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Edexcel A-level Economics exam practice answers 

 

20: The financial sector 

1  (a) Correct answer: C Moral hazard   [1] 

 (b)   Can set new regulation to ensure that a bank must keep more capital; 

          Could set limits on bank lending to reduce the amount of risky loans 

[4] 

  

2  KAA: 16 marks; Evaluation: 9 marks 

KAA: 

Effects could include: 

 Fall in investment, leading to fall in AD and AS; fall in 

economic growth 

 Increase in debt for businesses 

 Business bankruptcies, leading to higher unemployment 

 Increase in household bankruptcies — fall in consumption 

 Risk of moral hazard might be reduced — banks less willing 

to make risky loans 

 Possible impact on housing market 

Evaluation: 

 Effect depends on whether firms have retained profits or 

are able to access loans from other sources 

 If lock down is short and does not return then businesses 

may be able to survive 
 Some sectors likely to be worse hit than others e.g. 

restaurants and hotels who may not be able to return to ‘normal’ business for many months 
 Those unemployed may be able to find alternative 

employment if the rest of the economy picks up quickly 

after the pandemic is over 
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