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HOW TO USE THIS BOOKLET

This booklet has been designed by senior examiners to help you raise your game with
diagrams to maximise exam performance. Gone are the days when you could simply provide
a memorised diagram in your exam answers. Diagrams score very few marks unless they
are used to contribute to analysis. You need to really understand the diagrams (the lines,

the areas) and apply them dynamically to the context provided. This means that lines on
diagrams need to be shifted in response to the given scenarios, new areas shaded, and
revised equilibrium points noted. You may also be asked to interpret unusual or unexpected
areas on diagrams - examiners do not always ask the obvious ‘textbook’ questions!

This booklet covers the entire Edexcel specification in fine detail, with activities to help you
revise and practice every possible diagram based on a comprehensive bank of scenario.
Simply read each scenario and question carefully, then draw, adapt or explain each requested
diagram. Use this booklet in the crucial final phase of revision at the end of Year 13, or
practice your diagrams throughout the entire course - the choice is yours.
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MICROECONOMICS

SECTION 1 PPFS, MARKETS AND THE ALLOCATION
OF RESOURCES

l In the boxes below, draw the appropriate and fully labelled production possibility frontier as

requested

A PPF showing that there are unemployed
i.e. the allocation of is
productively inefficient

7 h
=

A PPF demonstrating a trade off with capital
goods as more consumer goods are produced

,2% ‘

"VW

I A PPF showing balanced economic growth

wa
Go®,
ion of

A PPF showing an i in prod
capital goods but not consumer goods
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&MN»U

I A PPF showing an increase in productivity in A PPF demonstrating the impact of a natural

the capital goods industry, but not the disaster destroying a proportion of all factors
consumer goods industry of production

£
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“o =
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G A PPF showing an obtainable and an H

A PPF demonstrating unbalanced growth in
unobtainable allocation of resources in an

an economy
economy
ol ey
'? . obe

oz Z

n A student decides to drink successive cans of Coke, one after the other

A On the two diagrams below i) in the first diagram, record total utility, and ii) in the second diagram,
record marginal utility
Number Tl oWy Number "b{‘j."" m"j
of utils of utils
Qty of cans of Coke Qty of cans of Coke
B

With reference to your marginal utility diagram, explain the shape of a typical demand curve

n The boxes below will require demand curves to be drawn. lllustrate in the boxes below what happens when:

A The price of package holidays to Spain rises B Fidget spinners go out of fashion

Price of Price of
holidays spinners
?
P f---- P1

D\D

Q1 Qty of spinners

1
I
1
1
1
@y, Q1 Oty of holidays
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C Retailers launch successful Christmas D

Rail travel between major towns and cities
advertising campaigns for gifts

becomes more expensive

Price of Price of \
o S o \crens in Demand
tickets bem.ux. CoocheS
- Suboiores
D D D

Qty of gifts Qty of coach tickets

n In each case below, draw an appropriately shaped demand curve and fully label the diagram

Price Inelastic Product Price Elastic Product
e Losge inceeoren 7 Svoll e o
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Give 3 examples of price inelastic goods or services

1 sl \medtane
2 Supemaleet grn-lorand

¢
@3»@!1’65 " B Q&S
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For each of the firms below:
i) draw a demand curve

i) indicate what happens when the price rises by 10%, remembering to factor in the likely price

elasticity of demand for each product

ili) shade in any areas of loss of revenue and any areas of gain in revenue in each case

Petrol retailer

in demand elasticities: pric:

Street pizza retailer

income and cross. Draw the requested diagram, relating

ies, for each of the scenarios given below

Effective advertising for a clothing company
leads to demand becoming more price
inelastic. Show how the demand curve
would change

Price

Quantity

Home-delivery pizza is often regarded as

an inferior good. Show the impact on demand
for home-delivery pizza when real income
falls during recession

Price

Ry

Quantity
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Holidays to Disneyworld in the US have a

between income and quantity of holidays
demanded on the axes below

L

Quantity

Income

Apps and smartphones are complementary
goods. Represent this relationship on the
axes below

Price of
smartphones

Quantity of apps

A product such as the essential medicines
insulin or epipens, that has perfectly price
inelastic demand

e D

Toufly

high, positive income elasticity of demand i.e.
they are luxury goods. Show the relationship

The 2008/2009 recession suggested that
lipstick (in the UK) is seen as an inferior
good. Show the relationship between income
and quantity of lipstick demanded on the
axes below

Income

Quantity

The theme parks Thorpe Park and Alton
Towers are substitutes. Represent this
relationship on the axes below

Price of
Thorpe

Park
tickets

Quantity of Alton Towers tickets

A firm in an extremely competitive market
that has no choice but to accept the market
price, leading to that firm having perfectly
price elastic demand

P,

Buefy
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The diagrams below represent a fruit grower. Fully label the diagrams, and then amend the supply

A product is sold at the equilibrium price in a market. However, due to poor publicity about the
quality of the product once it is in use, and a rise in the price of the raw materials used, the
equilibrium has changed. Demonstrate these changes on the diagram below. Remember to label

curves appropriately to illustrate the market changes described

A The labour used in production receives a B Abumper harvest is achieved after sunny the axes and curves accurately
wage rise weather

" =
T e s
[ .
/ fok S
o

N
Qi

of 6/\49
C Technology improves so that fruit pickers are D The government subsidises fruit growing

no longer needed as their jobs can be carried firms in a drive for improved healthy eating
out by machine in the UK EXPLAIN what has happened here, ensuring that you refer to the price mechanism and the functions of prices

C(;‘Q S el )
A 0* \’ Demand has fallen due to poor publicity and supply has fallen due to the increase in
&\,.2( Q\I-'*‘ production costs. The initial fall in demand leads to excess supply at the original market price
S‘) { so there is downwards pressure on price. However the decrease in supply clears that excess
/ supply so overall there is little change in the market price.

Tre Hral ¢adm Heperds
antne size of e
refokv e SNEREN

D ond

e Oty

Both of the producers in the example below have seen the market price of their output rise by 20% Markets are sometimes not in equilibrium. Draw diagrams to indicate i) excess demand

this year. Draw and fully label appropriate supply curve diagrams (thinking about the concept of
price elasticity of supply) to demonstrate what would happen in each case

.e. a shortage) and ii) excess supply (i.e. a glut)

Christmas tree supplier Sandwich filling supplier ohe Excess demand -~ Excess supply
L S ered S
e’ (.\\wﬁ ) -
?( ''''' ] !
7 5
: R
R Qot g ® &of 2 U5 ey
“Treef ore iolakrey pive (o G C In oS (0 r :‘D é—%m

sugely kecp .2 of e "e’a’" Scw&md/\ @ﬂhvg_c ocve oy
4 %W i ﬁ i TR QVeaiC T~ coaxj e o
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Give 2 reasons / scenarios in which there may be
excess demand in a market

Give 2 reasons / scenarios in which there may be
excess supply in a market

1 Goo'k impares o wene- P2 1 Gt inpges a il prhe

2 Devad {=olf &1 toks fne
bv tle woucet 19 oQjxrt

Explain how the market mechanism operates to
clear the excess supply

2 Dennoud norects &t toba
e &y e ot o o.ﬂ‘usl-

Explain how the market mechanism operates in
order to clear the excess demand

Excess demand implies there is a shortage
and it signals to producers that they need to signals to producers that they need to reduce
increase the quantity supplied and increase the quantity supplied and reduce price. As
price. As the price rises this rations the good the price falls this means that more

to those willing and able to pay, until a new consumers are able to buy the good. This
eq’m is reached. continues until a new eq’m is reached.

Excess supply implies there is a glut; it

The diagram below illustrates the market for fast food, with | Demand and Supply at D1S1
initial equilibrium at point E.
a Arise in the price of meat, an essential ingredient for fast-food burgers A
b A health conscious movement in the general public. &
¢ A ‘fat tax’ is imposed and a ‘healthy eating’ campaign launched. ¥
d A new form of cooking oil is developed to aid fast cooking of chips ¥
e More people now commute for longer periods, and more people are accepting temporary jobs
in fast food restaurants as they are ‘in between’ work
f The minimum wage rises and more low-income individuals eat out with their children B
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n Using appropriate diagrams, demonstrate the nature of the interrelationship between these markets

The market for bricks when the demand for housing rises. Relationship = Denvnd.w

Market for bricks

Q (\w/ Market f()é houses ?

Quosttyy

The market for sparkling water after the sugar tax was imposed. Relationship = Scins¥hoke S

Market for sparkling water

(\) Market for sugary drinks

The market for bread rolls during a hot sunny summer when the market for beef burgers
experiences a rise in demand. Relationship =W\‘eﬂ"$

Market for beef burgers

- Market for bread rolls
Rete.

%
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The market for rugby balls following an increase in demand for gloss paint for exterior windows. D Draw a demand and supply market di

Relationship = uw.&wzd
e

Market for exterior gloss paint Market for rugby balls

C?Q\Ul QN—Qa S

No
k-~ Chorge

emn ~ =~

D
R & Quauty & Sty

m Consumer surplus and producer surplus are measures of welfare for each of these economic agents

A Define consumer surplus

The difference between the market price and the maximum price that a consumer is willing
to pay.

to illustrate p surplus

S

B Draw a demand and supply market diagram to illustrate consumer surplus

DN S

E  The diagram below represents the market
for new housing in the UK. Suppose that the
government reduces planning restrictions
on land. Adapt the diagram to illustrate the
likely impact on consumer surplus of this

,T____,_ change

Price

of new
‘D housﬁ

C  Define producer surplus

The difference between the market price and the minimum price that producers are willing
to accept.

=) PRSI

Quantity
of new
houses
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single use

Tty

The diagram below represents the market
for single-use plastics, such as straws.
Following a high-profile documentary, public
opinion turns against the use of such plastic
items. Adapt the diagram to illustrate the
likely impact on producer surplus of this
change

Price of

‘Fau(M

plastics

'
? r —-- - - 1
( N
¢ 1
'

[ D,

Q Q Quantity of

< single use

plastics
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m The price elasticity of demand varies along a downwards-sloping straight-line demand curve

On the diagram below, label i) the price inelastic section, ii) the price elastic section and iii) the point
at which demand has unitary price elasticity

Price RC
Q\OS“ 97T
o -\
Ge! LQ o \
1%
u\g: o
D
Quantity traded

State what happens to total revenue earned by a business when the good sold is price elastic in
demand, and the price is decreased TK Ase s

demand, and the price is decreased ,“2 -Cal
\s

State what happens to total revenue earned by a business when the good sold is has unitary price
elasticity, and the price is decreased

TR Qw\dbad:ad

For the demand curve shown above, sketch the corresponding total revenue curve on the axes below

I State what happens to total revenue earned by a business when the good sold is price inelastic in

Total U-Nx'ﬂ*\a Peo

revenue

Quantity traded
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SECTION 2 MARKET FAILURE

In each of the spaces in the table below:
a give AT LEAST 4 examples of each externality in the left-hand column
b in the right-hand column draw an MSC/MSB diagram showing the free market output and
price, and the effect of the externality, marking the socially optimum output

¢ indicate on your diagram whether the externality leads to over-production, under-production,
over-consumption or under-consumption
d shade the area representing the welfare loss on each diagram

Positive Externalities in Consumption Diag\ram:
Examples: ’0
 omirotiohas o
2 Toees £80cakien 9t

3 \)Qaexawer 7

« Covdaning Epipnrens-

Negative Externalities in Production Diagram:
Examples:

! Sred\ groductscn gﬁ\\’*
2 Sevoridroes

3 R A\

-

1 Peted
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The MMR vaccine protects children from Measles, Mumps and Rubella - three diseases which are
potentially very damaging, even deadly. It is given free-of-charge on the NHS as a single injection to
babies, usually within a month of their first birthday. They then have a second injection before
starting school, when three years old.

The MMR vaccine has dramatically reduced cases of measles, mumps and rubella and saved about 4,000 deaths from

Alcohol Concern is a pressure group that attempts to raise awareness about alcohol misuse. In
2015 there were 8758 alcohol related deaths, and alcohol misuse is the biggest risk factor for death,

ill-health and disability among 15-49 year olds in the UK, and the fifth est risk factor across
all ages. Alcohol harms are estimated to cost the NHS around the £3.5 billion annually

measles, resulting in the UK being declared “measles free” by the World Health Organization last year. However, the Using the axes below, draw a diagram to show the impact of the information gap (i.e. market failure) in
number of children receiving the vaccine is falling; in England, it has fallen from over 95% to 87% of children, and in the the alcohol consumption market in the UK
first nine months of 2018, there have been nearly 1,000 cases of measles.

The UK’s Chief Medical Officer blamed “myths peddled about the dangers of vaccines on social media”, and urged parents
to ignore “fake news”, and to get their children vaccinated

Using the axes below, draw a diagram to show the impact of the information gap (i.e. market failure) in o’évé\
the market for the MMR vaccine in the UK

vt
oo

Q.@_

(
(
l
l

\ Do Dt et
¥ e g

Write an explanation about what is happening in the alcohol consumption market

g I

o8

. vaacn Because of the addictive nature of alcohol, and the fact that the effects of its
WMUM {'\M 6 consumption can be a long way in the future, there is information failure. This means that
d— U[(CCZ"—K demand is higher than it would be with full information, and so there is over consumption

of alcohol.
Write an explanation of what is happening in this market

Vaccines generate significant private benefits for those who are vaccinated. They also
generate external benefits because people who are not vaccinated are able to benefit due to
reduced disease transmission, in this case, measles, mumps and rubella. The data suggests
that there is significant under consumption of the vaccine at the moment as it has fallen to
just 87% of babies. There’s for babies who have not had the vaccine are more likely to
suffer from MMR as a result.
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EXTENSION TASK: The proposed merger between Sainsbury and Asda has caused some concern
in the food retailing market. This would be a merger between the UK’s second and third largest

In the UK, there is a maximum price for the NHS prescription charge of £8.80 for each medicine

prescribed

supermarkets and would lead to 463 areas in the UK where it is believed there is a ‘realistic prospect ) ) L o i
of a substantial lessening of competition’ (the Competition and Markets Authority (CMA)). If this is A Using the axes belo‘fl;_ShOW Wwhat effect a maximum price in this market has on the equilibrium price
the case, shoppers could face higher prices or a worse quality of service and quantity of medicine

Using the axes below, draw a demand and supply diagram to show this potential market failure in the food

retailing market in the UK. Indicate any loss of consumer surplus that might occur on your diagram by 6&
L
U

shading this area (,26&

% s s

Np----°

A\
7
E
:

|
\
|
¢

i D Qs Qo @»5&‘
Q, R B4 Cspik - ~———— tugdicie

€4S Deanond
G—,
S ivadsania,
Write an explanation about what is happening in the fodd retailing t

Explain why the government has imposed a maximum price for prescription charges

A maximum price is set below the free market eq’m, usually in order to improve access
to essential goods or services for those on low income. This is with the intention of

Competition in the food retailing market is decreasing due to merger activity, and would improving living standards. In the case of medicine, the gov’t wants everyone regardless

decrease further is Sainsbury’s and Asda merged. This would lead to a lessening of of income to be able to buy medicine - many medicines would cost a lot more than

supply and restriction of output, leading to higher prices because of the increased £8.80in a free market. There are positive externalities associated with the use of

market power of the supermarket companies. medicine- people are less likely to transmit diseases and more likely to be able to work
productively.
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The Government in the UK leads an Energy Company Obligation Scheme (ECO) which helps
families on low incomes and in receipt of government benefits to reduce their energy bills. The big
energy companies, such as British Gas, EDT, EON, Npower and Scottish Power, are required by the

government to help such families save money on their heating. One way in which consumers can

reduce spending on energy bills is to use better insulation, and government can help by offering
subsidies to building firms to reduce the price of insulating materials

A Using the axes below, draw a diagram representing the UK home insulation market

B Apply a government financial subsidy to the equilibrium, and explain what happens to the price
and quantity

R o Qe

insulatsan

C  Explain how this government intervention is an attempt to correct the market failure caused by
under-consumption of house insulation by low income families

Home insulation will lead to positive benefits, such as healthier households who are
more productive at work, and children who are more able to concentrate and attend
school. It may also reduce hospital admissions for people suffering with cold-related
illnesses. This has positive impacts on third parties.

A subsidy is a grant given by the government to producers, to lower production costs
and therefore increase supply and lower the market price of insulation. This in turn
increases the quantity of home insulation demanded, reducing the under consumption
and helping to tackle the market failure.

20 Edexcel A Level Economics Diagram Practice Book

Cars in the UK have a tax applied to them (Vehicle Excise Duty, VED). Fred owns an old diesel car
that is heavily polluting, creating emissions over 255g/km (the most polluting possible). His VED for
2018/19 is £555 for the year. Using the demand and supply diagram below, annotate the diagram fully

and show the effect on th | equilibrium of the VED tax imposed. Explain what is happening in
the space that follows the diagram

S+
Price of s
driving
wm b -- - ——
L O -
[
( i
[ :
| | D
L
0 Q ) Quantity of
( miles driven

Explanation

Pollution from old diesel cars leads to negative externalities. The tax (VED) is intended to
equal the estimated external costs, thus internalising the externality. In the case of Fred
this would be £555 per year. This causes a contraction along the demand curve reducing
the number of miles driven, hopefully to the socially optimal level.
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A Distinguish between an ad valorem tax and a specific (unit) tax, ensuring that you give at least
one example of each type of indirect tax

M valoven - o otz (% 0&% Ma/v;d—wca)
g UAT

SPQC‘RC Lo Seb te pe’ unitsod 66 Suﬁax—\’t«/

B  Adapt the diagrams below, as requested

Show the impact of an Show the impact of

ad valorem tax a specific tax
Price S

Quantity traded Quantity traded

Now indicate the change in consumer surplus
and producer surplus on the above diagram

Now indicate the change in consumer surplus
and producer surplus on the above diagram

In May 2018, the Scottish government implemented a new law which set a minimum price on alcohol
of 50p per unit. Scottish government ministers said that the minimum price was intended to tackle
‘problem drinkers’, who typically drink very cheap alcohol. Prior to the introduction of the minimum

price, a 2-litre bottle of strong cider (containing 14 units of alcohol) could be bought for just £2.50.
The same bottle will now cost consumers £7.50

Show the impact of the new minimum price on the market for 2-litre bottles of cider, by adapting the
diagram below

Price of
2-litre bottles
of cider

820

fosof - ---

"mn-Phe

D
Qd &s Quantity of cider
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The EU’s Emissions Trading Scheme (EU-ETS) is described by the EU as a “cornerstone of the EU’s
policy to combat climate change and its key tool for reducing greenhouse gases cost-effectively. It

is the world’s first major carbon market and remains the biggest one”. The market was established
in 2005 and operates as a ‘cap-and-trade’ system. In 2020, carbon emissions will be 21% lower than
they were in 2005, and by 2030 they will be 43% lower than in 2005

Using the diagram below, illustrate and explain the mechanism by which reducing the carbon emissions
‘cap’ and allowing carbon-producing firms to ‘trade’ their permits reduces market failure

Tre Supely of ey

e 58
permits i€ Sex e{uﬂl + ‘\'LQ
Csvastm oprnod
lerel of coven
ke - ohpot. Thre
? o~ vedrxe
T ous Hwre
D

@f Quantity of

carbon permits

In November 2018, the food store Iceland said that an advert it had produced, outlining the
devastating impact of collecting palm oil on the habitat of orangutans, had been banned by the UK’s

Advertising Standards Authority for being ‘too political’. However, the advert was widely shared on
social media and ‘went viral’, prompting consumers to become much more aware of the impact of
palm oil collection. Palm oil is used in many cosmetic products, such as shampoo

A Using the axes below, draw a diagram to illustrate the negative externalities caused by the
production and collection of palm oil

Costs
benefits of
palm oil

eF

Ie

Quantity of palm oil
——
ovespraduatksan

B Adapt your diagram above to show the impact of improved information. Ensure that you show the
new equilibrium point, as well as any changes to welfare loss
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The tax on sugary drinks was imposed in 2018 in the UK. Using the information provided on the This question relates to analysing the impact of a subsidy on both consumers and producers
diagram below, calculate

A Complete the diagrams below, to show demand (with the elasticity as requested) and supply, along
A the consumer surplus before the tax D the producer surplus after the tax with the relevant equilibrium point in each case
(Bso-zso)iten _E@m Qa0 —v-wg ¢i%= E25m
2 = Price inelastic demand Price elastic demand
B the total producer surplus before the tax E the government revenue earned by the tax Price
28X B _ [325 (a0 A0) i = P
2

C the consumer surplus after the tax

(3:50-1-a2) % - LGlm

9
72~
~(®) 350 §2
Pr;(;t;:: s Quantity Quantity
drinks
2904-------2 8
i_ B On each diagram, show the impact on price and quantity if the government introduces a subsidy
250 f o~ ----~ LEEEEES C
! 1 C  On each diagram, indicate the area that rep the idy /U4
1 1
190 f======"2 A i D  On each diagram, indicate the area that represents the producer subsidy #4
1
1
i ! D E  Outline the relationship between PED and the incidence of a subsidy
0 14 2% Quantity of
sugar drinks (m)
When PED is relatively price inelastic, the impact is mostly on the consumer in terms of a
F  Inthe space below, sketch diagrams to show how the incidence of tax between consumers and significant fall in price. Then producer incidence is minimal. However, when PED is
prod differs, depending on the price elasticity of demand of the good/service that is being taxed relatively elastic the fall in price is much smaller and so the consumer incidence is much

lower than the producer incidence.

L )

9
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SECTIUN 3 CUSTS OF PRUDUCTIUN AND ECUNUMIES B  Using the data, plot the fixed cost, variable cost and total cost incurred when producing widgets
OF SCALE

Using the information provided, plot output against input for Firm Y as it increases its number of

inputs, labelling your curve appropriately. In the space below, write an explanation of what is
happening in your diagram

Output Inputs Outputs
70 - 10 5
2B 20 20
§2 - 30 45
w 4 40 55
30 = 50 60
0 1 60 60
P 70 55
N 80 45

n}) 20 30 @o 0 oo 2AuFO: of inputs

Explanation (ensure that you use the terms marginal product, average product and total product in your explanation)

Initially, total product rises very quickly- each new input is highly productive (because,

for example, division of labour) and so output rises more quickly than input. Marginal

output (represented by the slope of the total product curve) rises very quickly - we can

this increasing marginal returns. However, capital becomes increasingly scarce as we

add more labour, and so the marginal product of additional factors of production starts

to fall l.e. diminishing marginal returns. Eventually, the addition of inputs starts to

significantly slow down the production process and total product starts to fall l.e.

marginal product becomes negative. C Calculate the total cost at output level 45. Shade the appropriate area on your diagram to show the
proportion of total cost that is fixed and the proportion made up of variable costs

n A Complete the table below which shows cost data in the short term for Widgets Ltd

Output TFC Ve TC
10 s 20 &S MSSU“‘@
20 s 40 6S VC Ases
30 25 co E:4S P Mactela
40 2% &0 \05 ‘:;“"z\
50 25 16D VLS Ay ‘;\/)
60 25 0 145
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On the diagram below: C  On the axes below, draw a series of short-run average cost curves, and their associated long-run
i) label the axes average cost curve (often known as the ‘envelope curve’)

label the ATC and AFC curves
Costs

) draw an appropriate average variable cost curve

SeC

iv) draw the associated marginal cost curve

Seslg,
ftc Lenr<
PN C S\w('}

Output
1 [
L —= = Oudq:oﬁ'
ne. ol A .y

sefnng DY Y D  Explain your diagram

v) Explain the reason for the shape of the marginal cost curve

The series of short run AC curves reflects an addition to capital |.e. a series of short runs. These

The shape of the MC curve is determined by the law of diminishing marginal returns. In the short combine into the long run.

run, some factors of production are fixed e.g. capital, so output rises as a result of variable factors
being added to the production process e.g. labour. To a point, this increases output more quickly
than the increase in inputs - the marginal product rises and so marginal cost falls (increasing
marginal returns). However, capital quickly becomes more scarce and so labour becomes
increasingly less productive than the previous worker - marginal product falls and so marginal cost
rises.

vi) Indicate the range of output over which there are increasing marginal returns

vii) Indicate the range of output over which there are diminishing marginal returns Sunny Tomato S:auces Ltd enjoyed the very long hot summer of 2018; their supplier of tomatoes

reduced their price as a result of a bumper crop

n A Explain what is meant by the ‘short-run’ in economics A Adapt the diagram that follows to show the change in costs W\CA- AC SNy doon

‘M’ \CDC\' one /(:w:*o' 9(1' 4y redunhSe— 1S BNed . B If Sunny Tomato Sauces chooses to operate at the level of output where average cost is minimised,
what is the change in their average cost per unit as a result of the sunny weather?

AC cotll Lall | The cost of deonatoes (o g
B Explain what is meant by the ‘long-run’ in economics voiakle caxt so oo Ac and MC slaskt
M\ ,{‘,am 4_ QWW W valabd Agmcoos X
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C  Shade the area showing new total cost

Costs

]

b

s
IQ '& Output

As the cost of collecting rubbish from the streets rises, the Town Council in Dilton has decided to raise
the rent chargeable on the shops located in Main Street

A Define the terms ‘fixed cost’ and ‘variable cost’

Fived ezt does oo Vory grepaAcobel e«f\’\"'\*"\ﬂ-\e—d‘)\
& oput e - paust b paid een wihe a\gk?u-\-z\é_a

Uorade . vares &)J&J’\qu\*\'\«m lesel f oupsr

B Adapt the cost curves for hairdresser ‘Crowning Glory’ appropriately to reflect this change

C Shade the change in total cost if Crowning Glory attempts to minimise its average cost at all times

Costs

C
|
(4
o\ﬁh Output
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On this short run average cost diagram below, and using different colours / hatchings / shading,

show the total cost when

A outputis D B outputisE C outputisF

Costs

D E F  Output

the range of outputs over which

of scale are experienced

the range of outputs over which di mies of scale are experienced

the range of outputs over which constant returns to scale are experienced

n On the diagram below, indicate:
A
B
4
D  the smallest amount of output that can be made whilst being productively efficient
E

the effect of external economies of scale
15 dnibhs e LEIC doneoas D

Costs
LRAC

/]

A~
Outpu
’ L > "

5
Ec ok Scale L s Deec.HA sale
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Using the diagram below, explain what is happening for this firm, and give two examples of industries

that may experience a long run average cost curve of this shape

Costs

Explanation h-@cd.\‘u\j e R
(raXusor Non duo o

\ery W Govedt e ot S

LRAC
Output
Example 1
Fost sewne
Example 2

ReAtveoc ;(uoﬁ&'aw\

SECTION 4 REVENUES AND PROFITS & OTHER OBJECTIVES

For each of the diagrams below, show the position of the marginal revenue curve. Give an example

l of each market structure depicted

Price
\AR .

\ N\(L Quantity

Example Market Structure

Monoec'y

Price

AR=D=ME
Quantity
Example Market Structure
@ pershion
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n This question relates to a firm in perfect competition i.e. a price-taking firm
A On the top set of axes, draw the average revenue and marginal revenue curves for a price-taking firm

B On the bottom set of axes, draw the associated total revenue curve for a price-taking firm

Revenue
Ag=ME
Output
Revenue
TE
Output

C  Explain the relationship between the revenue curves shown above

Free 'S onSYant 'GDI‘ o e~ Taker Yo redfove
A2 =ME . T cill fSe aF o canstant rate.
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3 M}aSN'

D
ME

¢

Whaly, demoud s pwe eosee —os Kne- Ladls, fua QX
RCES wrove Ao~ Rrogafioneddy o T Ales. ML \es Mo
M beauge to sellon 288 ool oW e ?ﬁ&?" @t
Presiot owtls olgd wee2d b be redoacad . Nooeure 0 Ale
\adh L Setkson M-S SEN perive.- P u.v\'t\cvn fED, me=o ve - T&
€ ak a werkmun~ Regfoud s gk 1PED 'S inel i so a
o ed sedacRo— W P aeseS T to fall e - M-S
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MNC = MK

z - ———
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n Not all firms are profit maximisers

A On the diagram below, indicate the output and price (and any resulting loss or supernormal profit)
made by a revenue-maximising firm. Write the revenue-maximising condition here (\(\Q_ =0

Costs
and
revenue
?
< 0
t
.
1
. AR
\ MR Output

B On the diagram below, indicate the output and price (and any resulting loss or supernormal profit)
made by a firm that aims to maximise sales (i.e. operating at an output level where just normal profit

is earned). Write the sales-maximising condition here A_ : _ |A‘2-

Costs
and
revenue

cC=x )

1

|

{

! AR
AT Output
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C  On the diagram below, indicate the range of output and price (and any resulting loss or supernormal
profit) over which a firm is ‘satisficing’

Costs
and
revenue mc
AC
1
I
(
|
\ AR
\ MR Output

Ao R alog\naze.
S =
D  For each of the following objectives, try to give two examples of firms that might follow that objective

Example 1 Example 2

Revenue Maximising

Sroderds’ o
-Eeumples,

Profit Maximising

Sales Maximising

Satisficing
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The diagram below represents a -making profit-maximising firm. Adapt the diagram to illustrate

the impact on i) price ii) output and iii) profit if the firm experiences a fall in demand

s v cmde
revenue R Pt @ £al\r

Ay o.._r_‘cﬂ' Lad\(

) ekt Ledls

%

f=c
-5

A hot chocolate vendor at a Christmas market faces significant competition from other hot chocolate
vendors. The diagram below represents her profit-maximising business

i) Shade the area that corresponds to her total variable costs

i) In a different colour, shade the area that corresponds to her total fixed costs

Costs
and MC
revenue // ATC
¢
T QC‘ ﬂ Output

ili) The cost of renting her hot drinks cart from the manufacturer increases 20%. Draw your own
diagram in the space below to show the impact of this change on i) price ii) output and iii) profit

@\oﬂ\twﬂ\ Snaotd dncedt
Do nerecse AN als ve- oS
S0kbn HTCend HEC  bS+ o Aragpe
n WO

n A Write down the condition under which firms will shut down in the short-run

& Pree <, TUC

B Adapt the diagram below to show the short-run shut down point for a price-taking firm

Costs ATC
and MC
revenue AVC
1
i AFC
) Output

C  Write down the condition under which firms will shut down in the long-run

Eeore LT

D  Explain why this is a DIFFERENT condition to that in the short-run
lnAne L& Anvs vard 4= b2 2lo W coser aol QM
ks Y= ve calpe b s iVe - I Stz LR, Mae wdk 4D oo
QLD cove) ML vanedsZ ONsA conkhedye
moads ter Bved cotts

E  Adapt the diagram below to show the long-run shut down point for a price-taking firm

Costs ATC
and
revenue

AFC

& Output

D N d,\g«(,‘o'\ TR%(W!bMa GLL((iA vaf)/ﬂ'
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MARKET STRUCTURES

Market Costs

price and w A‘C

revenue
\/ AR =MR
|
i/"?(’“’""— t~ _—_—_th/
Output ' —

Market
price

5 Costs

and
revenue

Market quantity

2 ——— —
D -

Output
&

N\auxé Lioms -~ 3\13\«5 &bt ared %@slsevicab
E N RC fus ety Boumas, vo dowirank Lins

revenue

_ P2l

{ AR =MR
[
|

{
|
o\
-
Market quantity & Q Output
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Costs
and
revenue

&5 Fluavbisn, caises

_ P om0
C=9%-- ‘ Aeosd ML
snabk AgW

‘Q MR Output

EXTENSION QUESTION:
\znap\e osls coll Lol | Mamebove DE cund WAC S
Ao eocdS

Costs
and

revenue me

Costs Costs EnergydAll

and and
revenue revenue

¢ - ~ ~ - -\~ - ACT
r Energy4All
-
{
!
1
AR=D .
| i
L H
MR Output & L Output Q ovear Output
()1 a Sapeiy
quok o voike. @eokAS
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Costs and (J\[j W Costs
revenue and
revenue
T [N
(

? \-/ AR=MR=D
] Cr----- ey pc

M e

Output Output Costs
and

|
|
.
& A
i revenue

Mocoave effs eccuss wlan P=fHe = | T st

D 3 waﬂpmh%\-
uooys eccus W &P&eﬁ%?‘dﬂm

Wl eS. e Movopdyy

g (fwen Wags WE)s bt Aa \ewel & O-upd <

0 A=MC g@\-\r\« w GZEED o Ane rg\#-l’a\} dxazﬂdcwg "

?d' M Output
&
Cond Cond Morce &
[05'(\ wmC AC
ol
e #C ot
A=l

we ~Aae

Output Market quantity

¥ ] A

Mﬂ/ Output

Edexcel A Level Economics Diagram Practice Book NOT LICENSED FOR REPRODUCTION - PLEASE DO NOT COPY THIS BOOKLET Www.tutor2u.net



Tl |gusk @8k o o gn xok AC Fecds cz:ms\ivxuo«sta.
Thoe Is anly 'seuce’ dev L Band cpomte it
M&%mﬂﬂvc&ud&u e-((-‘\q% N s ndustug.

oy o v HC Yo e \ooes Ten A2 Ao D A
sode vequved far Hl s Ston Yo feu.

T cprofd went eink (MC= M) e e ed-on deladiely
\o Mﬁéw[q)—w\ a_ﬂscou\me
"d%’\ﬁee(r\@.&\\. -é@m.\,@_/\&stW
\%\M OV Sl -~ NormnaX 1:*’5*:“\‘3'4\6)4‘—\- ey

ageszre ot Mo @B eflcierd ohik B reducn
o n RANLS - WSO
aAeEL

Costs and

/ .

|oss

Output

Edexcel A Level Economics Diagram Practice Book

I ozt (N WAAAR bowviess R eanhy cue SO leed
Mot e Yureat OF pvensiad capetivon ¥
Ve \"35\“\ Cﬂu—&:‘\j incumy, et Bwms b beroce
move, cowpekivvely

%%O‘lqrc‘m\j a0 \owies 1o ey i ncaaent
Fins chroese o pRAE od Novm bt (Amﬂc
@ a5 O avwrd @asing s OAM.',_\ +

oching hero evots. The Ltk prce s Ae e
ﬁm rapnek packd s Coswed .

Costs
and
revenue

AC

AR
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SECTION 6 THE LABOUR MARKET

In the two diagrams below, show how the equilibrium wage rate is established in a perfectly

competitive labour market (left hand box) and in a non-competitive labour market (right hand box)

\}’fﬁ Perfectly competitive labour market (/ Non-competitive labour market
(

The National Minimum Wage (NMW) is the lowest wage that employers are allowed to pay to their
workers; it is set as an hourly rate and is set by the Chancellor of the Exchequer in his annual Budget
speech. The Real Living Wage, calculated by the Living Wage Foundation, is the minimum hourly
payment needed by a full-time worker to have a decent standard of living. The government has a
target to use this Real Living Wage as the NMW per hour for workers aged 25 and over. Demonstrate
the effect of the Real Living Wage on the diagram below. Show the effect the Real Living Wage may
have on employment

Wage
rate "*m\w S for labour
|
(
(1] S —— R . (
i (
1
i
( 1
( : ( D for labour
| ! (
0 E1 uantity of labour
fo L
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There has been significant debate in the UK following the Financial Crisis and Great Recession
regarding the likely impact of imposing a maximum wage on the earnings of executive board

members of large organisations such as banks. lllustrate the effect of imposing a maximum wage
for executive pay using the diagram below

Wage
rate
S
S I R
1
1
1
Sy :
1
«
[ ! .
1
(‘ ] ! D

& Quantity of Labour
&SL ®J>(,
N ———

exXaxs
The impact of minimum wages on unemployment levels depends on the wage elasticity of labour
demand and supply

i) On the axes below, demonstrate the different impact of minimum wages in each case:

Inelastic labour demand and supply

Wage Wage
rate 9 L) rate

Elastic labour demand and supply

. ‘DL,
& Quantity of labour
Do ,SL.

%\/ %;Ifroflabour
u‘I\QV\Q\QT\,@m‘F S amueh
@r%u,r Uulﬁe/\rDl_ o Sc
W Lge daghc
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For each of the diagrams below, suggest possible reasons for the changes shown:

ii) Give an example of a labour market with relatively wage-inelastic labour demand and supply.
Possible reasons / scenarios for the change shqwn:

Justify your answer
(\ex.»wo&.-.r\cfzo«\s VWage aoous Seely e e +
1 becove wove. fasfa Ve -
» YN VQCLM;EJI\M
VYave been \6,\2&%
b cedcd (caip-Aivng e ¢

iii) Give an example of a labour market with relatively wage-elastic labour demand and supply. o QL1 Quaniity of tabour

Justify your answer
Possible reasons / scenarios for the change shown:

= XNy s v TNesrad $eu \alpew ha?
faadlon F Leaospe. Wove

c.a,qﬂe ‘weleasc

w1

Companies such as Amazon increasingly use technology and robots in their packaging and
distribution warehouses. This is reducing the need for low-skilled labour in these industries. lllustrate

the impact of this on the labour market diagram below. (Remember to consider the impact on
elasticity of labour demand/supply as well as possible shifts in labour demand/supply)

Wage
rate

Quantity of labour
Ql.\ Qp
&—
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MACROECONOMICS

SECTION 1 NATIONAL INCOME AND MACROECONOMIC
EQUILIBRIUM

n The Circular Flow of Income
. Label this diagram showing the Circular Flow of Income

@esto*

ﬁ e et
mgorts
l ‘ l Cowe ~

Households C\""( k Firms

Y
wm~ “Wag’ . Tax ’
Cavivyy

H Tos g
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. List 3 injections to the circular flow and 3 withdrawals from the circular flow

Injections Withdrawals
Tavesrment SavnaS

Gou b Spexrding eax
Expmns oS

. Use the information below to

i) calculate the balance of injections and withdrawals 2
Tqections = RS+ 25p + 73 = foostn C"C‘D_ -
CoVdranats = 6+ 2SO+ SO =£356bn WA

ii) state whether the Circular Flow will expand or contract:

Data:
o Imports £56bn
¢ Exports £85bn
* Total taxation £250bn
* Savings £50bn
¢ Government spending £250bn
* Business Investment £73bn

n Aggregate Demand

For each of the scenarios given below, add to/adapt the diagram to show the likely impact on the UK’s

aggregate demand curve

l An increase in the rate of income tax An increase in the amount received by

recipients of Job Seeker’s Allowance (JSA)

Price
level

AD N0

Y1 Real GDP A\ Real GDP
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An increase in business confidence

Price
level

A Real GDP

An increase in the real GDP per capita
in the EU and the US

Price
level

A\ Real GDP

A weakening of the UK Pound on the foreign
exchange markets

Price
level

A Real GDP

D

A fall in average house prices

Price
level

AD

A\ Real GDP

The government decides to ful
on infrastructure by raising

Price
level

Real GDP

A fall in the rate of corporation tax levied
on business profits

Price
level

A\ Real GDP
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| Arise in the household savings ratio, as
workers feel less confident about future
job prospects

Price
level

P1

Real GDP

K  Animprovement in the quality of UK exports,
resulting in an improvement in net exports

Price
level

A Real GDP

n Aggregate Supply - the Neoclassical perspective

J  Anincrease in the general price level in the
economy

Price
level

AD
<, Real GDP
L Afallin access to credit for small
businesses
Price

level

a‘D} AD

A\ Real GDP

For each of the scenarios given below, add to/adapt the diagram to show the likely impact on the UK’s
short-run aggregate supply or long-run aggregate supply curve

A Anincrease in the rate of VAT to 22%

\
General LRAS,
price
level SRAS

Real GDP

NOT LICENSED FOR REPRODUCTION -

B Animprovement in the technology used
by UK firms

General LRAS LS 1
price
level SRAS

Real GDP

PLEASE DO NOT COPY THIS BOOKLET WWwW.tutor2u.net 59



C Asignificant fall in the price of oil

General LRAS
price
level SRAS
|

Real GDP

E  Anannouncement in the government’s Annual
Budget stating that there will be a large
increase in the spending on apprenticeships

|
General LRAS
price
level SRAS

Real GDP

G Anincrease in the National Living Wage Rate

2oy
LR,

General
price
level SRAS

Real GDP

D A weakening of the UK Pound on the foreign

F

exchange markets

General LRA;
price
level SRAS

Real GDP

An increase in inwards FDI

General LRAS \w'
price
level SRAS

Real GDP

Negative net migration of skilled labour

\
General LRAS
price
level SRAS

Real GDP
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| An imp inthe p ivity of the
UK’s workforce

General LRAS %f
price
level SRAS

Real GDP

K  Reduction in the ready availability of business
credit from the UK’s banking sector, following
profit warnings from many retailers

|
General \w LRAS
price
level SRAS

Real GDP

M  Widespread flooding in winters and increased
drought in summers, due to climate change

J \
General LRAS
price
level SRAS

Real GDP

J  Greater government support for new
businesses, such as reduction in red-tape
involved in setting up a business, and lower
corporation tax rates for new start-ups

General LRAS L”S.}
price
level SRAS

Real GDP

L  Areduction in the business rates payable
to local councils

General LRAS
price
level SRAS
sy

Real GDP

N A narrowing of house prices between UK
regions, resulting in improved labour mobility

General LRA )
price
level SRAS

Real GDP
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0 An ageing population, causing a shrinking P
in the population of working age

W 173
General LRAS General LRAS !
price

price
level SRAS level SRAS

Introduction of more free-market policies

including increased privatisation and further
deregulation

Real GDP Real GDP

n Keynesian versus Neoclassical perspectives

Outline 3 key differences between Keynesian and Neoclassical perspectives on the macroeconomy

MondsS con MMRAS AucouS clec
f(‘-a.«\

@ mwcd @ woges AT el
+m @ Co"\'wd’(\j\l%\' cerses Wdaiom

',

n Keynesian AS curves

Using a Keynesian AD/AS diagram, show how rising government spending on infrastructure will
affect the price level and amount of real GDP produced

General
price level

b B

Ylieal GDP

-~~~
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Now represent the same scenario on a Neoclassical AD/AS diagram

General
price
level

9
@

P

LRAS

Y Y[ Real GDP

Using a Keynesian AD/AS diagram, show how net migration might affect the price level and amount

of real GDP produced

General
price
level

n PPFs and aggregate supply

Here are two diagrams, showing the PPF and the Aggregate Supply for an economy

Capital
goods

=)

Price
level

D

AD1

A Real GDP
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A On both di

show an i inp ial long-run GDP growth W\ \s\ocic

B On both diagrams, show increase in actual short-run GDP growth I~ f" nk

C  Suppose that the PPF and LRAS have shifted out due to a change in net migration.
Explain the nature of that change (i.e. emigration, immigration etc)

Yasthe et Ineigrotion

Macroeconomic equilibrium

In this Keynesian AD/AS diagram, the initial macroeconomic equilibrium is at point ‘X’. For each of the
changes to the economy described below the diagram, select the new equilibrium point. N.b. Each time,
you should start from the original equilibrium point X

Price
level

Real GDP

A reduction in business rates

New equilibrium point: C&

A reduction in the value of imports

New equilibrium point: ‘E

A fall in the level of consumer confidence

New equilibrium point: {D
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A simultaneous increase in the rate of VAT and a reduction in government spending on defence

New equilibrium point: 'A

Widespread investment in R&D brings new technology into use for the economy

New equilibrium point: ‘E

An increase in the basic rate of income tax, and a fall in the oil price

—

New equilibrium point: “’

n The Multiplier

A Explain what is meant by the multiplier process:
.ﬁr\ T cAsean "I\\h ’“Ae_,
wcon

\ecds 4
coe. I~ el

B Give the multiplier formula:

\ - \ - \
M P o O —enpc NESFNPT-HVY)

C  Outline factors that would cause the multiplier in an economy to be high

Lao ‘wherest m;ie.s,\'\b\f\ confdoxe PSrectanst
mweocswe §
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D Draw a Keynesian AD/AS diagram to show the effect of an increase in government spending on
infrastructure proji such as imp public port in the North-East of England. Write a short
explanation of the changes shown in your diagram in the space provided below

BN orectes betane b s o Gomgeuert 23 AD
- growed inNfvostwet—e nercuws fwmw@u«&
Norefe. B Aes

E  Draw a Keynesian AD/AS diagram to show the effect of decrease of inward foreign direct investment
in the UK due to concerns about Brexit deal. Write a short explanation of the changes on your
diagram in the space provided below

Yeal GFY
Explanation Le=S “trocsute IO vetuzS (U CQ-?‘:"GQ te .
WC grofuche  pRe~tiel
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F  On this AD/AS diagram, show and explain
why an increase in AD will lead to a large
multiplier effect

General
price
level

h

i

Y Real GDP
'Y’ eal

Explanation

4{@\ SP2. Qupecihy

Meons Aed  muylhielier &

Vkely +p e Svenges of
ar€-

avcilable Lo p'S
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G On this AD/AS diagram, show and explain
why an increase in AD will lead to a small
multiplier effect

General As
price
level
[
]
1
1
1
i
Y \??al GDP
Swae(\ s
Explanation

Mzl Speve Cap 7
ne Avces e muthpuer
as eupdY amnd¥
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n The Economic Cycle and Output Gaps A Neoclassical (monetarist) AD/AS diagram representing a negative output gap

0On this diagram of the Economic Cycle, label positive and negative output gaps ? .

ne LS, seps
Real \&U e/
GoP ‘Pﬂ lq\/ Actual GDP growth

Trend rate

of growth
(
~ : (
5 M‘J;*J (
- §
Time t AD

'

Draw the following diagrams relating to output gaps. }/’ \%‘e’ M

A Neoclassical (monetarist) AD/AS diagram representing a positive output gap:

—> eSF
Nag- ST g

A Keynesian AD/AS diagram representing a negative output gap

Ri o
e g

s

e

! ,
: 8P . {
e Y Real : AD
¢ of I
Pegifvee T TRen
sk 3o s P
g oL
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What is the difference between a ‘slump’ and a ‘recession’?
Qrocession’, 2. consecokve oot ais S ne g e
econotN\C %—va-u'h/\
g\uw‘: ' ov@ SereuS —\—-?I'D\avxa d e~ o Boepes
oo 700 (o o W)

What is the difference between a ‘recovery’ and a ‘hoom’?

Q—«we/‘a'.v\s'mﬂ &P e- .qasﬁ*'\\eam-\,ﬂ\f\ vede.
ak.’(\r\ou.&\q Pyotocloly =N Lelccoerdh

reekes. o Soggests guotnls oo e
Ao e~ ﬂ\po_u'f'\/\ e3e

Label each of these events A to G on the Economic Cycle diagram below, at the stage that they are most
likely to occur:

A Builders decide to delay the construction of new homes
Reports that the number of job vacancies is rising
Home delivered pizza becomes more popular

B
c
D The Office for National Statistics announces a fall in size of the trade deficit due to a reduction in imports
E Rising business class air revenues boost profits of leading airlines

E

McDonald’s holds prices despite a rise in ingredient costs
(Trere. com eo@'\\nlﬂe- deloote. @ocah ‘
OrReoess .

Real

GoP Actual GDP growth

Trend rate
of growth

Time
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n The Neoclassical automatic adjustment mechanism

The diagram below shows a Neoclassical (monetarist) AD/AS diag ing an i in
government spending. Adapt the diagram to show how the economy adjusts back to the full-employment
level of output, according to Neoclassical economists. Explain the adjustment process in the space
provided

General LRAS gwgl

price
level

Explanation

SRAS At Y1 the economy has a positive output
gap. Factors of production e.g. labour
have high bargaining power because
they are in high demand. This causes a
rise in production costs in turn causing a
decrease in SRAS.

=2
P1
.

AD1

AD

Yie Y1 Real GDP

The diagram below shows a N I (3 ist) AD/AS diagram, ing a decrease in
government spending. Adapt the diagram to show how the economy adjusts back to the full-employment
level of output, according to Neoclassical economists. Explain the adjustment process in the space

provided

Ge:ﬁr:; LRAS Explanation
level At Y1 the economy has a negative

SRAS output gap. Factors of production e.g.

labour have low bargaining power

5@5 because they are in low demand. This
causes a fall in production costs in turn
causing an increase in SRAS.

AD1 AD

Y1 Yfe Real GDP

Explain why Keynesian economists believe that the is NOT self-adj

Keynesians believe that wages are sticky downward |.e. will not adjust automatically. This
means that labour markets do not clear or adjust and so unemployment may persist.
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SECTION2 MACROECONOMIC OBJECTIVES

n Cyclical unemployment

Price Hourly
level wage
rate S of
labour
P1 Wi e N—--22
P2 ||/ S ——
1
H D for
] labour 1
H 1
H ] D for
' | labour 2
1 1
E2 E1 Hours worked

Y2 A Real GDP

A Explain why the shift in the AD/AS diagram (above left) may result in the shift shown in the labour

market diagram (above right)
Dewnnond £ \atoous S Seived Rronn Som~aa
B Qc_b—lys_f serAes =" dewmad Four oA
fes (L_-\—\ &36‘-6—!'0'-%’\\«91\ Ler \=toor
fads 50 (e

B Draw an Economic Cycle (trend) diagram. On your diagram, indicate the position on the cycle that
would match the two equilibrium points P1Y1 and P2Y2 on the AD/AS diagram above

% PW\ Trexrk K“D-‘/a""

Hokual B
Y1z

Tne
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C  Identify four possible causes of the shift from AD1 to AD2
lnereass"n inecomne —ore  tades
Tzl ' basiess conRdonce
Increcse i~ nkerast e s
-bq::FJ?.c\as\‘\éw ﬂ’“f‘?— Qunver~—

n National Minimum Wage causing real wage unemployment

A Draw a labour market diagram to show the impact of an increase in the National Living Wage

e | N ds s

TN/ ®

=L

De
Ok \alocs

in real-wage unemployment that results from the

B On your diag above, indi the i
higher wage rate

C  Explain the ibl ic effects on
National Living Wage Rate
TS ,\—\td,\@r “~onne. - ?"Ss.‘ﬁ rove—Speandig 4
C&-«GW

, workers and businesses of an increase in the

Workers  nesz. cve neron e (|Slos res=ve ol
income. so pskl\‘.l ~ove. wPrvesrest . Rk sSowe

cAl bemne W\mf‘\
Businesses o e 5‘\"0&-&/\%0"\ @13 saa—CqLqu ?F&@{S
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D  Draw an AD/AS diagram to represent the impact of an increase in the National Living Wage rate on

the economy

)

4D

n Types of unemployment

A Draw an AD/AS diagram that helps to
illustrate cyclical (i.e. demand-deficient)
unemployment

General AS
price
level

[}
L\
\( MWDP

C  Draw an AD/AS diagram to show the likely
impact on the economy of an increase in net
immigration of skilled workers

General
price
level

!
X
~YY | RealcoP

¢
t
'
H
Y

el COY

B Draw an AD/AS diagram that helps to show
the impact of long-term structural
unemployment, as the skill-level and
motivation of the unemployed decreases

General “\ _As

price
level

o

¢
Yl Y Real GDP

D  Draw an AD/AS diagram to show the likely
impact on the economy of rising economic
inactivity rates

General
price
level

LN\
YI Y  RealGOp
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E  Explain what is meant by real-wage inflexibility
Wages, a ucred o whakren (d0 ot “ﬂ‘d’" ‘PredQ\/\
OIS AARLIS SN

n The natural rate of unemployment

Real

wage S of labour
rate Labour force
__7/
w1 ¥
D for labour
E1 E2 Employment

A Indicate the Natural Rate of Unemployment on this diagram

ReXozen € and €2

B Explain why the people who are potential workers, represented by that gap, would not be included
in either the Claimant Count or the Labour Force Survey measures of unemployment

Theu ove— nessiS) \O\.UV\'\'O-%V\&— 4o Laove
X ek wﬁe—mﬁﬁ
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C  List5 policies that the government might use to try to narrow this gap

\onproved. cdeae

Oreager ore Sor Te— @l

o nersves Lor e 2 easnes N "GCUN

Wcprone. \odooor worteak Jeanadiy <y ERETET
Oreoper rouseah =2 Wagroed cpmpragiisl macl\ A,
Lo | otenion |

Nominal GDP vs Real GDP

According to this diagram, what was the
approximate rate of inflation in:

0% A Early 1997

— Real GDP Growth
35% _
— Nominal GDP Growth 7-& = L

45%

30%
25%
20%
15%

10%

B Late 2009

0% -21/ — \7:10 = loﬁo

2001
2002
2003
2004
2005
2006
2007

C Distinguish between deflation, disinflation, inflation and accelerating inflation

Deflation - falling average price level i.e. negative inflation
Disinflation- falling inflation |.e. prices rising but less quickly
Inflation - rising average price level

Accelerating inflation - price level is rising increasingly quickly
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D Draw an AD/AS diagram in the space below, to show the likely impact on the economy of an
increase in the money supply

General
Price
Level

Real GDP

n Inflation and Deflation

Study the four diagrams below. Then allocate each of them one of the titles from the list below:
¢ Demand pull inflation
o Cost push inflation
o Natural (“benign”) deflation
o Threatening (“malign”) deflation

Price pice | Desnewd Pl
level level AS1
\nlaionn
P1 P2
P2 P1
2 Y1 Real GDP 7 Y2 Real GDP
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Cosk Pas\»

Price Price \ G <
level level AS2
As1
P1 P2f=========-2 >
1
P2 Pl fosmert = — = = - = ¢
1 1
1 1
Yoot A
1 1
1 1
Y1 Y2 Real GDP Y2 A Real GDP

The Short-run Phillips Curves

A In the space below, draw a diagram to show the trade-off between inflation and unemployment
i.e. a short-run Phillips curve. Remember to show ‘Wage Inflation %’ on the vertical axis and
‘Unemployment %’ on the horizontal axis

o
:’a'f' AR
2,
SR,
4
WP
T et

s

B On your diagram above, label two positions:
1 U1W1 = low wage inflation of 2% and high unemployment at 8%
2 U2W2 = high wage inflation of 8% and low unemployment of 2%
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C  Represent the same trade-off between unemployment and inflation on an AD/AS diagram in the
space below:

*
o A

D  How might knowledge of the Phillips curve / the trade-off between unemployment and inflation be
used by the government to help decide on macroeconomic policy?

The goit nesds o sacal G e+

**&e(aS’\\us'\’Lfeo-\u‘ Sh":d—’"'@‘-(
o DA be. 00 E0ed at—Tle
Soml fwl

E  EXTENSION QUESTION: Add a second curve (i.e. another short-run Phillips curve) to your original

Phillips curve diagram to show what will happen if workers come to expect a higher rate of inflation,
as happened in the UK in the mid-1970s
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SECTION 3 FINANCIAL MAR

KETS AND MONETARY POLICY

n Monetary policy transmission mechanism

The monetary policy transmission mechanism can demonstrate the links and relationships between
changes in the base rate of interest (“Bank Rate”), and the price level and level of output in an economy.

Complete the following transmission mechanisi

Lomm ucl‘- % 6““\"\

T e rda

woltyf

maﬂf\M ;ué‘:;?f
I b &L
ase rate ‘ U\V\E‘ ML
. falls‘ g;:‘;

Commercial banks
reduce their savings
interest rates

Increase in
output Increase
in inflation

Exports T

mports l Borrowing T

ER falls Savings falls

Investment rises

m diagram using the terms in the boxes below

3
-1

grv\soM!“w\_

.

lne-vn D'A’?""
(nC-entn Aabian

b ags —

Commercial banks

Ty Consumption

mortgage rates ses
Investment
Base rate falls banks reduce their
interest rates
Hot money .
flows out BWGED
Discretionary
income
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B Adapt the AD/AS diagrams below to show the effects of each of the suggested changes to

monetary policy

i) Anincrease in the base rate of interest
set by the Central Bank

General
price
level

Ol
: pol°

Real GDP

iii) The use of foreign exchange reserves to buy
the domestic currency in order to engineer
an increase in its value

General
price
level

)

Real GDP

v) The government introduces a Funding for
Lending scheme, in which small businesses
find it easier to gain access to credit from banks

General
price
level AS}
p -2

1
! (V)]
1 [}
Y Realfipp

ii) Greater use of asset purchases (Quantitative
Easing) by the Central Bank in response to
falling confidence

General
price
level

24 NN

1

1

1
!
! 4

Y hpl cop

iv) The use of Forward Guidance to indicate to
businesses and households that interest rates
are unlikely to rise further in the next 12 months

(hgarly

General
price Okoa
level #ie A
)
N~ o =
p e 2D
R )
[
: \ AD
¥ Yigal Gop

vi) The government decides to reduce the supply
of narrow money in the economy

General
price
level

27 Y Real GDP
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E  Outline the main factors considered by a Central Bank such as the Bank of England when deciding on its
base rate of interest

n EXTENSION QUESTION: Determination of interest rates in money markets

It is assumed in economics that the supply of money is determinedly exogenously (outside of this model) ’('
by the government and therefore when we draw the supply of money against interest rates, it is perfectly Q@ LS ~ G“' . - \/\‘?‘\0 Rewn
interest inelastic. The demand for money follows the normal law of demand: as the ‘price’ of money (the hé’ S SN\ N\ -/\J\'CLAAS AN ‘

interest rate) rises, then demand for money falls.

Using the diagrams below: ~ N . .
QG {’D a@%cd— l\@'o._hOV\ 2l a. cocNRdene
a Complete and fully label the diagram to show an equilibrium interest rate of 3% \ a G\ g

b A decrease in the demand for money amid fears of uncertainty in the economy, causing the S@C \M ¢ W\e\kw\o‘d U\/\e,f\_k ej<Q .

equilibrium interest rate to fall to 2%
F  Distinguish between narrow money and broad money

A Aninterest rate of 3% B Adecrease in the demand for money amid [\ N U e\l\é \L%U\Jd e caSN lg\/\o r\- ’\‘@VV\
Ae it

fears of uncertainty in the economy causing
the interest rate to fall to 2%

Brood L anghs ¢ hat (ot some— foink
o> oe. conveSrad o casia
n The equity market

A Outline the main roles of financial markets
%d«, GWrare soAng
Lexdling 1o basinesseS &+ NorSend\ds

Tac\ete € e I gosdS+ S
FProrde Lonverss wrancet S
Lronde onarat Lo equhies

B Explain what is meant by an ‘equity market’ (i.e. a market for shares)

C  Suggest 3 factors that would likely cause the demand for money in an economy to increase A,_ ,G\w aQ dAONCF (QL se cc\,\_dw W}
2'61'& cONRdence. leodug P nave Nonsachons e ANUA~ Sncuvel coan e ‘acu«&d- 4 SN
\(\Q\am/\ ~houge s coank tospend bere,-P'/‘d‘g SaproS oue \ssuad by Rars as e cocuy of

\[% O WIS oA ASSERS RTMPFry M% et Bncance .

D  What will happen to the equilibrium rate of interest if the money supply increases? Explain your answer CC&\

The Wt ke Shoutd £t | Ceters oAb beamsge

\C—‘A’ dOeS\I\(%' Lal dLore oo Ad vo
o EXCOR SORPUY OF Mome

Interest Interest
rate [ rate

3% 3%

2%

W\

Qty of money Qty of money

C  Outline other possible sources of finance that a business could use in order to fund investment / growth
. Cd\r‘?c\podce SDO\A TS e
e Qe xoi~ EGANA

e
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D Draw a diagram to show the impact on the E  Draw a diagram to show the immediate

share prices of a large firm if it announces impact on the share prices of a large firm if
a profit warning, following lower-than- it decides to issue more shares in order to
expected sales in the Christmas period fund expansion

Price of Price of

Shares Shares

Qty of Shares Qty of Shares

1]
1 A Explain, in the context of financial markets, what is meant by asymmetric information
wOnen ore. gy C"f\ bowzer ) hos wove InEprncdse
regosdigAe Neusoorion Aren e Phas eouty
[&~6 Nend o
B Draw a diagram below to represent the market for mortgages in the UK. lllustrate the impact on this

market if those wanting to take out mortgages are not completely honest with bank managers
about their ability to afford the mortgage repayments

0%

2 A Explain, in the context of financial markets, what is meant by a negative externality

Secsa) o > PLavare catks
eg- oo HRC loan lsudo-pim g delsr - v owly does
MM\DOJW@I \ege. oud \.‘L’OJ\O_ bowinoer counmat

regouy ks Wf\'b
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3

Draw a diagram in the space provided below, to show the existence and impact of negative
externalities in the market for payday loans, such as those provided by companies such as Wonga

&0 R.2f baald

A Explain what is meant by ‘speculation’

:’?(zcb fdnuse R Sroges  ® h’:f]
%&L&q o AMhes '\"bdc-.M '\'D‘\’Q)Cﬂ_ocﬁ.m«_"bam,

4

S o o Pt

On a foreign exchange market diagram, illustrate the impact on the market if currency speculators
believe that the currency is likely to fall in value in the near future

A Explain what is meant by a house-price bubble

Houwe piceg Ase Sﬁ/&(\cc‘-\ﬁ’: WACUe. qwdeb\,\'f\z\pv\
Ve Lcu:g&ewv\-cadwd’\'\ feke | often as =

0n a housing market diagram, show how a house-price bubble might occur

— AT
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SECTION 4 FISCAL POLICY AND SUPPLY SIDE POLICIES
i marons

Match the following headings to the most appropriate diagram below. There may be more than one
heading for some diagrams!

Rise in government spending on computer skills for apprentices

Fall in the size of the government budget deficit

A
B
C  Fall in National Insurance contributions paid by employ
D  Fall in government spending on infrastructure

E

Increase in the size of the government budget surplus

-

Decrease in the rate of VAT

Increase in excise duties charged on fuel

r o

A boost to spending on transport due to increased use of public-private partnerships and PFl deals
| A fall in the rate of corporation tax

J Increased spending by the government on repaying the national debt to i S

K  The government collects more tax revenue from high-earners and redistributes that amount to
low-earners

L  Tax breaks for firms providing inwards foreign direct investment

Headings: B 6 3 Headings: R

General General
price price
level level

P P1

P1 P

A Y Real GDP Yy n Real GDP
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Headings: 'P Headings: C, A H 1.

Gene'ral SRAS Gene'ral
price price
level level
P
P1 P
AD1
Yy Real GDP Real GDP
Headings: D Headings: Q’
General General
price price
level level
P1
P
ph------°"
AD
AD1
Y1 Y Real GDP Yy Real GDP

n Fiscal Policy and Crowding Out

A Add a second ‘Demand for Loanable
Funds’ curve to this diagram to show what
happens if the government decides to
increase its budget deficit

B Explain what is meant by crowding out
Ll-c-_. chnﬁ.‘nn\on‘\\—c.aa)* _p:uw\ﬁ
SeenBlop by M PAmte Lechor,
e because \wr- rodes /e
9( o becavse lere’S g
ol OF fackas of prodockio

A Explain how this diagram could be used

1§ of loanable funds toi why (fi g out
v might occur

Cest tnereages D €ov loag
falsi'& whrates o BL oiedh
Veuses Mcoﬂ-o( ‘acvxra../\—a
v W\/c.xeﬁw‘ e A._,.,o,b:
bonaaig b »MM‘M .
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i) Draw and fully label a Laffer Curve diagram on the axes below. Don’t forget to indicate the
“optimal tax rate”!

Total tax
reveue

(
(
[
(
[
[
|

* Tax rate
1
ii) What effect might an increase in the rate of income tax have on the Supply Curve for Labour?

koo teduce e soppy becouuse e
reuomd fw coore vedceg

iii) Draw a Labour Market diagram on the axes below to illustrate the effect that you have described above

Wage S

rate

wl

PDe
Q(_‘ Qb Quantity of labour

iv) Distinguish between regressive taxes, proportional taxes, and progressive taxes

Regressive: take a larger % of income of the poor, whereas progressive taxes take a larger

% of income from the rich. Proportional taxes take an identical % of income regardless of
income.

44 Edexcel A Level Economics Diagram Practice Book

v) To what extent does the Laffer Curve suggest that income tax rates should become more progressive?

Up to the optimal tax rate T* thenit makes sense for those on higher income to pay a higher
rate of tax. However beyond T* the higher tax rate acts as a disincentive to work, and
encourages tax evasion/avoidance, so there is little merit in raising tax beyond this point.

i) Distinguish between a cyclical budget deficit and a structural budget deficit
A cyclical budget deficit occurs automatically in a recession, because tax revenue automatically
declines and government spending automatically rises. The deficit should automatically be
corrected when the economy starts to grow. However, a structural budget deficit is a result of

discretionary fiscal policy in which the government persistently spends too much no matter the
state of the economy.

ii) Draw a trend diagram to represent the economic cycle, on the axes provided below

Real Cucresl Acod &OP

Time

iii) Indicate the periods in which the economy has a positive output gap and when the economy has a
negative output gap

iv) Indicate the periods in which the government will have a cyclical budget deficit and when the
government will have a cyclical budget surplus

v) Explain the difference between automatic stabilisers and discretionary fiscal policy

Automatic stabilisers occur automatically with the economic cycle rather than because of

deliberate/ specific changes to government policy. Discretionary policy is a deliberate change
e.g. change in the tax rate.
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H Draw and label this diagram to show how an

Q‘\Q_ _
M 'PS improvement in broadband speeds in rural
\

O

A Distinguish between supply-side policies and supply-side improvements

A SSP is a deliberate policy/action taken by the government to improve the productive potential
of the economy. A SSl is not a deliberate policy, but instead something that occurs intrinsically
in the economy to improve the supply side - it can originate in he private sector.

B Distinguish between free-market supply-side policies and interventionist supply-side policies

Free market SSPS involve less government intervention e.g. deregulation, increased openness
to trade, privatisation etc. They can be inexpensive and can occur quite quickly. Interventionist
policies involve Moore government spending/involvement in the economy.
C Give 3 examples of free-market supply-side policies
Deve gt oo
('P-lwa.blscu-\ov\
Lesncuet of Feortts|quohes
D Give 3 examples of interventionist supply-side policies
\Mecgf\'ia/\o( weve non—eAfl bboiess
ncveoged enih raamaiizl Legigiohon
(Inereased \odoons mocer r2g oS

E Label this diagram to show the
macroeconomic equilibrium

F lllustrate an appropriate shift on the

diagram to show what may happen if the
government increases its spending on

V%ML aMaae, onasadd
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retraining structurally unemployed persons

G Explain what may happen to the equilibrium
price level of output over a period of 10 years

areas will likely impact the economy

| Illustrate an appropriate shift on the
diagram to show what may happen if
confidence falls significantly in the post-

Brexit period g\ua_&‘&'rﬂ’ in AD

J Explain why not all supply side policies
have positive effects on the economy

e Wwpact doperds onn
B> K walretnes AD alrd
Lo S — Mresre W ASkcof
wof Stuypy UNeretipy o manJw
ki it
K  On the economic cycle diagram below, show how supply side policies might aifect the trend
rate of growth

Real
GDP Actual GDP growth
Trexd Sfotke. O
Trend rate
of growth
Time

L  Some demand-side fiscal policies
also have supply-side effects. Give an

example of such a policy, and show the General
effect of such a policy on the AD/AS ’I’;:fe‘i
diagram to the right

Example:

o mrcckeé@

) P
o cr USD RIQENS "nﬁe_
S \‘.rchJeem
e o AS Ay Y +/ peal 6oP
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M  Some supply-side policies require no
government spending. Give an example
of such a policy, and show the effect of
such a policy on the AD/AS diagram to
the right

Example:

Demgulakon of e
roungpos- indusshy

General
price level

Pe

AD

¢
i
Y Y| RealGDP

SECTIONS THE INTERNATIONAL ECONOMY
[+ | comprae g s gty

This diagram shows the p

possibilities of two countries, Narnia and LaLa Land, each of

which uses all available resources to make two products, ice cream or teddy bears

Ice cream

(litres)
1500 \_Lala Land
1000 N\ Narnia
750 - - - NG - - - 3
1] N
1
.
T
2000 2500 4000 5000
Teddy bears

A Does either country have Absolute Advantage?
Explain your answer

Lalaland CON produnz— e

C  IfLala Land decides to make another 300 litres of

D

ice cream, what is the opportunity cost of that decision?

\e00 {'adda becss

If Narnia chooses to make 1,000 more teddy bears,
what is the opportunity cost of that output decision?

2SO Chves oF (e creom

Does either country have a comparative advantage
in either product? Explain your answer

Nosala has a laoes cpp cost n

Inteddy bears . Nosvie (hes cowmp.

ay -

cirg \c2 creomn % Calala~d

. \eoreomna + Lalalond in
ted-dy beos
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The production possibilities diagram below shows the possible combinations of food and clothing
that can be produced by Economy X and Economy Y

Clothing
(items)
800 N\ Economy X

600

Economy Y
3000 5000 Food (kg)

E  Calculate the opportunity cost in Xofi)p ing food and ii) p ing clothing
() 3.7S%g food
lﬂ 227 rewns ok el
7 Calculate the opportunity cost in E Y of i) pi food and ii) p! ing clothing
;3 R.%Reg food
1) 012 tems of ST
G Which country has a inthe p of food?
X
H Which country has a inthe p of clothing?

Y
| Does either country have an absolute advantage?

No

J EXTENSION QUESTION: what is the range of terms of trade in which these 2 countries will trade with each other?

fruysnre bekoan 35k + 838k of fod per ibonn
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In the space below, draw your own production possibilities diagram to represent two economies. Each
economy produces both vehicles and paper. Economy S has a comparative advantage in production of
vehicles. Economy T has a comparative advantage in production of paper. Neither country has an absolute
advantage. Choose your own numbers to make this scenario work on your diagram!

Vehicles S A‘\'\c& V\QWS ore_
qcc.e,phdlo\e_ et
Tad aoke. SOov
veroRkve s\cpes

Paper

The USA has imposed tariffs of 25% on imports of steel from China and the EU. The diagram below
shows the impact of that tariff on the market for steel in the US. Study the diagram and then answer
the questions that follow

Price
S (Domestic)
(7Y [
0
:
1 S (World + tariff)
Pw+T - - ~ -
1 b 1 1 1 1
. a el 4oy 'S (World)
W :
N
b : N
i h o i ' j 1 k1 D(@omesto)
91 i ! i i
1 1 \ ] 1
[1}] a3 Qe 04 02 Quantity
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What does each of the following areas on the diagram represent?

1 a+b

AddaBerok dowahe Dreduce scuplos  attr e fontf

2 c+f
@WN uw{cwa_ s obts e tentt
3 h+i+j+k

Reoone ta ocuasseas protuian belfere fle tafff

4 a+b+c+d+e+f

Iasojf consume~ SUNLE efhs Te Sevs
Reerne s danediic gott past —roui

6 d+e+i+j

Thal asmacd Speid-on M abr e  Yonff

7 G

Pl acsr of  doveuic PTOd4AtNcL,  balow
T Yoo Aonee

8 PexQe

Tre Aauregic Monat e A re

(it revamne i~ Tis cose,

9 Pw+Tx04

WWMMGMW fua taitf

NOT LICENSED FOR REPRODUCTION - PLEASE DO NOT COPY THIS BOOKLET www.tutor2u.net 91



n Trade and Quotas n Trade and Subsidies

This diagram shows the market for sweatshirts, with a quota being imposed to limit imports to 2 million This diagram shows a market in which the product can be produced domestically, but only for £10
units. Before the imposition of the quota, the equilibrium price was £8; after the quota the equilibrium each. This domestic price is much higher than the price of imports, at £6 each
rises to £10

Price Price

(€) ()

S (Domestic) S (Domestic)
S Sodbst &‘j
a
10 S SRS oSS TS
d
'
10 |---mmmmopmmmm e e NS (World) with quota e — - T
1 | '
a ! : | b .
1 1 1 S (World)
8 b : ! S (World) 6 . \
i i i i ¢ 'f/i : h :\
f1 g h ! i | D (Domestic) L7 | 9 ! | D (Domestic)
H i ! H al i ! H
2 4 6 8 Quantity 2 5 8 Oya_ntity
(millions) (millions)
Make some detailed notes about the economic effects on each of these stakeholders: A Describe the areas on the diagram that represent
Consumers ?ﬂ e &S L‘Z. 2 oLV v Sc..a(—ezt_’ﬁ‘ i) domestic consumer surplus

fars  Elaan axbrc+d

ii) domestic producer surplus

Domestic producers,

Oaductinn ves Mo Lant® “ ) =
o pm&-uw swnpdsS vies yﬂ “ iii) the volume of imports

Bm- L= bnn

Add a new Domestic Supply curve to show the effect of a government subsidy of £2 per unit paid to
domestic producers

Global producers (importers)

Kl cevence. - 3+V“" © .

rero revence. | A+
C  On the diagram, shade in the total amount of subsidy that the government will pay to the industry
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e

Y

‘L%‘ Qu‘ém

A Label this diagram to show how a floating exchange rate is determined in the foreign exchange market

B lllustrate an appropriate shift on the diagram to show what may happen if the central bank of the
country decides to raise the base rate of interest

Give 2 other possible factors that could cause the same shift / movement on the diagram

S\;ecyv\od*ov\ bﬂ%}—@wmvﬂ LAY vite W
\ncs-eate ' satog g‘ EVIse Vi

D  Distinguish an appr

% e\ \Wehonde \,m K\I\Q—QL\W\\SVM_
a@q)‘s’r vers

&Qmu\/\ * oo docrenge W\ MC}.WW\dJ Qe

E  Explain what may happen to the current of the bal of pay
as a result of the change shown

X )aar:owe— n\mro__ex(a\g\\fo. ond. W\ m&ow

and a depreciati

, ceteris paribus,
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For each of the scenarios given below, illustrate the effect on the exchange rate diagram.

F  Anincrease in interest rates in other, stable G Anincrease in speculation AGAINST the £, as
economies currency traders expect the value of the £ to fall
Price of £ Price of £

(exch. rate) (exch. rate)

E Ef----------
= =Y Sy ¢
t
'
: S
a0 @, Quantityof 0 & Quantityof
currency currency
H  Aworsening of the trade deficit as UK households I An increase in inwards FDI (i.e. long-term

buy more goods and services from the US and EU capital flows) to the UK economy

Price of £ Price of £
(exch. rate) (exch. rate)
&
E E
&
a Q Quantity of Q Q‘ Quantity of
| currency currency
J  Arise in the value of UK exports as the UK K  Currency traders sell £s as they seek to buy

government agrees new trade agreements
with North American economies

the Japanese Yen, which they believe is going
to appreciate in the near future

Price of £
(exch. rate)

Price of £
(exch. rate)

&l

E

Q @I Quantity of Q Ql Quantity of
currency currency
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n The exchange rate and trade

A Inthe space provided, draw an AD/AS diagram to show how an appreciating exchange rate might affect
an economy that has a surplus on its current account of the balance of payments

s .

|-

B Name two economies for which this might be the case
Nex-eNa D Osvons

C Inthe space provided, draw an AD/AS diagram to show how a depreciating exchange rate might affect
an economy with a deficit on its current account of the balance of payments

R

D Name two economies for which this might be the case
ac
sl
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E Inthe space provided, draw an AD/AS diagram that shows the likely impact on an economy that is
experiencing an improvement in its terms of trade index

FZN 5

0
D,
€ty
F  Give 2 reasons why an economy might experience an improvement in its terms of trade
Q‘ss‘\rs’.b Lor exgohS
Fepom) of Yartts

National income and the balance of trade

A Draw an AD/AS diagram and show the equilibrium levels of Real National Output and the Price Level

fawe

st

Y%  dea GOP

B Add a line or curve to the diagram to show the likely effect of an increase in inwards Foreign Direct
Investment

C  Which on the Bal of Pay would be directly affected, following this increase in
inward Foreign Direct Investment? Explain your answer

Fnoncal occoank C\‘ﬁ’\'e\"\ asup(Q w
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Draw an AD/AS diagram in the space below to show the effect of supply-side policies intended to reduce

D  Draw an AD/AS diagram and show the equilibrium levels of Real National Output and the Price Level
a trade deficit
Krcee.
E Add a line or curve to the diagram to show the likely effect of a recession in one of the main export
markets for the economy depicted n
F  Which on the Bal of Pay would be directly affected, as a result of this recession A Distinguish between fixed exchange rate systems and floating exchange rate systems
in one of the economy’s main export markets? Explain your answer - 5
i C" 3” ! Fres: valus. G cumercy ageintt STaart Fixed oo predefe.ire)
Coanrerd accoant (N e Dalancg \> 4 s wecadeS ~ad Al~e & ol
4 Creas) ek, oy e gort =k by e gos
P\ocd{«a Lyl e Leaweney 4o ied “‘d DSin TLe
G One method that governments can use to reduce a trade deficit is to implement “expenditure-reducing 8 s + ibl h v tits = to devalue (ie. fall inst oth
policies”. This type of policy aims to reduce household income, so that households spend less on Ui e B RS U B GO T E IR L IS ElCTR N LD (i.e. fall) against other
imports. Draw an AD/AS diagram in the space below to show the effect of an expenditure-reducing EIUILE S
olicy on the econom . .
poficy v SWove Pha Competiive exPSAS | clicha catd cBardaxo
o b "o
C  One way in a government / central bank can cause its currency to be devalued is to increase its
purchase of foreign currency. Using an exchange rate diagram, explain how this process works
2 Diagram Explanation
X | %—‘a« &Iﬂ—g\ﬂ Csarme
N \ ftﬁu«\ resS n_q:?u,\
¥, ¥ el 4OP
/ doeep\ne c,wu\e/\% M
H Governments can also use supply-side policies to reduce a trade deficit. Explain, giving at least one Eé )
=1

example, how supply-side policies may reduce an economy’s trade deficit

Wprord Aransgo A Wlrasustha e oSSk regiatg  product can
cegks (of rans arakescos & (raghed ffoi-md-s\ Lproin (d‘anth.swe
naichg g

RN coppetinarES | as coetd acs - eorias
Prdch o reashts eons (vouspos Wedss
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Another way in which a government / central bank can cause its currency to be devalued is to reduce

: domestic interest rates, in order to atiract less hot money. Using an exchange rate diagram, explain
how this process works
Diagram Explanation
%;d"'d oo oerieas taegtos
WS 0ok 4D et A
&\ - WAoo WMo LA accoai S
& Wt fade 9 o \oser

ol Aoery U R

&03 “«Q.C)-va-uud--
Q\.;.N\IGA:J

E  Sometimes, a government may want its currency to be stronger relative to other currencies.
OQutline the reasons why this might be the case

‘Co.uaaiw‘%be_veMiu%dw
5 caud ba s nekeseds {ccu;'\"wl
7 cotd be eRendicl Vs ea-(is&l\ vsedtci o

One way in which a government / central bank can cause a revaluation of its currency is to sell its

F foreign currency reserves. Using an exchange rate diagram, explain how this process works
Diagram Explanation
@(j)ﬂ -‘Fcue,gv\ Comeny veSerrof
{ 0;4“’ ot Ccald A o

bu"d' s Yo USN-3 V.V cuneny
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A Label this diagram, which shows the possible effects of a change in the exchange rate on the balance

of trade, over time

Teade.

Baovct -+ Lo
uﬂ\uaj;‘w \'W
Of—9#

: ThwQ

B According to economic theory, do you think that this country’s exchange rate has appreciated or
depreciated? Explain your answer

:Depreaw — e oo Do M\Qﬁ%
oproves  So Mo.,-e_wre_'ﬂ o Leves M
The2. “S™wvhedly o Fone og Aue B tralasite PED
C  Under what circumstances may the effect shown here not happen?
W Demond o X o W s rRAcuively PV
Q;\as\l!( @ tun Sl choA-reen
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SECTIONG INEQUALITY AND DEVELOPING ECONOMIES (2 oo
S Temmumoenmmane

A AKuznets curve plots GNI per capita along the x-axis and inequality (usually using the Gini coefficient) l,/cﬁm':;:;l’s
on the y-axis. Draw the relevant axes in the space below: 100% |7 =TT mmmmm e m e m e m e

\(‘@% \
.\‘-{\ Line of Equality

(s

prénz Curve

B

Poorest Richest

Households by Income - Quintile Distribution

A Explain the meaning of the ‘Line of Equality’ across the middle of the diagram

?g@(?gc&:x equol Ao ot Ve ve -
(&‘k‘*& OL/ - enepRe ey excckly te sauae. \ncome.

P CQ‘(DQ'C‘ B What does the Lorenz curve illustrate?
The- Aasibohon F Ineowe

C  EXTENSION QUESTION: with reference to the labelling of areas shown on this graph, what is the formula

B On your axes above, now draw a Kuznets curve. A Kuznets curve suggests that inequality often rises for calculating the Gini Coefficient?
during a phase of rapid industrialisation and urbanisation but there may come a point when increased
welfare provision, progressive taxes and more balanced income growth across industries might lead to A
a fall in overall inequality at higher per capita incomes

C  Carry out research to find a list that ranks countries by their Gini coefficient and find: A‘ "+B

i) one country in the lowest 10% SWJ )

ii) one country just below the middle of the ranking D  Using a different colour pen or pencil, add a second Lorenz curve to this diagram to show an economy

iii) one country just above the middle of the ranking sLoN with greater inequality than the one currently shown il (ne_

; " p o 2Seosein
iv) one country in the highest 10%; and finally o E  Using another different colour pen or pencil, add a third Lorenz curve to this diagram to show the
v) indicate the likely position of each of those countries on the curve that you have drawn impact of more progressive income tax rates S\(.LO— )
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n The Harrod-Domar model of development

Complete the labelling of this diagram showing the Harrod-Domar model

Low ?

Low GDP Lowo
Growth » R
(iNnCOMe_

* 4

Low ? Low ?
oo ‘ Loco
tnvesinot Szuu'ng

\%gk;;gr@

Which constraints on Growth and Development can be illustrated by using this model?
-Peor Lirarcia Invesuweture
« Lo corBona ' &nancio Wwoceds

Add to the diagram to show how an injection of aid may help to overcome this constraint, and explain
that effect of that aid on a country such as Honduras or Rwanda.

Explanation:

M con raise. st e bedld
(gl stk
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n Factors influencing growth and development

Many developing countries are Price of
highly dependent on primary primary
products. Using your knowledge products
of price elasticity of demand

and price elasticity of supply,

use a demand and supply

diagram to show why increasing

specialisation in primary products {P
can cause falling revenue in

developing countries ?( rar

el feuence
M N
W. @V\V of primary products

B Using the axes to the right, Price of
explain why commodities often commodities S
have highly volatile prices

SAD e Rt
NC_tneesic (80 A
‘\.I\ ﬂ(‘ QS" Q
SavD e Y S
lage. tnoggetn
PAa

S

(
(
(
§
& Quantity of commodities

C Inthe space below, explain why
capital flight might occur in a
developing economy. Then, on
the axes to the right, show the
effect of this on the economy of
a developing economy

General
price level

Cagited 'S fien oesobed
08 “Caprioare” \nsecn ] 2.
e bt e~ -6 P

Yo vades e n e LEDC, |
oc TLera’s e :
v\ Reel “ansteelliS) \(/ Y Real GDP

Ww;uuw

AD
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D On the PPF, illustrate the effect
of poor education and skill levels
of the working-age population in
a developing economy

e < <
i
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Capital
goods

Consumer oods

NOTES
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