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[bookmark: _Toc153716913]Answer to Question 1
[bookmark: _Toc153716914]Requirement A: The Fundamental Economic Problem
The case study is based on the COVID-19 pandemic and its impact on the UK economy. The COVID-19 pandemic has caused so many economic problems. The first fundamental economic problem is identified as the problem of scarcity. The problem of scarcity arises when there is a very limited number of resources but the demand for that resource is huge (Salvatore, 2019). So, the resources cannot be allocated efficiently to satisfy the demand. In this case study, the UK has been experiencing supply chain disruption due to the COVID-19 pandemic. In addition to this, Brexit has caused a shortage of labourers in the transportation sector and there has been a shortage of drivers (Institute for Government, 2021). Hence, delivery vehicles cannot move with the supply of fuels. As the user of the fuel is concerned, the UK government faces this fundamental economic problem: the problem of scarcity. It is very challenging to allocate a scarce amount of fuel to the large number of people demanding in the queue.
Another fundamental economic problem identified in the case study is the problem of efficiency. Efficiency in economics refers to the use of resources in the best possible ways so that the maximum utilities can be extracted, and the waste becomes minimal (Salvatore, 2019). The case study shows that the COVID-19 pandemic has made the import of raw materials very difficult due to various COVID-19 restrictions and supply chain disruption. Once there are any such global issues, the UK will continuously face such difficulties because of its immense dependency on some specific countries for the delivery of raw materials. The inefficient supply chain has been obvious in the pandemic situation. Because of this, the UK could not manage any alternative sources for its raw materials purchases that would cost less.
The third fundamental economic problem identified in the case study is the problem of equity. Equity in economics refers to the allocation of resources in a fair and justified manner to everyone within the country so that the well-being of the people is established (Duclos, 2006). The impact of the COVID-19 pandemic on UK businesses was so harsh that many businesses and people went bankrupt. The allocation of fuel in different fuel stations was not made in a fair and justified manner because minor fuel stations had no fuel due to supply chain disruption. A particular portion of society had to endure more consequences than the wealthy ones. Therefore, the problem of equity can be related to the case study's situation.
COVID-19 rules of doing business have also brought economic problems to the UK. Businesses in the UK are required to maintain safety guidelines such as social distancing, hygiene, and testing which increases the cost of doing business. Businesses in the hospitality and tourism industry had to endure more costs than businesses in other industries because they needed to interact with the people face to face. Many businesses lost their productivity and their capacity to generate revenues (Institute for Government, 2021). The decline in revenue generation and the increase in expenses created challenges for the business's survival. The COVID-19 pandemic has also changed the purchasing patterns of people. It caused an increase in demand for certain sectors while causing a decrease in demand for other sectors. People were more focused on purchasing the essential items rather than spending on services of the hospitality and tourism industry. As a result, the mismatch between supply and demand was evident. Demand for fuel, food, and medical items increased significantly leading to the shortage of these products (Dembińska et al., 2022). On the other hand, travel, leisure, and fashion happened to be surplus.


[bookmark: _Toc153716915]Requirement B: The Various Ways to Solve These Economic Problems 
The economic problem of scarcity in this case can be solved in different ways. The first possible way is the market mechanism. This solution is adopted by the capitalist or free market economies. According to the market mechanism solution, the supply and demand of the product will be the compelling force to solve the situation (McEachern, 2016). As mentioned in the case study, there has been a shortage of fuel in the UK market due to the decreased supply but the demand for fuel has skyrocketed. The market mechanism will influence the price of fuel to rise to a certain point when the demand for the fuel will be equilibrium to the supply of fuel. As the prices get higher the suppliers will increase the fuel supply for greater profit (Dembińska et al., 2022). This, the scarcity problem will be solved. This mechanism does not function effectively all the time because of the presence of market externalities. Another possible solution is the central planning by the government which is adopted by a socialist economy (Ellman, 2014).  In this solution, the UK government will have to determine the prices of the fuel and set a targeted amount for the supply to meet the demand. However, mixed economies adopt both options combined. Currently, the UK is implementing the market mechanism which is why the government is not intervening in fuel prices even though the prices have skyrocketed. The problem of scarcity is yet to be solved. The mixed economy solution can control this situation. In this solution, there will be a balanced intervention and free market mechanism. The government needs to set the fuel prices which also addresses the economic problem of equity as people who have lost their purchasing power will be able to purchase the fuel. After setting the prices, it should regulate the market properly so that the supply is ensured (April and Kashem, 2023).
The fundamental problem of efficiency can be solved by productive efficiency, allocation efficiency, and Pareto efficiency. Production efficiency can be achieved by producing goods and services at lower costs (Deng et al., 2008). To achieve this efficiency, businesses in the UK must use an optimal combination of inputs and technologies. poor supply of goods and raw materials has made it difficult to go for an optimal level of production. The businesses have to find alternative sources for the supply of raw materials and they should develop a strong relationship with them so that the supply chain can be made sustainable. Production efficiency can tackle the growing demands and price increase issues. Allocation efficiency is to be achieved in a way that the resource allocation will maximise customer satisfaction. The UK government needs to reassess the immigration policy to fill the driver shortage (Winston, 2007). Relaxing on some COVID-19 regulations is also necessary to achieve allocation efficiency. Pareto efficiency will be achieved only when society reaches a certain level that without affecting one, it will not be possible to make another one better off. 
The economic problem of equity can be solved by social justice, vertical equity and horizontal equity. People who have been in bankruptcy expect redistributive and corrective policies as a part of social justice by the government. It will address poverty and inequality in society. Vertical equity will improve the individuals with lower income levels differently by offering more subsidies. Also, horizontal equity will make sure that everyone in the same situation is equally treated (Duclos, 2006). Other economic problems such as increased demand for certain products can be solved by developing a strong supply chain internally. For that, collaboration with the various stakeholders is necessary.


[bookmark: _Toc153716916]Answer to Question 2
[bookmark: _Toc153716917]Requirement A: Relevance of Demand and Supply
Demand and supply are two important concepts of economics. These are relevant to the case study. The COVID-19 pandemic and Brexit have affected the demand and supply of fuel and so fuel prices changed significantly. The COVID-19 pandemic has shifted people's buying patterns. They show increased demand for essential products such as fuel while showing decreased demand for travel and leisure products (Institute for Government, 2021). Brexit and the COVID-19 pandemic made the EU drivers leave the UK after the pandemic impacts. As a result, the UK faced a shortage of labour in the transportation sector, as shown in Figure 1.
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[bookmark: _Toc153716342]Figure 1: The reasons for driver shortage in the UK
Source: (Statista, 2023)
Later, this shortage disrupted the supply chain within the UK causing the supply and demand mismatch. Such a mismatch pushed the fuel prices to rise. Because scarce resources were difficult to ration among the large number of consumers who were bidding higher prices (Gallaud and Laperche, 2016). As the news of the shortage of drivers and scarcity of fuel spread, it triggered a panic buying behaviour in the UK people which further deteriorated the supply and demand situation. All these incidents show that supply and demand are highly relevant to this case study.
Demand and supply can be controlled in different ways. Some of these ways are discussed in the following points:
· Pricing Strategy: Pricing of the product can have a huge impact on the demand conditions. A lower price increases the demand while a higher price of the same product decreases its demand (Sloman, Garratt and Guest, 2019). The UK has been experiencing a higher demand for fuels. The different factors are behind this increased demand. If the fuel prices are set higher, the demand will automatically adjust to the prices and suppliers can ration the scarce resources to a large number of people (April and Kashem, 2023). However, such a pricing strategy may not be suitable because it will affect a large number of individuals whose purchasing power is weak. The government can come forward to solve the issue by introducing a price ceiling strategy. Under the price ceiling strategy, the fuel price will be set at lower than the equilibrium price so that it can be fair. Currently, there is no ceiling on the fuel prices, so the UK fuel price has skyrocketed (The Guardian, 2022).
· Competition: Competition can affect the demand and supply conditions. At present, there are some certain companies in the fuel market. If the UK government removes the barrier to entry and offers incentives for new entrants, the competition will be increased in the market (Weizsäcker, 2012). As a result, more companies will enter the market and increase the fuel supply. Increasing the supply will push the fuel prices to drop. Hence, the supply will increase to meet the demand. 
· Finance Attraction through Investment: The demand for essential items increased during the COVID-19 pandemic. The UK faced global supply chain disruption so it could not manage the raw materials which hit the export sectors too. If more businesses are initiated to support the supply of raw materials and the fuel business, the economic problem and supply and demand mismatch will be addressed. For that, companies can offer an initial public offering (IPO) and get other financial assistance to raise capital and stay in the business (Gallaud and Laperche, 2016). As more businesses enter the market, the supply condition will be improved.
· Greater Worker Retention: By providing higher salaries, and benefits, and meeting the needs of the workers, worker satisfaction can be achieved. Satisfied workers perform better and increase the productivity of the firm. As a result, higher demand can be met by greater worker retention (Greenwald, 2018). If the EU divers were given higher salaries and benefits, they would stay in the UK and the situation would not deteriorate.


[bookmark: _Toc153716918]Requirement B: Difference between Elasticity and Inelasticity of Demand 
The elasticity of demand refers to the degree of responsiveness of the demand to changes in price and other factors (McEachern, 2016). Usually, price is the most used factor to determine the elasticity of demand. If the price increase has an impact on the reduction of the demand, demand will exist elastic. On the other hand, the inelasticity of demand refers to the lack of responsiveness to the change of demand with the change of prices (Sloman, Garratt and Guest, 2019). As there exists inelastic demand, price changes can have no impact on the demand or have very insignificant demand changes.
The elasticity of demand and the inelasticity of demand are different concepts. These concepts are differentiated by the following factors:
· Price Flexibility: Elastic demand reacts significantly to the changes in prices. Even if the price change is very small, the quantity demanded will be huge. On the other hand, inelastic demand has no impact on the changes in prices or there is very little change in demand when the price change is significant (Corporate Finance Institute, 2023). For example, price changes in luxury items reduce the demand. On the other hand, price changes in essential items like food and fuel do not have any impact on the quantity demanded as people still have to buy food and fuel irrespective of their prices. This inelastic demand is shown in Figure 2.
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[bookmark: _Toc153716343]Figure 2 Inelastic Demand Curve
Source: (Corporate Finance Institute, 2023).
· Protection During Market Fluctuation: Businesses that sell products having elastic demand experience challenges during market fluctuations such as the travel and leisure sectors in the UK faced difficulties during the COVID-19 pandemic. Products like fuel and food are protected from market fluctuations because the demand remains the same (Caldara, Cavallo and Iacoviello, 2019). 
· Entry Barriers: A product with elastic demand faces a very low level of entry barriers so any party can compete in the market (Weizsäcker, 2012). On the contrary, products with inelastic demand face high levels of entry barriers. For example, fuel companies have to comply with government rules and regulations, and they have to bear political and other risks. Even the initial costs of the business are very large. Because of that, only some specific companies remain in the market. 
One advantage of elasticity of demand is that consumers can adjust their purchasing based on the prices such as using public transport when fuel price has increased. One disadvantage is that it faces market fluctuations (Sloman, Garratt and Guest, 2019). One advantage of inelasticity of demand is that sellers can control the price and still get the same price. It is also a disadvantage when considering from the customer's perspective. 


[bookmark: _Toc153716919]Requirement C: The Basic Law of Supply and Demand 
The basic laws of supply and demand are explained below and shown in Figure 3:
· The Law of Demand: Holding all the factors to be constant, an increase in the price of a product will decrease the amount of product demanded. In the same way, a decrease in the product price will influence the amount of product demanded to increase (McEachern, 2016).  The psychology of the customers drives them to spend more on the products when the product prices get lower increasing the demand side.  They also tend to spend less as the price increases and so they reduce their demand. There exists an inverse relationship between product prices and product demand. In graphical representation, the demand curve is downward sloping.
The Law of Supply: Assuming all factors to be constant, the increase in prices of goods will also increase the supply of those goods. Also, when the prices of goods decrease, it causes the supply of those products to decrease (Salvatore, 2019). The sellers' psychology drives them to gain more at the price increase and minimise the loss when the price falls. Hence, there exists a direct relationship between the supply of goods and the prices. The supply curve is therefore sloping in the graphical representation.
· The Law of Supply and Demand: When the market is free, the market forces will push the amount of supply and demand to the equilibrium position. At the equilibrium position, the supply of the products will be the same as the amount of product demanded at the given price. It ensures that the market is efficient. The seller and the consumers can not make any unusual gains in the equilibrium price. 
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[bookmark: _Toc153716344]Figure 3: Supply and Demand Curve
Source: (Britannica, 2023)
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