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Questions
 

Q1.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

The International Monetary Fund has called on the G20 group of large industrialised countries to
boost government spending on infrastructure.

(Source: https://www.theguardian.com/business/2016/jul/23/
imf-calls-for-more-government-spending-as-rate-cuts-lose-their-impact)

(a)  Draw an aggregate demand and aggregate supply diagram to show the likely impact of an
increase in government spending on infrastructure on a country's price level and real output.

(4)

(b)  Which one of the following would be an example of government spending on infrastructure?

(1)

An increase in:

   A    construction work on new railway lines

   B    interest payments on the national debt

   C    salaries for teachers

   D    unemployment benefit payments

 

(Total for question = 5 marks)
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Q2.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

Answer the question with a cross in the box you think is correct . If you change your
mind about an answer, put a line through the box  and then mark your new answer
with a cross .

A number of business groups have signed an open letter to the UK Government asking it to
commit to delivering the full High Speed 2 rail link. This will connect London to the northern
cities of Manchester and Leeds at a cost of £56 billion and reduce journey times by as much as
50%.

(a)  Explain one likely impact of this project on aggregate supply in the UK.

(4)
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(b)  Government spending on the High Speed 2 rail link is an example of which of the following?

(1)

   A    Automatic stabilisers

   B    Capital expenditure

   C    Current expenditure

   D    Transfer payments

 

(Total for question = 5 marks)

 

 

Q3.           

(a)  Explain the difference between 'good' deflation (Extract B, line 16) and 'bad' deflation
(Extract B, line 27).

(5)

 

(b)  With reference to Figure 1 and Extract A, examine the likely reasons for the fall in oil prices
since the middle of 2014.

(8)

 

(c)  With reference to Extract A, discuss the factors necessary for the success of a cartel.

(12)

 

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the
microeconomic and macroeconomic effects of a sustained period of deflation.

(25)

 

OR

(e)  With reference to the information provided and your own knowledge, evaluate the
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microeconomic and macroeconomic effects of a sustained fall in global oil prices.

(25)

 

(Total for question = 50 marks)

 

 

Q4.           

Global oil prices fell from a 2008 peak of $147 a barrel to $27 in 2016.

Evaluate the likely macroeconomic consequences of a significant fall in global oil prices.

.............................................................................................................................................
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.............................................................................................................................................
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(Total for question = 25 marks)

 

 

Q5.           
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(a)  With reference to Figure 1, explain what has happened to real annual business investment
since 2008.

(4)

(b)  With reference to Figure 2, explain the likely effect of an appreciation of the British pound
(£) against the US dollar ($) on the volume of UK imports from, and UK exports to, the USA.

(5)
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(c)  With reference to Extract A, explain two reasons why consumer spending rose in 2013.

(6)

(d)  Assess the importance of interest rates in determining the level of business investment in
the UK.

(10)

(e)  Discuss the likely impact of both a lack of new investment and an appreciation of the British
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pound (£) on 'inflationary pressures' in the UK (Extract A line 36).

(15)

EITHER

(f)  Evaluate whether the UK government should focus on achieving economic growth as its key
macroeconomic objective.

(20)

OR

(g)  Evaluate the use of monetary policy to achieve the UK's macroeconomic objectives.

(20)

 

(Total for question = 60 marks)

 

 

Q6.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

Answer the question with a cross in the box you think is correct . If you change your
mind about an answer, put a line through the box  and then mark your new answer
with a cross .

(a)  Which one of the following diagrams illustrates the impact of an increase in net exports
along a Keynesian long-run aggregate supply curve?

(1)
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   A   

   B   

   C   

   D   

(b)  Using the classical long-run aggregate supply curve, explain what will happen in the long run
to real output if aggregate demand increases.

(2)

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................
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.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

(c)  Explain the likely impact on aggregate demand of a fall in average house prices.

(2)

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................
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.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

 

(Total for question = 5 marks)

 

 

Q7.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

(a)  Illustrate the shape of the Keynesian long-run AS curve on the diagram below.

(1)
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(b)  Explain what is meant by spare capacity in an economy.

(2)

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

(c)  Which one of the following is most likely to cause a movement along the AS curve?

Changes in:

(1)

   A    competition policy

   B    relative productivity

   C    the cost of raw materials

   D    the level of aggregate demand

 

(Total for question = 4 marks)
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Q8.           

Read extracts A and B before answering this question.

Hand car wash (HCW) firms in the UK

Extract A

What is the true human cost of your £5 hand car wash (HCW)?

Extract B
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Government intervention in the HCW industry

(a)  Using the information provided, explain the market structure that best describes the hand
car wash (HCW) industry in the UK.

(5)

(b)  Examine two reasons why the demand for HCWs increases during a period when consumer
'incomes fail to keep up with inflation' (Extract A line 8).

(8)

(c)  Discuss the likely effects of changes in the level of migration on firms such as HCWs in the
UK. Use a labour market diagram and the information provided to support your answer.

(12)

EITHER

(d)  Evaluate the microeconomic and macroeconomic factors which determine the number of
firms in an industry. Refer to HCWs or another industry of your choice.

(25)

OR

(e)  Evaluate the microeconomic and macroeconomic effects of increased government
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intervention in an industry. Refer to HCWs or another industry of your choice.

(25)

 

(Total for question = 50 marks)

 

 

Q9.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

UK government budget and household consumption

Figure 1: UK government spending and tax revenue as % of GDP, 1980–2018

Figure 2: UK real household consumption, quarterly, £ billions, 1997 to 2018
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Extract A

UK household consumption

Extract B

Reduction of the UK's budget deficit
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(a)  With reference to Figure 1, explain the term 'balanced government budget'.

(4)

(b)  Explain the likely effect of a fall in the exchange rate of the British pound on aggregate
demand.

Refer to Extract A in your answer.

(5)

(c)  With reference to Figure 2 and Extract A, explain two likely influences on the level of UK real
household consumption.

(6)

(d)  Assess the likely impact on the UK economy of an 'increase in consumption' (Extract A, lines
5–6).

Use an aggregate demand and aggregate supply diagram in your answer.

(10)

(e)  Discuss the factors that might explain why 'the UK's forecast long-term trend rate of growth
was reduced'

(Extract B lines 9–10).

(15)

EITHER

(f)  Evaluate supply-side policies that could be used to increase the UK's rate of economic
growth.

(20)

OR
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(g)  Evaluate the likely macroeconomic effects of the UK government pursuing a policy of
reducing its budget deficit.

(20)

 

(Total for question = 60 marks)

 

 

Q10.           

Read Figures 1 to 4 and extracts C and D before answering this question.

The German economy

Figure 1: German government budget balance, percentage of GDP, 2010 to 2019

Figure 2: German national debt, percentage of GDP, 2010 to 2019
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Figure 3: Annual percentage change in real GDP, Germany and average of developed
economies, 2005 to 2021 (forecasted data for 2020 and 2021)

Figure 4: Unemployment rate in Germany, percentage of labour force, 2005 to 2020
(2020 figure is forecasted)

Extract C

Why Germany keeps to budget rules despite a slowdown in growth
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Extract D

Germany drops to number 7 in the Global Competitiveness Index

(a)  Explain one reason why a country such as Germany wants to avoid an increase in the
national debt relative to GDP (Figure 2).

(5)

(b)  Examine two likely effects of the forecast change in the rate of unemployment between
2019 to 2020, on firms in Germany. Refer to Figure 4 in your answer.

(8)

(c)  Discuss the likely impact of investment in new technology on the profitability of firms in
Germany, as described in Extract C line 20. Use a cost and revenue diagram to support your
answer.

(12)
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EITHER

(d)  Evaluate the microeconomic and macroeconomic factors which are likely to determine the
rate of economic growth in Germany relative to other developed economies.

(25)

OR

(e)  Evaluate the microeconomic and macroeconomic impacts of 'a much more expansionary
fiscal policy' (Extract C line 23) on the German economy.

(25)

 

(Total for question = 50 marks)

 

 

Q11.           

The UK economy since the financial crisis

Figure 1: Pound sterling to US$ exchange rate, 2016-17

Extract A
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UK companies use forward currency market

Extract B

Bank of England seeking to prevent future bank bailouts

Extract C

Bank of England tells lenders to increase capital reserves

S T E M U P . C O . U K

https://stemup.co.uk


(a)  With reference to Extract A, explain the role of forward markets in currencies.

(5)

(b)  With reference to Extract A and Figure 1, examine the likely impact of the change in the
sterling exchange rate on the UK economy.

(8)

(c)  With reference to the last paragraph in Extract C, assess the impact of a fall in real incomes
on subjective happiness.

(10)

(d)  With reference to Extract C, discuss the potential conflicts between macroeconomic
objectives when the central bank attempts to control inflation.

(12)

(e)  Discuss whether providing substantial government financial support to banks is the best
policy response during a financial crisis.

(15)

 

(Total for question = 50 marks)
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Q12.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.

Answer the question with a cross in the box you think is correct . If you change your
mind about an answer, put a line through the box  and then mark your new answer
with a cross .

(a)  Illustrate the shape of the Classical long-run aggregate supply (AS) curve on the diagram
below.

(1)

(b)  Explain the reason for the shape of the Classical long-run AS curve.

(2)

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

(c)  Which one of the following is an example of a market-based supply-side policy?

(1)

   A    A reduction in unemployment benefits
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   B    Construction of new transportation links

   C    Government-funded apprenticeship schemes

   D    Increased government spending on healthcare

 

(Total for question = 4 marks)

 

 

Q13.           

The diagram below shows the aggregate demand (AD) and short-run aggregate supply (SRAS)
for the UK.

(a)  Define the term 'aggregate demand'.

(1)

.............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

(b)  Annotate the diagram above to show the likely impact of a rise in the cost of raw materials
on the UK's equilibrium level of real output and price level.

(2)

(c)  Which one of the following factors is most likely to cause an increase in the long-run
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aggregate supply?

(1)

   A    Decrease in investment

   B    Increase in relative productivity

   C    Increase in the level of unemployment benefits

   D    Reduced access to credit for consumers and businesses

 

(Total for question = 4 marks)

 

 

Q14.           

(a)  Which one of the following would be most likely to cause aggregate demand to increase?

A fall in:

(1)

   A    government spending

   B    net trade (X–M)

   C    the marginal propensity to consume

   D    the marginal propensity to save

(b)  Draw an aggregate demand and aggregate supply diagram illustrating the likely impact of a
rise in interest rates on the price level and real output.

(4)

 

(Total for question = 5 marks)

 

Mark Scheme
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