Economics Enrichment
Over the next few weeks, you will be investigating "What is Economics?" and introducing yourself to some
of the key concepts such as the economic problem, supply and demand, as well as some key macroeconomic concepts.
Task 1
Most students who study economics at A level have the intellectual ability to do well in the subject but
have they the intellectual curiosity to study economics? One of the best new economics websites is called
the “The Curious Economist "which epitomises the main requirement for success in economics.
Look through the enrichment powerpoint to get a feel for the skills required to do well in economics.
Read The Curious Economist article on “ Oil prices go negative in the US. Why?” Answer the questions at
the end of the article.
//thecuriouseconomist.com/oil-prices-go-negative-in-the-us-how-and-why/
Now read “We have heard of toilet paper but what else are people hoarding? “ Before reading can you
predict what products have seen an increase in demand?
https://thecuriouseconomist.com/weve-heard-about-the-toilet-paper-but-what-else-are-people-panicbuying/

TASK 2
1. I would like you to watch the following videos:
Crash Course Economics “What is Economics?”
https://www.youtube.com/watch?v=3ez10ADR_gM&t=130s (12 minutes)
2.

Ha-Joon Chang The Nature of Economics

https://www.youtube.com/watch?v=D-6rQmHpGfE&list=PLmtuEaMvhDZbNVIDHAMTVH0sLb5HP7Pn&index=2 (12 minutes)
These videos will give you an introduction to economics
3.

Then visit the BBC economics news page www.bbc.co.uk/news/business/economy. Read a
current article. Start making a list of economic terminology and find out the economic meanings
of any terms you are unsure of.

4. Complete the following exercise:

Match the economics terms and phrases with the following statements
Statements
1. Reflects productivity and growth.
2. Rivalry among sellers for the customer’s money.
3. Special quality of a competitive economic system.
4. Study of production, distribution and consumption.
5. Economy where the government has central control.
6. Someone who uses goods and services.
7. Amount left over after the costs of running the business have been paid.
8. Value of all goods and services produced in the country within a year.
9. Rules enforceable by law.
10. The use of goods/services for the production of capital goods or for the satisfaction of
personal needs and wants.
11. Economic system characterised by private ownership of capital goods.
12. Making goods and providing services for human consumption.
13. A process by which unions establish higher wages and better working conditions.
14. Money that is collected from businesses and individuals to fund a government’s budget.
15. Money used to start or expand a business.

TASK 3
1. Watch the Tutor2u video below: Introduction to Microeconomics and Macroeconomics".
https://www.tutor2u.net/economics/reference/head-start-economics-introduction-to-macroeconomics
This video will help you to recognise the difference between – Micro-economics and Macro-economics
2. The price of oil is currently in the news. Follow the links below and read the articles.
https://www.bbc.co.uk/news/business-52367052
https://www.bbc.co.uk/news/business-52375422
Make a list of the possible "winners" and "losers" from the current oil price situation.
3. Complete the following table.

Task 4
Probably the most important concept to understand in economics is the idea of the price mechanism and
the related concepts of demand and supply.
1. Read the following article:
British urged to binge on berries amid fears of a glut. https://www.ft.com/content/9685c33c-e060-40f0a3b2-aad0266d3922

(You can sign up for free access to the FT using your school email We encourage you to share the below
link with staff and students aged 16-19, so that they register with FT.com and create their own individual
accounts: https://join.ft.com/bf6d9698-2f24-41dd-9a23-94a422f70bda )
In simple terms how is the price of strawberries determined and what causes the price to increase or
decrease.
2. Also have you seen the price of puppies –read the article in the economist
https://www.economist.com/britain/2020/05/28/rising-puppy-prices

Has your view of prices and the cause of price changes been confirmed by the article on puppy prices?

3. Now have a go at the worksheet on demand and supply.

4. Visit the website below. https://tradingeconomics.com/commodity/crude-oil
This site gives real time "live" updates on the price of oil (and other commodities).
Spend some time researching what has been happening to the price of oil over the past year, 5 years, 10
years and 25 years. Then do the same for these other commodities: gold, wheat, rice and cocoa. Can you
identify factors causing price changes?

TASK 5
1.

Watch Crash Course Economics “Economic Schools of Thought” (10 minutes)

https://www.youtube.com/watch?v=tZvjh1dxz08
Make some notes on this video. Keep them in your folder for next year. They will be useful!
2. Have a go at completing the Tutor2u worksheet on Free Market, Mixed and Command economies.

Write out in a list 4 advantages and 4 disadvantages of both free market system and the command system.
Use all 16 phrases once

Task 6

Scarcity and opportunity cost
Microeconomics considers the economics of everyday life, the decisions that we as households
take and the impact on businesses. Here we aim to build on this definition, by offering you the
chance to explore two of the most fundamental concepts that all students meet early on in their
economics careers; scarcity and opportunity cost.
The resource comprises a number of problem and research based activities that can be used to
build understanding and confidence and ensure that you have a strong foundation for when you
commence your year 12 studies in the autumn.
Follow the following link
https://www.tutor2u.net/economics/reference/scarcity-and-opportunity-cost-year-11-headstart-resource

Task 7
Introduction to macroeconomics. This session in the Head Start in A-Level Economics provides

budding Economics students with an introduction to some key concepts in Macroeconomics.
Follow the following link.
https://www.tutor2u.net/economics/reference/head-start-economics-introduction-tomacroeconomics
Task 8

Why economies fail? Watch this fascinating video by Simon Reeves on Venezuela and it’s economic
collapse.
BBC Caribbean with Simon Reeve episode 2
https://www.bbc.co.uk/iplayer/episode/p02l5269/caribbean-with-simon-reeve-episode-2
You will need to watch from 22min 40 secs – 41 minutes and you are likely to need to pause, rewind and
perhaps watch some parts more than once.
Complete the worksheet on Venezuela in the folder

TASK 9
Follow the link below to an excellent BBC report on the fallout of the 2008 Global Financial Crisis.
1. Watch the Crash Course Economics video on the 2008 Financial Crisis.
www.youtube.com/watch?v=GPOv72Awo68
2. Read the Edexcel Case study: Demand-side polices in the Great Depression and the Global
Financial Crisis of 2008 and answer the 5 short answer questions on page 6-7.

TASK 10
It's movie time......watch the Big Short. You can find it on Netflix. Get some popcorn and enjoy!
TOP TIP - it's well worth watching it with subtitles as some of the actors are a bit mumbly!!

Additional Tasks (optional)
Task 11
Follow the link below to a Tutor2u online lesson "Introduction to Globalisation". There are various videos
to watch and quizzes to have a go at, with some links to wider reading at the end (if you are feeling really
keen and curious!)
www.tutor2u.net/economics/reference/globalisation-head-start-to-a-level-economics
Task 12
Listen to BBC Radio 4 Fallout: The Global Economy 45 minutes – discussion on impact of Covid19 on global
economy 8 April 2020. Try making some notes. It may be easier to listen to it once and then listen again
to make some notes.
https://www.bbc.co.uk/programmes/m000h1ms

Case study: Demand-side polices in the
Great Depression and the Global Financial
Crisis of 2008
Introduction
This case study has been written by teachers for teachers to support the delivery of a new
topic within the specification. It provides ideas and suggestions for teaching approaches and is
not intended to provide exhaustive coverage of this topic. It is not intended to be prescriptive
or indicative of content and questions in the specification and assessments. The specification
must be referred to as the authoritative source of information.
This case study focuses on demand-side policies in the Great Depression and the Global
Financial Crisis. It provides research ideas and practice questions for students for use within
class or as homework activities.

This resource sheet is designed to support the AS and A level Economics A specification Topic
2.6.2: Demand-side polices.
h) Awareness of demand-side polices in the great Depression and the Global Financial
Crisis of 2008


different interpretations



policy responses in the US and UK.

The Great Depression
In 1929, after a decade of rapid growth and a huge rise in share prices, the US stock exchange
crashed. The extent to which the stock market crash caused the Great Depression is debated
among economic historians. Widespread share ownership among many middle-income
consumers meant consumption plummeted and there was a large-scale loss of confidence,
leading to a fall in investment and closure of businesses. Banks had to reduce lending as debts
were not being repaid and as individuals withdrew their savings.
The falling demand in the US set off a downward spiral in international demand. The common
view among economists is that the simultaneous tightening of monetary and fiscal policy in the
late 1920s and early 1930s, combined with the increase in protectionism, turned a tough
financial crisis into a deep depression.

US policy responses
Protectionism
In 1930, US president Herbert Hoover attempted to protect US industries by increasing tariffs.
This led to a trade war and world trade contracted, setting off a cycle of ever-falling
production. This made the depression more severe but is not considered to be one of the main
factors.
Fiscal policy and monetary policy
At this time, the US, in accordance with the thinking of the day, believed in balanced budgets.
They thought an unbalanced budget would slow business recovery: a fiscal deficit would lead
either to rising taxes (in which case consumers would have less to spend), government
borrowing (which would lead to the public sector crowding out private investment) or an
increase in the money supply (this was not possible since the US dollar was backed by gold,
meaning the US had adopted the Gold Standard, which limited the ability of central banks to
expand the money supply for fear of devaluing their currencies).
In 1930, Hoover ran a budget surplus. By 1931–32 fiscal policy was weakly expansionary, but
negligible given the scale in collapse of gross domestic product (GDP). The stance taken
prolonged the depression.

There is some debate as to the extent to which monetary policy was tight in the US during the
early 1930s. However, raising interest rates in September 1931 to preserve the value of the
dollar (linked to the Gold Standard) further restricted credit for businesses and reduced
aggregate demand. Money supply also fell because the banking panics caused people to hold
more cash in relation to their bank deposits. Some studies suggest that money supply fell by
31 per cent between 1929–33 due to a combination of these factors.
The combination of protectionism, a lack of fiscal stimulus and restricted money supply all
reduced aggregate demand, making the depression particularly severe in the early 1930s.
The New Deal
In 1933, under the new president Franklin D. Roosevelt, the New Deal programme was
launched which represented a fairly significant fiscal stimulus to the economy. (Roosevelt
raised spending to 10.7 per cent of output in 1934.) However, there is some debate as to what
extent this was effective in bringing the US into recovery or whether it was the huge spending
associated with the Second World War which provided the real boost.
Leaving the Gold Standard
Once Roosevelt came to power, the Gold Standard constraint was removed and the money
supply increased. Many economists believe the growth in the money supply was a significant
factor in aiding recovery until 1937–38.
The extent to which the recovery between 1933–37 can be credited to the New Deal
programme or the expansion in the money supply is still debated. However, the combination of
the two clearly explains the positive economic growth in this period, when annual real GDP
growth averaged at over 9 per cent.
However, because of concern that the national debt was too high, by 1937 government
spending was cut and taxes were raised. The Federal Reserve also increased the
reserve requirement, causing money supply to fall. This contributed to a recession in the
US in 1937–38.

UK policy measures
Fiscal policy
Classical doctrine said that the budget should be balanced at all costs. The UK Treasury
followed this doctrine until the 1940s. As unemployment was rising during the Great
Depression, spending on unemployment was rising while tax revenue was falling. The 1931
budget cut public sector wages and unemployment benefit by 10 per cent and raised income
tax from 22½ to 25 per cent. This had highly deflationary consequences.
Monetary policy
In 1931 the UK left the Gold Standard. This meant that the value of the pound immediately fell
by 25 per cent and money supply was relaxed, with interest rates reduced from 6 to 2 per
cent. This all helped to spark economic recovery.

The Global Financial Crisis of 2008
Fiscal policy
The response to the Global Financial Crisis of 2008 was different. The Classical view that
unemployment would be cured by the labour market self-adjusting to a balanced real wage
had been challenged by John Maynard Keynes. Keynesians argue that governments need to
spend more in the economy to stimulate recovery, and most countries had stimulus packages
in place within five months of the collapse of Lehman Brothers in September 2008.


In the US, President Barack Obama in 2009 signed the American Recovery and
Reinvestment Act, a stimulus plan worth almost 6 per cent of that year’s GDP.
Although elements of the stimulus will stretch to 2019, more than 90 per cent of the
budgetary impact was realised by the end of 2011. The stimulus was mixed between
tax cuts for businesses and spending on health, education, social security and
infrastructure.



In the UK, a number of fiscal measures were introduced which amounted to 2.2 per
cent of 2009 GDP. These included a reduction in VAT, support for the construction
sector, spending on infrastructure for schools, hospitals and green energy, and training
help for the unemployed.
However, by 2010 the UK had moved towards measures aimed at reducing the budget
deficit, in contrast to the US where this was considered less a priority.

Monetary policy
In the UK, the Bank of England’s Monetary Policy Committee (MPC) cut the base interest rate
in stages from 5.75 per cent in 2007 to eventually 0.5 per cent in March 2009. In the US, the
Federal Reserve cut the interest rate in stages from 5.25 per cent in 2007 to 0–0.25 per cent
in 2008. Both countries cut interest rates to stimulate aggregate demand. Once the interest
rates set by the MPC and the Federal Reserve had reached record lows, there was no scope for
further reductions. To further stimulate the economy, a different monetary tool was needed.
Since the Global Financial Crisis, both the Bank of England and the Federal Reserve have used
the policy of quantitative easing (QE) to try to revive consumer spending and economic
growth.
In the UK, by 2014 the Bank of England had spent £375 billion on its QE programme.
In the US, at the end of October 2014 the Federal Reserve announced the end of its QE
programme, which had spent $4.5 trillion US dollars.
The objective of QE was to help businesses have access to finance at a time when the supply
of credit in markets had been scarce. The effect of QE was to lower long-term borrowing costs
for firms and individuals, which should then have stimulated spending.

Has it worked?
In the UK, the Bank of England has suggested that the first round of QE of £200 billion
between March–November 2009 helped increase the UK’s annual economic output by between
1½–2 per cent. However, critics argue that lending to businesses and households remained
sluggish since institutions just hoarded the extra ‘cash’.
In the US, Ben Bernanke said the first two rounds of QE had raised economic activity by
almost 3 per cent and increased private sector jobs by 2 million (compared with projected
figures without QE).

However, it is difficult to judge the effectiveness since no one knows how bad the economy
would have been without QE. It is also difficult to know to what extent other polices might
have been more effective at stimulating growth. There are many critics of QE, as well as
proponents of it, and different groups have benefitted at the cost of others. For example, those
with ‘tracker’ mortgages have benefitted from very low interest payments while savers – and
in particular pensioners with savings – have suffered.

Overall
It is difficult to compare the effectiveness of the different policy responses. Both the UK and
US economies improved.
The UK experienced a much harsher recession than the US, with the peak to trough
representing 6 per cent of GDP, whereas for the US it was 4.2 per cent.
Recovery growth rates were similar up to 2011 but then diverged. The US continued to have
modest growth but the UK stalled. The UK’s GDP in the third quarter of 2014 was 3.4 per cent
above its pre-recession level, whereas the US GDP in the same quarter was 7.7 per cent larger
(source: House of Commons library 2014: ‘US Economy: Developments since 2008/2009’).
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Scarcity and Opportunity Cost
This activity worksheet aims to introduce you to some of the basic principles of
microeconomics that you will first encounter in your Year 12 studies.
To begin with read this blog entry and find definitions for the following key terms:
https://www.tutor2u.net/economics/blog/study-note-the-basic-economic-problemscarcity-and-choice
Key term
Scarcity

Definition

Trade off

Opportunity cost

Activity 1:
Read the following story
Mike Milne is in year 11 at Warton Academy. In his spare time, he plays a lot of sports. His
favourite is tennis which he has played since he was 7, although he has recently joined a
local judo club to try and develop his skills in another area and to further enhance his
fitness. Despite his initial keenness, Mike has not bought any kit for judo yet, the suit costs
around £30. The tennis schedule is quite grueling. Training usually starts in late February
and runs up until October of each year. There are two sessions each week. Judo takes
place on a Friday evening in the hall at a local bowling centre, just near Mike’s house. It
does not have a season, with classes running each week and further slots available if he
wants to join the squad that enters competitions. Usually one of Mike’s parents is available
to take him to tennis practice. When they aren’t, he is able to get a lift with his friend Amy,
but he must first get a bus to her house, which is a 10-minute ride away.
For the last two years, Mike has entered tennis tournaments and has recently seen
success. At his latest competition, he won a prize, £50. His parents, due his good
performance, gave him 1/2 of the value of his prize fund as a top up and told him to put
it towards something that he has wanted.
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A few weeks have passed since Mike’s success and he has a number of dilemmas on his
mind. He wants to buy a new video game and a new tennis racket. The tennis racket costs
£50 but the game costs £75. Furthermore, the issue of time has been playing on his mind.
He has final exams approaching and these are due to start in 6 weeks’ time. Mike has
carefully planned out a revision timetable but feels a little burnt out after 1 week on plan…
A.

Explain how the problem of Scarcity applies to Mike

B.

If Mike buys his video game, what must he give up?

C.

If you were Mike, what decision would you make?

D.

Explain how Mike is affected by opportunity cost
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Activity 2
Decision Dilemmas
Scarcity and opportunity cost affect us all. Every decision has an alternative foregone
action and there is a cost in this trade off. In the table below, think about some recent
decisions that you have made. These could be decisions based around how you spend
your time, or they could be monetary, in other words a spending decision. What did you
choose and what did you give up?

Decision Dilemma

What did you choose?

What did you give up and
why?

Extension activity: This worksheet can be used to stretch your understanding of the topic
by applying the logic to business scenarios.
https://www.tutor2u.net/business/worksheets/Opportunity-Cost.pdf
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Activity 3
The bigger picture.
The government is also affected by opportunity cost and scarcity.
You have two charts: Public Sector Spending and Sources of Public Sector Receipts.
These just refer to the areas where the government spends money and how it pays for its
spending – in other words, the different taxes that the government applies (economists
use the term ‘levy’) to pay for this spending.
As you study the data, look at the total value of spending versus the total amount
collected in tax. You should notice something.

Task:
Use the data below to explain some of the choices facing the UK government.
Public Sector Spending 2019-2020 (£bn)
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Sources of Public Sector receipts 2019-2020 (£bn)

Source: HMT, OBR
How is the government is affected by scarcity?

www.tutor2u.net/economics

Scarcity and Opportunity Cost (Introduction to A Level Economics)

Activity 4
In activity 1, we saw that Mike suffered from the problem of scarcity. The resources that
Mike had available to him were limited and he had to make choices.
In activity 3 we saw that the government faces the same issue but just on a bigger scale.
When economists talk of scarcity, they refer to resource scarcity. Resources are can also
be called ‘factor inputs’, they are what are used to produce the goods and services that
we take for granted in our lives.
There are four main resources that are used to satisfy our wants and needs. These are:
•
•
•
•

Land
Labour
Capital
Enterprise

Task:
Watch the video accessible via the link below and complete the table. You need to define
and give examples of each of the different types of factors of production.
https://www.tutor2u.net/economics/reference/factors-of-production
Factor of production
Land

Labour

Capital

Enterprise
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Meaning

Example

An introduction to Macroeconomics: Venezuela
We will spend a lot of time in lessons discussing examples from around the world. We will try to apply
economic theory to explain and analyse what we see in both the UK and internationally.
Macroeconomics is the study of the economy as a whole and covers many of the concepts you might
hear regularly on the news such as unemployment, inflation, trade and recessions.
For this session, I would like you to consider the economy of Venezuela – it is a truly fascinating
example of a country that should be far richer than it actually is.
I think it’s a great case study to get you started on the wide range of topics we cover in economics – I
hope you find it interesting too.
Most of the questions relate to the BBC video in the link below. You do not need to print the worksheet
out. You can type your answers directly underneath each question or you could handwrite if you prefer.
Remember you are just starting out on your Economics journey: I am not expecting you to know the
answers to everything, approach the questions with an inquiring mind and see where you it takes you!
You will need to watch from 22min 40 secs – 41 minutes and you are likely to need to pause, rewind and
perhaps watch some parts more than once.
BBC Caribbean with Simon Reeve episode 2
https://www.bbc.co.uk/iplayer/episode/p02l5269/caribbean-with-simon-reeve-episode-2

Questions
1.

Identify 2 reasons why Venezuela should be ‘one of the world’s richest countries’?

Before you continue watching the BBC video, think of reasons Why Venezuela’s GDP per capita might
not be as high as expected (given the oil reserves)? You will find out some possible answers as you
watch the video.
⦁ Throughout the video, there are lots of examples of Venezuela’s worsening living standards. You can
come back to this question as you go along. Applying your knowledge is a key skill for economics
students.
2. What are the economic problems of high levels of inequality?
1 in 3 Venezuelans are poor. Simon comments that ‘wealth is in the hands of the few in Venezuela’.
Think about what it means for a country to have high levels of inequality and the impact it has on
society. Is inequality inevitable in (free market) economies?
3. What are the reasons for Venezuela’s economic decline?
At 32min 20 Some of the reasons given for Venezuela’s economic decline are given as ‘restrictions
on foreign currency meaning that businesses don’t want to import and ‘Soviet-style’ controls on
prices meaning that shops don’t want to sell.

4. Objectives of producers/functions of the price mechanism
(I) Explain why Venezuelan shops might be behaving rationally if prices are set below the free market
equilibrium.
At 3min 20secs
(I)
(II)
(III)

How much does it cost to fill a tank of petrol?
How does this compare to your local petrol station?
What reasons are given for why petrol is so cheap?

5.

How does government policy lead to a more unequal distribution of income in Venezuela?

At 34 min 45. Simon visits a family living with an oil pump outside their house. What problems
have the family suffered/witnessed as a result?
6.

Explain the impact of this smuggling on the Venezuelan economy. Consider the impact of the
lost tax revenue? How does it change the incentives for the taxi driver to seek work?

At 36min 15. Petrol in Columbia costs 100 times the price in Venezuela and large numbers of
people illegally smuggle petrol at the border.
7. What is the recent situation in Venezuela?
Watch these 2 videos. Focus on the impact of inflation. What does inflation mean? inflation
definition? What impact does it have on day to day living and working in Venezuela?
https://www.tutor2u.net/economics/reference/economic-crisis-in-venezuela
What is inflation?
https://www.tutor2u.net/economics/reference/why-is-high-inflation-a-problem
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Some resources are renewable and others are non-renewable. Renewable resources
include solar and wind power. These resources do not deplete. Wind itself is not a scarce
commodity. However the means of producing solar and wind energy do have
opportunity costs – the material used to produce a wind farm have alternative uses. Nonrenewable resources such as fossil fuels deplete and are a scarce resource.
Task:
When we buy goods, they are the result of the factors of production working together to
produce the end outcome. Pick one the goods from the list below and write a paragraph
explaining how the factors of production work together in its production.
1.
2.
3.
4.

Car
Mobile phone
Dress
Chair

The following clips aim to give you an insight into their production. You don’t need to
watch all of them but might support your learning!
Car:
https://www.tutor2u.net/economics/blog/how-porsches-are-made
https://www.youtube.com/watch?v=P7fi4hP_y80
Chair:
https://www.youtube.com/watch?v=FiCePhT5RoY
Dress:
https://www.youtube.com/watch?v=9ctD5jjMeY8
Mobile phone:
https://www.youtube.com/watch?v=AdeDy6vJcbI
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Land

Labour

How the FOPs work together
in the production of....

Capital

Enterprise

Having completed this introductory activity set looking at scarcity, opportunity cost and
the factors of production, have a go at these knowledge retrieval games to consolidate
your understanding:
Clear the deck:
https://www.tutor2u.net/economics/reference/introduction-to-economics-clear-the-deckkey-term-knowledge-activity
Loose Change:
https://www.tutor2u.net/economics/reference/foundations-of-economics-loose-changeactivity
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Name:____________________
Period: _________________

The Market for Jelly Beans
Fill in the blanks with the letter of the graph that illustrates each
situation. You may use a graph more than once.
Jelly Beans Supply and Demand

1. The price of sugar increases. ____
2. The price of gummy bears, a close substitute for jelly beans, increases. ____
3. A machine is invented that makes jelly beans at a lower cost. ____
4. The government places a tax on foreign jelly beans, which have a considerable share
of the market. ____
5. The price of soda, a complementary good for jelly beans, increases. ____
6. Widespread prosperity allows people to buy more jelly beans. ____
7. Jelly Belly declares bankruptcy and goes out of business. ____
8. The surgeon general announces that jelly beans actually help cure cavities! ____

The Market for Coffee
Fill in the blanks with the letter of the graph that illustrates each
situation. You may use a graph more than once.
Supply and Demand: Cups of Coffee

1. An unusual winter freeze in Brazil kills a majority of the world’s coffee crop. ____
2. New machinery allows coffee beans to be roasted more efficiently. ____
3. The price of tea, a substitute for coffee, decreases. ____
4. Caribou Coffee wages an effective advertising campaign (“Life is short. Stay awake
for it!”) causing people to line up for cups of java. ____
5. A panel of doctors announces that coffee may help cure migraine headaches. ____
6. The price of cream, a complementary good for coffee, decreases. ____
7. The economy takes a dive and incomes drop to record lows. ____
8. Dunn Brothers opens 50 additional stores nationwide. ____

Research ideas
1. The debate about the effectiveness of quantitative easing during the Global Financial Crisis
is ongoing. Research the arguments for and against quantitative easing, in the context
of the evidence researched in the UK and US.
The BBC News article from 30 October 2014 ‘Has quantitative easing worked in the US?’ by
Andrew Walker (www.bbc.co.uk/news/business-29778331) highlights some key arguments
for and against.
The Guardian Economics blog entry from 29 October 2014 ‘Quantitative easing: Giving
cash to the public would have been more effective’ is also a good article to use to research
the arguments for and against.
Prepare a handout summarising the key points for and against quantitative
easing.
2. ‘Lessons of the 1930s: There could be trouble ahead’ (The Economist,
www.economist.com/node/21541388) looks at the economic policies used in the 1930s’
Great Depression years and compares those with the approach used during the Global
Financial Crisis and immediately afterwards. Read this article and identify the
similarities and differences in policy approach.
Find other articles on this theme and produce a poster to display for the classroom. Use
plenty of Great Depression photos to cheer everyone up!
3. It is worth looking at a few video clips (eg history BBC clips, GCSE Bitesize) on the 1930s
Great Depression, since it helps to get a feel for the scale of the crisis at the time and can
highlight some of the key points.

Short-answer questions
1. UK unemployment rates (taken from Labour Force Survey):
Year

Unemployment rate

2008
2009
2010
2011

5.7%
7.7%
7.8%
8.1%

a) Define the term ‘unemployment’.
b) Which of the following can be inferred from the data?
A

Interest rates must have risen over this period.

B

It is likely that real GDP was falling over at least some of the period shown.

C

A rise in unemployment means there are more people choosing not to work.

D

The economy is moving closer towards its PPF.

c) Explain one policy measure which a government could take to reduce unemployment.

2. Between October 2008 and March 2009 the Monetary Policy Committee of the Bank of
England cut its interest rate (base rate) from 5 to 0.5 per cent, despite inflation being
above its target of 2 per cent in 2008.
a) It can be inferred from this that:
A

The MPC expected the rate of inflation to fall significantly.

B

Aggregate demand was high in 2008 because the rate of inflation was high.

C

The Bank of England no longer had an inflation target.

D

The effect of reducing interest rates would be to reduce aggregate demand.

b) Explain how a fall in interest rates will cause the value of the pound to depreciate.
c) Explain how a fall in interest rates will affect the components of aggregate demand.
3. During the Great Depression of the 1930s the US increased its spending massively on
investment projects, such as vast new infrastructure projects (eg the Hoover Dam on the
Colorado River).
a) Explain how this policy would increase aggregate demand.
b) Using an AD/AS diagram, show the likely effect of this policy on real GDP.
4. In ‘normal’ times, a fall in interest rates by central banks would spur economic growth.
However, by early 2009 most central banks had reduced their base interest rate to almost
zero without any real impact on increasing borrowing and reducing savings.
a) Give one reason why this was the case during the financial crisis.
b) The UK and US used quantitative easing as part of its monetary policy.
i. Explain what quantitative easing means.
ii. Explain how quantitative easing should boost aggregate demand.
5. Explain how the UK’s temporary cut in VAT from 17.5 to 15 per cent in December 2008
might have helped to combat the recession during the financial crisis.

Essay questions
1. During the Global Financial Crisis, fiscal stimulus was used in many economies to aid
economic recovery.
Evaluate the extent to which a fiscal stimulus package should be used to promote economic
recovery in times of recession.
2. Evaluate the likely impact of measures a government could take to stimulate growth in
times of recession.

Marking guidance
Essay questions
Essay 1


Expect students to go through how a fiscal stimulus affects aggregate demand,
ie budget deficit increases so net injection into circular flow. Differentiate between
automatic fiscal policy and discretionary fiscal policy.



Clear understanding of role of multiplier – what affects value of multiplier and why, if
interest rates are low, multiplier would be higher. Therefore particularly effective at
boosting aggregate demand if monetary policy is also set appropriately.



Recognition that a fiscal stimulus package can prevent a downward spiral in aggregate
demand.



A fiscal stimulus, combined with a high-value multiplier, may generate high growth
quickly which means that, via automatic fiscal policy, budget deficits will start to fall.



If growth occurs and long-term unemployment is minimised, this reduces the hysteresis
effect. Without a fiscal stimulus, there may be more people who remain unemployed
long term. This would mean more people will have ‘outdated’ skills and would lead to
higher structural unemployment, leading to a rise in the natural rate of unemployment.
This would increase the budget deficit in the long run.



However, a fiscal stimulus will be most effective when the value of the multiplier is high
(hence a role for low interest rates in monetary policy), since less injection will be
needed initially to achieve a given rise in real GDP. The budget deficit would not have to
significantly rise. Also, the government needs to fine tune their response to ensure real
GDP does not overshoot its target and lead to a positive output gap which could be
inflationary.



A fiscal stimulus may also be necessary if interest rates are virtually zero but not doing
enough to kick start aggregate demand – when in a liquidity trap.



If a fiscal stimulus ends up crowding out the private sector (either resource or financial
crowding out) then the stimulus has been too high. But if unemployment remains high
and interest rates are not pushed up, then the stimulus package would be viewed
positively. If interest rates are pushed up, then the fiscal stimulus will reduce private
sector investment which counteracts the injection provided by the public sector, and
then just leaves the problem of how to finance the budget deficit!



A fiscal stimulus which attempts to channel a rise in government spending on
investment and infrastructure will be particularly effective, since not only will aggregate
demand increase but supply-side growth will also occur. This means that inflationary
pressures will ease and tax revenues will increase.

Essay 2


Students are likely to discuss the need for polices to increase aggregate demand in
times of recession. This can be done by fiscal and/or monetary policy. A discussion on
the effectiveness of fiscal policy will raise some of the points covered above for Essay 1.



Expansionary monetary policy – reducing interest rates and increasing the money
supply. Students are likely to explain the transmission mechanism, ie how lower
interest rates increase aggregate demand (including impact on value of a currency on
the foreign exchange markets, hence boosting exports). Financial crisis highlighted
how, despite the base interest rate falling very low, aggregate demand was not
sufficiently stimulated, hence use of quantitative easing to prevent deflation. Students
should discuss how quantitative easing works.

Students may highlight some of the disadvantages of quantitative easing, eg just how
effective it was during the financial crisis at boosting aggregate demand and how it may
also have hit some groups adversely.


Some reference to how adherence to ‘balanced budgets’ by many countries in the
1930s made the depression worse. However, some recognition of view of Classical
economists that, if the government does not intervene, the labour market may
eventually self-adjust, so real wages return to their equilibrium level – there would be
no involuntary unemployment if the labour market clears. Recognition also of Keynesian
view that wages are sticky downwards so government intervention to stimulate
aggregate demand is important.

A Level Economics
Edexcel Economics A 2015
https://qualifications.pearson.com/en/qualifications/edexcel-a-levels/economics-a2015.html

Summer Reading
If you want to know more about what economics as a discipline is about and where it can lead,
there are some easily accessible sources that can be read with equal interest and pleasure by
graduate economists and readers who know no economics at all.
We also strongly recommend reading a quality newspaper and /or The Economist magazine
regularly.
Recommended reading and watching for the summer:
Websites: Great for A level Economics theory:
• Tutor2u - http://www.tutor2u.net/economics
• Economics Help – http://www.economicshelp.org
• EconplusDal – http://www.econplusdal.com
• Economics Online - http://www.economicsonline.co.uk/
• YouTube – there are a wide range of YouTube revision videos available on all A Level
Economics topics, popular channels include EconplusDal and Khan Academy .
Great for economics in the news:
•

•
•
•
•

BBC News (economy section) http://www.bbc.co.uk/news/business/economy
The Guardian (economics) – https://www.theguardian.com/business/economics
The Telegraph (economy section) – http://www.telegraph.co.uk/business/economy/
The Independent (money section) - http://www.independent.co.uk/money
The Financial Times - https://www.ft.com/

Great for economics data:
• Office for National Statistics - https://www.ons.gov.uk/
• Trading Economics – http://www.tradingeconomics.com

Books:
•
•
•
•

Poor Economics Duflo, E and Banerjee, A. 2011.
The Economics Book by Niall Kishtainy
Economics: The User's Guide: A Pelican Introduction by Ha-Joon Chang
Cracking Economics by Tejvan Pettinger

•
•
•
•
•
•

Freakonomics: A Rogue Economist Explores the Hidden Side of Everything by Levitt,
Steven D., Dubner
The Undercover Economist by Tim Harford
The Euro by Joseph Stiglitz
Capital in the Twenty First Century by Thomas Piketty
Doughnut Economics by Kate Raworth
GDP: A Brief but Affectionate History by Professor Diane Coyle

Magazines:
• Economic Review
Films:
• The Big Short (2015) – biographical drama-comedy film
• Margin Call (2011) – drama film • Rogue Trader (1999) – biographical drama film • Boiler
Room (2000) – crime, drama film
• Wall Street (1987) – drama film
• Enron: The Smartest Guys in the Room (2005) - documentary
• Inside Job (2010) – documentary

