier the UK government should subsidise certain types of land

COPYRIGHT
PROTECTED

Data Response Case Studies for A Level Economics Edexcel B: Theme 4 Page 17 of




4.4 Macroeconomic policies

Water companies were a publicly owned utility in the UK until privatisation in 1989. |
policy designed to encourage long-term economic growth. The idea behind privatisg
competition in the market and increases efficiency, as private firms (motivated by p;
efficiently than the governiment can. Z

Competition was also hoped to reduce the price of water for consumers. However, b
average household water bill increased by 40% above mﬂataon Fefore falling slighth
intervention from the regulator. Figure 1 shows the |

Jdsing water prices since 1988

70.0 &5

During this period, private water companies have paid out almost £57 billion in divig
working out at roughly £75 per household per year. According to the Joseph Rownt;
are the most common form of debt among low-earners, with more than half a milliog
their bills. :

Despite the higher costs, frequent surveys have shown that price is not the pas“amoﬂ
of water provision. Instead, quality of water is the primary co er concern, with
generally high. ’

cannot be said for the UKCs
port on water pollution, highlighting th
meet a ‘good ecological’ status ~ a significas

Howaever, while drinking water remain
Environment Agency reiea d 5
England is poliuted.

In 2020, wa Fpanies discharged raw sewage into rivers for more than 3.1 milli
than 400,000 Separate occasions. Raw sewage is only meant to be discharged in ras
Environment Agency funding have reduced its capacity to monitor incidents of watey
responsibility for monitoring has been largely handed over to water companies them
how much sewage was dumped by each water company in 2021,
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Figure 2. Raw sewage discharged info rivers 202
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Regulation of the industry is split between different organisations. The primary reg
upholding consumer rights and ensuring provider obligations are fulfilled, such as i
In addition, the Drinking Water Inspectorate is responsible for ensuring the quality of
Agency is responsible for regulating the environmental impact of water provision.

Use the data

1. Aside from privatisation, what other explanations could there be for the tre

2. What type of policy conflict is alluded to by Figure 27

Test your knowledge...

1. From the passage, explain one potential benefit and one potential cost of p

2. Explain the effect of a successful supply-side policy on an AD/AS diagram.

Extended-response question

1. ‘Governments shoul
anly sug

. upply-side policies than demand-side
crease long-term economic growth.” Evaluaty
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4.4 Macroeconomic policies

The idea of the multiplier effect in economics is quite simple in theory. When there |
economy (such as through government spending, or through spending by foreign
economy can be greater than the size of the initial injection. This is because when
they then spend that money, which increases the income of others, and s0 on, unt

With economic growth and productivity remaining stubbornly low in the UK
economy, the focus of policymakers has shifted to how big pu
investments can help to get the sconomy moving. O
investment is the High Speed 2 rallway line b
and Manchester, ~

wmingham

it infrastructure will help to stimulate
LLONOMIC § uuctivity. There are a number of reasons o
believe this. @ reduced travel times will allow firms 1o access more
skilled workers tor a larger pool of labour. Secondly, greater interconnectedness o
services outside of their immediate area more easily. And thirdly, some firms would }
marketplace than previously, meaning their customer base will expand. ‘

Some sconomigts be

In addition, the government claims that "H52 stations can act as a multiplier or ac
plans.’ This is because the footfall produced by commuters will increase commerc
business and demand for housing.

However, other economists disagree with this analysis. Figure 1 highlights how the ¢
increased considerably across multiple government reviews, from an estimation o
At the same time, the black line tracks the estimated multiplier arising from the proj
as costs rose. f

Figure 1: HS2 costs/benefits ®
2010 2011 2012 2013 2019
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¢ Data https:/ fwww.instituteforgovernment.org.uk/explainers/high-speed-2-costs data
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in Lord Berkeley's unofficial 2020 report on HS2, he estimates that the multiplier for
0.6, which he regards as 'poor value for money’. This stands in contrast with initial p
produce benefits worth more than twice its costs.

e

Supporters of H52 argue that the project is not just about providing value for m@ney:;;
the UK's railways. Figure 2 highlights how rapidly increasing passenger numbers on
capacity is likely to become a necessity in the years ghead.

Figure 2: UK rail passengers ®

\ 1946 1952 1858 1964 1970 1976 1982 1988 1954 20\

The government predict that demand for rail journeys will continue to increase at an
Since 1994 rail demand has increased on average by almost 5% every year, maling

Use the data

1. Figure 1 outlines specific estimations of multipliers that have been producad
analyses of HS2. Give three reasons why it is notoriously difficult to make ac

2. The estimated multiplier of HS2 in 2031 was 2. Calculate how many billion p
generate at this point in time. :

Test your knowledge...

1. Explain, using a suitable dia
fead to inflation,

rease in government spending

2. Explai vtant variable in determining the size of the muitip!ie*’%

Extended-response question

1. Suppose a government wanied to help the economy out of recession by rai
greater government spending. Using your knowledge of injections, withdra
muitiplier, evaluate the likely effectiveness of this policy,

Data hittps:/{dataporial.orr.gov.ul/statistics/usage/ passenger-rail-usage/table- 1220-passenger-journe
1 https://publications.pariiament.uk/pa/id201415/idselect/Ideconaf/124/13410.htm
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4.4 Macroeconomic policies

Following the financial crisis of 2007708, the Bank of England adopted a new form ¢
quantitative easing, or QE. QF expands the money supply, and does so through the o
Most of the debts purchased belong to the government, and are also known as gilts.
money that the bank has created, the money supply expands.

The process of OE was repeated again on two occasions in the 2010s when deflatio
And it was rapidly expanded during the coronavirus pandemic_rartly as a means to
crisis. Figure T demonstrates the cumulative cost of i major injection t

£ {billions)
(9]
3

400

300

200

100

_ Nov-03 Jub-12 Aug-16 Mar-20

{E has been used to achieve multiple monetary and fiscal aims. It was initially intro
tool to try to increase persistently low inflation, as interest rates could not be lowerey
in the Bank of England was that the money entering the national income would help
encourage banks to lend in a weaker economic environment. Figure 2 shows how §
lowered interest rates in this period. :

Figure 2: Interest rates

f’

1 https:/ fwww. bankofengland.co.uk/monstary-policy/ quantitative-easing
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There is no consensus among economists as to how successful this was.
inflation mostly remained below the Bank’s 2% target, but some argue that
(E helped to prevent more damaging deflation. QF was also criticised at the
time for increasing levels of wealth inequality in the UK by inflating the
price of assets, such as housing.

OE was subseguently used in 2016 with the aim of stabilising markets
following the UK's decision to leave the EU. And during the coronavirus
pandermic crisis, large amounts of GO took place alongside high levels of
government borrowing, which were required for high-cost fiscal interventions
such as the furlough schame.

ecome a major po
ik of England has started
h a process remains subject to ¢

Initially planned as a short-term and one-off interve
alongside the setting of interest rates. Si
accrued during the several rounds of
macroeconomic impact.

Use the data

1. Which is the single biggest injection of GE highlighted by Figure 17

S

2. Explain why the Bank of England may have started officading its GE debts ar

Test your knowledge...

1. Explain two reasons why the UK inflation rate might have been falling {Figut

2. Explain why deflation might be damaging for an economy.

Extended-response question

1. Assess the effectiveness of lowering interest rates to stimulate economic gry
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4.5 Risk and the financial sector

Even 15 years on, the impact of the global financial crisis continues be felt across di
economic growth that was pervasive in the Global North prior to the crash has never
world has had to adjust to a lower-growth model which has resulted in stagnating fi
political instability. That the effects of this moment are still felt today is testament
markets in the functioning of the modem economy.

£

Figure 1. Annual
20

growth
2010 2011

2006 2007

GOP growth {%)

The crisis threatened the very stability of finance itself ~ both commercial banks an;
world found themselves in a situation where their liquidity and capital ratios were s¢
the entire banking system was in question. This meant that banks could potentially ¢
to create credit and facilitate the transter of money.

The big takeaway from the crisis is that it did not occur simply because people mish
instead, the real reason behind the crash was that it resubted from structural weal
were built into the fabric of the international economy. The regulatory environment
minimising systemic risk. This exposed the so-called 'real economy’ to a whole ra

Take, for instance, asymmetric information. In the Ug
2000s were years of unparalleled pmspem "
financial system was high. As s
extending mor‘tgage foans ¢
considered

the burden of risk between different parties.

The problem with these products was that not everyone who
traded them understood what they really meant, or how risky
they actually were. As such, when the credit bubble burst, banks
and traders were unsure how much they actually steod to lose,
triggering a panic and the ensuing financial meltdown.
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Almost all banks were very highly ‘leveraged’, meaning that the value of their loans |
reserve funds. This made an unexpected decline in the value of their loans devastatiy
the amount that banks have to hold in reserve have been tightened up. ‘

Another aspect of market failure that emerged from the crisis was moral hazard. Goy
failing banks because they hoped that it would prevent even more damage to the ec
going under. Figure 2 shows us the extent of assets owned by commercial banks, ¢
economies in which they operated.

Figure 2: Bank assets as a % of GDP
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If true free-market economics had prevailed, the banks that had taken excessive ris
instead, the banks were 'foo big to fail’. The moral hazard is the possibility that the b
for bankers to continue taking excessive rigks. 5

One lasting impact of the crash on the UK's governance has been the development ¢
Quantitative easing was first used by the Bank of England as an emergency measur
economy. However, it has since become a more permanent feature of the UK's econ
role in the mid-2010s, the coronavirus pandemic of 2020~2021 and the financial ¢
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Use the data

1. What does Figure 1 tell us about the relationship between financial marketf%

2. What does Figure 2 suggest about the capital ratios of UK banks, relative t

Test your knowledge...

1. EBxplain how commercial and investment banks create credit.

2. Explain twe functions of the UK's central ba

Extended-response n

ficts involved in the reguiation of the financial sector.
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Answers

Lise the dats

i

2.

Test your knowledge...
Typical examples i
or the fr, '
1 mark’

1.

Extended-response question

1. Characteristics of perfect competition include:

)
{b)

A bear market occurs when the stock market falls by a
to fall to 6,800 to he considerad a bear mark

Your diagram should look something like the one on the
right. The demand/MR/AR curve is horizontal {1},
equilibrium occurs at price P and quantity Q {1}, where ACis
at its lowest point at a tangent to the demand curve {1}, The
marginal cost curve goas through this equilibrium point (1),

®

In December 2021 the share price plummeted. As such, it is likely that there v
investors were trying to get rid of their shares before the price dropped too lo
In Aprit 2021, the share price was around 330 pence, so 500 shares would hav
October 2022 the share price had fallen to around 80 pence, so 500 shares w

This is a fall of £1,250. {Accept answers either side of this to account for differ

% from its peak. 2038

o
=

Revenus/Costs

Q

Many buyers and sellers, none of whom are large enough to influence the pri
definitely true of the stock market, there are millions of buyers and sellers, an
markat forces.

Low barriers to entry/exit. This is probably true of the stock market - anyone
although many investors choose to pay a broker/trader to pick stocks for then
Perfect knowledge of prices. This is true of the stock market; prices are frealy
updated frequently. However, some traders have been accused of (unfairly)
takes to receive market data, which would violate this characteristic. Read £/
interested {or maybe read a summary of the book).

Products are homogeneous. This is true of the stock market — a share in one cf=:.~

as a share in another.
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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.



