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In the diagram below, SRPC1 and SRPC2 represent short-run Phillips curves and LRPC
represents the long-run Phillips curve.

 

1.

Which one of the following would explain a movement from point X to Y?
 

A A fall in taxation

B An increase in government expenditure

C A cut in real interest rates

D Reduced inflationary expectations

[1 mark]

 
The Balance of Payments Extract F (lines 21−22) states: ‘The UK's large current account
deficit cannot be ignored easily, and research shows that such deficits are reduced eventually
through some combination of slower growth and currency depreciation’.

Using the data in the extracts and your knowledge of economics, evaluate the significance of a
large and persistent deficit on the current account of the balance of payments for the UK
economy.

[25 marks]

2.

 
Many people were surprised when UK unemployment fell during 2013. The government’s policy
of deficit reduction was expected to prevent significant falls in unemployment and some called for
the government to reverse its policy of planned cuts in expenditure.

Evaluate the view that a policy of budget deficit reduction will make it harder to reduce
unemployment further.

[25 marks]

3.
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In the diagram below, SRPC is a short-run Phillips curve.

 

4.

The vertical axis measures the
 

A rate of interest.

B price level.

C percentage change in aggregate demand.

D rate of inflation.

[1 mark]

 
In 2013, two key aims of the UK Government were: to move the budget deficit towards a surplus
over the course of the Parliament and to ensure that the main burden of deficit reduction would
be through reduced government spending, rather than increased taxation.

Evaluate the view that the UK Government’s policy of deficit reduction through lower government
spending is unnecessary and undesirable.

[25 marks]

5.

 
Many people were surprised when UK unemployment fell during 2013. The government’s policy
of deficit reduction was expected to prevent significant falls in unemployment and some called for
the government to reverse its policy of planned cuts in expenditure.

Explain why low unemployment is a key objective of economic policy for the UK and most other
governments.

[15 marks]

6.
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In May 2014, the European Central Bank (ECB) President, Mario Draghi, warned that there was
a risk of deflation across economies in Europe.

Evaluate the view that the UK government should give higher priority to preventing deflation
rather than controlling inflation.

[25 marks]

7.

 
The Balance of Payments

Extract F: Warning on UK's current account deficit
 

The UK is one of only eight countries to see its current account deficit increase since 2008,
and its deficit has increased the most. Should overseas investors be worried? The UK has
lived with large current account deficits for decades. From the 1940s to the early 1970s,
when the country was operating a fixed exchange rate system, the UK was forced to use
contractionary policies to keep the balance of payments in check and had to devalue the
pound sterling in 1949 and 1967. From the 1980s onward, with the exchange rate floating,
persistent current account deficits stopped being a cause for concern.

In the boom years before the global financial crisis, the current account deficit remained large,
exceeding 3% of GDP in 2006. With hindsight, this should have rung alarm bells that the
economy had become seriously unbalanced, with foreign money flowing into the UK to fund
unsustainable public and private sector consumption rather than investment. After the crash,
it was widely assumed that the UK economy would recover through higher exports and higher
business investment. Indeed, the government's 2010 budget forecasted a current account
surplus of 0.9% in 2013, driven by a surge in exports. This forecast proved highly inaccurate
as the current account deficit increased.

Although surveys show that business confidence is high, investment fell in the year to the end
of September 2013, and the UK's export performance has been poor, despite the
depreciation of sterling by approximately 25% in the immediate aftermath of the financial
crisis. In contrast, other European economies have seen strong export growth.

The UK's large current account deficit cannot be ignored easily, and research shows that
such deficits are reduced eventually through some combination of slower growth and
currency depreciation.
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Source: news reports, February 2014

8.

 
Taking into account the news report, Brazil: The Hot 'BRIC' Extract D and the original evidence,
do you recommend that the company should invest in Brazil? Justify your recommendation.

[25 marks]

9.

Extract E (lines 15–17) states: ‘Policies were put in place to reduce the money supply and
reduce government spending. The control of inflation became the main target of UK government
macroeconomic policy.’

Using the data in the extracts and your knowledge of economics, evaluate the view that
achieving a low and stable rate of inflation should be the main economic objective of
governments.

[25 marks]

10.
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In 2013 Ethiopia had a relatively high real GDP growth rate of 7% but only 42% of its population
had access to improved water sources and life expectancy was only 63 years.

Discuss the view that free trade is more effective than aid in promoting economic development in
developing countries such as Ethiopia.

[25 marks]

11.

 
In 2013, two key aims of the UK Government were: to move the budget deficit towards a surplus
over the course of the Parliament and to ensure that the main burden of deficit reduction would
be through reduced government spending, rather than increased taxation.

Explain the possible demand-side consequences of an increase in taxation in the UK.

[15 marks]

12.

 
In 2013 Ethiopia had a relatively high real GDP growth rate of 7% but only 42% of its population
had access to improved water sources and life expectancy was only 63 years.

Using examples to illustrate your answer, explain the difference between economic growth and
economic development.

[15 marks]

13.

 
In recent years, growth rates in the UK have been low and unemployment has risen. For
example, in 2012 output was still below its peak of 2008 and unemployment had risen from 6.4%
from 7.8%.

Explain why economic growth is a key objective of UK Government economic policy.

[15 marks]

14.

 
Government policy Extract F (lines 14−17) states ‘Investment forecasts are being revised
downward and on top of speculation of interest rate rises and criticism of the UK’s quantitative
easing programme, the outlook is not looking as good as forecasts first indicated.’

Using the data in the extracts and your economic knowledge, evaluate the effectiveness of
monetary policy in achieving macroeconomic stability in the UK.

[25 marks]

15.

Between 2011 and 2016, UK unemployment fell from a high of 8.5% to 4.8%. Some argue that
government attempts to reduce unemployment inevitably lead to trade-offs with other
macroeconomic policy objectives.

Explain how government policies can reduce the natural rate of unemployment.

[15 marks]

16.
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Government policy

Extract F: Austerity remains
 

The Chancellor, George Osborne, has ruled out the possibility that the UK's improving
economy will lead to immediate tax cuts or spending increases when he said reducing the
budget deficit would be the priority of his Autumn Statement. The Chancellor said that the UK
was still borrowing too much and that any increase in tax revenues generated from faster
growth would be used to reduce the budget deficit and the national debt.

The move comes as no surprise, with the Chancellor stating, "I would just remind everyone
that I still sit down at the table at the G20 with one of the highest budget deficits. The UK still
continues to have some very serious public finance challenges that need to be addressed."

This week, the IMF revised up its forecasts for UK growth in both 2013 and 2014, six months
after its chief economist, Olivier Blanchard, warned Osborne that he might cause more
damage with his austerity plan. However, Osborne responded, “We have a clear plan and we
are sticking to that plan."

The Chancellor's announcement may not be good for UK firms. It is common for business
investment to lead the way when emerging from recession, but not this time. Investment
forecasts are being revised downward and, on top of speculation of interest rate rises and
criticism of the UK's quantitative easing programme, the outlook is not as good as forecasts
first indicated.

In explaining its forecast downgrades for net investment over the last three years, the Office
for Budget Responsibility (OBR) cites two main factors. Firstly, problems in credit markets
have made it difficult for firms to borrow to invest. This may have particularly affected small
and medium-sized firms that tend to be more reliant on bank financing. This will only be
made worse if interest rates rise. Secondly, the uncertainty generated by the eurozone crisis
and other events has stifled investment.
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Source: News reports, 2013

17.

It is now nearly a decade since the financial crisis caused a recession in the UK. In March 2009,
the Monetary Policy Committee (MPC) set the UK Bank Rate at 0.5%, which was a record low, in
order to stimulate economic growth.

Discuss the importance of low interest rates in bringing about sustained economic growth in an
economy such as the UK.

[25 marks]

18.

Extract F (lines 4 – 6) states: ‘some are now arguing that further improvements in the
unemployment statistics can only be gained through improvements in the supply-side of the
economy, rather than relying on demand.’

To what extent do you agree that a further reduction in the UK’s unemployment rate is most likely
to be achieved by improvements in the supply-side rather than the demand-side of the economy?
Use the data and your own knowledge of economics, to justify your answer.

[25 marks]

19.
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Between 2011 and 2016, UK unemployment fell from a high of 8.5% to 4.8%. Some argue that
government attempts to reduce unemployment inevitably lead to trade-offs with other
macroeconomic policy objectives.

Discuss the view that falling unemployment will inevitably lead to trade-offs with other
macroeconomic policy objectives.

[25 marks]

20.

Extract F (lines 19–20) states ‘What is not clear is what should be done if low inflation turns to
bad deflation.’

Using the data in the extracts and your knowledge of economics, evaluate the view that
monetary policy is the most effective way of tackling deflation in developed economies such as
the UK and Japan.

[25 marks]

21.

The short-run Phillips curve below illustrates the relationship between unemployment and
inflation in an economy.

 

The Phillips curve shows that in this economy
 

A high inflation leads to high unemployment.

B there is an inversely proportional relationship between
unemployment and inflation.

C the trade-off for reducing inflation from 7% to 3% is a 4%
increase in unemployment.

D the trade-off for reducing unemployment from 7% to 4% is
3% inflation.

[1 mark]

22.
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In the 2016 Autumn statement, the UK Chancellor of the Exchequer, Philip Hammond, officially
abandoned the government’s policy of trying to achieve a budget surplus by 2020. While some
criticise the government for failing to achieve its fiscal target, others argue that the government
should be doing more to help the supply side of the economy.

Evaluate whether achieving a budget surplus is a desirable objective of economic policy.

[25 marks]

23.

Extract E (lines 16–17) states ‘However, some argue that trying to maintain stable prices and
low unemployment could create trade-offs.’

With the help of a diagram, explain why a trade-off between price stability and low unemployment
might occur.

[9 marks]

24.

Extract F (lines 10–12) states ‘The Austrian economist, Friedrich Hayek, highlighted artificially
low interest rates and excessive credit creation as being the main causes of cyclical instability.’

Using the data in the extracts and your knowledge of economics, evaluate the view that
maintaining low interest rates for a sustained period of time may be damaging to the UK’s
macroeconomic stability.

[25 marks]

25.

Since 1998, the Bank of England has had responsibility for the operation of monetary policy and
maintaining price stability. In response to the financial crisis of 2007–08, the Financial Services
Act 2012 gave the Bank of England overall responsibility for financial stability. This was designed
to reduce systemic risk and the impact on the real economy of problems that arise in financial
markets.

Evaluate the view that strict rules and regulations on financial markets are essential to help
create a more stable economy.

[25 marks]

26.

The long-run Phillips curve shows that
 

A the expected rate of inflation is zero.

B there is an inverse relationship between unemployment and inflation
in the long run.

C there is no trade-off between reducing inflation and lower
unemployment in the long run.

D unemployment can only be reduced in the long run by an increase
in aggregate demand.

[1 mark]

27.
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Between 2014 and 2018, the pound fell by more than 20% against the dollar and euro. Some
argued that this would benefit the UK’s macroeconomic performance, but others claimed that a
lower exchange rate will cause problems.

Assess the view that a depreciation of the pound against other currencies is likely to improve the
UK’s macroeconomic performance.

[25 marks]

28.

During 2018, the UK experienced an annual growth rate of 1.4%, an unemployment rate of
around 4.1%, inflation close to target at 2.5% and a reduced current account deficit on the
balance of payments. However, in November 2018, the Bank of England warned that economic
shocks could damage the UK’s prosperity.

Evaluate the view that the main objectives of UK government macroeconomic policy can be
achieved without conflicting with each other.

[25 marks]

29.

Which one of the following changes in macroeconomic performance is most likely to involve a
trade-off, at least in the short-run, between the objectives of government macroeconomic policy?

 

A Economic growth increases and the deficit on the balance of
payments on current account is eliminated

B Inflation declines to match its target rate and the government’s
budget position moves into balance

C The distribution of income becomes more equal as economic
growth increases

D The government’s budget deficit increases as the rate of
unemployment is reduced

[1 mark]

30.
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In 2014, George Osborne revived the idea of ‘full employment’ as a macroeconomic goal but
what is actually meant by full employment is often debated by economists, with some arguing
that a natural rate of unemployment exists.

Evaluate the view that reducing unemployment inevitably has trade-offs with other
macroeconomic objectives.

[25 marks]

1.

 
‘For a strong recovery there is a need to encourage spending, ideally by businesses but also by
households in the short term.’

Discuss the importance of low interest rates in bringing about a recovery from recession in an
economy such as the UK.

[25 marks]

2.

 
‘While it is necessary to have macroeconomic policy objectives, such as price stability and full
employment, they can sometimes prove difficult to reconcile.’

Discuss ways in which government economic policies can be used to try to reconcile conflicts
between macroeconomic objectives.

[25 marks]

3.

 
‘While it is necessary to have macroeconomic policy objectives, such as price stability and full
employment, they can sometimes prove difficult to reconcile.’

Explain the various macroeconomic policy objectives and their importance to an economy.

[15 marks]

4.

 
‘Oil, as a form of energy, reigns supreme but it has brought significant problems to economies in
terms of inflation in particular, and the potential for economic instability in general.’

Explain the main causes of inflation.

[15 marks]

5.

 
‘UK government policy might not always be able to achieve fully all the macroeconomic
objectives which are regarded as important.’

Evaluate the view that, in the long run, conflict between the major macroeconomic objectives can
be avoided.

[25 marks]

6.
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UK exports of goods which, in 2002, were valued at £187 billion, had risen to £228 billion in
2009.
The deficit on the UK balance of trade in goods rose from £48 billion in 2002 to £82 billion in
2009.

Evaluate the view that an increasing deficit in UK trade in goods is a major problem for the UK
economy.

[25 marks]

7.

 
In November 2011, the UK inflation rate was 4.8%, the rate of unemployment was 8.3%, while
Bank Rate remained at 0.5%.

To what extent are low interest rates appropriate in the UK at a time of high inflation?

[25 marks]

8.

 
Sustained economic growth can often benefit a country’s living standards through higher income
per head. In the UK from 2001 to 2007, the annual average growth in real income per head was
+3%.
For 2008 and 2009, it was −3%.

Discuss the view that the main reason for a country wanting to achieve sustained economic
growth is to bring about an increase in private sector consumption.

[25 marks]

9.

 
The Global Context Extract B (line 10) suggests that ‘there is often a trade-off’ between
inflation and economic growth.

Explain why there might be a trade-off between inflation and economic growth and analyse one
cause of inflation.

[9 marks]

10.

 
‘The avoidance of price deflation must always be the major macroeconomic objective.’

Evaluate the view that the avoidance of price deflation should always be the major
macroeconomic objective.

[25 marks]

11.
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THE GLOBAL CONTEXT

Extract B: A passage to India
 

In July 2010, the UK Prime Minister led a Government delegation to India. The hope was
that India’s economic success could help to bring some relief to the UK economy and
speed the recovery process through increased exports.

India’s growth in 2010 is expected to be about 9%. Its GDP per capita is $3100, although
over 400 million Indians live below the international poverty line of $1.25 per day. It has a
labour force of almost 500 million but an official rate of unemployment of 11%. Quarterly
sector growth is impressive: 1.8% in services, 2.2% in manufacturing and 1.7% in
agriculture between January and March 2010.

For the Indian Government, inflation and economic growth are top of the agenda.
Unfortunately, there is often a trade-off between these two macroeconomic indicators.
Inflation jumped from 1.3% in October 2009 to almost 5% in November 2009. However,
food inflation was 19%. As in other countries, rising oil costs are also amongst the causes
of inflation for the Indian economy.

The UK Government still hopes to promote increased UK economic involvement in India.
Certainly Indian business has become more involved in the UK. Tata, one of India’s oldest
companies, is now the UK’s leading manufacturer through its ownership of Corus Steel
and Jaguar Land Rover. India is now more likely to be creating jobs in the UK through
direct investment rather than ‘stealing’ them, for example through call-centre activity
relocated from the UK. UK business needs to rise to the challenges and opportunities
presented in India. Companies such as Vodafone (telecommunications) and BAE
Systems (defence and aerospace) are amongst the recent success stories and it is widely
believed that India’s increased demand for world-class services, for example financial and
legal, can be met by the UK.

Infrastructure investment is urgent. Each year, about 40% of India’s agricultural produce
rots before arriving at market because of inadequate storage facilities and poor road and
rail links. The Indian Government’s plans to spend $500bn between 2010 and 2013 on
new ports, roads, rail links and airports will help to improve the situation. This investment
is an export opportunity for UK firms specialising in infrastructure projects. The growth of
the Indian economy will also help UK service exporters such as banking, education and
health-care businesses. Currently, India accounts for only 1% of UK exports.

However, India remains fiercely protective, and investment and trade flows from the UK
could remain limited. Progress will depend on whether a long-awaited EU-India trade
deal becomes a reality and on the outcome of the World Trade Organization’s  global trade
talks. Many argue that India can only benefit from increased international trade.

The UK Government said at the time of the Prime Minister’s July 2010 visit to India that the
UK had a vital stake in India’s rise to becoming a global power and in its future prosperity.
At the same time, a view was also expressed that the UK needs India much more than
India needs the UK. It is hoped that all aspects of the UK’s macroeconomy can eventually
benefit as India develops further.
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12.
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In March 2011, the UK Office for Budget Responsibility (OBR) forecast that the budget deficit
would fall from 7.9% of GDP in the financial year 2011-2012 to 1.5% in 2015-2016.

Discuss whether the UK Government should either raise taxes or cut government spending to
achieve its 2015-2016 fiscal objective.

[25 marks]

13.

 
‘Economic shocks can bring with them significant consequences for macroeconomic
performance, as the UK knows only too well.’

Evaluate the likely impact of world economic growth both on the UK economy and on individuals
in the economy.

[25 marks]

14.

 
The Global Context Extract B (lines 21–22) suggests that ‘targeted programmes in the labour
market are vital’ in order to reduce unemployment.

Using the data and your economic knowledge, to what extent would you agree that such
programmes are likely to be the most effective way of reducing unemployment in developed
economies such as the UK? Justify your answer.

[25 marks]

15.

 
The European Union Context Extract E (lines 1−2) states: ‘In recent years, growing
disenchantment with the EU has led to calls for the UK to leave the organisation.’

Do you agree with the view that the UK economy would benefit if the UK left the EU? Justify your
answer using the data and your economic knowledge.

[25 marks]

16.
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THE GLOBAL CONTEXT

Extract B: Worrying times across the world for unemployment
 

In August 2011, it was reported that unemployment in the US economy had fallen in July
from 9.2% to 9.1% of the labour force. This was seen by some as a turning point, a time
when stronger real GDP growth would signal an economic recovery despite the effects of
economic shocks persisting. Oil price increases, banking crises and interest rate rises are
examples of such shocks. At a time when global unemployment was around 6%, many
saw the US unemployment statistic as just a tiny bright spot in an otherwise depressing
picture, both in America and globally.

Data from the International Labour Organisation (ILO) show a picture of increasing
unemployment in developed economies for the period 2007 to 2009, with some levelling
out in 2010 and 2011. UK unemployment in mid-2011 was around 8%. Some had
anticipated that this figure would be far higher given a significant tightening of fiscal policy
in the UK, severe debt problems in parts of the eurozone and a US economy stubbornly
refusing to recover. Both the eurozone and the US economies are important trading areas
for the UK. Further increases in UK unemployment were seen as inevitable despite job
creation taking place. The number of people in work in the UK rose by 184 000 between
April and June 2011, taking the total in work to over 29 million.

The UK Government has argued that its policy of fiscal restraint is the correct one in order
to reduce the budget deficit, although the Managing Director of the International Monetary
Fund (IMF) has argued that recovery in aggregate demand is ‘the single best cure for
unemployment’.

However, the Managing Director of the IMF has also argued that targeted programmes
in the labour market are vital, even to the extent of wage subsidies paid to employers for
vulnerable groups such as the young unemployed. The more people in work, he argued,
the greater the spending power available to help recovery by raising demand for goods
and services. The teaching of new skills and the encouragement of occupational and
geographical mobility are a vital part of such programmes. For example, in the UK, the
Government’s Work Based Learning Programme includes apprenticeship programmes
aimed at unemployed young people. Another targeted UK scheme is the Work
Programme. This is designed to help the long-term unemployed of whatever age to find a
job.

Such supply-side measures are regarded by some as an irrelevance in the short term
when stimuli to aggregate demand are seen to be so urgently needed. However, all
economies need to look at their long-term performance, and supply-side measures can
create a stronger labour market. Economic recovery is then more likely to occur.
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17.

 
‘Economic shocks can bring with them significant consequences for macroeconomic
performance, as the UK knows only too well.’

Using at least one example of each, explain how demand-side and supply-side shocks might
harm a country’s economic growth.

[15 marks]

18.
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In July 2012, the Office for Budget Responsibility concluded that UK Government measures to
cut the budget deficit have improved the UK’s long-term economic prospects.

To what extent do you agree, if at all, that the implementation of a budget deficit reduction
programme will improve the UK’s long-term economic prospects? Justify your answer.

[25 marks]

19.

 
THE GLOBAL CONTEXT

Extract B: Will growing inequality damage the US economy?
 

Some economists are predicting that the US will play a leading role in driving world
economic growth and, as the country which is the UK’s main export partner, this may
provide an injection into the UK’s circular flow of income. However, since the 2008
financial crash, there has been debate in the US over whether or not economic growth can
be strengthened and, if so, how best to achieve this. Within this debate, there are growing
concerns about the specific issue of income inequality. The top 1% of earners have
received 95% of the increase in income since the financial crisis. Since 2009, the top 1%
have seen their incomes rise on average by 31.4%, whereas the rest of the population has
seen a rise of only 0.4%.

The economist, Joseph Stiglitz, has highlighted inequality as one of the prime reasons
why the US has continued to struggle to recover. His basic argument is that the rich have
a lower marginal propensity to consume (the proportion of any increase in income spent)
and a higher marginal propensity to save (the proportion of any increase in income not
spent) than the poor.

Such inequality also creates unsustainable ‘property-price bubbles’ as wealthy individuals
increase the demand for property to let out on the rental market which further fuels
inflation. Tax receipts, which could be injected into the economy, also end up being
reduced, as the rich are able to exploit loopholes to avoid payment of tax. For this
reason, Stiglitz argues that it is necessary for the US Government to intervene to deal with
inequality. If the incomes of the poor were raised, increased consumption would occur.
This argument is refuted by Paul Krugman, who states that there are some European
economies with much lower income inequality which are also in a mess.
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20.

 
Since the start of the financial crisis of 2007−2008, the UK, the Eurozone and the USA have
adopted quantitative easing (QE) in an attempt to stimulate their economies.

To what extent do you agree that maintaining inflation at the target rate of 2% should be the top
priority of UK macroeconomic policy? Justify your answer.

[25 marks]

21.
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THE EUROPEAN UNION CONTEXT

Extract E: Would the UK be left out in the cold by saying goodbye to the EU?
 

In recent years, growing disenchantment with the EU has led to calls for the UK to leave
the organisation. Supporters and opponents of UK membership have presented coherent
arguments.

A study by the so-called Bruges Group, which opposes the EU, estimated the annual cost
of UK membership to be £65bn. This included an estimated cost to businesses of £28bn
to comply with EU regulations and an annual net contribution to the EU Budget of £14.6bn.
A member of the EU Commission in 2011 estimated that the Common Agricultural Policy
(CAP) causes the UK consumer to pay up to three times as much for food than if the CAP
did not exist. The common external tariff raises prices of imports into the EU, including the
prices of consumer goods and resources used by businesses. It also protects inefficient,
high-cost EU producers.

Those supporting UK membership point, for example, to the 3.5 million UK jobs created
from trade with the EU, either within the export sector or, more widely, through the operation
of an export-led multiplier. The Single European Market has helped trade creation and has
allowed EU labour to move to the UK, to the benefit of UK businesses. Despite not being in
the eurozone, the UK has continued to attract a large share of the world’s investment funds
so that it is now the third largest recipient internationally. It is claimed that a large part of
this is due to EU membership. The EU as a whole has also exerted much greater influence
than could any individual EU country in negotiations to further global free trade. One
business organisation has argued that non-membership would be like ‘sitting outside in the
corridors rather than at the decision table’.
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22.

 
The Global Context Extract B (lines 1−3) states: ‘some economists are predicting that the US
will play a leading role in driving world economic growth and, as the country which is the UK’s
main export partner, this may provide an injection into the UK’s circular flow of income.’

Explain the term ‘circular flow of income’ and analyse how economic growth in the US may lead
to increased national income in the UK.

[9 marks]

23.
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