« Using your knowledge of Economics so far plus additional research,
explore the performance of the UK economy over the last 10 years

« Explain as far as possible the connections between the various macro
indicators

» Give particular emphasis to the period of volatility commencing in 2008

Overthe last ten years, the UK
economy in terms of real GDP has
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that the UK economy was stable and growing consis ?jﬁ&er in 2008 there began to

be negative growth, at -0.8%, before th d 0 -5.2% in 2009. This two
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known in the UK ast nch’ and ney borrowing costs. The Credit
Crunc g&éﬁ; rash in %gg market. This was due to the US banks
havingﬁ c@sS$to surplus funds ( growth in the world economy) and wanting to
offer money to borrow, but there were not many people asking to borrow money at this
point. Due to the lack of interest in loans or investment from the banks, they began
targeting those who had never bought or owned a home before, and had no previous credit
ratings, cheap introductory mortgages with low interest rates. These mortgages were then
sold on to other banks around the world. Interest rates then rose and some borrowers
began to suffer, and house prices also began faling. This made investors aware of an issue
and banks stopped lending money to one another, and instead held their money and kept it
to themselves, causing the start of the so called Credit Crunch. The UK bank Northern Rock
was the first UK bank to suffer because it could not borrow money in order to fund its
lending, so it had to take an emergency loan from the Bank Of England, which caused
unrest amongst customers. Meanwhile, the house prices in America continued to fall and
many home owners handed over their homes as payment. The banks were also continuing
to struggle, finding it difficult to rebuid their finances afters bilions were lost from potential
profits, so they were ever more reluctant to give out loans. Mortgage rates then rose and
deposits increased, which made the effects of the Credit Crunch worse. This provides the
explanation for the negative GDP growth figure in the UK in 2008, but mainly in 2009 due to
the large difference from the previous year. However in 2010 there was positive GDP growth



