WORK TASK
CASE 1
	Q&A: What does $60 a barrel mean to you?

		[image: http://newsimg.bbc.co.uk/media/images/41229000/gif/_41229321_ny_light_crude_gra203.gif]


The price of a barrel of US benchmark oil has broken through the $60-mark and is trading at near record levels.
There is the spectre of disruption to supplies, consumer demand for oil products such as petrol has remained high while the thirst of fast-growing economies like China and India is proving difficult to satisfy.
	
	



1) What does a $60 barrel mean to the consumer?
2) What does it mean to business? Can businesses protect themselves?
3) What about the impact on the global economy?
4) Draw a graph to show the impact of rising oil price on the economy.
5) What are the advantages and disdadvantages?
6) Is this a stable or unstable economic position?








CASE 2                                                              [image: Economy]
General - Economic Growth
To help the economy grow, you will need, as Chancellor (Head of government), to maintain the level of demand in the economy. You can do this by using your fiscal policy and monetary policy to influence the level of demand. If you find that the economy is growing too slowly then you can try to boost demand
1) What policy tools can a HEAD OF GOVERNMENT USE TO BOOST DEMAND?
2) What would this mean to the consumer?
3) What would it mean to business?
4) Would it have an impact on the  economy?
5) What are the advantages and disadvantages?
6) Is this a stable or unstable position?











CASE 3
General advice about unemployment and policies for dealing with it.
General – Unemployment
[image: https://encrypted-tbn1.gstatic.com/images?q=tbn:ANd9GcRdihXZGVrYEB-jcft0K_f4PI-aP8OfPK1p0Rk3UD9afFS3iLw8jQ]
Unemployment is very closely linked to the level of economic growth. If the economy is growing well, then there will be jobs created to satisfy this demand. However, if growth falters and firms need to reduce output, then they will lay people off. So when trying to achieve your unemployment targets and keep unemployment as low as possible, you need to watch the level of economic growth carefully. Economic growth tends to be cyclical (goes up and down in cycles over a period of time), and unemployment will also behave in this way.
1) Study the economic cycle and explain the cyclical nature of unemployment.
2) How does it affect Aggregate demand (AD)
3) How does it affect Aggregate Supply (AS)
4) How do fiscal policy measures affect unemployment?
5) Are there any benefits to the economy?
6) Is this a stable or unstable economic position?


HOMEWORK ACTIVITY
 Gather recent newspaper articles, periodical articles and any other source of up-to-date information relating to the 2012 crisis in Europe.  Discuss why the current (2012) situation might be unstable. Has there been any improvement in 2014??? Explain



ANSWERS
CASE 1
	

	Q&A: What does $60 a barrel mean to you?

		[image: http://newsimg.bbc.co.uk/media/images/41229000/gif/_41229321_ny_light_crude_gra203.gif]


The price of a barrel of US benchmark oil has broken through the $60-mark and is trading at near record levels.
There is the spectre of disruption to supplies, consumer demand for oil products such as petrol has remained high while the thirst of fast-growing economies like China and India is proving difficult to satisfy.

What is a $60 barrel of oil really worth?
Sixty dollars sounds a lot to pay for a barrel of oil - and indeed a barrel of oil now costs more than twice as much in dollar terms as it did in 2001.
In relative terms, however, oil was much more expensive in the early 1980s and in the 1970s.
The $8.50 rise in the price of a barrel of oil between August 1973 and January 1974, while tiny in dollar terms by today's standards, nevertheless amounted to a 274% jump in the cost of crude.
What does a $60 barrel mean to the consumer?
The most obvious effect is the price of petrol - and that most directly affects people with cars.
The impact on American car owners is likely to be greater than on European drivers, because tax makes up a smaller proportion of the overall price at the pump in the US than it does in Europe.
But even those who don't have a car will feel the impact.
Rising oil prices lead to higher business costs, reducing profitability. Many businesses, such as airlines, will seek to pass this on to the consumer, cutting into household income.
	[image: Oil worker turning large tap]
The concern for many oil users is that the taps may be shut off


British Airways, for example, has raised its fuel surcharges for a second time and now wants an extra £48 ($87) on each long-haul return ticket.
Not all companies will be able to do this. But lower profitability could encourage them to lower their costs in other ways - perhaps even by getting rid of staff.
Can businesses protect themselves?
Some companies have managed to defend themselves from rising prices by complicated hedging strategies.
These involve agreeing a set price for future oil supplies over a fixed period of time - in other words, allowing them to lock in lower prices.
Smaller companies are often not able to take advantage of such sophisticated commodity market strategies, and have no option but to suffer the consequences.
It becomes a chicken-and-egg situation. Lower profits can lead to job cuts, hitting consumer demand just as higher prices - both at the fuel pump and on supermarket shelves - do the same. And ultimately, lower consumer demand hurts company profitability.
On the other hand, oil companies such as BP and Shell have enjoyed booming profits, largely helped by the rise in the price of oil.
What about the impact on the global economy?
The received wisdom is that higher oil prices are negative for economic growth, particularly for countries which are heavy oil importers.
As prices rise, consumers turn cautious and profits fall, the countries' exports decline and trade deficits rise. A sustained rise in prices could lead to aggressive wage demands, again pushing inflation higher.
The International Monetary Fund (IMF) has suggested that a permanent $15 a barrel oil price hike would reduce the level of GDP by 0.6% in the first year.

CASE 2
General - Economic Growth
To help the economy grow, you will need, as Chancellor (Head of government), to maintain the level of demand in the economy. You can do this by using your fiscal policy and monetary policy to influence the level of demand. If you find that the economy is growing too slowly then you can try to boost demand.
 To do this you need to encourage spending and so you could either cut taxes or cut interest rates. Either of these will help give people more money to spend, therefore boosting demand. Alternatively, you could as a government spend more yourself - increase the level of government expenditure. These policies are all called reflationary policies [image: Look up Reflationary Policies in glossary] .
To increase growth you may therefore want to:
· Cut taxes (direct taxes [image: Look up Direct Taxes in glossary] or indirect taxes [image: Look up Indirect Taxes in glossary] taxes)
· Cut interest rates
· Increase the level of government expenditure
However, tread carefully as you do this. Watch particularly the level of inflation, as if demand rises too much, firms may not be able to increase production quickly enough and prices may rise instead of output. If this happens, you may need to usedeflationary policies [image: Look up Deflationary Policies in glossary] . These would simply be the reverse of the above:
· Increase taxes
· Increase interest rates
· Cut the level of government expenditure
Not all economists would recommend using fiscal and monetary policy in this way, though. Some argue that it will make things worse and destabilise the economy. For more detail on the views of different economists, why not visit the Library on the 3rd floor. Check out the difference between Classical andKeynesian economists for more on this debate.
Why not try these policies in the Virtual Economy to see how well they work? Click either on the 4th floor in the side panel or on the 'Model' in the top navigation bar to get to the model. Have a look at the present forecasts for the economy and decide what you think would be the most appropriate policies. Watch out for inflation though - once there, it is very difficult to get rid of!

CASE 3

	
	


General advice about unemployment and policies for dealing with it.
General - Unemployment
Unemployment is very closely linked to the level of economic growth. If the economy is growing well, then there will be jobs created to satisfy this demand. However, if growth falters and firms need to reduce output, then they will lay people off. So when trying to achieve your unemployment targets and keep unemployment as low as possible, you need to watch the level of economic growth carefully. Economic growth tends to becyclical (goes up and down in cycles over a period of time), and unemployment will also behave in this way. 
In periods of recession, there will be higher unemployment, and in times of economic boom, it will be lower. Your aim, in running the Virtual Economy should be to create a reasonable and stable level of growth.
The increased unemployment caused by a downturn in the trade cycle [image: Look up Trace Cycle in glossary] is calledcyclical unemployment as it varies with the cycle of economic activity. There are also other types of unemployment, though there is less that you can do directly to change these in the Virtual Economy. However, you do always need to ensure that people have the incentive to work. If you put taxes up too much, then people may not want to work so hard, so try to keep the level of income tax down. This will encourage risk-taking and hard work and so should help the economy to be more productive. Also make sure that there is always a sufficient gap between the level of earnings that people can earn in work and the amount they get on benefits. You can do this by making sure that you keep the lower rate of tax down and the level of personal allowances up. This will help keep people on lower levels of earnings out of the 'tax net'.
Why not try some of these policies on the Virtual Economy? Click either on the 4th floor in the side panel or on the 'Model' in the top navigation bar to get to the model. Have a look at the present forecasts for the economy and decide what you think would be the most appropriate policies. Don't boost the economy too much though - you may cause inflation and, once there, it is very difficult to get rid of!






SOME NOTES
ECONOMIC STABILITY    NOTES
DEFINITIONS
Term used to describe the financial system of a nation that displays only minor fluctuations in output growth and exhibits a consistently low inflation rate. Economic stability is usually seen as a desirable state for a developed country that is often encouraged by the policies and actions of its central bank.


Read more: http://www.businessdictionary.com/definition/economic-stability.html#ixzz3JIXBUeiL

ECONOMIC CYCLE
If the economy is stuck in a depression or recession for an extended period, it is also considered unstable. Countries normally experience periods of instability as they enter the depression or recession stages of the business cycle, or a financial crisis.
CREATING ECONOMIC STABILITY
Some techniques used by policymakers include creating new job opportunities, controlling inflation, and stabilizing its currency’s exchange rate

RISING PRICE OF OIL
Arguments for:
· Economic stability depends on certainty in world markets.
· The rising price of oil will badly affect countries that have a dependence on imported oil.
· The rise in oil prices will eventually feed through to higher inflation rates and this will trigger tighter monetary policies across the globe.
· The rise in oil prices will lead to a global economic slowdown as a result.
Arguments against:
· The effects of rising oil prices is not as great as suggested.
· Real prices are not at 1974 levels.
· Most companies are able to deal in futures markets to hedge against such increases.
· The rise in oil prices is in part a reflection of the health of the global economy.
· The global economy is so competitive that firms cannot simply pass on higher costs as higher prices - they will find other means of competing.
· [bookmark: _GoBack]There are other more serious problems that will be more likely to affect global economic stability.
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