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Macroeconomics: Aggregate demand and aggregate supply

Classroom activities

1.1 Circular flow of income 
Speed sorting 
The aim is to introduce the circular flow of income, leakages and injections.
1. Give students a grid with all the key elements of the circular flow of income. Also give them a sheet with arrows drawn but no entries added.
2. Now give students 60 seconds to try to assemble them. Check and add notes. This can also be done with a giant-sized version.
3. Repeat for injections and leakages.
Duration: 15+ minutes, depending on time given for explanation and notes.

Introduction to the circular flow of income
Use the video below to introduce the circular flow of income.

https://www.khanacademy.org/economics-finance-domain/ap-macroeconomics/economic-iondicators-and-the-business-cycle/21/v/circular-flow-of-income-and-expenditures 

Once students have watched the video, ask them to complete either a diagram or fill in the missing words of a paragraph on the circular flow.

Duration: The video is just over 8 minutes long. The consolidation exercise could take another 10 minutes.

Circular flow of income put it into context 
[bookmark: _GoBack]Put students in pairs. Give them two different articles, one each. Once they’ve read their article they share it with their partner. The article should relate to the circular flow of income, but at this point
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they shouldn’t have any prior knowledge of the circular flow. Shared ideas on the articles are written on the whiteboard.
Teach the circular flow of income.
Plenary: Students return to the articles and share how they relate to the circular flow of income.
Feedback to the class using terms such as: leakage, injection, factor of production, reward/rent etc.
Possible articles: 
http://www.theguardian.com/money/2012/oct/04/savings-rates-fall-static-base-rate 
http://www.theguardian.com/business/2014/jul/10/uk-trade-deficit-imports-exports
Duration: One lesson 

Consolidation of circular flow of income
Give students a worksheet with two columns. The first has a series of scenarios, the second options to circle (XIGSTM). Students should identify which injection or leakage the scenario is referring to. Differentiation can be achieved through difficulty of the scenario. For example: government increases corporation tax (very easy), fall in consumer confidence (moderate), people expect direct taxation to rise in the near future (tricky).
To make it more interesting, you could add a third column that asks students to identify (or even sketch) the impact on aggregate demand and real GDP.
Finally, ask them to write a summary of their findings. This will help to consolidate any patterns or factors affecting leakages/injections that they’ve noticed. 
Duration: 20-30 minutes


Additional useful links:
http://www.economicshelp.org/blog/388/economics/circular-flow-of-income-diagram/  
http://www.economicsonline.co.uk/Managing_the_economy/The_circular_flow_of_income.html 
http://www.preservearticles.com/difference/what-is-the-difference-between-the-average-propensity-and-marginal-propensity-to-consume/6629 

1.2 Aggregate demand

Components of AD
This activity helps students to understand and memorise the components of aggregate demand. 
Down the side of an A4 sheet of paper (in the margin), students write the AD function. This should be large enough that (a) they can write about each component and (b) this exercise covers an A4 sheet. 
Ask them to answer the following questions about each component (consumption/investment/government expenditure/net exports): 
· What is meant by the term?  
· Give an example of this in the UK economy.  
· What three factors influence this component?  
· Why would an increase in this component affect aggregate demand? 
Duration: 1 lesson

Determinants of the components of AD
As students enter the room, give them a piece of paper that has one of the components written on it. Students then go into groups according to their allocated component. They discuss in their group what could influence that component and feedback to the whole group. 
Duration: 10 minutes, if used as a starter activity to refresh their memories from a previous lesson.

1.3 Aggregate supply

Chain of reasoning: Aggregate supply 
The aim is to develop reasoning skills in relation to factors affecting aggregate supply. 
1) Give groups a scenario each with the first step of a factor affecting AS, e.g. an increase in the cost of raw materials. 
2) They now have to write links on mini whiteboards that lead to the final effect on AS. 
3) They also draw a diagram to show the effect. These links and the diagram can then be put up on the board and presented to the rest of the class. Extension – display an incomplete chain of reasoning on the whiteboard. Students need to explain why it doesn’t make sense, what is missing. Emphasise the importance of their chain of reasoning, including all the necessary links for full analysis. 
Duration: 15+ minutes, depending on the number of groups and whether notes are taken.

AS shifts
This activity can help explain why the aggregate supply curve may shift both in the short run and in the long run. 
Produce a table with three columns. In the left-hand column put real-world scenarios; for example, rise in corporation tax, fall in oil prices, rise in government expenditure on education. In the middle column, students should state whether the scenario would affect short run or long run aggregate supply, and in the final column whether the aggregate supply curve would shift left or right. Underneath the table, put a box for students to summarise their findings. 
Duration: 30 minutes


1.4 The interaction of aggregate demand and supply 

Propensity to consume, save, withdraw
In this activity students learn how calculate the average and marginal propensities to consume, save and withdraw.
Demonstrate the difference between the average and marginal propensities. Numerical examples with simple numbers (in units of 10) will make this easier to grasp. Model how they are calculated. To consolidate, give a worksheet with a series of scenarios of different levels of national income and consumption, and/or changes in these, and ask students to calculate the average and marginal propensities to consume.
These types of topics are good opportunities for students to practice multiple-choice questions. So, as a plenary or starter activity for the next lesson, the students’ understanding of the difference between the average and the marginal propensity and the relationship between consumption and saving could be tested. Could be conducted using mini whiteboards, students show their answer.
Duration: 1 hour/lesson
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