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(£1) Pound to Dollar chart – last 5 years.   Source: xe.com

Increase in UK tourists 
According to the Office for National Statistics (ONS), the recent 
depreciation of the pound has driven a large increase in the number of 
tourists visiting the UK in the first three months of 2017.  Overall there 
were a record 8.3 million visits in the quarter, a rise of nearly 10% on 
the same period in 2016.  And, it is estimated that those visitors spent 
£4.4bn while in the country (also a record amount).  It was claimed 
that American tourists were responsible for £604m of that spending 
whilst Chinese nationals spent just £91m.

At the same time, the fall in the value of the pound did not discourage Britons 
from travelling overseas.  UK residents made 14.1 million trips abroad over 
the three months, a rise of 8.1% on 2016.  Given that Brits were making 
nearly double the number of trips, it is unsurprising to find that they also 
spent nearly twice as much - £8.6bn – on their trips abroad too.

1 Using the data, explain why there has been an increase in 
 the number of foreign tourists in the UK

9 Define the term ‘multiplier effect’ and 
 explain why an increase in tourism 
 may lead to a multiplier effect in the US

2 Define the terms ‘exchange 
 rate’ and ‘depreciation’

3 Calculate the % depreciation of the pound 
 (against the dollar) in the following periods:

 • 1 Jan 2014 to 1 Jan 2015

 • 1 Jan 2016 to 1 Jan 2017

4 Using an exchange rate diagram and your own knowledge, explain two reasons why the pound 
 may have depreciated during the period 1 Jan 2016 to 1 Jan 2017

10 Calculate US and Chinese tourist 
  spending as a % of total tourist 
  spending in the UK
  (a) US
  (b) Chinese

5 Outline the advantages and 
disadvantages of a currency 
depreciation for an economy

8 A Using the data, comment on the likely PED of holidays abroad from 
  the point of view of UK consumers

 B Comment on the likely YED of holidays abroad compared to  
  ‘stay-cations’

7 Identify where tourism would be considered in the Circular Flow of 
Income model. Using the data, explain whether tourism is an 
injection into or a withdrawal from the UK economy.  And, therefore, 
identify what impact an increase in tourism will have on AD

6 Research Task. Find data of the pound to dollar over a longer 
time period (i.e. at least last 10 years). Identify the period of 
time when the pound was at its strongest against the dollar 
and find out why that was the case



Depreciation of the Pound Place Mat suggested answers
1 Using the data, explain why there has been an increase in 
 the number of foreign tourists in the UK

The pound has depreciated. This means that UK-produced goods 
and services are now cheaper to buy for foreign  consumers. 
Therefore, when the pound depreciates holidays  (e.g. hotel 
rooms, restaurant meals, shows, clothes etc …)  become 
relatively cheaper to foreign consumers and they are more likely 
to visit the UK.  As a result, more tourists come to the UK.

8 A Using the data, comment on the likely PED of holidays 
  abroad from the point of view of UK consumers
 B Comment on the likely YED of holidays abroad 
  compared to ‘stay-cations’

(a) Despite the price going up, demand for foreign holidays is still 
high – so therefore it is likely to be PED inelastic.

(b) Holidays abroad are likely to be more normal elastic whereas 
stay-cations are, arguably, likely to have a negative YED, 
indicating that they may behave as an inferior good

7 Identify where tourism would be considered in the 
 Circular Flow of Income model. Using the data, explain 
 whether tourism is an injection into or a withdrawal from 
 the UK economy.  And, therefore, identify what impact an 
 increase in tourism will have on AD

Tourism is an Export (when foreign tourists come to the UK) and 
an Import (when UK tourists travel abroad).  The data tells us the UK 
consumer spending abroad (£8.6bn) is greater than foreign tourists 
spending in the UK (£4.4bn) and so it is fair to conclude that the net 
effect is a withdrawal from the circular flow and that AD shifts to the 
left as a result.

2 Define the terms ‘exchange rate’ and ‘depreciation’

Exchange rate: the price of one currency in terms of another 
Depreciation: the price of a currency falls in terms of another –  
that is, it buys less of a foreign currency than before.

9 Define the term ‘multiplier effect’ and explain why an 
 increase in tourism may lead to a multiplier effect in the UK

The Multiplier Effect is when real GDP rises by more than the 
initial injection.  In this case, foreign tourists are spending money 
in the UK on their holidays.  As a result, this is generating income 
for many sectors of the economy.  This extra income will then be 
spent in due course (depending on the marginal propensity to 
consume of the individuals) and this creates even more income 
and growth (and jobs!) in the economy.

3 Calculate the % depreciation of the pound (against the 
 dollar) in the following periods:
 • 1 Jan 2014 to 1 Jan 2015
 • 1 Jan 2016 to 1 Jan 2017

 (a) -8.5% (taking 1.65 as the 2014 figure and 1.5 as the 2015 figure)

 (b) -15.8% (taking 1.45 as the 2016 figure and 1.22 as the 2017 figure)

10 Calculate US and Chinese tourist spending as a % of total tourist 
  spending in the UK
  A US
  B Chinese

 (a) 13.7% 

 (b) 2%

4 Using an exchange rate diagram and your own knowledge, 
 explain two reasons why the pound may have depreciated 
 during the period 1 Jan 2016 to 1 Jan 2017

In this scenario, demand for the pound has fallen causing 
downwards pressure on the value to the pound and a depreciation.  
This may have been caused by:

Low interest rates

A fall in confidence (as a result of the 2016 Brexit vote)
Increase in interest rates elsewhere (e.g. the USA)

5 Outline the advantages and disadvantages of a currency 
 depreciation for an economy

 Advantages:  Exports are now cheaper (and therefore more 
 competitive).  As long as exports are PED elastic, this means 
 that there will be greater number of sales and this will increase 
 the amount of money coming into the country.  AD shifts right 
 and this creates jobs as well as growth; this in turn may create 
 a multiplier.  Since imports are also more expensive now, the 
 trade balance is likely to improve, ceteris paribus.

Disadvantages:  Imports are more expensive and so, if they are 
PED inelastic, the amount of money leaving the economy will 
increase. This is a withdrawal from the economy.  It is also likely 
to lead to cost-push inflation since consumers are still buying the 
imports even though they are more expensive.  This may push 
some people into poverty and may actually worsen the trade 
balance until exports can catch up or domestic industry can 
satisfy demand for particular imported goods.

6 Research Task. Find data of the pound to dollar over a 
 longer time period (i.e. at least last 10 years). Identify the 
 period of time when the pound was at its strongest 
 against the dollar and find out why that was the case

Research task. Key peaks in the strength of the £ include very early 
1980s (roughly £1 = $2.50, mostly because of poor performance of 
the US economy), around 1992 (£1 = $2) and 2006/7 (£1 = $2.11, 
due to booming economy, high confidence, interest rates offering a 
good return for investors).


