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Questions
 

Q1.           

The UK economy

Figure 4: UK national debt as a percentage of GDP

Figure 5: UK fiscal deficit, public sector net borrowing (PSNB)
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Figure 6: Labour productivity per head, selected countries

Extract C

The National Living Wage (NLW)
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Extract D

The productivity puzzle in the UK

(a)  With reference to Extract D (line 18), explain the meaning of the term 'output gap'. Use an
aggregate demand and aggregate supply diagram in your answer.

(5)

(b)  With reference to Figures 4 and 5 and your own knowledge, examine the relationship
between the national debt as a proportion of GDP and the fiscal deficit.

(8)

(c)  Discuss the likely impact of the National Living Wage on the profitability of firms. Use a cost
and revenue diagram in your answer.

(12)

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the likely
microeconomic and macroeconomic influences on the UK's international competitiveness.

(25)

OR

(e)  With reference to the information provided and your own knowledge, evaluate the
microeconomic and macroeconomic effects of a government policy of cutting public expenditure
rather than raising taxes as a means of reducing a fiscal deficit.

(25)

 

(Total for question = 50 marks)
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Q2.           

UK economic recovery

Figure 1: Components of aggregate demand in selected countries 2014

Figure 2: Nominal GDP per capita at Purchasing Power Parities (PPPs)

(the base year 2000=100)

Extract A

The UK economy – a strange recovery
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(a)  With reference to Figure 1, explain the term 'net trade'.

(4)

(b)  With reference to the information provided and your own knowledge, assess the likely
causes of the UK's trade deficit.

(10)

(c)  With reference to Extract A, paragraph 2, explain one likely influence on UK investment.

(5)

(d)  With reference to Figure 2 and Extract A, explain two likely reasons why the growth of the
UK's nominal GDP per capita at PPPs was slower than that of Germany after 2010.

(6)

(e)  Evaluate policies the government could use to increase the UK's productivity.

(15)
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EITHER

(f)  Evaluate the benefits of economic growth to the UK given that 'a number of concerns remain'
in the UK economy (Extract A, line 7).

(20)

OR

(g)  Evaluate the view that another recession is 'inevitable' in the UK (Extract A, line 24).

(20)

 

(Total for question = 60 marks)

 

 

Q3.           

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

(4)
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(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
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)

 

 

Q4.           

UK inflation and economic growth
S T E M U P . C O . U K

https://stemup.co.uk


Figure 1: UK inflation rate as measured by annual percentage changes in the
Consumer Price Index (CPI), January 2014 to January 2018

Figure 2: Selected changes to the CPI basket of goods and services, 2017

Figure 3: UK exports, £ billions per month, January 2014 to January 2018
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Figure 4: Annual percentage change in real Gross Domestic Product (GDP), 2014-2017

Extract A

Rising inflation
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Extract B

Economic growth and living standards

(a)  With reference to the first paragraph of Extract A and Figure 1, explain how the change in
the exchange rate of the pound has 'contributed to rising inflation' (Extract A, line 4).

(4)

(b)  With reference to Extract A, explain two likely economic effects of the higher rate of UK
inflation.
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(6)

(c)  With reference to the last paragraph of Extract A and Figure 2, explain one reason why it is
necessary to regularly update the CPI basket of goods and services.

(5)

(d)  With reference to Figure 3, assess the likely impact of the change in the value of exports,
since mid-2016, on the economic growth of the UK. Use an aggregate demand and aggregate
supply diagram in your answer.

(10)

(e)  With reference to Figure 4, Extract B and your own knowledge, discuss the limitations of
using GDP data to compare living standards between the UK and developing countries.

(15)

EITHER

(f)  Evaluate the use of interest rate changes as a means of controlling UK inflation.

(20)

OR

(g)  Evaluate the potential conflicts between the objective of economic growth and two other UK
macroeconomic objectives.

(20)

 

(Total for question = 60 marks)

 

 

Q5.           

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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Q6.           

In 2011, the Bank of England estimated that the marginal propensity to consume for UK
households was on average 0.4.

(Source: http://www.bankofengland.co.uk/publications/
Documents/quarterlybulletin/qb110402.pdf)

(a)  Define the term 'marginal propensity to consume'.

(1)

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

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

(b)  Calculate the value of the multiplier for the UK in 2011. You are advised to show your
working.

(2)

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

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

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

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

(c)  Which one of the following is a likely cause of an increase in the value of an economy's
multiplier?

(1)

A     An increase in the marginal propensity to save

B     An increase in the basic rate of income tax in the economy

C     A decrease in the marginal propensity to import

D     A decrease in investment in the economy

 

(Total for question = 4 marks)
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Q7.           

(a)  Define the term 'productivity'.

(1)

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

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

(b)  Using a classic long-run AS curve, annotate the diagram below to show the effect of an
increase in productivity on the equilibrium level of real national output and the average price
level of the economy.

(2)

(c)  Which one of the following statements is correct?

(1)

A     The Keynesian long-run AS curve implies that an economy may have a negative output gap
in
        the long run

B     The Keynesian long-run AS curve is perfectly inelastic at all levels of real national output

C     The classic long-run AS curve implies that an economy may have spare capacity in the long
run

D     The classical long-run AS curve is perfectly elastic at all levels of real national output

 

(Total for question = 4 marks)
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Q8.           

Real GDP in selected economies (the base year 2008=100)

(a)  Which one of the following can be inferred from the chart?

(1)

   A   The UK's real GDP is smaller in 2014 than it was in 2008

   B   Between 2008 and 2014 France's real GDP growth rate was higher than Italy's

   C   Between 2008 and 2014 inflation was lower in France than in the UK

   D   France experienced a greater fall in real GDP than the UK in 2014

(b)  Define the term 'real GDP'.

(2)

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

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

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

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

(c)  Illustrate a negative output gap on the diagram below.

(1)
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(Total for question = 4 marks)

 

 

Q9.           

Some questions must be answered with a cross in a box ( ). If you change your mind
about an answer, put a line through the box ( ) and then mark your new answer with
a cross ( ).

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

(a)  At point Z on the diagram, which one of the following is likely to occur?

An increase in:
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(1)

   A    absolute poverty

   B    budget deficit

   C    cyclical unemployment

   D    inflation

(b)  With reference to the graph, explain the difference between automatic stabilisers and
discretionary fiscal policy.

(4)

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 

(Total for question = 5 marks)

 

 

Q10.           

(a)  Define the term 'recession'.
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(1)

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

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

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

(b)  Explain one characteristic of a recession.

(2)

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

(c)  Which point on the trade cycle diagram illustrates a negative output gap?

(1)
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   A   

   B   

   C   

   D   

 

(Total for question = 4 marks)

 

 

Q11.           

Read Figures 1 and 2 below and Extract A before answering this question.

UK investment and productivity
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(a)  With reference to Figure 1, explain the term 'investment'.

(4)

(b)  With reference to Extract A, explain two influences on the level of UK investment.

(6)

(c)  With reference to the fourth paragraph of Extract A, assess the limitations of using GDP to
compare living standards over time.

(10)

(d)  Explain one likely reason why 'the UK Government expects the UK economy to perform
better than Germany and Italy' (Extract A, lines 19–20).

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

https://stemup.co.uk


(5)

(e)  With reference to the information provided, discuss the likely impact of a recession on the
UK economy.

(15)

EITHER

(f)  Evaluate the fiscal policies the UK Government could use if it believes that 'the UK economy
is likely to experience another recession' (Extract A, lines 27–28).

(20)

OR

(g)  Evaluate the supply-side policies the UK Government could use to increase the UK's
productivity.

(20)

 

(Total for question = 60 marks)
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