i o Sl oI ogteatrn OB BoNeth SR 8 v
FECF S D smerad |OFRETER | BN STE FREA NS
Economics FENC TR Wit PRGN RRSRNNES DRSNS

For AS/A Level Year 1 OCR
Economics: Macroeconomics

Second Edition, February 2022

zigzageducation.co.u

Publish your own work... Write to a brief...
Register at publishmenow.co.ulk

Photocopiabie/digital resources may ondy be copied oy the purchasing institution on a singie site and for their own use


NatashaAndrew
Text Box


Contents

Thank You for Choosing ZigZag EQUCATION oieemoioiormormormsmoriormorsorsorsniorsarsorsarsoaisorsorsorsonaossossorsorssns
Teacher Feedback Opportunity...cemoioiormoromsiiiormormormosniorsorsorsaisoisarsorsorsorssossorsorssrsonsnssarsassorsansos

Teacher’'s INTrOCUCTION ouveoiooiormomoiniormorsormasorsorsormorsorsssossorsorsorsorsssossorsorssrsarsnisorsarsorsarsossassossovsons &
The UK's slump in consumption during the reCeSSION coeaemermomomorsmmiocoocsmasiomsotrorsonssaossoxsocsorsons &
a5 S OV 1iieirirecistcicreerircreaecrtaeerercrtaeerasarraneresetsancraantaee st sasneseaneseonssnseseontsaentssnncseanesssntssancsesntsaanrsnncseantrasnrsancresnsnnns 2
L LT 4 a2 O RSP U SUOON 3
The economics Of IMMIZIELION ..cioomorscrsersmsonsorserssnsoracnscrsesacrotnacnsenserscracracsasnsonsensesosracnscnssracrossacsoe o
S0 Sl Y ettt ve ittt e ee e oo et eee s ettt ee e ae e e e st a e e e e s e e e bh e s et e e e et n bRt s eee e se o Rue e dae e e e en b ARt bt st eessa b tasanesaeneabntsnuneaneeeintn 4
O 1S Tt 41 2 LU SO TORUORUSTSPRUPRN 5
Economic growth in the UK — back 10 busingss as USUBIT .ccceoonmemosmomomocsmmsmmoimocoamsonsonsonsorsosssssons B
Case Study
CUESEIONS «oire it it creiotcrerecrereerercrcoresastotcrene e s anerenecaes et s nm e s eneeaene s s b nenee s e e e e cn e o e e 2 e n etk hCnen et s e e n e n e ot na s tnteren e nanne 7
BMozambigue — 21 BAIICEN HONT cciiimimoomimsonsimsmsmomimstroimscromcastrotsstnssnonssassnssssenssnsnssrssnssrssnssnss 6
0 T A T YR TS S ST SRRSO RPN 8
BUESTIONS «crervireercruorcrinneraccotoreranucrsoncreosinsaresacnessortnecaesnonersesissaresacsessonssecsasnonersesiasoresassessonsseesannoneseostoneresnssessorssosssanerass 9
Youth Unemployment In Baly . s sssssmssnsnssssessnssnssssnsssssnssnss 1
O L £ ¥ T Y SRR 10
CRUBSEIONIS Lottt ettt e e e e er e ees e s e s tar e s ere e s semtmnteeseenesaimessur e s e e n e e mebete e s e e n e s m b s e e e et e e s ne b e ue e s e e s na b b nee e s e e anreneuee e s 11
UK unemployment — successes and challenges.. i icinininnsiisieinsissnioieisissssiomorssinsnssse b@
L0 LTI A8 T OSSO RUPR N 12
L0 TR T A1 2 T O P U PP S O PO PSS PP OO PSP OUT PR PRUPIIPU 13
UK Inflation In $he 39705 ... csioniomcsocsmsorssmomseisesesacsserserscuavscsscssesacsoenserssuasocsscsnesacsoanserassoes blh
O LTI £ L Y PO TREURIN 14
Questions

Canada’s EConomic PolICIES . ovvcrericrnircrmoniincancroisorsnisorannisoeancoraorsnisoranancsoranrsorsorancaovannanssaraasssraornnsss b
A58 BEUOY 1oeitirieroteroririorcreesortcrernomeascrenecraoucreonrtoeeraacresncreoetsanscrssncreontssnacssontsesstranesascseontrnntsaoncresnironerasncreoncreoetran 16
L LRIy [T £ S PSP SO PRRR 17
Greecs’s debl ProbBmT ..o eciccrscrarsorsoraorscrocnsorscrasnsorscnacrscracnserserannscrocsacrscracnsenscrannacrocnacnscracnserscrocnscs b
L0 LTI € e YN 18
L8 TR T T o1 SSURPSURSRU 19
RMonetary and fiscal policy in the Great DepressiOn ..o eooooomomoomomocomomorsomorsoomsonsonsomsassossossanso &
Case Study.... .20
LR 1o T £ -SRIt 21
reland’s Housing Markel BubbIR..c.cooosmoosomsonsimsorsmsomsinscrommocsornssnssrocsonnocnssnssnssnssnocnasnssnssrosnsssoonssn B
0TIy A U OO STSURU RPN 22
L0 RS T 2T J USRS 24
Supply-side policies ~ privatisation in 1he UK v imiimsninimimooeememssonsomsonsissmsonsnsenssrsssonsonss &3
O LT (VT YRS SO U R USROS 25
Questions ... .
Broductivity — the Key 10 Long-run Growth?. . ieeemonsemmsmsmisessoommoeisoisersomassossassossossoss &9
L L LT 1O UPRUPTRU 27
B OSEIORIS + ettt iiete e st e e r e e s e ecbe e tareecaatr s nn s ee s e man e s e s e e s ae €S Shn €4 e e n AR e €St s e e nes e L et s bR e e R e s n €S et se e e e s ne s e entsrenean 28
Policy conflicts — inflation and unemplovment e &9
L0 Ty (¥ T YU 29
O T A o2 LT USROS R U T U U O PO U SO RUTTRURRRUUO 30
China and Exchange Rate Management e oeemeomoiniororsormoomomsorsorsorssiorsorsorssrsarsarsossavsorsavsosorse Sk
Case Study
LT 4 a2 OO SRRSO EORTRUON 33
Should we be worried about the UK's current account deficit? ....coocoisocsosisomsosonomooscsecs 34
880 STUIEY ottt iicriercreescirister e s ee st seucreeseasestsaereseesssastanaresaessanenesacseanenssncssaneseseeaianenesncesaneatsntssanassseeetsnoresncassronisnsreaneress 34
O 18Tt 41 2 L OO USRI 35
When will the UK raise InNTerest r8BST ..coiomoomoionoirorsoiroisostsorsnntrorsntsorsorsscsorsnnsnssonsonsonsonsonso SO
Case Study.... .36
CUESEIONS it ei et s eirirtcrerecrere e s e ot ese s totcreseesaauerarecnto s s asm s toteren a2 e neren e e ae s et 1 m e n e et e n e n R R en a2 e st ne e n e e nene b neneeaen 37




Teacher’s Introduction

This rescurce is designed to be used for teaching OCR AS Level Economics Component 2: Macroeconomics. [t is designed to
be co-teachable with A Level, covering only Year 1’ topics. The rescurce consists of 17 Data Response Case Studies intended
for students to complete as homework tasks.

The case studies are presented in specification order, collectively covering 2ach topic in the AS Level specification. Each case
study contains detailed information (including diagrams and data), and tasks and guestions.

The ‘Use the data’ tasks focus particularly on guantitative skills, and the Test your knowledge’ mainly on AG1/2 knowledge
and application skills. The extended-response questions are an opportunity for students to practise higher-level analysis and
evaluation skills. Most of the questions given are in exam style, although we have not limited guestions to this style except in
the case of the extended-response questions. Detailed answers are provided for sl tasks and questions.

Reading through each study and answering the guestions is expected to take 20-30 minutas, not including the extended-
response questions at the end of each case study. One option for using these is to work through a case study in class and set
the examn-style evaluation question as homework.

This resource will help prepare students for the Paper 2 component of the AS and A Level exam, but also stimulate an
interest in the real-world applications of macroeconomics. Each case study uses real data, introducing the student to a
fascinating array of contempeorary and historical issues relating to the UK economy.

| hope this resource helps you to bring economics to life for your students.
Muarch 2018

Update v2, February 2022
Minor updates to match 2019 specification: case studies have been rearranged to reflect the new divisions between Year 1 and Year 2 content. The case
studies contained in this resource are as below.

Case Study Spec reference

1. The Ui’s stump in consumption during

the recession Agpgregate Demand and Aggregate Supply — ‘Aggregate Demand {AD)

2. The economics of immigration Aggregate Demand and Aggregate Supply — ‘Aggregate Supply {ASY

e

Economic growth in the UK - back to

business g5 usual? Ecanomic Policy Objectives — ‘Economic Growth'
-t S - . H

4. Mozambigue — an African lion? Economic Policy Objectives — ‘Economic Growth' and ‘Development’
5. Youth unemployment in ltaly Economic Policy Objectives — ‘Employment’

6. UK unemployment — successes and challenges | Economic Policy Objectives — ‘Employment’

7. UK inflation in the 19705 Economic Policy Objectives — ‘Inflation’

8. Canada’s economic policies implementing Policy — ‘Fiscal Policy’

9. Greece's debt problem implementing Policy — ‘Fiscal Policy’

10. Monetary and fiscal policy in the

Great Depression implementing Policy ~ ‘Fiscal Policy’ and ‘Monetary Policy

11, treland’s housing market bubble implementing Policy ~ ‘Fiscal Palicy’ and ‘Supply-side Policy’

12. Supply-side policies — privatisation in the UK | implementing Policy — ‘Supply-side Policy’

13. Productivity — the key to long-run growth? implementing Policy — Supply-side Policy’

14. Policy conflicts — inflation and unemployment | implementing Policy - ‘Policy Conflicts’

15. China and exchange rate management The Global Context — ‘International Trade’ and ‘Exchange Rates’

16. Should we be worried about the UK’s current

account deficit? The Global Context — "Balance of Payments’

17. When will the UK raise interest rates? Various topics in Component 2

Free Updates!

Register your email address to receive any future free updates® made to this resource or other
Economics resources your school has purchased, and details of any promotions for your subject.

*resulling from minor specification changes, suggestions from teachers
anid peer reviews, or occasional errors reported by customers

Go to zzed.uk/fresupdates
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The UK's slump in consumption durin

This cuse study requires knowledge of the topic "Aggregote Demand.” You shou
of AD and the influences on these components {particulorly

The 2008 global financial crisis had a pronounced effect on aggregate de
largest component of aggregate demand is consumption - accounting for
Figure 1 shows how household spending (which is equivalent to consum

recession:

Figure 1: Volume of Household Spending and
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The Labour government at the time attempted to reverse the trend
using many tools, such as adjusting taxes (e.g. loweri AT and

trend in hoWekaid spending. Even though disposable income
remained fairly constant (even increasing in 2009), household
spending fell sharply. This is despite the fact that disposable income
is usually believed to be the main factor affecting consumption.

The main explanation for this is that household saving increased in the sa
households chose to pay off their debts that they had accumulated during:
mid 2000s. In economic terms, paying down debts is classed as saving.

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page
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Figure 2 shows how consumer spending on different types of goods was &

Figure 2: Volume of Goods and Services purchased 2008-2011 {2008 =
index Numbers
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Non-discretionary goods and services are essential products, such as stap
Discretionary goods and services are desirable, but not necessary. Examp:
leisure activities.

Since 2011, consumption seems to have grown slowly but steadily as the g

finances improved.

Use the data

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

2. Looking at Figure 2, estimate (in percentage terms) how much discretionary%
{guarter 3} and 2009 Q3. ;

3. in 2009 Q1 (quarter 1), was spending o goods and services h;fg*-t

non-discretionary goods and se

Test your kno
1. DefincfsdR
2. What s 6rmu|a for aggregate demand? '
3. By approximately how much did household spending fall between its highes§

as shown in Figure 1?

4. Using an AD curve, show the effect of a fall in the rate of VAT,

Extended-response question
1. Discuss the relative importance of interest rates and consumer confidence
demand.

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 3 A
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The economics of immigrat

This case study requires knowledge of the topic "Aggrega;

The humanitarian crisis in Syria has revived old debates about the effects
“host” nations. There are a plethora of arguments related to the social cons
information on the economic effects of migration is relatively scarce.

Figure 1: UK Emigration/Immigration figures ~ 19642014
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There are several ditferent areas of the economy that migration studies n
areas is the effect of migration on the wages and employment rates of nat
belonging to the host nation). The concern is that the influx of labour de
employment (using a simple demand and supply diagram, immigration
supply of labour).

Others counter that this argument falls foul of the

‘tump of labour’ fallacy: the tallacy that there are only
a fixed number of jobs to go around in the economy.
Sinice migrants also contribute to greater demand for
goods and services, the negative effect on emplo
and wages may be only temporary. :

COPYRIGHT
PROTECTED

Evidence on this is mi S, some studies
have founggeiler = aall, negative effects on
native wagQla® Furopean studies have tended to
produce ‘staustically insignificant” results (meaning that the estimates of
wages are probably close to zero). On the other hand, there is some evid
that immigration instead reduces the employment levels of natives (peop
due to the greater competition for jobs).

[

ag

Education

The differences in results may be because labour protection laws in Euro
quite inflexible {or “sticky’), but the labour market in the US is more laisse

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page ¢



observation is that the effect on natives depends on whether the migrants

Unsurprisingly, skilled migrants seemn to benefit host nations more.

One of the benefits supporters of migration peoint to is that it boosts the st 5
population — since migrants tend to be young people looking for work. T
increase the size of the labour force as a proportion of the total population
the UKs ‘population pyramid’ in 2015. The bulges show the effect of ‘bak

One of the counterarguments to Figure 2 — age structure o

this is that migration simply 2015 A

delays the “demographic time 64.8 million - - \ '
; people «

bomb’ facing developed : &

¢coundries — there will still be the
problem of an ageing population
in the future even after :
migration levels taj!

cornplex and often country-
specific - as a discipline
econontics is a long way off from
resolving all the nuances.

Source: hitp: / /www.ons.gov.uk /ons/interactive/
Visit this website to explore the changirs

Use the data

‘Net migration’ is the difference between immigration and emigration — an annu
100,000 indicates that 100,000 more people immigrated into a country than emig
1. When did immigration figures begin to consistently overtake emigration fig

2. Estimate net migration into the UK in the years (using a ruler might be helpt
{a} 2006 ’
(b} 1978

The working age population consists of those people aged 16-64. Looking at Fig%
3. Suppose one million migrants aged 20-29 came to the UK and gained empia:
effect on the labour force participation rate?

4. Now suppose that the birth rate and death r2

nstant, and no m
would the labour force participation ra: 5

iter 50 years?

between immigration and emigraticr — an annu§§
W migration into the UK in 2010.
2. Briefly describe the trend in net migration from 1964-2014.

3. Distinguish between short-run aggregate supply and long-run aggregate sug%
4.  State and explain two other factors that can increase LRAS, aside from demo

Extended-response question

1. Using information from the extract and your own knowledge, evaluate the
encouraging higher levels of migrant workers,

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 5
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Economic growth in the UK ~ back to bu

This cuse study requires knowledge of the topic "Economi

The financial crisis of 2008 saw the UK experience the worst
recession since the Great Depression. The recession saw rising
unemployment, a dramatic fall in bank lending (credit), and
unprecedented stimulus measures from the UK government
and Bank of England to try to steer the economy back towards
positive growth.

Now that the worst of the crisis seems tc
commentators and external orggy:
optimistic about the f
2CONOMIC Cpull

6

oy N o=t o N od sF o N e st

1994 Q1

% change GDP
{change on same guarter a ysar ago)
o
1897 Q4

Germany

2.9 2.4 2.4 16

Many other economic indicators also seem to be showing signs of health =
budget deficit is slowly narrowing (although not as quickly as the Chance
wages are rising for the first time in several years (particularly notable si

Some attribute this to sensible economics on the Chancellor’s part - strong
responsibility seem to have boosted market confidence (the costs of borro

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page
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have remained low - unlike imperilled economies such as Greece). Othe
governmment spending more gradually would have led to more reliable gr

more to do with the revival of the world economy than any policy of the (|
oil has also been an unexpected bonus for the UK as a net importer of oil.

In the 2015 Auturon Statemend, the Chancellor announced relatively expa
designed to boost economic growth, rather than lower the national debt)
economic growth predictions by the Office for Budget Responsibility (OB
included postponing cuts to tax credits, and increasing the police budget

Critics argue that predicting economic growth rates
on forecasts is a risky move. There are so
including a slowdown of economi
market. Hopefully the fore:ucie

toriously difficu
sats to the UK and th
n ¢hina, and a chronic short
ght to predict that the UK will re

cant’t know forsur

Use the data
1. Estimate the average annual rate of GDP growth in the UK from 1993 to 200

2. Briefly describe how Figure 1 would change if nominal GDP figures were usey

3. Suppose the USA's real GDP at the start of 2014 was $17 trillion. What wo
the figures in the extract? 5

Test your knowledge,..
1. Define real GBP. How does it differ from nominagl GDP?

Why is GDP measured?

2
3. Give two reasons from the passage why the UK's growth rate was relatively:
4

Explain one cost and one benefit of economic growth.

Extended-response guestion

1. ‘Once population size and inflation are accounted for, GDP is a good measu?’
econony is.” Evaluate this claim. :

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 7
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ozambigue — an African |

This case study requires knowledge of the topic "Economic Growt

African economi
14 in the media - fo
perception of Afr

4 under-developec

Figure 1: Mozambigug’'s GDP growth 2000-2014

§
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10 v N However, there a
§f 3% &N .
o) ) mber of Africa
A R N otsteps of the
3 °

y economic growt

Having shed its c¢
a 16-year civil way
Mozambique'se
impressive.

Annual GDP growth {nominal})

[ ~ £ [=)] 00

Figures ore in constant 2005 US5
S World Bank. ' .
puTes: Jrore ban Mozambigue’'s h

{particularly coal and gas) have made it a vital trade partner for China an
to a strong currency (the metical) and high levels of foreign investment ir

Having abundant natural resources does not always translate into econo
have suffered from the so-called ‘resource curse’, where excessive depen
harms economic growth. This could be because other industries are negl
captured via corruption. However, in the case of Mozambique, the benef
endowrments have been augmented by sound macroeconomic manageme
education spending and policies to promote competition. Mozambique 1
business hubs, complete with shopping centres, restaurants and traffic ja;

Despite all this, there are concerns that this surge in economic growth is i
development. Figure 2 shows the components of the HDI index for Moza;

disappointing 180% out of 188:

Figure 2
Note: ‘Expected years of schooling’ is for children entering school age, ‘mean years of so
3

HDI rank Life Expected
X HDI value
Country (2014) (out of expectancy at. years of
188) schooling
Mopzambique 0.416 180 9.3
India 0.609 68 11.7
UK 80.7 16.2
Health Education din

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics
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One of the big concerns is that poverty rates (one of the key
dimensions of economic development) are still high, with over
half of the 25 million people in poverty. If the gains from
economic growth do not trickle down into all parts of society,
Mozambique’s success may be short-lived. African history is
fittered with examples of countries where corruption chokes off
economic developiment.

Furthermore, as with many developing countries, there is a
substantial gap in living standards between the urban and rural

more developed, including China). Man argue that
improving agricultural productivi triie most important
ways of closing this gap, s/ gh proportion of the rural

workers’ income d

Use the data

1. Briefly compare Mozambigue's GDP growth rate to the UK's.

2. Look at Figure 2, what does it mean to say that the living standards figures c

{a} GNi{ratherthan GDP}?
(b} percapita?
{c} PPP?

3. inFigure 2, what does the difference between the mean years of schooiing§

schooling indicate about the progress of develppment in Mozambigue?

Test your knowledge...

1. State one other indicator of development, other than those included in the

living standards),

2. ldentify two causes of Mozambigue’s high economic growth.

Extended-response question

1. Discuss the importance of having abundar
such as Mozambique.

urces for economiciy

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics

Page 9
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Youth Unemployment in It

This case study requires knowledge of the topic 'Unemployme

The economic crisis of 2008 had many short-
term consequences — banks needed bailing out,
monetary and fiscal policy needed loosening,
firms needed to lay off workers. Although the
general consensus is that the worst of the crash
seems to be over, some problems look set to
persist in the long term. For some Eurozone
courttries, few issues are more worrying
that of youth unemployment

unent rate hit a high of
12.4% in 2§ Sis alone is cause for concern,
cornpared rates of 7.7% and 5.3% for the
UK and Germany respectively (both of which fell continuously through t
shows, when Italy’s unemployment rate is broken down by age, the resul

Haly's ovey

Figure 1: Unemployment Rates
45 A58

% 40

35 -
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15 5

—@—15-24 years —f=—55-64 years  fpp~15-64

Source: ‘No Country for Young People?  Yauth lubo

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics
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Research conducted by the Centre for Economic Policy Research (CEPR) s

explanations for the rise in youth unemployment rate:

1. The systemn protects existing, older workers, with young people typic
temporary {fixed-term) contracts (see Figure 2}. 5

2. More young people chose to go into higher education ~ this decreases
young (since those in education don’t count as part of the labour force
increases the unemployment rate, ceteris paribus. E

3. Although there have been difficulties for low-skilled NEETs, (Not in
Training}, there have also been difficulties for graduates. University
young people study to degree Z

level, but the supply of available
graduate jobs has not kept up. In

o

o

economic terms, this is referred.t:

as structural unempley
. ) . « g 490 4
The fear i@ ng people are £
unemploye ®too long, they will 2
struggle to adjust to the world of work °
throughout their lifetime (‘Jost £
generation’). Furthermore, there is g 390
some evidence of a “brain drain’, as =
young people emigrate to seek more 340 e
promising job opportunities,

290 T ¥ L] £ H

It is clear that the Italian government 1994 1595 1998 2000 200

will need to find a far-reaching
strategy to combat the youth
unemployment problem - before it
gets any worse,

o yorkars 15-2
e 1 524 Unem

Source: ‘No Country for Young People? Youth

Use the data

Using data from Figure 1
1. Compare the trend in unemployment for the 55-64 age group with the 15

Using data from Figure 2:
2. {3} By how much did the number of temporary contracts change between
(b} Describe the trend in the unemployment rate 1994 and 2007,

3. Describe a potential policy that coul.

“to fix the youth unemp \
sgme limitations or disadvant; 5

study, ratrer than participating in the labour force. Explain how this leads t
using the formula. ’

2. State two types of unemployment not mentioned in the text.

Extended-response question

1. Discuss the negative effects of unemployment on society and the economy
should also consider cases where unemployment may not be a concern in

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics
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UK unemployment — successes and

This case study requires knowledge of the topic ‘Employment/

Unemployment refers to the situation in which an individual
is actively seeking employment, but is unable to find work.
Unemployment can be one of the most persistent and
damaging economic problems. Some Eurozone countries
such as Spain and Italy 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 rhployment
following the crash, a

the situaticgs

Figure 1: Measures of total unemplioyment {age 16+}
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Figure 2: Unemployment rates (male/female)
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The UK is not out of the water just yet, however. There have been heavy
industry, as competition from abroad proved foo fierce to make the indu:
could try to prop up the industry via increased subsidies, but unless the
issues are tackled, if is feared that this would amount to signing a ‘blank

There have also been concerns that the unemployment figures only appea;
emergence of “zero-hours contracts’ — but hard evidence on this is difficult

Figure 3: Employment rates {male/female)

5

- \ / ''''''''''''''''

B 75

-

2

=3

& : ® ©

oe

;é P — .‘_‘.o-"""'........... ° ”hwaowh'“ﬁ

o S
55

T T T T T T T T Ty T T T T T T T T Ty T T T T T T T T T T T T T T T T T T T Ty T T T r e T e e T Ty e ey
L e T e A o T . T e e T e T v T o T T o T e A v T T o A o T e A o T
g oo oo T o g dg T g TS TTTCd
o B e 0 S 5 T« R ¥y B o T o SRR« o B o N o B o 0 T 5 B« N ¥ B B S o B o
gy Y Gy Oy Y Y & Oy O Q O QO 0 00 00
Y oy O Y &Y OO O OO O O O O O O O O
v et et et e v e e e e N N N N N N N

Another perplexing pattern has been observed since the crisis: even thou
risen and unemployment figures have fallen, wage growth has been stagy
wages to rise when unemployment is low).

One reason might be that inflation has been very low — if inflation were hit
demanding nominal wage increases. Another is that more people are ha
time, as their emplovers cannot afford to have them work longer. A mor
shuggish wage growth is that the proliferation of cheap capital goods has
{e.g. the introduction of self-service machines at McDonald’s). Whether t
remains to be seen.

Use the data

1. lLooking at Figure 1, explain why the Claimant Count measure of unemployn
Labour Force Survey measure. :

2. Suppose that in 2000 Q1 (quarter 1) the population o UK was 60 millio

economy.

3. Lookat Figure 3. What ¢
Can you think of

g &

1. Define the term ‘economically active’.

2. Whyis full employment’ a macroeconomic policy objective?

3. Figure 1 shows a rise in unemployrment numbers during the financial crisis
type of unemployment that is likely to have taken effect during this time,

Extended-response guestion
1. Discuss the consequences of unemployment for the economy and society.
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UK inflation in the E@?@5§

This case study requires knowledge of the topic ’!nﬂc%

Inflation refers to the sustained increase in “general” prices in an economy
changes in the Consumer Price Index (CPI). Inflation figures in the UK te
sections of newspapers nowadays. Inflation has been very modest over ¢
close to the Bank of England target of 2%) although the near-zero rate in 2
However, in the 1970s (and to a lesser extent the 1980s) inflation was a seri

Figure 1: UK inflation 1960-2013
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inflation data is calculuted each month as the percentage change in prices from the same mont

High inflation is often associated with high economic growth — inflation
‘overheating’. In the 1970s, however, economists in the UK and US were

of high inflation and low economic growth. This came to be known as s

One of the causes of this was a succession of oi!

manufacturing indust ‘
well as an gl 1y from the UK to foreign oil

producers QS the use of cars had become highly popular).
These are examples of cost-push and demand-pull inflation,

respectively.

It has also been observed that the government’s policy response worsene

were kept too low. Low interest rates lead to intlation if economic activit

possible level. Unfortunately, the government had inaccurate data on th

thought it had a greater capacity to grow than it actually did (they overes
gap). Inretrospect, it would have made more sense fo increase interest ra
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Following this episode, policymakers tended to become more "hawkish’
emphasis on controlling intlation, possibly at the expense of econormic gro
entered a period of relatively stable inflation in the UK, policymakers hav
concerned with promoting economic growth than worrying about high iny

Use the data
1. Using Figure 1, what was the highest inflation rate experienced by the UK in |

2. {a} In percentage points, what was the approximate change in the rate of r
July 19827 f
{b} What term describes this kind of change

3. Describe the trend in the inflation r

Test your know!:

2
3. What is the difference between the Consumer Price Index {CPI) and the Ret
s .

Distinguish between cost-push inflation and demand-pull inflation.

Extended-response guestion
1. Discuss the costs of inflation for an economy.
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Canada’s Economic Polic

This case study requires knowledge of the topic ‘Fiscal

One of the basic questions in macroeconomics is: how can a government
Justin Trudeau, the Canadian Prime Mindster elected in 2015, the answer
spending, funded by a temporary budget deficit.

Quick facts Canada
Population:
Area: ;670 kmz

nd largest in the world)

GDP pezgcar $50,000
GovernmXx@®iebt (% GDP), 2014: 86.5

The rationale for infrastructure spending is that it increases aggregate deman;
short term {e.g. directly through an increase in government expenditure; ind
through an increase in consumption from workers involved in the infrastruc
project) and it also boosts aggregate supply in the long term (as these investr
boost the economy’s productive capacity). Trudeau hopes to benefit from low
interest rates to fund a $60 billion (Canadian dollars) spending plan over 10
channelled into areas including public transport, green projects and affordab
5% of this spending is expected

housing (‘social infrastructure”). Around 30-35%

return to the government via higher tax revenues, as the spending induces m

Despite a persistent budget deticit, all three main political parties (Liberal
Democratic) support higher infrastructure spending, perhaps due to evide
depreciation have been mounting over time (leading to a so-called * infras
Nevertheless, there are concerns over Canada’s economic future due to th
such a low. Canada relies heavily on energy exports, as Figure 1 shows:

Figure 1:
Contribution of natural resources to

Nominal GDP (%), 2014
direct
15%

Contribution of natural re

indirect
5% 4

Breakdown of direct
contributions:
300,000 = Energy
400,000 = Minerals and Mety
200,000 = Forestry

Breakdown of
direct contributions:

10% = Energy

4% = Minerals and Metals
1% = Forestry

other
sectors
80%

Source: Noturol Resources Canada estimates {Jul
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Figure 2 shows the pattern of government spending as a share of total G
where different governments (Liberal or Conservative) had control. As of
changed back to Liberal.

Figure 2: public spending as a share of GDP by government

Liberal ¢ Conservative
26.0% - S
25.0% 5
24.0% - E
23.0% - :
22.0% - :
21.0% -
20.0% -
19.0% A
18.0% 1 §8
17.0%
16.0% -
15.0% -
B e s e T

1968
a7
1978
1980
1982
1984
1986
1988
1990
1994
1996
1998 }

1892

I’s interesting to note that the idea that left-of-centre governments (liberal
spending and right-of-centre governments (conservative} decrease gover
to hold. This same pattern can also be observed in the US. One explanatic
force government’s hands: during the financial crisis of 2008, for example,.
Minister Stephen Harper was forced to increase spending, possibly againg
the graph after 2008 could also be explained by the effects of the recession;
graph shows public spending as a percentage of GDP, not total public spe;

Use the data
Using the data in the article {quick facts, Figure 1, Figure 2):
1. Calculate the (nominai) size of Canada’s government debt in $s,

2. Calculate (in Ss) the contribution of energy to Canada’s nominal GDP.

ent.

3. Calculate the percentage of Canadians that are i

4. Estimate the proportion of GDP consi enf spending in 2000

pian déscribed in the passage goes ahead?

2. he information in the passage, show the effect of an increase in
AD/AS diagram. '
3. Is Trudeau’s fiscal policy suggestion a form of current or capital governmem%

Extended-response question

1. Discuss the possible effects of a large infrastructure spending project on thé§
and the long term, :

in Figure 2. What would you expect tc happen to £t
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Greece's debt problem

This case study requires knowledge of the topic “Fisc

Greece’s sovereign debt crisis came to the forefront of European politica
attermath of 2008’s Great Recession and financial crisis. Its cause is roote

Meribers of the eurozone were required to sign the Maastricht Treaty, ir
budget deficits and sovereign debt levels in order to achieve a harmonio
however, incentivised Greece, and other southern European economies,
accounting practices and the use of complex financial insiruments in ord
underlying budget and sovereign debt probler;

disparate levels of cred
prosperity Saie Us as the economy boomed. Finally, at the hear
fiscal irres @ility. For instance, Greek ministers increased governm:
other welfa®enefits markedly during this period. In fact, primary gov
by 87% while its tax receipts increased by only 31% from 2004 to 2009.
continuation of imbalances seen in Greece since the 1970s.

However, as the financial crisis began to take hold in 2008 it became dlea
fundamental problems in their economy. Greece revealed that it had be
confidence it the economy fell instantly ~ for instance, ratings agencies ¢
bonds to ‘junk’ status. Greece’s consistent budget deficits now appeared
government bailed out its financial institutions, effectively transferring
Capital fled from the Greek economy, reversing the trend of the mid 2000s
increased markedly as a recession began. It became very clear that Greece
national debt. 5

Figure 1: Greece’s Budget Position

Government Budget (3% of GDP)
2008 2009 2010 2011 2012 2013

-10

-12

14

BT
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Figure 2: Greece’s National Debt to GDP Ratio

Government Debt to GDP {%)

180
180
170
160
150
140
130
120

Government Dekst to GOP {%}

Year

2008 2009 2010 2011 2012 2013

Greece’s fundamental problem is that it is a member of the eurozone. Th&%

in which member states share a common currency and, therefore, lose in
policy. The Greeks couldn’t print euros in order to repay their creditors, r
policy to erode the real value of their national debt. Furthermore, the Gre

their currency to make them more internationally competitive, reduce curg

improve GDP growth.

Instead, Greece had to use the limited fiscal policy tools it had available ¢ '

try to intluence the national debt. If increased taxation and cut governm

better its budget position — this is also referred to as “austerity’. However,

debt burden by decreasing GDP. Perversely, Greece also required further
trom the International Monetary Fund in order to mitigate its governmes

cormmentators have suggested that, instead of borrowing more and more
defaulted on its loans, freeing itself from the shackles of long-term debt -

Central Bank would never have allowed. Greece’s national debt currently.

and its economic future looks very bleak indeed.

Use the data

1. Inwhich year was Greece's budget position the most concerning: 2007, 201

2. What was the approximate percentage increase in the national debt as pe
2007 and 20157

3. Research why government debt to GDP.

Test your knowledge

1.

tionately increased average rates of taxation an poor h
: now a pervasive problem in the Greek economy, ?mnsactaon
many busmesses are jumping ship to other European economies.’

Based on the information above, would you say that the Greek govemment%

crisis is an example of a ‘good tax’?
2. Distinguish between a government’s budget deficit and the national debt.

3. Do vyou think that Greece’s budget deficit is cyclical or structural? Why?

Extended-response question

ax policies have had the opposite effect than §

1. Discuss what policies governments can use to correct budget deficits.
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Aonetary and fiscal policy in the Greo

This case study requires knowledge of the topics ‘Fiscal Policy’ anc%

The Financial Crisis of 2008 was a global economic disaster, but it is still
Depression of 1929, The Great Depression was particularly damaging fo
also had its fair share of economic misery. The episode provides a uniqu
study the effects of demand-side policies in an economic downturn. Fig
P in the UK and US during the Depression:

Figure 1: UK and US real GDP 1929-1940
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Source: Middieton, {2010}, ‘British monetary and fiscal policy in the 1

S0 what was the UK's monetary policy response to the Depression? Figu
monetary policy: the interest rate.

Figure 2: Bank of England interest rates in the Great Depression {1929} A
7 PP
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Source: Almunia et al. (2009}, ‘From Great Depression to Great Credit
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It is interesting to note that interest rates were cut much
more rapidly during the 2008 crisis than in the Great
Depression {this is expansionary monetary policy - lowering
interest rates should boost aggregate demand). In fact, the
central bank increased interest rates in 1931. The reason for
this was that the UK was trying to protect the value of its
exchange rate, which at the time was tied to the Gold
Standard. Decreasing interest rates in this environment

wotld have meant that the pound would depreciate, so more
pounds would have been needed to buy the same amount of
gold (which would put the UK at a disadvantage w
neighbours). When the UK finally abandoner;
Standard in late 1931, the interes
This fed to a depreciation nf& "

saiely be cut.

cornpetitiveness a egate demand.
In terms of
cutting unemployment benefits and raising taxes. These are contractionary
slow down the economy. Nevertheless, the economy did recover quite st
theory is that because these policies were accepted at the time as “the right
were able to restore confidence in the markets. Another possibility is that,
was encugh to counteract the contractionary effects of fiscal policy. There
be drawn between the UK’s response here and the response to the Financié«:

E policy, the government sought to correct the budget deﬁ};

However, economists should be cautious of drawing too many conclusio

from the experience of the Great Depression. The complexity of the situaty

etfect of any one policy on economic growth is almost impossible. Furthe
structured quite differently back then. For example, the budget deficit in §
small relative o the budget deficit seen in 2007, Failing to learn from hist
false analogies could be just as bad.

Use the data

1. inwhich year did the US economy recover to its 1929 levels of GDP?

2. What is the (technical) definition of a recession? Was the UK ir a recession '

3. From Figure 2, how long did it take for the UK inter e to fall from 5%

Crisis?

Test your knowledge

1. Approximately hov::

2. {a) SY
(b) ExN

&t (in percentage terms) was the UK economy.

®vo reasons why the fall in interest rates has this effect on AD.

Extended-response question
1. Evaluate the effectiveness of using demand-side policies to stimulate econ

ct of a fall in the interest rate on AD using a Keynesian AD
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lreland’s Housing

This case study requires knowledge of the topics “Fiscol Policy” ond

One of the casualties of the 2008 financial
crisis was Ireland’s economy. Ireland has
subsequently been dubbed one of the ‘PIIGY
- econormies which proved particularly
unstable after the crisis, although compared
to the rest of the countries (Portugal, Italy,
Spain, Greece), it seems to have been
recovering very strongly as of 2015.

in financial

As well as “irration :
markets, ryg ¥ { ne for Ireland’s
feian be traced back to different
types of macroeconomic mismanagement.

Prior to the crash, the world econay

§ 0o 00X 200 KO0 0K 300 KO GOX 20 OO GOX 00 100K GOX T KIXH G UK KX OO 00 KU GOX IO 1D GOX T KKK T L)
H - H

Irrational exuberance: P e ;
T atio e ubze ance i rich opportunities for Irish banks t
i This is o term originating from Alon ) ; :
: ) . i low rates {particularly following
i Greenspan, ex-Chairman of the ; ] <
| Federal Reserve (the central bank of | There was very heavy investmen
! the USA). it is used to describe the 1 pecause this sector had never cras
i risky behaviour in the financial % confidence would prove to be mis
i . . .
! sector in the run-up to the crash. ! of investing, that investors shoul
B o o 0 o 0 o 1 1 0 % R D 5 D 0 wt

range of assets, seems to have bee

i terms of the fiscal policy, the government adopted a “pro-cyclical’ app
increased their speniding in the boom period, as well as cutting taxes to a
proportion of these taxes were linked to the property sector). This left th
vulnerable to a bursting of the property sector bubble, in spite of warning
OECD. Ultimately, this meant that the government had next to no breathi;
fiscal policy when the crisis hit. :

Furthermore, regulators of the banking industry seem to have failed to pic
warning signs of an impending crash. This is particularly noteworthy sin
ced economies ¢
es’ was flourishing}
g a very risky and unstable fir

was not nearly as complex or opaque as some oth
extremely complicated financial produc
systems also seem to have faile '
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Figures 1 and 2 show two historical measures of the housing market in Ir
is very evident in both.

Figure 1: house prices against average income {long-term averag
175
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Figure 2: prices in real terms {base year = 1993}
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Mote: you can compare the performance of the housing markets in other countries using
http:/fwww.economist.com/blogs/dailychart/2011/11/global-house-prices :

Fortunately, it seems that Ireland’s economy is on ifs feet again. Hopeful
experience will prevent such disastrous financial crises from occurring a
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Use the data

1. Look at Figure 1. Suppose the long-term average house price in Ireland is al
income. If average income is £30,000, what would be the {average) price of
{a) Q41980
(b} Q12007

2. Lookat Figure 2. In Q1 2007, compared to ireland, were real house prices ;s\

{c} unable to be compared?

3. Looking at both graphs, can you think of a reason why China’s house prices
fallen so consistently?

Test your knowledge...

use prices in freland ove

1. {a} Looking at Figure 2, describe t :
reland in Q1 2007 than Q1 199

{b} How many times greate

®surplus or a budget deficit in the short term.

3. Using a Laffer curve, describe the relationship between the tax rate and tax

reland’s fiscal policy measures described in the extracy

Extended-response question

1. One of the key features of Ireland’s economic hoom {and subsequent bust} w
markets. Using an AD/AS diagram, discuss the effectiveness of dereguiation &

(Note: your answer does not need to include any knowledge of different typé'
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Supply-side policies — privatisatio

This cuse study requires knowledge of the topic Supply-

Supply-side policies, such as improving health and
education, aim to increase the productive capacity of
the economy. This allows for greater long-term
econontic growth. One of the larger (and more
controversial) supply-side projects in the UK was the
privatisation of nationalised industries in the 1980s
and 90s.

The idea behind privatisation is th:
competition in the marke!

private firmg

R
g\\\&\\\:\g\ L
RS SRR RN

R
X
SRR

he government can. In the UK, examples of industr
1, telecoms, electricity and gas industries (and more 1‘ecentl§

Figure 1 charts labour productivity in the eleciricity sector before and aft
a UK-wide industry index:

Figure 1: Labour productivity Index: before and after privatisation

Privatisation {1990)
37T OSSOSO

100}

200 ......................................................................................................................................................

180

160

T T T W Rl v whe wmm

140
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100

Productivity Index {198%/90

we e JK Industry Index

Seurce: Domah and Pollitt (2 ring and Privatisation of the Electricity Distrib

m to indicate that privatisation had a positive effect onl

some argue that this is due to reductions in employment following priva
autornatically increase labour productivity, ceteris paribus). Supporters

loss of employment in specific industries is offset by gains in employmen

There was fierce opposition to privatisation at the time, causing deep div
that privatisation has failed, because market power has become concentr
time, undoing any initial efficiency gains from competition {critics argue
electricity sector in parficular, where a small number of firms dominate t
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Studying the effects of privatisation is difficult, because it’s hard to tell wh
downturns in industries would have happened anyway if there had been
privatisation was the cause of these changes! Most economists agree, tho
privatisation are maximised when there is a genuine competition in the in

The next question on this issue will be how far the NHS will move towarc
to depend on whether the current system can continue to support an agei
and whether supporters of privatisation can persuade the public that it w
profiting from people’s ill health.

Figure 2 shows the pattern of government spending ard:fax revenues oves

Figure 2

50%

“'Revenues

44%

42%

40%

Parcent of GDP

28%

26%

34%

32% 7!!lflllilililililililiIiliIilililililililillln‘i

194849 195859 196869 187879 198889

Use the data
1. How much higher was the productivity of labour in the electricity sector in ‘
privatisation was first introduced?

2. Look at the pattern of government spen 980s in Figure 2. ist :

vout the UK’s tax rates during the 19

1. From Eage, identify one potential benefit and one potential cost of p

2. Show the effect of 3 successful supply-side policy on an AD/AS diagram.

Extended-response question

1. ‘Governments should focus more on supply-side policies than demand-side
supply-side policies can increase long-term economic growth’. Discuss this

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 26
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Productivity — the Key to mm@wmn%

This case study requires knowledge of the topic Supply-:
Most economists agree that in order to sustain economic
growth in the long run, the supply-side of the economy
must grow. For example, a government could try to
increase the productive capacity of an economy by relaxing
restrictions on the creation of new businesses, or investing

in large infrastructure projects. Businesses have financi

of economic growth Figure 1 shows how GDP growth can
be decomposed into four categories for a range of OECD countries. The

Economic Co-operation and Development) is a group consisting of predo
countries.

Figure 1: Contributions to GDP growth: Total sconomy, annual percentage poin

-3

Switzerland
Spain
Finiand
Sweden

Source: OECE Compendium

In Figure 1, labour input refers to the quantity of labour used in the econoy

and non-1T} also refers to the quantity used. Multifactor productivity ref
resources are being used.
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Figure 1 looks quite different when repeated for the period 2001-2007 (pre%

when the world economy was performing well, almost all countries show
from all three sources (labour input, capital input and multifactor produc

Historically, industrialisation is seen as a major catalyst for productivity
Revolution is considered one of the primary reasons for the economic ase

1in Case Study 3). This is why some models of economic development (s

great value on having a strong, urban economic hub in an economy.

Some economists are conce

Increasing productivity nowadays may be achieved by improving human

despite strongeerc
the produf@
productivi
coming years.

Use the data

important for long-run growth, it should certainly be mq:

1. Using the data in Figure 1.
a} Which country gained most from increased capital input?
b} Which country suffered the worst loss in multifactor productivity?

{
{
{c)

(d} By roughly how much did Spain’s GDP decrease as a result of decrease
{e} What was lreland’s annual GDP growth rate, according to thesea figure

2. Canvyou think of a link between Spain’s loss of GDP due to a decrease in lab

macroeconomic objectives?

Test vour knowledge...

Which of the three factors has contributed most to GDP growth on av :

1. Show the likely effect of a large decrease in education spending on a classi

2. Aside from productivity and education, state two factors that influence iongé

Extended-response question

1. Discuss the costs and benefits of a government policy t
investing in better education.

ncrease productiv
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Policy conflicts — inflation and unen

This case study requires knowledge of the topic Policy Conflicts’. Note that a f\\
Phillips curve is not required untit A2, '

Economies rarely seem to perform exactly the way we
want them to. If a government tries to correct one
problem, they often end up causing another in the
process —a ‘trade-off’. One of the classic economic trade-
offs that has been studied extensively is the conflict
’oetween inflation and unemployment William

1971-2000 (c °h dot represents a year):

Figure 1: UK Inflation and Unemployment 19712000 :
4
*
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2 rn of the trade-off, although as witt
it is not neazlyes theoretical Phillips Curve. Inflation is meas
doesn’t stiy ; cithat far. Data is available for after 2000, but the relatic
{particular]W®%ie to the disruption caused by the financial crisis). :

How do we explain this trend line? Take the case of low unemployment
scenario almost everyone in the labour force is employed, so firms have to
workers. This pushes up inflation (cost-push). Furthermore, when wages
increase, pushing up demand for goods and services. This pushes up the |
The opposite happens when unemployment is high and inflation is low.
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However, it has been argued (and observed in the data} that the Phillips
down over time. In the UK, after the financial crisis we have seen low un
{see Figure 2). This could be explained by the success of supply-side poli
that expand the productive capacity of the economy (limiting inflation).
targeting policy (which only came into force in the 1990s) may be another ¢
of the relationship. This is good news for governments — as long as the trep
inflation continues, and we don't return to the ‘stagtlation” seen in the ’[,TK
and high unemployment). 5

Figure 2: UK Inflation and Unemployment 2001-2014

inflation rate (%) RPE

Unemployment rate {%)

Use the data

1. look at the trend line in Figure 1. Suppose unemployment was at 9%. if u
percentage points, what would be the expected change in inflation?

2. Which of these best describes the relationship between inflation and unem Z
{a} positive relationship, (b) negative relationship or (ce9 relationship?

COPYRIGHT
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Test your knowledge.
1. Explain what is meant

-oyme.nt may lead to low inflation.

@ her possible policy conflicts.

Extended-response question

1. ‘Governments should prioritise low unemployment over low inflation.”
Discuss this statement.
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China and Exchange Rate |

This case study requires knowledge of the topics ‘international Trade

China’s spectacular rise to becoming the world’s second largest economic
notable examples of the impact of international trade on achieving industy
growth. When Deng Xiaoping, the then: leader of the People’s Republic of
economy in 1978, few people could have predicted the rapid shift from an_
industrial powerhouse of the world. E

China’s success is rooted primarily in its compa Ootage in meanufac

means that one country can produce

because it b gamed expertise through specialisation. The Apple iPad’s
$33, of which only $8 accrues to China. Apple could easily shift producti
economies. Yet, industrial clusters in China can offer over three decades ¢
manufacturing, thorough knowledge of the production process, sophistic
logistics networks, design and engineering expertise and the ability toup
ease - this gives China a comparative advantage even if labour is a falling
industrial manufacturing,

R Rt

Figure 1: China’s export growth {1975 to 2015} ~ goods and services as
40% '

dollar in 1995, and then. to a basket of currencies — that is, it has been oper
regime. 1t can be seen in Figure 2 that the Chinese yuan was almost flat be}
Chinese government allowed its currency to float within limits. :
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Figure 2: USD to CNY nominal exchange rate

Exchange rates are the price of currency in terms of another, and, therefo
relative prices of goods and services across infernational borders. It is sa
be competitive on international markets because it artificially kept its cur
vuan is now tloating on international foreign exchange markets, the Ching
allowed it to make the major adjustments in vahie that the international ¢
appreciated by about 20% between 2005 and 2008, but critics speculate th
further 20% before it reaches the free-market, floating value. International
Chinese government of currency manipulation that unfairly benefits its p
international markets. Western consumers, however, have likely benefite
cheap Chinese exports.

For the Chinese, though, currency stabilisation is essential for long-term
production is export-orientated. China’s domestic markets might not yet
the output of Chinese producers, and so targeting supply at foreign econ
currency to compete on the international stage might just be the best stra
aggregate demand. Moreover, outward-orientated growth has allowed
{partially) exposing itself to international competition — its comparative a

production has allowed it to do so. It's clear from Figure 1 that operating
has boosted exports, and, therefore, GDP growth significantly.

costs and producing
central bar k O

giving up independence over its own monetary policy.
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Use the data

1. Chinag’s GDP in 2006 was 52,752.68 biliion. What was the value of its expor

2. Why do you think that Chinese exports fell from 2006 to 20087

3. What is the percentage change in the USD/CNY exchange rate between 200
currency movement is this?

Test your knowledge...
1. Distinguish between absolute and comparative advantage.

2. {8} Define the terms of trade.
{b} Imagine that the average price of China’s
goods imported to China decre :

ased by 2% whils
Nat would be the change

3.  What is the difference

g exchange rates and fixed exchange Z

4. Explaing cy depreciation with reference tc the f-curve e

*

Extende®®&sponse question |
1. Chinese currency manipulation has clear costs and benefits to the domestic
effects of this fixed exchange rale regime on the US economy.

COPYRIGHT
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Should we be worried about the UK’s wrmi

This case study requires knowledge of the topic ‘Balonce 0}2
You should be familior with the current account component of the balance of p
to have some understanding of how exchange rates i

in the UK there has been much talk about the budget deficit — but less aboy
The budget deficit (which was £142 billion in 2010) seems to be falling stea
billion in 2014). However, the story is quite different for the current accou
period it jumped from £41 billion to around £92 billion.

Figure 1: UK Current Account Balances a .age of GDP
Quarter Tot ' Trade
Q3 2012 -1.7
Q4 2012 4, -2.5
a1 @ -1.7
Q22 -1.6 0
03 2013 -4.6 -1.6 13
{4 2013 -6 -2.9 -1
Q1 2014 -4.5 -2.2 -
2 2014 -4.2 -1.3 -1
03 2014 5.4 -2 23
04 2014 -6.3 -2.3 -2
21 2015 -5.2 -2.3 -1
02 2015 -3.6 3.7 -1

The last columns of Figure 1 show the three components of the current ac
minus imports), net investment income (or ‘primary income’) and net int
‘secondary income’). The sum of these gives the total current account bala

Current account deficits are not inherently “bad’ in the

same way that running current account surpluses is not

inherently ‘good’. Developing countries may wish to
run a current account deficit to import capital goods,
with a view to improving their productivity in the
future. Countries that rely too heavily on their exports
may run into trouble if the price of their commodity
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unexpectedly (as with oil-producing countri
2015/16). -

Running a cugrent ) it is nothing new for the UK: there hasn't
' ate concerned about the size of the deficit: the figur

Fgest ever deficit in peacetime.

But some 4
Q42014 1s

One of the worries about current account deficits is that they have to be £

ag
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borrowing. If this persists over time, interest payments become a burden 3
also be funded by foreign investment in the domestic couniry. A recent ex:

investment in building nuclear power stations in the UK. Some fear that
foreign countries could compromise an economy’s long-run growth pote

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 3




Others argue that if the deficit grows too large, the exchange rate will depy

balance to improve. They also argue that investors have a lot of confiden
many oiher measures it is performing strongly. Therefore, investors will

time soon. Furthermore, now that the UK is a net importer of oil, the low §

deficit from worsening (so long as prices stay low).

It remains to be seen whether the UK government or the Bank of England
reduce the current account deficit, or whether market forces could solve th

Use the data

1. Look at the data in Figure 1.
{a} Which of the three components of
{b} Which of the three compe

.actount appears to be st
to"have worsened over time (3.6§

33 £1,600 billion (or £1.6 trillion). Using the
ccount deficit in Q3 (quarter 3) 2012.
014 was £1,750 billion (or £1.75 trillion), calculate the sizs
rter 3} 2014.

2. {a) Suppose UK GD!
siz |

Test your knowledge...

1. What is the balance of payments?
2. Based on the article:

(3) Explain the effect on the current account balance if the value of UK mV\

increased. 5
(b} Explain the effect on the UK's current account balance of an increase in

Extended-response question

1. Assess the effectiveness of investing in one of the UK’s export sectors as a wi

account deficit.
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When will the UK raise En%@resi’é

This case study covers g range of Component 2 t0;§

Interest rates are one of the key tools central banks use to guide

the economy in the right direction. The Bank of England’s
Monetary Policy Committee meets every month to decide
whether or not to change interest rates. In the UK, interest rates
have been at a historic low of 0.5% since March 2009. Financial

commentators have been continually pushing back thei

predictions of when rates will finally go up agai

interest rate®gone up here as well? Mark Carney — the Canadian-
born governor of the Bank of England - is concerned about an

array of economic risks facing the country in 2016.

The main worry is that a combination of low oil prices and a fall in Chine
that the global economy will have a weak year. The UK is highly integra
{more 50 than the US), so it will certainly be atfected by an economic slov

Another factor is the inflation rate. Traditionally, monetary policy is desig:
stable, positive rate. As Figure 1 shows, the UK has seen unusually low iry
years. :

Figure 1: UK CPI Infiation 20122015
4 g
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It is feared that if interest rates are hiked too soon, the result could be defl
Related to this is the UK exchange rate (see Figure 2). The pound was rel
it has been falling because of uncertainty about the UK's referendum on

Figure 2: GBP-EUR exchange rate {value of £1 in euros, monthly averag:

1.45

14

1.35

13 -

1.25

GBP-suro exchange rate

1.2

125 4

1a1 l!i!l!llliIilllllll!iIIX!!HI!I!II!HHI!I!!ililll;

lan-11 Jan-12 Jan-13 Jan-14 Ja

There is another difference between the UK and US economies that may
rates: fiscal policy. In the UK, the government is pursuing contractionary

budget deficit. The US, in contrast, has relatively expansionary fiscal poli¢

Use the data

1. Which of the following terms best describes the tre
{c} deflation?

2. Explain why deflation might be ran economy.

eis 1.15 (as in early 2013). In this case

Test your®knowledge...

ure 1: {a} disinflg

1. Give two reasons why the UK inflation rate might have been falling (Figure

2. (a) Explain how an increase in the interest rate would be expected to affe

{b} Explain the main consequences of the change in the exchange rate for ¢

Extended-response question

1. Assess the effectiveness of lowering interest rates to stimulate economicg

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics
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Answers

Mark scheme: extended-response guestions
10 marks

No relevant answer given.

Afew concepts may be identified correctly, but inconsistently, and wit

Level 11 172 | P ohind the causes and effects.

Some knowledge of economic concepts is shown, partially linked to thg
reasoning skiils, but may focus too much on one side of an argument. f;

s

level 2 § 3-4

Knowledge of the economic concepts is very acc
examples. Analysis is well reasoned and lo

te. Links tothe g

Level3 | 5-6 . .
appropriate for

No evaluation.

Level 1 | 1-2 | Limited attem

Level 2

15 marks

Mo relevant answer given.

A few concepts may be identified correctly, but inconsistently, and wit

Levell | 1-3 .
behind the causes and affacts,

Level 2 | 46 Some knowledge of economic concepts is shown, partially linked to th
reasoning skills, but may focus too much on one side of an argument. &
Knowledge of the economic concepts is very accurate. Links to the qui

tevel 3 | 7-9 . & ’ ¥ acty omed

Mo evaluation.

Level 1 | 1-2 | Limited attempt at evaluation — may be only loosely related to the que

Clear evidence of evaluative comments, though they may be unfairly

Level2 | 3-4 . . . . ;
argurent. Reasoning / supporting evidence is provided but may be

Accurate, balanced evaluative comments are made, supporting a rou

Level 3 | 5-6 | | .
directly to the gquestion.

20 marks

No relevant answer given.

A few concepts may be identified correctly, but inconsistently, and v

Level 1 13 thought behind the causes and effects.

Some knowledge of economic concent:

partially linked to
or basic reasoning skills. g

Level 2 4-6

conomic concepts is displayed, Einf

Good knowledge :
main arguments. Analysis is well developed:

Level3 | 7-10

ge of the economic concepts is very accurate. Links to the ¢

Level 4 )
Ve xamples. Analysis is well reasoned and logical, and appropriate fo

Evaluation (6)

] No evaluation.

Level 1 1~2 | Limited attempt at evaluation — may be only loosely related to the guel

Clear evidence of evaluative comments, though they may be unfairly,

Lovel 2 3-4 . ( ) . . i
argument. Reasoning / supporting evidence is provided but may be §

Accurate, balanced evaluative comments are made, supporting a rog

Lavel 3 56 . .
directly to the guestion,

Sy
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Case Study 1: The UK’s slump in consumption during the recession
Use the data z
1. This data is in real terms — vou can tell because 2008 is used as the hase year {this r

relative to 2008). f

2.  Theindexin 2009 O3 is at about 93 — this indicates a fall of 7% from 2008 Q3. 689

3. Thisis a bit of a trick guestion — you can’t tell from the graph which type of spendin
actual amounts of spending involvad — only the percentage changes (Note: question

Test your knowledge...
1. Aggregate demand {AD] is the total demand for final cutput produced within an e

2. AD=C+1+G+ (X—M). Answers in symbols or words are both acceptabis.

3. Price 4
Level
(&)

4,

Extended-response question
1. Agood answer must explain how both interest rates and consumer
confidence can affect aggregate demand.

interest rates: A fall in the interest rate makes saving less attractive 5
and borrowing cheaper. This should boost consumer spending. You could also exp
{businesses will seek to invest sisewhere, rather than in interest-hbearing assets), ars
{lower interest rates depreciate the exchange rate, since it becomes less attractive

Therefore, exports increase and imports fall - boosting aggregate demand). A

Consumer confidence: If consumers are confident about the outlook for the aconow
healthy levels of spending. The same goes for business confidence and investment
Both are clearly important elements of a strategy to boost consumption. Howaver
points that can be made:
e Interest rates (usually} can’t go below zero. Since the current rate of 0.5% is s?*f

rates can no longer be of use.
e Consumers may want 1o save no matter how low interest rates are if they bel
e Changes in interest rates have a delayed effect on aggregate demand (time |
e Consumer/market confidence cannot be directly controlied by the governm

perceptions of how well the economy is doing, and how competent the gove

A good conclusion should note that both of these factors are important in determ
part of a wider approach to tackling the problem {i.e. they won't be nearly as effe
make an argument that one factor is more important than another, as fong as it is

Lase Study 2: The economics of immigration
Use the data

1. Around 1983 (emigration exceed one or two years after that, but the\

2. {a} Around 200,000 (.
{h} Aroug

3. The lab¥
4. The labour force participation rate would worsen, as the ‘bulge’ from the migration%

farce {retire).

Test vour knowledge... 5
1. Immigration was roughly 530,000 and emigration was roughly 340,000, so net migri%;;
answer between 225,000 and 275,000 is acceptable for 1 mark. :

2. Between 1964 and the mid 1980s, net migration was usually small and negative. D
to climb at a faster rate than emigration, and net migration became positive and |
period of negative net migration, 1 mark for identifying period of positive net mig

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page 3
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3. Short-run aggregate supply {SRAS) refers to the situation in which there is at least
Producers respond to changes in prices (brought about by movements in AD} by v
available to them. SRAS is shifted by changes in costs of production (1), Long-run
refers to the productive potential of an economy. In the long run, all factors of prog
determined by aff factors of production. LRAS shifts when the productive capacity ¢

4. Possible answers include:

¢  Technological advance

® Improvermnents in productivity

@ Improvements in education and skills {human capital)
Regulatory changes / competition policy changes

&

Other answers are possible so long as they are well justified: 1 mark for stating eack
can increase LRAS. ‘

Extended-response question
1. There are several points in the a

n mention, both for and against

include:
@ Increasing si force (evaluation point: more effective in count
ma

® Migrants may be harder workers or contribute dispropertionately towards ind
native workers {e.g. NH5. Evaluation point here is that migration is more bene
shortages either generally, or in specific sectors.} :
@ Potential to foster better trade relations between sending/host countries
Points against could include: :
@ Overcrowding / undesirable population growth {evaluation point: particularly
shortage of housing supply such as the UK}
@ Diminish labour market opportunities 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}
e ‘Brain drain’ effect from sending countries {when countries lose their best and
remittance payments back to families} 3

Although they are not direct economic issues, you could also point out potential sos
arise from migration. This could be mitigated by government policies to integrate
to draw an AD/AS diagram to show the increase in AS from migration (and 2 possibi

You can be either for or against the policy in your conclusion, but for Level 3 evaluag
contexts in which the policy could be successful/unsuccessful. :

Case Study 3: Economic growth in the UK — back to business as usual?
Use the daota
1. 2.5% {accept 2—4%])

2. Nominal GDP figures do not account for the effect of inflation
positive in the UK). Therefore, the GDP growth figures we
Visually, the graph would appear to have shifted

higher {also the re

COPYRIGHT
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3. USA’s GDP growth is given as 2.
{17 x 102.4) / 100 = $17.4%

from a starting point of $17 trifli

1 value of final output (or goods and services) produced in an econor
period ( eal’ GDP means the effect of inflation has been removed. it is adjus
dividing it by the GDP deflator {essentially an inflation index} {1}. ‘Nominal’ GDP i
produced. If real GDP wasn't adjusted to account for price changss, doubling the
produced within the economy would double GDP, despite there being no actual p
clearly misleading (1},

[
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2. Measuring GDP is important because it is a simple indicator of the economic health
value of GDP, the better off an economy is. This is because GDP can be understood
or national income, or national output. Any of these three things being higher should;
condition {1}. It also allows us to track the rate of economic growth over time, as wel
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Extended-response question
1.

Case Study 4: Mozambique — an African lion?
Lise the dota
1.

Test your knowlegae..

Possible answers include: market confidence, low borrowing costs, low oil price, re
1 mark for each identified factor. You cannot have the expansionary monetary poiig
Statement (since this was after 2014).

Costs of economic growth: inflationary pressure, recession {if economic growth is i
degradation, ineguality, current account deficit.
Benefits of economic growth: improvements in standard of living, increases in incog
government borrowing, investment, improvements in public services, social cohesié

1 mark for each cost and benefit. 1 mark for each explanation. Note, list of costs a

GDP measures the total value of output in an economy. When you adjust for popu
inflation (real GDP) this can give a good impression of the size «f an economy. Ho A
compare the success of different economies, ma ny im ctors are omitted:
® Living standards. It can be more info i GDP using the concep
account for different living stans erént countries (PPP should be ¢l
Accounting for I|vmg s s arrow the perceived gap betwaen v
poorer countries.

‘r‘capita GDP figures give no indication of tha distribution
economic growth, but this would not benefit the general po

® Negative externalities. GDP only measures the total value of output, it does
‘had’ output. Economic growth may come hand in hand with environmental
of land for commercial purposes.

® Happiness. Having a higher average standard of living does not guarantee th
end up working excessively long hours and spend less time with their familie
wealth increases happiness up to a point — but increasing wealth beyond tha
This is notoriously difficult to measure, however,

in your answer you could also make reference to ‘composite’ indicators such as th
of factors before comparing countries’ perfarmance (with respect to economic de
that there are problems measuring GDP itself —e.g., GDP not account for the size 0
Hiicit economic activity) — which varies greatly between countries; GDP only meas
but not changes in quality which is arguably more important. A good answer shou
these points in depth.

Clearly Mozambigue’s GDP growth rates have been much higher than the UK's sin
without having to fock at a graph for the UK). Also, Mozambique seems to have b
financial erisis of 2008,

Bt

{a} GNiis the total income of all a country’s citizens across the world (whereas GD
within a country’s borders, regardless of nationality). :
{b} Output/income per person, rather than in total. :
{c} PPP (purchasing power parity) means that the figures are:adjusted for the cosf§
country. :

since the expected years of schooling (fox
schooling (calculated for those 2

téring school) is significantly
dicates that the education dimens

‘could include: poverty rate, literacy rate, access to clean
TR and environmental sustainability (although these are often linked
HDI). Happ'lﬁéss —measured through indicators such as Gross National Happiness
development — although it's important to be aware of the Easterlin paradox that s
incomes don’t necessarily correlate with higher levels of happiness!

Possible answers include: abundance of natural resources / international trade, end
economic policies, foreign investment. Z
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Extended-response question
1.

{ase Study 5: Youth unemployment in Italy
Use the data
1.

Test your knowledge
1.

Extended-response question
1.

Your answer should note that having abundani natural resources can help boost ec:§
development), but not in all cases {on this point you should mention the resource E
may also note that economic growth does not guarantee economic development.
factors that can improve development aside from having natural resources,, eg. . ¢
good financial system, health, demographics, investment, savings and debt. An imgi
that specialisation in the primary sector might keep 2 country such as Mozambigu
to specialisation in the tertiary sector.

it is expected that yvou will conclude that natural resources can help boost developﬁé"f
managed, but that it is only one of many potential factors that can contribute to ecos

The 55-64 age group data shows a slight rise in t ient rate between Zk‘
around 6%). The 15-24 age group also sk ut a far more dramatic

® Investing in education and training — long-term solution only (has an opportu
well {tha article states that more young people are going to university, but th

e Providing incentives/legislation to encourage employers to employ young pe
politically).

® Investing in existing/new industries 1o expand employment opportunities (o
guaranteed in these sectors, very long-term solution).

e Taxing older workers, who benefit from employment protection, to fund sch
{politically unpopular}.

@ Reducing/removing employment protection regutation — a crucial barrier to
excassive employment protection regulations that make it difficult for firms ta
recession. Firms, therefare, choose not to hire less-experienced youth work :
expenses refated to this situation. Remaoving such barriers could make hiring
effective. This policy potentially has adverse effects on worker’s” perceptions

Unemployment rate = number of unemployed people / total labour force. {1)
in this case, the total labour force has decreased, so the unemployment rate incre

The text already mentionad structural unemploymaent, so possible correct answer
seasonal unemployment, demand deficiency / cyclical unemployment, unemploy
involuntary/voluntary unemployment.

1 mark for each identified cause.

The answer should focus on both the economic nséquences of unem

Social consequences include increased
possible family problems, a

Ith problems, lower living sta
ong-term effects), or any similar jus

It’s important to ¢ mployment is a macroeconomic objective, e.g. t

its prod
passible ion (due to the lower economic activity), and a worsening governmen
benefit payments increase, and tax revenues fall). The passage also mentions the pog

To get higher marks, these consequences {particularly the economic ones) must b
simply state them.

For evaluation points, it could be mentioned that some types of unemployment are%
tha long term, such as frictional unemployment {which is inherently temporary and
unemployment (again, this is temporary} and possibly cyclical unemployment {so lo;
too deep). It may be helpful to note that in the case of {taly, where unemploymen
unemployment} is so high, these types of unemployment cannot be as easily ignor
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Case Study 6: UK unemployment — successes and challenges
Lise the dota
1.

Yest your knowledge...
1.

Extended-response question
1.

Case Study 7: UK inflation in the 1970s
Use the data

1. Around 27% {in 1975). Accept 26-28%.
2. {a} Inflation fell from around 22% to around 5%, a fall of 17 percentage points {ar
percentage points is acceptable).
(b} This is known as disinflation —a reduction in the | tion {not to be ¢

3. inflation in 1970 was around 5%, but increz peak in the middie of t
around 7-8% before climbing agair.: end of the decade to around 22%.

Test your knowledge

1. il e in oil prices and low interest rates (also known as

2. n the inflation rate is negative, i.e. when prices are falling {1}. Disin
inflation (e.g. from 5% one year to 3% the next) (1).

3. Consumer Price index (CP1) is the UK’s main measure of inflation. itisbasedonab
preducts, which are weightad according to consumption patterns. Retail Price Indg
inciudes a different bundle of goods and a partially different demaographic {1}, Fo
consumption habits, as well as higher-income households, becauss consumption
the ‘average’ household. RP also includas many items refated to housing expend
council tax, etc.) that CPlexcludes (1).

4 Cost-push inflation’ is inflation that occurs through increasing prices of inputs wh

The main explanation is that the claimant count ignores those who are unemp!oyec%
benefit for various reasons {e.g. too much hassle to claim, don't like the stigma of ¢

55% of 60 million is 33 million {size of the labour force). Figure 2 tell us that the m
was around 6%, so that means that 1.8 million men were unemployed (6% of 33

The graph shows that male employment rates are higher than female employmen
narrowing over time {the gap in 1990 was roughly 20 percentage points, in 2015t
percentage points). The gap could be explained, for example, by the fact that wormn;
care for children. The narrowing of the gap seems to be down to greater employme
has remained fairly steady), perhaps due to a shift in societal attitudes.

(émployed) {1} or iool«g;
e of the labour force. g
Il two marks. :

Economically active people are those that are eit
number of economically active people is
people count as economically acti

7
%

roeconomic policy objective for a number
: t the economy is not operating at its productive capa
fabour cond, there are long-term effects of unemployment that & go
foss of s: hysteresis. Third, unemployment has fiscal costs for a governme
higher and tax receipts lower when there is unemployment. Finally, unempioyme
crime, poor health, social dislocation. 1t is for these reasons that governments ab

Full’ employment is
tnemplcl

Possible answers include: structural unemployment, demand deficiency / cyclical us
type of unemployment, 1 mark for explaining how it works. :

Your answer should discuss the significance of several consequences of unemployng
and economic costs.

Possible economic consequences include:

@ Fall in tax revenue and/or increase in unemployment benefit spending (whic
budget deficit). This has knock-on effects on the economy: it could lead to a
government spending in other areas. :

e Loss of economic growth lower output/GBP due to less work, phus fall in cons%
Costs to the unemployed themselves: economic costs {lower living standards
costs, loss of skills). Could mention that the longer someone is out of work, th
There are fears in countries such as Spain and italy of 2 ‘lost generatior’, since,

Social costs include crime and various health probiems.

terms of higher prices for final output {1}. ‘Demand-push inflation’ occurs when a
supply causing the economy’s general price level to rise (1},

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics Page d
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Extended-response question
1. Your answer should explain clearly severzal costs of inflation, before assessing thei
whather inflation can be beneficial in some ways). Possible costs of a high rate of
® Uncertainty. Consumers might postpone economic activity, given how rapid
Businesses will be unclear about their costs of production, and may have diff

{meny costs).
® Shoe-leather costs {cost to consumers of having to compare prices more oft
® Reduces value of savings / fixed incomes. Inflation creates winners and los
suffer a fall in their wealth, as will those whose incomes do not automaticall
® Possible wage-price spiral (if inflation is high, it leads to workers negotiating v
prices, higher inflation, and so on}
® Fall in international competitiveness (inflation is a sign of econormic weakness
investment, and the price of exports appears inflated:: 5

An evaluative point you could make is that the costs d
{higher and more prolonged periods of inflat;

As another evaluative point you at a low and stable rate of inflation is ¢
since it acts as a gentl “for people to spend money (which boosts econ

ation point is that whilst there are costs of inflation, there
p@onsumption decisions because consumers feel that they might be a
future, falling prices also increase the real value of debt — transferring wealth from deb
real interest rates discouraging borrowing; if wages are ‘sticky,’ real-wage unemploym
cannot decrease wages to match falling prices.

Case Study 8: Canada’s economic policies
Data response question :
1. GDP per capita = $50,000 and population = 35 million, so GDP = $1.75 trillion. Gove
money terms: :
Government debt = 1.75 * 0.865 = §1.5 trillion

e

Figure 2 states that energy consists of 10% of GDP. GDP is $1.75 trillion, so enargy
econemy.

3. Canada’s population is 35 miilion, and Figure 2 states that 16 + 1.8 = 17.8 million pe
So the percentage of Canadians in employment = {17.8 / 35) * 100 = 50.857%

4. From Figure 2: roughly 16% {accept 15-17%)

Test your knowledge

1. We would expect the % of government spending as a share of GDP to increase,
a0 the graph should show an upward trend over the next few years. 1 mark for
identifying increase / upward trend.

2. Youcan either show an increase of both AD and AS on one diagram, or show
tham on separate diagrams. 2 marks for labelling, 1 mark for shift in AL,
1 mark for shift in AS. Note: the eventual effect on the price level will depend
on how you draw the curves: in this graph no change in 1 level is showr
bit an increase/decrease is also correct. :

3. Trudeau’s suggested fiscal polic

therefore, a ‘capital’ expen
axpenditure beca
current gl

tin‘infrastructure. it is,
: rom a ‘current’ governmert
ent concerned with producing a future benefitiy

Extended-res question z
1. You could structure your answer either by talking about short-term pcsitives/nega?g
tatking about all the positives over both the short- and long-term and then moving &
former approach:

Shori-term benefits: :

® Boost to emplayment leading to boost in economic growth. Potential for mut

Short-term costs:

® Possibile inflation if AD shifts significantly (since A5 takes a while to catch up). &

e Increase in budget deficit (if the government isn't financing this expenditure
decrease in other government expenditure).
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@ Could reduce market confidence, increasing interest rates. Or it could have
faith in the long-term economic benefits of the plan.

@ Expenditure as a fiscal policy might have the adverse conseguence of ‘crowd
rates increase as the result of expansionary fiscal policy and this might disince

® Opportunity cost of government expenditure.

Long-term bensefits:

® Greater efficiency/productivity {evaluation: this is assuming that the infrastrug
not go over budget) :

® Higher potential economic growth rats

2

Long-term costs: :
% Government expenditure might outweigh government tax receipts and so This%
problems associated with national debt; this might |ncIude highear debt repayrt
the higher growth rate offset this or not), or difficult: wing in the future
® May have to lay off workers who were empl sporarily :

swer, or simply refer 1o the
iciude that the policy would be benefic
argue that it would be good because Cana
uid be bad because Canada faces falling export prices, 0}

You could draw an AD/AS dlagram t
{rather than drawing it agai :
fong as it is well justif

Case Studyii
Use the data
1. 2015; its budget deficit amounted to about -15% of GDP (1),

ce’s debt problem

2. Actual values for Gresk debt to GDP are — 2007: 103.1% and 2015: 176.9% (1)
Percentage change is given by the following formula:
. Change
% Change = = X 100}
Original
Therefore, percentage change is 71.6 {1). :
{Note: allow some flexibility in students’ answers as long as the estimated values fo

reascnabile.

3. In 2011, the Greek government negotiated a ‘haircut’ on debts payable to private fa
amounted to a 50% reduction in the debts owed by the Greek government. Theref
between 2011 and 2012 {1}. :

Test your knowledge...

1. A‘good tax’ is based on the following four principles. First, it should ensure equit
proportional to the ability of individuals to pay, or, in other words, it should be fa
meaning that it should be difficuit for people to aveid. Third, it should have low a
be convenient and easy to understand.

Greece's tax policy cannot be thought of as a ‘good tax’ because it has affected th
it is clearly not enforceable because tax evasion is pervasive in the Greek econom
consaguences in that it has discouraged economic activity and incentivised comps

2. A’budget deficit’ refers to a situation in which government expenditure exceads
‘National debt’, however, refers to the total amount of debt owed by a governmaent
expressed as a percentage of GDP. However, the two : e related becaus

necessarily added to the national debt since suc : y be financed thr

government expenditure is interest payments on debt accumulated over time whict
structural issue. Moreover, although not shown graphically, Greece has run deficitg
structural problems are present. :
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Extended-response question...
1.

Case Study 10: Monetary and fiscal policy in the Great Depression
Use the dota
1.

2.

Test your knowledge...
1.

2.

Fxtended-response question
1.

Policies 1o reduce the budget deficit are: (i) decrease government expenditure; (il} i
monetary policy to stimulate economic growth. :

Reduction in government expenditure and increases in taxation both directly impra
position. When employed together these policies are called ‘austerity’. However, §
effects on society. Itis known that government expenditure has a multiplier effect
governments decrease expenditure the effect of this decrease is not one-for-one i
a targer effect than the initial change. Therefore, this policy tends to shift AD inwa
causing negative growth effects in the economy. Importantly, this might decrease
increase the national debt burden by decreasing GDP {as seen in the case of Greec
muitiplier effect of decreasing government expenditure might have a rnegsative eff
cancelling out the policy. It is also important to consider the type of expenditure t
cuts could have lasting effects on the supply side of the ecgginy. Note, however
independence of monetary policy it is possible to 5! e wegative economic
expenditure with expansionary monetary

Likewise, increasing taxation ser;
income inequality, and,

sediment to economic growth, but it
nded consequences, such as tax evasion, co
SHviy. If an economy is in a recession, increases in taxat
3sin direct conflict with Keynesian approaches to producing gr

Finally, § nents could attempt to produce economic growth in crdar to impr
are progressive tax systems, economic growth should improve the budget deficit

tax receipts should too increase without having to change the fundamentals of th
teast harmful way of reversing budgat deficits. However, achieving growth is diffici
Greece, where forced austerity and no control of monetary policy has left them spi
Moreover, if the budget deficit is of a structural, rather than cyclical, nature then aé
successful in changing the underlying causes of the deficit.

1936 {since the index has returned to 100}

A recession is defined as two consecutive guarters of negative GDP growth. Figure
recession, as GDP fell consistently from 1330-1932. :

6 months

Around 34% larger {index number of 134). 32-26% acceptable.

{a} Your graph should show a shift to the right in AD. 2 marks for correct
labelling {you should show new price fevel and real GDP level). 2 marks
for showing the shift correctly.

(b} Possible reasons include: higher consumer spending, higher investment,
higher net exports. 1 mark for stating the reason, 1 mark for
explanation of how it works (e.g. higher consumption and investment
because saving is less worthwhile, higher net exports&iiiiiuse exchange
rate depreciates as fewer people choose to

Yaur answer should e
ore monetagy pol

t two or three demand-side policies can inc
st one fiscal policy). You could include an AD/AS dia
: in Question 2. You should also note some of the drawbac
nterest rates should increase economic growth, since it increasas ¢
(as €xplained in Question 2). Evaluation: this is only effective up to a point {i
zero}, and there may be a time lag between changing the rate and seeing an
also depreciate the currency, which could be damaging for couniries which r
e You could also mention increasing the money supply, which has similar effects t
this could lead to inflation {this is a general criticism of demand-side policies) or i§
e  Government spending is an example of fiscal policy that can stimulate growth
Its success may depend on the size of the multiplier. However, this spending &
lead 1o a rise in the budget deficit / national debt. There may also be a subst
Another potential evalustive point is that government spending could ‘crowd
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Case Study 11: Ireland’s housing market bubble
Data response question
1

Test your knowledge
1.

® Lowering taxes is an expansionary fiscal policy, as it encourages greater acon
depend on the nature of the tax cut {some taxes target particular types of ac
Also, lowering taxes could reduce tax revenues, leading to a worsening of th
argue that it would actually increase tax revenuas: Laffer curve).

A general criticism you should mention is that demand-side policies can lead to in
economic growth in the long term. Here, you could note that the rate of inflation
supply is increasing or not. You may reason that demand-side policies are best use
normal economic times, since there is more likely to be an output gap.

You don't nead to mention all these points to reach a high-level answer. You shoul
points in good detail. :

{a} If average income is €30,000, an(d Is

age house prices are eight tin
average price of a house ir; :

The answer is (c) — it is impossible to determine. Since the prices are all in index fig :
house prices. Even though lreland’s house prices were proportionally higher in 200
the UK could have been higher to start with.

We know from Figure 2 that China’s real house prices have followed a modest up
car't be explained by falling house prices. A more likely explanation is that the av
steadily: this is a fact you should be aware of (China has single-handedby lifted a st
poverty in the last few decades).

faj Ireland’s house prices increzsed rapidly from Q1 1993 o a peak in Q1 2007 {
around 2012 {1}, when prices slowly began to pick up again.

(b} The index number for Q1 2007 is 344.1. This indicates that (real} prices are
{(whan the index number was 100}. Any answer between 3 and 3.5 times lar

{a} A 'budget deficit’ is a budget position in which government revenue, 2.g. fro
expenditure, 1tis unfavourable far a governmant to be spanding mora than
increase the size of government debt.

{b} Ireland’sfiscal policy consisted of increasing governmant spending and redu
hudget = tax revenues - government expenditure, this should lead to a budg
you can make arguments that in the long term lower taxes {ead to higher tax
Laffer curve} but this depends on the situation}. 1 mark for identifying fiscal
they lead to a deficit.

int’s tax revenue is
optimal rate of t
g the rate of taxation a
nidy to be less incentive to supply eff
elationship is by imagining a 100% tax r
vernment’s revenue would be zero. Likewise,
ro. Therefore, the optimal rate of tax is somewhere in betg

Primarily, the relationship between the tax rate and a gov
curve is an upside-down U-shaped curve that sug :
government revenue. It might seem plausi
However, at higher rates of taxatiog

tax. (Note, an easy way of
would exert any e :

Government
Revenue

ou,
0% T* 100%
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Extended-response question

1. Your answer should note that deregulation of markets is traditionally seen as posi
capacity of an economy, shifting LRAS to the right. This should be shown on an A
tabelling, and shift in AS shown corractly). You could explain that fresing busine
is generally seen as positive (it often increases employment}, and that it may enhs
and encourags foreign investment into the country {as it did in Ireland’s case). It
unlike many other supply-side policies {e.g. education}.

(n the negative side, clearly in Ireland’s case too much deregulation was a bad th
behaviour to emerge. If financial institutions cannot effectively self-regulate, the
or oversee the industry to some degree. On an AD/AS diagram, you could potent
AS (during the boom) following by a fall in AS (during the recession) — this is not r
conclusion should mention that the effectiveness of deregulation deperids o the
the industry to start with.

{ase Study 12: Supply-side policies —
{ise the data :

1. Theindex shows abo to 100, so labour productivity is twice as hig?é

2. Figure 3 3 in government spending, which is exactly what you wo
privatis kince the government is no longer funding these industries}. The f
to do wit™®nils, or perhaps to do with the tax cuts under the Conservative govarn

3. The 1970s shows very high spending and tax revenues as a percentage of GDP. One%
during this period {particularly income tax) were significantly higher than they are t

Test your knowledge... Price
1. The main benefit is any gains from competition (efficiency} {1}. The s“:;e‘
costs identified are loss of employment in industries (1), and the '

divisions in society caused by privatisation.

2. Your graph should show a shift to the right by LRAS: 2 marks for correct
tabelling {including new price level and real GDP lavelds), 2 marks for
showing shift correctly. Classical LRAS diagrams are equally acceptable. P2

Py

Extended-response question
1. Your answer should identify the purpose of each type of policy. For example:

Demand-side policies: used to influence AD, contribute more to short-run economis

than long-run economic growth, particularly useful in recessions.

Supply-side policies: used to influence AS, essential for long-run economic growt
high short-term opportunity cost.

A good answer should probably reason that it’s not a question of choosing one type%

types of policies serve different functions, so both are important for economic prosg
policies are changed ali the time). In your answer you could use an AD/AS diagra
also point out some advantages and disadvantages of specific types of policy {e.g.
on the supply side, or the arguments around changing tay, n the demand si

Case Study 13: Productivity — th
Use the data

“run growth?

1. {3} Austrz
{b} Fifes 5
{c} Ca ut — this has had a positive effect on every country’s growth.
{d} Aboat 2% (between 1.5% and 2.5% acceptable)
(e} Ireland gained 1% from capital input, but lost a little over 2% from labour inp

net result is a GOP growth rate of around —1.4% {between ~1% and ~1.8% ac

2. Spain has suffered from severe unemployment since the recession {as well as ver
probably why the graph shows such a heavy loss in GDP from falling labour input.
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Test your knowledge

1.  Diagram should show a shift to the left in aggregate supply. Upto 2 Price“
marks for correct labelling, up to 2 marks for showing the shift correctly. Leve.l
2.  Possible factors include: technological improvements, changes to {€)

regulations, demographic changes, migration, competition policy,
infrastructure investment, improvements in the healthcare system (other
examples are possible if they can be justified}. I mark for each factor.

Extended-response guestion

L. The benefits of this policy are clear: increasing productivity increases
LRAS, which increases the ability of the economy to grow in the fong
run (greater potential growth). This could be illustrated using a
diagram — it may also be helpful to explain how better educat
increases productivity. :
Several evaluative comments could be mad

® Opportunity cost involved with :
e Possible that more m : ent on education, but actual quality of &\
® Economic grows? ; r if demand keeps up with supply
@ If cpmililine’: .#'better educated, it may be harder for people to find jobs:

SUY kivied jobs increases
® Loi lag between starting the policy and seeing results: politicians may

Case Study 14: Policy conflicts — inflation and unemployment

Use the data

1. When unemployment falls by three percentage points to 6%, the trend line shows
{2.5% points higher than the 5% predicted at 8% unemployment}.
Note that the trend line only provides an estimate based on this data: the result pro

2. {c} No relationship. A positive relationship would be upward sloping; 2 negative rela
sloping. The standard Phillips Curve shows an ‘invarse relationship’.

Test your knowledge... :
1. inflation targeting refers to a monetary policy regime in which the central bank corf’f
achieve an explicit target rate of inflation (1}. :

2. When unemployment is high, firms can lower wages and still attract workers (1}. Wi
falls {1}, You could zlso note that when unemployment is high, incomes fall, dema

3. The main other policy conflicts are: economic growth and inflation, economic gro
econamic growth and environmental protection, economic growth and inequality
mark for explaining how each one works {e.g. high economic growth can lead to de
marks for other policy conflicts if they are well justified.

Extended-response question
1. Your answer should note that allowing either inflation or unemployment to get ot
near-zero unemployment means that inflation ends ur en it would prob

COPYRIGHT
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A good evaluative point would be that the question assumes that there is always a
unemployment. As the passage states, there may have been a breakdown of the P
in which case there is less nesd for the government to balance the two issues {the
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Case Study 15: China and exchange rate management

Use the data...

1. From Figure 1, students are likely to estimate that Chinese exports-to-GDP is about%"
7.5% of $2,752.68 billion is 51,032.26 billion ~ 0.375 x 2,752.68 = 1032.255 :

2. Chinese exports fell from 2006 to 2008 because the Chinase government allowead
foraign exchange markets. Instantly the currency appreciated from its pegged level
have become more expensive relative to other international competitors. Naturaliy
axports increases, consumption shifts to cheaper alternatives, Another factoris t?az§
the 2008 global recession. Thus, as incomes fall internationally there will be less de

3. 2005’s USD/CNY exchange rate is approximately 1 USD to 8.25 Chinese yuan. In 2
1 USD to 6.25 Chinese yuan. Therefore, the percentage change in the price of the

=X 100 = 242

1. Absolute®Gvantage refers to the ability of a country to produce something more
resources) than another country. Note, it is possible for a country to not have an
of anything. Comparative advantage, in contrast, refers to the ability of a country
efficiently than another. Comparative advantage is concerned with production at

2. {a} Terms of trade is the ratio of a country’s price of exports ralative to its price ot
formula:

, Index of export prices
Terms of trade (TOT) =

Index of import price:
(b} Export prices increased by 2%. Import prices decreased by 6%. Therefore, t

{1.02)/10.94) = 1085, or an 8.5% increase. This amounts to an improvement
unit of exports, a country can import more than before.

3. Floating exchange rates are exchange rates determined by the forces of demand
exchange markets. Fixed exchange rates, by contrast, are exchange rates that are
government or central bank, and maintained through buying and selling of foreig:
stability at the pegged rate.

4. When a country deprecigtes (floating exchange rates) or devolues {fixed exchange
suggests that there should be an improvement in the current account balance, cet:
country’s exports now appear more price-competitive in international markets, wh
expensive. However, the J-curve effect suggests that the current account might w
devalues. it might be the case that imports are fairly inelastic in the short run, e.g.
chligations to import a certain quantity, or because there are currently no suitable
true that exports are inelastic, e.g. if producers are unable to meet increases in dor

fack of spare capacity. Therefore, in the short run a faII in {lue of domaestic cu

balance because the value of pre contracted and rts increasss wh

e J-curve diagram. Time is measure on the x-axis, the cu
nomy is running a current account deficit. The currency devalues
worsening of the current account deficit — this is represented by the bottom half
and consumption become maore flexible the current account improves, until the ec<§
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Balance of payments

SURPLUS
+

DEFICIT

Extended-response question
1. Costs :
® Chinesa currency manipulation can cause current account imbalances in the US b
Chinese and American products. Chinese producers already have a cost advant
labour-abundant and has developed efficient production methods. However, v
undervalued further disadvantages American producers. Chinese products are
current account deficit in the US ~ that is, there are imbalances in international
aspirational students might rasearch how exactly the US trade balance has chan
e  Anocther consideration is that an undervalued Chinese currency has imported
economy to the US. This is related to the preceding point. Primarily, US firm
international markets bacause of Chinese competition, which reduces the nu
export-orisntated production. Second, Chinase competition also harms dom
domestic consumers because Chinese imports are relatively inexpensive. Na

of US workers needed for production.

e  The US has bacome debt-dependent on China. In order to manipulate curre
assets. China has purchased a large nurmnber of US treasury bonds in order to
because US bonds needs to be purchased in US dollars, so China purchases d
effectively increasing international demand for dollars while oversupplying v
currency relatively low. The US now owes China payment of these bonds.

Benefits:

® Obviously, the biggest benefit to the US of an undervalued Chinese currency
to purchase cheap Chinese products in abundance. First, this has benefits in
wealthier — that is, consumers feel that they have a highes purchasing power
Second, this benefits the domestic US economy input prices dow
effects of cost-push inflation.

® Moreover, because the Chinese
currency, the US has b
cost. (However
200 N
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st purchase US financial asse
. its interest rate low. The US governn
counterpoint is that these low interest rates m
rough excessive borrowing.)

Case Study I'¥
Use the dota
1. {a}) Secondaryincome {or net international transfers)
(b} Primary income {or net investment income}. Despite the fall in the deficit in
been clearly downwards.

hould we be worried about the UK’s current account deficit? ' lg
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2. (a) £49.6 billion {3.1% of 1,600 billion}
(b} £94.5 billion {5.4% of 1,750 billion}

AS and A Level Year 1 OCR 2019 Data Response Case Studies: Macroeconomics




Test your knowledge...

1. The ‘balance of payments’ is a record of transactions between agents of one coun
includes the current gccount, capital account and financial account {1}, The curre
in goods and services. The financial account refers to financial transactions, e.g. ir
includes physical capital transactions, e.g. FDI {1},

2. {a) Thiswould represent an improvement in the net investment income balance
would improve {i.e. become closer to a surplus). 1 mark for improvement in
1 mark for current account balance improverment.

(b} Since the extract states that the UK is a net importer of oil, an increase in pri
worsening the net trade component of the current account balance (i.e. grea
cost of imports, 1 mark for worsening of current account balance.

An alternative answer could be: rising oil prices may reduce the damand for
imports may fall (1), which may lead to no effect on thsiziirrent account {or a §
However, this may not be the case since oil is.g.: most countries (1}
elasticity of demand. 3

Extended-response question
1. The main benefit :

hat it should boost the amount of exports from:

ategy is likely to be more successful if it focuses on an indi;

er should explain this clearly, before discussing some of the p

NIty cost involved

® Possible x-inefficiency (from micro-problems with subsidies reducing the effi

® If other countries are more competitive in these markats, this strategy may n
compete with countries such as China, which benefit from low unit labour co

Other evaluation points you could mention include: success depends on the world
initial size of the export sector receiving the investment.

You should come to a conclusion as to whether you think the policy would be succ
which it would / would not be successful). You can be for or against the idea, provij

Case Study 17: When will the UK raise interest rates?
Lise the data :
1. The answeris (a) disinflation. This is a reduction {fall} in the rate of inflation. Aitho%

deflation {e.g. April 2015), this does not describe the majority of the period. :

2. Deflation can reduce economic growth, since the value of money is increasing rathe
people to hold onto money, reducing demand, and potentially leading to further d
falls, GDP growth falls, unemployment increases and tax revenues fall: all of these

3. H£1=£1.15then£1 ={1/1.15) = £0.87 {roundead to nearest penny}. Therefore,
£43.48 ~ £43.50 to allow for rounding.}

Test your knowledge... z
1. Possible reasons could include: low aggregate demand (or low components of AD, e.z;
oil/energy prices, slow wage growth, strong exchange rate (which leads to low impor

2. {a) Anincreasein the interest rate would be ex
because it becomes more attractive t
{h} An appreciation of the exch i
It would also be expe

[ieciate {strengthen
1).

be expected to reduce exparis {
imports (1), since the purchasing powe
trade balance (or widening of the trade deficit
yuld result in higher unemployment.)
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Extended-resp®¥Se question
1. Your answer should first explain how lowering interest rates can stimulate growth
investment, increase in net exports via depreciation of currency, etc.}. You should
of lowering interest rates alone, based on the passage and your own knowledge.
e  Time lag between changing interest rates and change in other economic vari
e  Zero-lower bound for interest rates (although lapan has broken this unwritte
e  There are situations when lowering interest rates is not enough fo kick-start
instruments such as guantitative easing, or fiscal policy such as government s
e Low interest rates are supposed to discourage saving, but if households and
reduce their debts), then they may end up saving anyway. This was the case
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