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Teacher’s Introduction

This resource is essentially an activities-only resource that has been designed o support the learning and
teaching of AS and A Level OCR Macroeconomics. These useful activities will help to either switch pupils into
learning mood at the beginning of the session or wind down and take learning right up to the end of the lesson.
Students will build on their understanding of key terms while developing new knowledge that is integral to the
specification.

There are 23 activities in this resource, which closely follow the specification order, and can be conducted as
individual, group or full-class activities. Teacher’s notes, plus an activity-by-activity plan, are provided at the
beginning of the resource to give guidance on how 1o teach the content. Some of this guidance includes
additional activities. Here is an example:

- Assessment
Spec Topic Act:}ntfy Notes Extra Objectivas Suggested
Arez Description Resources Use
ADLAOZIAC3A0E
- Activity 1~ fill | individual tasks
g b in the missing | {but can be done
% 3 What 15. ’ words followed| in pairs as well, VR Scissors % | x Plenary
2 5ieconomics?|byacutout where students and glus.
g o and paste can compare their
activity, answersh

The starters and plenaries included are designed to help teachers prevent any breaks in students’ learning by
encouraging them to recap previously studied topics or begin 1o learn new ones. Each activity sheet should take
between 10 and 20 minutes to complete. The end of the resource includes an answer sheet for students and/or
teachers to use in marking,

itis hoped that this resource, as well as offering support for teaching the essential elements of the OCR
examination, will help students build on any knowledge they already have.

Happy teaching!

December 2017

Update: Second Edition, February 2022
Minor updates to match 201% specification: rearranged order of activities, removed non-specified guestions and
moved activities on trade, exchange rates and the economic cycle that were previously part of the A2 resource.

Py

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.

* resulting frorm minor specification changes, suggestions frorm teaehers

ond peer reviews, or cccasional errors reported by customiers

Go 1o zzed.uk/frecupdates
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1.

Complete the following circular flow of income diagram,

Factors of
production

2. Onthe axes below, identify three withdrawals and three injections into A
On the y-axis, suggest how important you think each response is {i.e. h
to be compared to the other two). Compare your answer with the pers

Ralative importance
A
Withdrawals

S
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1. What is meant by the national income?

2. National income can be measured in three different
figure). What are they? How are they calculate

ays (however, they

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 4 of 3
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1. a) What are the components of aggregate demand?

b} Now, briefly explain each component.

c} Discuss what you think the percentage of each component in the Uk

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 5 of 3

COPYRIGHT
PROTECTED

a9

Education




Explain how the following affect consumer spending:

a} Interestrates

b) Wealth effects

Research what the following terms mean in economics:

a}  Animal spirits

b} Business expectations
¢} Access to credit

d}  Government regulation

Now briefly explain how each of these factors will affect investment.
al  Animal spirits

b) Business expectations

Access to credit..

d} Government regulation

&

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page & of

COPYRIGHT
PROTECTED

9
og

Education



R R

1. Read the statements below and decide whether they are referring to she

Increasing tax rates affects a firm’s costs.

o

J ;

}  Improving human capital via education and vocational training af’fe@%‘f

¢} Lack of competition in the industry affects AS.
)

A reduction in the price of oil is likely to lower a firm’s production ceg
e) Improvements in technology improve a country’s productivity. '
f)  If the exchange rate worsens, imports become mare expensive.

our supply.

g) Anincrease in net migration potential

effects on tha. nd total national output.

r b)
a; A
I k Price level: ... I
| |
i ) Real GDP: e, § B @
P by
P I
k] 2
- by F
§ " AD g §
i > iy
P Real GOP
oo 0O WOD0  DODD  DUORG  WUOD  MOOD  XUO0U  QOUON DOUDT  MOUD  RNU0  QROUO DRODC D001 OO j B0 wo0p  wo0n  ooUr  RoUon
e e e e e e T
C A d A
§ ) Price levei:.v........,.,.....,,,E i }
i iy
i o GUE il — L o
ot oy
P by
(s (]
PE : -
z . o
i » feaiGop . B
Goom  oo55 WO BOGGD GOGO:  OOO5I  OOOG SOOOL GOOOY OOOG!  OOOGI  WOOOD BOOGY  DOGO!  OOO5I  SaOO5 j L
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i ) Price level: i i i
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B Real GDP
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o

On 23" of june 2016, the people of Britain voted to leave the EU. A wave of ¢
country within minutes — and economists dished out several predictions with
frightening of thern all was the possibility of anocther recession. However, to &
revealed that consumers had in fact increased their spending. The British Ret,
spending in retail stores increased by 2.4% compared with fast year. Howey
affact the UK exchange rate. Immediately after the vote the pound fell frosm
31-year low of 1.36. While this has meant that UK ex pear cheaper ak
materials has become more expensive.

e

1. a) llustrate the abo ©n an AD/AS diagram.

b} Explain what happens to inflation and real output.

o nnmmnmoIoIImoIhrhhmm,hIIhI I, I I I sessososnesErEsos o N0 s s iSe
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Define the following:

e Real GDP

e  Economic growth

Given that the rate of increase in the price level in the UK between 20155
was £1.7 trillion in 2015 and £1.8 trillion in 2016, calculate the nominal ¢

State three reasons why GDP and economic growth are measured.

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 10 of
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1. Inpairs or small groups, discuss what would lead to economic growth in 3
long run.

2. Fillin the table below:

Costs

Economic growth

Recession

3. Show economic growth using a PPF diagram.

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 11 of
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Below is some data on the UK's annual growth rate between the y
trend line on the chart below: Z

UK Annual GBP, £m

]’850'0{]0 ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘
1,800,000
1’750’000 ................................................................................. 3
1,700,000 -

1,650,000
1,600,000
1,550,000
1,500,000

£m

2007 2008

b) Distinguish between the actual rate of growth and the trend raté

sActual rate of growth =

eTrend rate of growth =

2. ldentify what is wrong with the following and write down the correct vez{&

a) The trade cycle diagram. '
The trade cycle
GDP -
. Room Actual Gmwté
N/ Trend Growt
Recovery T
Y ~

/m><"" ’ Slow-down

o Slump
p GDP

b) The trade cycle characteristics.

Economic

High

High
Inflation Low
nsumer in .
Cons eﬁ/bus 53 High
confidence
Government Low tax revenue, low welfare
finances spending

Exchange rate

Weak currency
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Page 12 of

COPYRIGHT
PROTECTED

Edu

cation




1.

Fill in the chart below:

Structure of the economy

q

2.

3.

Define the following:

& EConomic @rOWEN Lo e e
&  Economic develOpment ...t e

e Sustainable developMEent e

In your groups research the following and then present your findings in 2
the class. Itis up to you how you want to split the work within your gro

Group 1

e Types of aid, with examples
e World’s biggest aid do! ‘
Percentage =

e Types of trade ag
siitries’ GDP thatis | ® Benefits of the
o Explain how tra

economic growth
: o |[strade better thy
e |[s aid better than trade in promoting econcmic growts

economic growth?

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics
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1. HDI = *{education index + life expectancy index + income index)}

State how the various components of the Human Development Index (H
® EdUCatioN INAEX = oo

. Life expectancy iNdeX = ..coooevveevnieeniee s i ceee e

INCOME INDEX = .uviiiiee e . s e

R R T T L L LR LR R

R L L T R R R LR LR TRy

s

3. How good or bad is the indicator of HD in comparing levels of deveiopm%.;
the table below to answer the question.

Advantages of HDI

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 14 of
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1.
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3.

Below is a list of the five main causes of unemployment. The taskis to fi
example for all causes of unemployment. The group that gets the higheg
minutes to complete this task. :

a}  Structural unemployment
b) Frictional unemployment .o
c) Seasonal unemployment L e oo

d} Cyclical unemployment i, S e

e) Real-wage

ie impacts of unemployment on your assigned stakehoider and
groups.

The roles are: consumers, firms, workers, government and society.

Use the following table to jot down your points.

Consumers
Firms
Waorkers
Government
Society

What is the difference betw

orce Survey and claimant e
unemployment? f

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 16 of
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1.

L2

On the diagram below iabel periods of inflation, disinflation and deﬂatiofﬁ

Below are three scenarios. Work out the cause of inflation each scenario

a} Following Britain's vote to leave the EU, the UK exchange rate has d
£1 now buys fewer euros and US dollars. As a result all the raw mat
produce consumer goods and services have become more expensiv

3 e B R UM ORI AR AR O RGO RS B AURORIN RIS eI C B RUR RTINS LRI RORIRIEILNCRURORIRNIRIEIEILAORURORNDNDC NN

b} Following a recession, the central bank of country A decided to intre
guantitative easing {GE}. In simple words QE allows more money 1o
As a result, consumer and business spending have increased, which

¢} Following a recession, the central bank of country A decided to low
interest rates makes saving less attractive, while making borrowing §
consumer and business spending have increased, which has pushed.

Spot the errors in the followin

down the correct v&é
for this task.

using a -k;qsket of goods’, which includes around 150 goods and services 1‘

average household, Each good ar service is given a weightage to reflect |
household. Prices of these goods are collected from 700 locations. CP, in

and Food Survey to get data,

Once you have done that, swap your answers with the person next to yo@a

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 17 of
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1. Fillin the diagram below on the parts of the balance of payments:

Balance of Payments (BOP)

Capital
investment

Exports
minus
imports

2. List any three causes of current account deficit and surplus.

Causes of
C/A deficit

Causes of
/A surplus

3. a) Identify the three main measures to redu nt account Embaﬁé‘{g

COPYRIGHT
........................................................... PROTECTED

b) Now give an example for each policy.

ag

. Education
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1. a) Fillin the chart below on the aspects of fiscal policy:

Fiscal policy

A\

Indirect taxas

b} Write down the strengths and weaknesses of fiscal policy in the tab '

Strengths

Weaknesses

oy

2. Draw an expansionary fiscal policy diagram below and state the effect 0‘?%
inflation and national output. :

Price Level (£)

4 inflation:
Real GBP: ... CQPYR;@HT
PROTECTED
£23
» Real GDP | EdUCGtIQﬂ

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 20 of




Fill in the blanks.

is about changes :

taxation.

revenue.

If government spending exceeds tax re

is the balance of g

is the total amou

are levied directly:

refersto a sygten@

increases as incomes increase.

refersto a systerr§

decreases as incomes increasea,

refers to a system

taxpayers {of varying income levels} pay the same rate of tax.

refers to governny
public sector wages.

refers to governm

investiment projects, e.g. building new railways.

SR

are levied on cong

deficit/surpius resulting from the economic cycle.

term deficit/surplus regardless of the ecc: cle. Thisis overa
when at full employment.

refer to automati

taxation following changes to the ecanomy {e.g. b

use of fiscal policy by the government to achieve certain goals.

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 21 of
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1.

2,

In small groups discuss the following:
a} How can budget deficits be financed?

R R L R R R LR TR T L LR L L L L L T

b) What are rect budget deficits?

3 e B R UM ORI AR AR O RGO RS B AURORIN RIS eI C B RUR RTINS LRI RORIRIEILNCRURORIRNIRIEIEILAORURORNDNDC NN

Discuss why discretionary fiscal policy may be used,
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1. Maich the keywords to their definitions:

Keywords

A planned target for

Monetary polic .
¥ policy central bank, that is

The central bank buy

Expansionary monetary policy . money in orde

Contractionary monetary poli The amount of mon

About controliing th
economy, primarity

Money supply Decreasing the mon

Cuantitative easing (QE} The price of one cur

Exchange rate Increasing the maone

Inflation targeting The cost of barrowing%

2. Explain two ways how inflation targeting can affect the behaviour of eco{

R R R R R T T T R T TR T PR PP SR SRR PR )

........................................................................................ QQPYRQQHT
...................................... - PROTECTED

3. of the following is an example of monetary policy?
A} increasing the inferest rate from 2% to 3% ] a
B} increasing VAT from 27% to 30% 3 Ed ' %
QUCQLIOonN
C}  increasing spending on infrastructure 1 ‘
D} changing the exchange rate regime from floating to fixed 1

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 22 o




1. Play a game of Pictionary {where one person from a group draws a decl E
tries to guess within two minutes}, On each turn, draw pictures to repr

Groups should take turns and a different person from each group should:
Whichever team gets the most correct answers within the aliotted time A
of correct answers {say, five) wins. The person drawing must themselv
down for the teacher to see and then begin drawing.
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1. a) Llist any five sets of two macroeconomic policies that may conflict w
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1. List some of the advantages and disadvantages of trade.

Advantages
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Name the three types of exchange rate regimes.

S

_wiexchange rate regime whereby the v
is pegged against another currency.

nder a floating exchange rate regime, a fall in the value of a cur

C N
referred to as depreciation in the currency.

B Under a fixed exchange rate regime, a rise in the value of a curg
refarred (o as appreciation in the currency. Z

3. Fill in the table below:

Floating exchange rate

Benefits

Losts
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Activity 1 ~ Circular flow of income (1)

1. a}
Factors of } Incomes
production (wages)
Activity 24 <w of income (2)

1. MNationai

e is the value of all the goods and services produced in a country in §

2. = Income method
This mathod adds up all the incomes of all the factors of production. :
- NI = rent {land) + wages {labour} + return {capital) + profits {(enterprise). &
® Qutput method
This method adds up the total value of all the goods and services produced in A
producing them from it
® Expenditure mathod
This method adds up all the components of AD {CH+G+H{X —~ M)).

Activity 3 ~ Aggregate demand {AD]} {1}

1. a} AD=C+l+G+{(X~M)

b} e  Consumerspending (C) refers to the money spent by people on consum
® investment {1} refars to the money spent by firms an factor inputs, e.g. ¢
their businesses. :

® Government spending (G} refers to money spent by the government on ;

on welfare payments.

® Met exports {X — M} refer to goods and services sold to another country 18
anather country.

¢; AD= C+ |+ G+ (X=M)
60% 15% 25% 2% —2%

Activity 4 — Aggregate demand (AD) (2)

i. a} Wheninterestrates are high

ines more attractive and borrowing ki
consumption is like :

1terest rates, the opposite happens.

de'of people’s assets is another factor that can increase coe{s;
f someone’s shares go up), as people feel wealthier. :

¢}  Busihesses and consumers may base their spending decisions on how optimis
aconamy. if confidence is low, consumption is likely to fall, and vice varsa,

3. a} High animal spirits means that consumer confidence is high. Thus, investors \/\
from higher consumer spending. :

b}  If business confidence is high then investors will look to invest more.

¢} I credit is easily and cheaply available then investors can easily borrow the m

d}  Excessive government regulation, £.g. high corporation taxes, is likely to put inves
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Activity 5 — Aggregate supply

1. &} Increasing tax rates affects a firm's costs. {SRAS)

o

b} Improving human capital via education and vocational training affects supply \

¢} Lack of competition in the industry affects AS. {LRAS)

v

d} A reduction in the price of oil is likely to lower a firm’s production costs. (SRA‘%«
e} Improvements in technology improve a country’s productivity. {LRAS)
f} I the exchange rate worsens, imports become more expensive. {SRAS)

g} Anincrease in net migration potentially affects labour supply. {LRAS}

2 a .
) Price Level (£) ) Price Level {£}
ncrease &
Real GDP: decrease :
" AD :
P Real GDP
f) Price Level (£}
PN o
Price Level (£} LRA LRJI 4
A Price level: decrease
Real GDP: increase
" AD
P Real GDP
e . ] 2
) Price Level {£} LRA‘- LRS g) Price Level {£}
7N 8 § Price tevel: increase A
Real GDP: decrease
"Real GDP
dj
SRAS Price level: decrease
SRAS1  Real GDP: increase . '9
Education
" AD
P Real GDP
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Activity 6 — Aggregate demand and aggregate supply

)
Price Level {£)

& SRAS;
5RAS

o, AD,

)3
¥
1
i
I
1
1
!

<+

b}  Anincrease in demand for ces will shift the AD curve 1o the ng§
and increase real. :r,"at the same time, a fall in the exchange r
materials be: : & p nsive. ThIS translates into higher pmductson o
AT
eft flation is upward. However, the effect on real GDP depends on the
an ifferease in the AD outstrips the decrease in AS then real output will increas
outstrips the incraase in AD then real cutput will fall.

5

Activity 7 — Economic growth (1)

1. e Real GDP: the total value of goods and services produced by a country in a gi
adjusted for inflation.

@ Economic growth: increase in GDP {i.e. an increase in the production of good

® Recession: an economy is said to be in recession when it experiences at least

economic growth,

2.  Nominalrate = 177>f10{) - 5.9%

Real rate_ —3 1=2.8%

3. e To evaluate z country’s economic performance over time and in comparison
e Policies are devised based on this performance.

e  They also help other countries and/or financial institutions analyse the risk of §

countries. :

Activity 8 — Economic growth (2}

i. e Shori-run growth tends to come from increases N AD(AD=C+ 1+ G+ (X~ M
® Long-run growth tends to come from increases in AS. :

COPYRIGHT
PROTECTED

e Inflation

_ e Higher incom
e Trade deficit (z isive, imports

Economlc . .
iiyedlth inequality o Muare tax rev

vironmental degradation public servic
Unsustainable growth o laesswelfare
e Can create market bubbles e More investy

9
a9

Education

. «  less environ
» Increased unemployment (redundancies}

s Lower incomes and profits

¢ Firms going bankrupt

Recession | ¢ Increased government spending {on welfare}
® Lower tax revenue

»  Lower wages

¢ Increased government borrowing

may experie
inflation and
s Creative des
innovations}
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Activity 8 — The economic cycle

)

UK Annual GDP, £m

1; 850’ 00

1,800,000
1,750,000

1,700,000

£fm

1,650,000
1,600,000

1,550,000

k} e  Actualrate of growth = real rate of growth measured by the GDP statistic
e Trendrate of growth = average growth rate over time (based on past expi
this is a straight line: it ignores the effect of trade cycles.)
2. aj
The trade cycle The tr&
GDP GRP
4 & :
-y Boom E
s * o
¢ 4 e
¢ Recovery s o
: l/'/ //l o ’ - Slowfdowi
Tove T TR 3 % ,,,,,
L C” 4 g ,/"/ .
---- - - AN
P at
p{ GDP ,
e ;
b}
Boom
Economic growth High

Unemployment

Inflation .

5 confidence

Sovernment finances

Exchange rate
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Activity 10 ~ Economic growth and development {1}

1.

Structure of the economy

C

Primary Secondary

S S

e.g. Farming

Capital Goods

Economic growth: ec 35 both a short- and long-rurn concept. Shi

an increas

sta s, e.g. better quality education, job creation, etc.

Sustainable development: this refers to economic development that is enviro
needs of the present gereration without harming the naeds of the future geng

that meets the needs of the present without compromising the ability of fut
needs.’

t of an economy produced in a given time periodi

2

o

GNi = GDP + net income received

Advantages of HDI Disa

L]

®

Not reliant on any one measure. tis ® Using averages m
rultidimensional. * Certain factors ar

Uses two measuras for education. equality, ecologice
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Activity 12 — Economic growth and development {3}

1. e Ineqguality-adjusted HDI {IHDI}
IHDI basically adjusts HD for inequalities. :
- if ineguality for any of the thres measures (education, income, health) is
be tower than a country’s HDI value. :
® Multinational Poverty Index {IMPI) 5
- This, too, is a multidimensionaf measure, which means it incorporotes o
~ it does not only look ot poverty in terms of income but also the faciiities%
$2 a day. it looks at things such as sanitation, crime, water, eic. :
e Head court ratio
- This measure simply counts the number of poor people in a country.
- Poverty is based on anyone earning under $2 a da PPP.

Activity 13 — Employment/unem

3. statistical survey that is designed to calculate t
dyment totals the number of people claiming unemployr

from the Department for Work and Pensions.

Activity 14 — Inflation

1.

Price Level
¥\

Disinflation

Deflation

inflation

P Time {years

2. a} Cost-push inflation
b}  Growth in money supply
¢} Demand-pull inflation

COPYRIGHT
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flation: the Retail Price
monthly) basis. RPi (Both m
150 (700) goods and services that are re
i'glven a weightage to reflect its importance to t
om 700 (150) locations. CPI (RPI), in particular, uses thé

3. The UK uses three (two) measures to calcu
index (CPl). The UK calculates inflaticn
a ‘basket of goods’, which in
household. Each gond
these goaiikre
get dat ERieuR
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Activity 15 - Balance of payments
1.
Balance of Payments (BOP)
Current account {CfA) Capital ac
‘Secondary Capital
income investment
inflow of Loans/grants E
Exporis minus incoms minus received and/or
imports outflow of given out by
income governments
N N RN /
2. :
Causes of CfA deficit Cau
® High inflation rate =% cheap imports ® Protectionist m
s Relatively low labour productivity =¥ increased e Low inflztion -3
average cost ¥ cheap imports e Lower exchang

® Higher exchange rate =® cheap imports ® Low domestic g

s High domestic growth =¥ increased demand for axports
imports e Relatively high

¢  Growth in large economies <¥ increased demand account =¥ cheg
for imports .

3. a} e Expenditure-reducing policies
. Expenditure-switching policies
. Supply-side policies

Expenditure-reduci nireasing income tax

Starters and Plenaries for OCR Economics: Year 1 Macroeconomics Page 35 of
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Activity 16 — Fiscal policy {1}
1 &) 5
Fiscal policy
Government spending Taxation
Social security infrastructure, eic. VAT
direct taxes
b}
oo 1 t e Cancause infl
: ending creates reduced poverty .
o} be targeted exactly at the areas the incorrect deci
government is trying to target e Raising taxes
e Positive multiplier effect of government spending & Excessive gov
e Canreduce market failure, e.g. through accumulation
poliution tax ®  Spending on
e Gaovernment may spend on infrastructure and e Fiscal policy h
capital goods, which have positive effects in the e Government
long term as well. investment
2. Price Level {£)
A inflation: increase

AS

Real GDP: increase

P2 ———————————————— QU T e m ‘_gff .

Pl __________________ B

=
)

» Resl GDP

o B

Y
I

Activity 17 — Fiscal policy (2)

and taxation. Q@PYR%@HT
nt spending and tax revenue. PR@TEQTEE}

“igBvenue, there is a budget deficit.
of debt a country has accumuiaied over ti

1. e Fiscal policy is about changes in governme
® Government budget is the balan
s If government spendi g
® Nation

] Ir}§ : 3
@ Pr& e taxation refers to a system of taxation whereby tax rate increases v .
® Regressive taxation refers to a system of taxation whereby tax rate decreasesi lg

® Flat taxation refers to a system of taxation whereby all taxpayers {of varying mc§
s Current spending refers to government’s everyday spending, e.g. on public ses
® Capital spending refers to government’s spending on fong-term investmant
® Cyclical budget position is a temporary deficit/surplus resulting from the eco
e Structural budget position is a permanent or longer-term deficit/surplus ragag

overall deficit/surplus persisting even when at full employment.
® Automnatic stabitisers refer to automatic changes to government spending ang

the economy {e.g. booms and recessions).
s Discretionary fiscal policy refers to the deliberate use of fiscal policy by the gg

ag
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Activity 18 — Fiscal policy {3}

. &y e Financed through government borrowing
® Governments issue bonds {loans) to investors, who may be individuals,
e« This is unsustainable if continued long-term, as the national debt will ince
worried about a default

b e Spending cuts
e Increased taxation
U Encourage/facilitate greater economic growth

2. Discretionary fiscal policy may be used for the following:
« Lower inflation
U Lower unemployment
® Improve balance on the current account of *:
® Reduce income inequality

or'payments

Activity 19 -

eywords Definitio
About controlling the money supply in the ac
volatility.

Expansionary monetary policy increasing the money supply.

Monetary policy

Contractionary monetary policy | Decreasing the money supply.

interest rate The cost of borrowing or the reward for savin

Money supply The amount of money there is in the econom

The central bank buys assets from banks to ¢
it into the economy.

Exchange rate The price of one currency in terms of anothe

A planned target for the inflation rate, set by
to the public.

Cuantitative easing {QE)

Inflation targeting

2. Inflstion fargeting affects the behaviour of economic agenis because it anchors e
Agents know that the central bank will change the interest rate if the inflation rat
inflation is above the target the central bank is likely to increase the interest rate
and so deter household consumption and business investment. Agents take this i
behaviour accordingly. Importantly, expectations of inflation determine actual fu
adopting an inflation target can help manage inflation.

3. A

Activity 20 — Supply-side policies

Supply-side policies could include: education and training, ».
research, development incentives, reforming tax
deregulation.

COPYRIGHT
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i al E
. conomic growth and inflation : l
. Economic growth and the balance of trade (current accourt} . 9
® Economic growth and environmental protection
® inflation and unemployment i Qg
& income inequality and economic growth EdUCGtIOﬂ

b} E.g. AD/AS diagram ilustrating high levels of growth coinciding with high inflaty
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Policy tools

Budget defic
national debt;

increasing government spending is likely to The governmg
Fiscal policy | create jobs and boost AD. But it will increase balance the
budget deficit.

if the govern
capital, then
aconomy to

By increasing the interest rate, inflation can be
brought down because people will reduce their Also high int
spending and save instead. levals, negat

Monetary
policy

one area (e.gi
Gvernment projects may &

Supply-side | Generally about large iz} © :
: udget deficit. environment.;

policies spending. Thu

The economys
{PPF shifts out

rnational trade

Advantages D

8 Specialisztion and international trade can allow | ¢« Countries become inte
economies 1o consume a bundie of gonds that [ Terms of trade may w
would be outside of their PPF if they were an goods and export low-
autarky & Over-reliance on the p

e  Greater choice for consumers e Countries lacking compa

e Cheaper goods for consumers — incraase in e Unwanted goods can be
consumer surplus very iow prices, which is

s Greater efficiency «  May widen the rich an

e  Firms experience economies of scale « Bad for ‘infant industri

e  Wider market leads to higher profits & Fnvironmental damage

e increased growth e Business diversity erodes

e Higher standards of living s {omparative advantage§

e Reduces monopoly power {e.g. agriculture) so spe

e Muaore jobs may be created & Structural employment

e Technological transfer #  Exploitation of workers

Activity 23 — Exchange rates

1. e Floating
e Fixed
e Managed
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d) F(revaluation)
e) T

2. a} F(fixed exchange

Floating exchange rate

9

* Automatic correction.
Benefits { = More freadom to implement other policies
domestically.

ag
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investiment
«  Easy to mai

+  High currency fluctuations — uncertainty.

Costs & ¥ . y «  More freed

= Greater speculation. .
domesticali
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