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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.           

Chile

Figure 1: Copper prices, US dollars per tonne, 2007–2015

Figure 2: US dollar per 100 Chile pesos exchange rate, 2007–2015
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Figure 3: Chile: copper output and real GDP growth, 2007–2015

Extract A

Chile's economic outlook brightens
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Extract B

Chile's copper mining on a downward track
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(a)  With reference to Figure 2, explain one likely reason for the change in the Chile peso
exchange rate between 2013 and 2015.

(5)

(b)  Examine the likely impact of externalities of copper mining on firms and communities within
Chile.

(8)

(c)  Apart from externalities, discuss the problems that Chile faces as a result of dependency on
copper mining.

(12)

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the
microeconomic and macroeconomic effects of policies that could be used to stimulate economic
growth and development in Chile.

(25)

OR

(e)  With reference to the information provided and your own knowledge, evaluate the
microeconomic and macroeconomic impact on Chile's economy of changes in the level of
investment.

(25)
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(Total for question = 50 marks)

 

 

Q4.           

The Eurozone economy

Figure 1: Exchange rate of the euro (€) to the British pound (£)

Figure 2: Eurozone inflation rate as measured by the Consumer Prices Index (CPI)

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

https://stemup.co.uk


Extract A

European Central Bank disappoints markets with weaker than expected stimulus
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(a)  With reference to Figure 1, calculate the percentage change in the value of the euro in
pounds from the start of 2009 to the start of 2015.

(5)

(b)  With reference to the information provided and your own knowledge, examine two factors
which might explain the change in the rate of Eurozone inflation as shown in Figure 2.

(8)

(c)  Since mid-2015 the euro has appreciated. Assess the likely impact of an appreciation of the
euro on the current account of the balance of payments for Eurozone countries.

(10)

(d)  Discuss the likely success of the ECB's quantitative easing programme in moving Eurozone
inflation closer to 'the central bank's ceiling of 2%' (Extract A, line 17).

(12)

(e)  Discuss 'looser fiscal policy' and 'supply-side reforms' (Extract A, lines 20 and 21) that may
be used by governments of Eurozone countries to increase economic growth.

(15)

 

(Total for question = 50 marks)

 

 

Q5.           

The Chancellor announced in the 2015 Budget that the personal allowance (the annual income
that can be earned before starting to pay income tax) would increase from £10 600 to £11 000
in April 2016. This means most consumers will pay less income tax.

(Source: adapted from http://www.telegraph.co.uk/finance/personalfinance/
how-budget-affect-me/11721785/Budget-2015-what-to-expectfor-

income-tax-and-the-personal-allowance.html)

(a)  Annotate the aggregate demand and aggregate supply diagram below to show the likely
impact of the increase in the personal allowance on the UK's price level and real output.

(2)
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(b)  Define the term 'direct tax'.

(1)

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

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

(c)  Which one of the following is an example of a direct tax?

(1)

   A    Value Added Tax

   B    Vehicle Excise Duty

   C    Corporation tax

   D    Alcohol duty

 

(Total for question = 4 marks)

 

 

Q6.           

UK base interest rate, January 2008 to January 2017
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(a)  With reference to the chart above, explain one factor that the Monetary Policy Committee
(MPC) of the Bank of England may have considered when reducing the base interest rate.

(3)

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

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

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

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

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

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

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

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

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

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

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

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

In August 2016 the Bank of England extended its existing asset purchases (quantitative easing)
programme, from a total of £375 billion to £435 billion.

(b)  Which one of the following is the most likely effect of the Bank of England's quantitative
easing?

(1)
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   A    A fall in economic growth

   B    A fall in the money supply

   C    An increase in the rate of inflation

   D    An increase in unemployment

 

(Total for question = 4 marks)

 

 

Q7.           

The UK has experienced a budget deficit since 2001. The government aimed to reach a budget
surplus by 2019, but in 2016 this target was abandoned.

(Source: adapted from https://www.gov.uk/government/news/autumnstatement- 2016-some-of-the-things-weve-announced)

(a)  Explain one likely reason why the 2019 budget surplus target was abandoned.

(2)

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

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

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

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

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

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

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

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

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

(b)  Explain the likely impact of abandoning the budget surplus target on the UK national debt.

(2)

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

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

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

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

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

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

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

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

(c)  If a government takes decisions to target a budget surplus, this is an example of:

(1)

   A    contractionary monetary policy

   B    discretionary fiscal policy

   C    expansionary fiscal policy

   D    expansionary monetary policy

 

(Total for question = 5 marks)

 

 

Q8.           

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 .

After the Global Financial Crisis of 2008, the US President introduced expansionary fiscal policies
of $800 billion. The International Monetary Fund estimated that the multiplier at the time was
approximately 1.5.

(a)  Which one of the following is a withdrawal from the circular flow of income?

(1)

   A    Exports

   B    Government spending
S T E M U P . C O . U K
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   C    Investment

   D    Taxation

(b)  Calculate the total final increase in US aggregate demand as a result of the President's
'expansionary fiscal policies', assuming no other changes.

(2)

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

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

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

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

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

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

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

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

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

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

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

(c)  Explain the impact of annual fiscal deficits on the US national debt.

(2)

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

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

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

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

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

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

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

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

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

.............................................................................................................................................
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(Total for question = 5 marks)

 

 

Q9.           

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 .

In August 2018 the Monetary Policy Committee of the Bank of England raised the UK's base
interest rate
from 0.5% to 0.75%.

(a)  Define the term 'interest rate'.

(1)

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

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

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

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

(b)  Annotate the aggregate demand (AD) and short-run aggregate supply (SRAS) diagram below
to show the possible impact of a rise in the base interest rate on the equilibrium level of real
output and the price level.

(2)
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(c)  Which one of the following demand-side policies best explains a rise in the base interest
rate?

(1)

   A    Contractionary fiscal policy

   B    Contractionary monetary policy

   C    Expansionary fiscal policy

   D    Expansionary monetary policy

 

(Total for question = 4 marks)

 

 

Q10.           

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

In 2018, the United States Government cut the corporation tax rate (tax on company profits)
from 35% to 21%. Income tax rates for US citizens were also reduced: for example, the top rate
of income tax was cut from 39.6% to 37%.

Evaluate the likely impact of cutting tax rates as a policy to increase economic growth.

 

(Total for question = 25 marks)

 

Mark Scheme
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Q4.           
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Q10.           
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Questions
 

Q1.           

UK incomes, inflation and monetary policy

Figure 1 – UK average weekly household real income

Figure 2 – UK inflation rate as measured by percentage changes in the Consumer
Price Index (CPI)

Extract A

Britons should not fear rise in interest rates
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Extract B

Deflation is bad news

(a)  With reference to Figure 1, explain the term 'real income'.

(4)

(b)  Assess the likely impact of falling real incomes on UK consumers.

(10)

(c)  With reference to Extract A, explain the likely effect of a rise in the value of the pound on
aggregate demand.

S T E M U P . C O . U K
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(5)

(d)  With reference to the data, explain two likely reasons for the UK's falling inflation rate.

(6)

(e)  With reference to Extracts A and B and your own knowledge, discuss whether the MPC
should be concerned about the risk of deflation in the UK economy.

(15)

Answer EITHER

(f)  Evaluate whether the MPC has been successful in controlling the UK's inflation rate since
2011.

(20)

OR

(g)  Evaluate demand-side policy responses to the Global Financial Crisis of 2008.

(20)

 

(Total for question = 60 marks)

 

 

Q2.           
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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

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

 

 

Q3.           

Turkey – an emerging economy

Figure 1: Turkey's central bank lending rate, percent, 2013–2018

Figure 2: Selected emerging economy exchange rates, percentage change against the
US dollar: January 2018 compared to January 2016.
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Extract A

Can Turkey's central bank avoid another rate rise?

Extract B

Turkey aims to bin the plastic bag
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Extract C

Istanbul's third airport set to be the busiest in the world

(a)  Explain how the Turkish central bank intervenes in the currency market to prevent
'excessive appreciation or depreciation of the Turkish lira' (Extract A, lines 7–8).

(5)

(b)  Examine two reasons why the Turkish government may want to avoid a significant fall in the
exchange rate of the Turkish lira.

(8)

(c)  Discuss the likely success of policies to reduce the consumption of single-use plastic bags in
cities such as Istanbul.

(12)

EITHER

(d)  Evaluate the likely microeconomic and macroeconomic effects of a rise in interest rates in
Turkey.

(25)
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OR

(e)  Evaluate the microeconomic and macroeconomic impact of large infrastructure projects such
as the building of a third airport in Istanbul.

(25)

 

(Total for question = 50 marks)

 

 

Q4.           

(a)  With reference to Figure 1, explain one possible cause of the forecast change in total energy
use.

(5)

(b)  With reference to Figure 4, examine the likely impact on the USA's circular flow of income of
the trends in exports and imports of natural gas between 2000 and 2020.

(8)

(c)  With reference to the information provided, discuss the likely impact of a change in the price
of gas on the markets for solar energy and nuclear energy.

(12)

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the possible
microeconomic and macroeconomic effects on the UK economy of a decision by the government
to encourage fracking.

(25)

OR

(e)  With reference to the information provided and your own knowledge, evaluate the possible
microeconomic and macroeconomic effects on the global economy of lower energy prices.

(25)

 

(Total for question = 50 marks)
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Q5.           

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)

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

 

 

Q6.           

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

The diagram below shows the aggregate demand (AD) and a possible long-run aggregate supply
(LRAS) for the UK.

(a)  Define the term 'price level'.

(1)

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

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

(b)  Annotate the diagram above to show the likely impact of government policy to promote
business competition on the equilibrium level of real output and price level.

(2)

(c)  Which one of the following is an interventionist supply-side policy?

(1)

   A    An improvement in infrastructure

   B    An increase in indirect taxation

   C    An increase in interest rates

   D    An increase in the regulation of markets

 

(Total for question = 4 marks)

 

 

Q7.           

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

UK unemployment rate as a % of all those economically active, seasonally adjusted,
from 2008 to 2018

(a)  With reference to the chart above, explain one likely economic effect of the change in the
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UK unemployment rate between 2012 and 2018.

(3)

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

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

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

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

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

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

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

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

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

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

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

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

(b)  Which one of the following policies is most likely to reduce the unemployment rate in the
UK?

(1)

   A    A decrease in direct taxes on company profits

   B    A decrease in quantitative easing

   C    An increase in government payments to the unemployed

   D    An increase in the UK base interest rate

 

(Total for question = 4 marks)

 

 

Q8.           

Use the data to support your answers where relevant. You may annotate and include
diagrams in your answers.
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It has been estimated that if climate change led to the world's temperature rising 2.5°C
compared to the temperature in 2010, then global GDP per capita would be 15% lower by 2100.
If temperatures rise by 4°C compared to the temperature in 2010, then by 2100 global GDP per
capita would decline by more than 30%.

Evaluate the potential trade-offs between environmental protection and other macroeconomic
objectives.

 

(Total for question = 25 marks)

 

 

Q9.           

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

The UK Government is planning to cut the rate of corporation tax on all pre-tax profits of
companies to 17% by 2020.

(Source: adapted from https://www.ft.com/content/ 7579f124-5742-11e7-9fed-c19e2700005f)

(a)  This would be an example of:

(1)

   A    a contractionary monetary policy

   B    an exchange rate policy

   C    an expansionary monetary policy

   D    a supply-side policy

(b)  If a company makes £500 000 pre-tax profit in 2020, calculate how much corporation tax it
will pay. Assume that the government cuts the rate of corporation tax as planned.

(2)

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

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

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

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

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

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

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

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

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

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

(c)  Explain one possible reason why the revenue from corporation tax could increase if the
government cuts the rate of tax.

(2)

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

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

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

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

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

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

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

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

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

 

(Total for question = 5 marks)

 

 

Q10.           

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

The European Central Bank introduced a new round of quantitative easing (QE) in March 2020,
purchasing up to €750 billion of assets. The objective of this QE was to reduce the serious risks
to the effectiveness of monetary policy resulting from a significant recession. The European
Central Bank's target for inflation remains at 'below but close to 2%'.
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Evaluate the effectiveness of quantitative easing during 'a significant recession'.

 

(Total for question = 2 marks)

 

Mark Scheme
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Questions
 

Q1.           

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).
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(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)

 

 

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

(1)
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(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

   B    Construction of new transportation links

   C    Government-funded apprenticeship schemes

   D    Increased government spending on healthcare

 

(Total for question = 4 marks)
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Q3.           

The UK economy since the financial crisis

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

Extract A

UK companies use forward currency market

Extract B

Bank of England seeking to prevent future bank bailouts
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Extract C

Bank of England tells lenders to increase capital reserves

(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.
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(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)

 

 

Q4.           

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.

In March 2020 the Monetary Policy Committee (MPC) of the Bank of England reintroduced its
quantitative easing programme.

(a)  Which one of the following is the most likely effect of this quantitative easing?

(1)

   A    A fall in economic growth

   B    A fall in the rate of inflation

   C    An increase in the money supply

   D    An increase in unemployment

The MPC of the Bank of England also cut the UK's base interest rate from 0.75% to 0.1% in March
2020.

(b)  Explain one likely impact of a decrease in the base interest rate on inflation.
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(3)

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

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

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

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

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

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

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

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

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

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

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

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

 

(Total for question = 4 marks)

 

 

Q5.           

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
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Figure 2: German national debt, percentage of GDP, 2010 to 2019

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
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(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)

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)

 

 

Q6.           

In 2016 the UK Chancellor of the Exchequer announced that the government would spend an
extra £23 billion on innovation and infrastructure over the following five years.
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Evaluate the likely economic effects of this planned increase in government expenditure.

 

(Total for question = 25 marks)

 

 

Q7.           

Globalisation and Inequality

Figure 1: Proportion of population in absolute poverty (US$1.90-a-day 2011 PPP)

Lessons from globalisation

Extract A
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Extract B

Tackling inequality

(a)  With reference to the information provided, explain the distinction between absolute poverty
and relative poverty.

(5)
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(b)  With reference to the information provided and your own knowledge, examine two factors
that might explain the differing rates of decline in absolute poverty in East Asia and Sub-Saharan
Africa.

(8)

(c)  With reference to Extract A, discuss two macroeconomic policies, apart from protectionism,
that a government could use to reduce the negative effects of globalisation.

(12)

(d)  Assess the view that 'some level of inequality is desirable to maintain an appropriate
incentive structure in the economy' (Extract B, lines 19 and 20).

(10)

(e)  Discuss the role of the financial sector in the growth and development of developing
countries.

(15)

 

(Total for question = 50 marks)

 

 

Q8.           

Japan's budget deficit for 2017/18 is expected to be 4.6% of GDP. Its national debt is forecast to
increase to above 250% of GDP by 2019.

Evaluate the impact of a large fiscal deficit and national debt on a country's economy.

 

(Total for question = 25 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
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Figure 2: UK real household consumption, quarterly, £ billions, 1997 to 2018

Extract A

UK household consumption
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Extract B

Reduction of the UK's budget deficit

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

(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.           

The UK economy

Figure 1: Unemployment – International Labour Organisation (ILO) and the claimant
count, millions, 2010–2016
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Figure 2: Household savings*, 2010–2015

Figure 3: UK average house prices, 2005–2016
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Extract A

Soaring house prices

Extract B

UK migration trends in the year ending June 2016
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(a)  With reference to Figure 1, explain one reason why the claimant count and the ILO measure
of unemployment differ.

(4)

(b)  With reference to Extract A, assess the likely macroeconomic effects of an increase in house
prices. Use an aggregate demand and aggregate supply diagram in your answer.

(10)

(c)  With reference to the information provided, explain one likely factor, other than changes in
house prices, that could influence the level of savings of UK households.

(5)

(d)  Explain two factors that might cause a rise in the value of the multiplier.

(6)

(e)  With reference to Extract B and Figure 1, discuss the likely impact of migration on
employment and unemployment in the UK.

(15)

EITHER

(f)  Evaluate government policies, apart from migration policies, that could be used to increase
the employment rate in the UK.

(20)

OR

(g)  Evaluate the likely impact of high inflation on the UK government's macroeconomic
objectives.

(20)

 

(Total for question = 60 marks)
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Q11.           

Indonesia

Figure 4: World coal prices, 2006–2016, US dollars per tonne

Figure 5: Indonesia's real GDP, annual percentage change

Extract D

Indonesia's economic outlook
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Extract E

Indonesia's economic policies as commodity prices collapse
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(a)  Using the data in Figure 4 and other information provided, explain the likely change to
Indonesia's terms of trade since 2011.

(5)

(b)  Examine the likely effects on the profitability of Indonesian rice farmers of the government's
increased investment in dams (Extract E, lines 43-48). Use a cost and revenue diagram to
support your answer.

(8)

(c)  Discuss the benefits of aid to Indonesia.

(12)

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the
microeconomic and macroeconomic effects on Indonesia of the volatility of prices of
commodities such as coal.

(25)

OR
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(e)  Evaluate the likely microeconomic and macroeconomic effects of the supply-side policies
recently introduced in Indonesia.

(25)

 

(Total for question = 50 marks)

 

 

Q12.           

UK inflation and economic growth

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
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Figure 3: UK exports, £ billions per month, January 2014 to January 2018

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)

 

 

Q13.           

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

According to the charity Oxfam, the combined wealth of the 62 richest people in the world is the
same as the wealth of the poorest half of the world's population. The value of the combined
wealth of the poorest half of the world's population has fallen by 38% between 2010 and 2016.

(Source: adapted from https://www.oxfam.org/en/pressroom/pressreleases
/2016-01-18/62-people-own-same-half-world-reveals-oxfam-davos-report)

(a)  Explain the distinction between income and wealth.

(2)
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.............................................................................................................................................

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

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

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

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

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

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

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

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

(b)  Explain one likely reason why global wealth inequality has increased.

(2)

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

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

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

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

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

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

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

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

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

(c)  Which one of the following would be most likely to reduce a country's Gini coefficient?

An increase in:

(1)

   A    import tariffs

   B    progressive taxes

   C    regressive taxes

   D    value added tax
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(Total for question = 5 marks)

 

 

Q14.           

Markets for food and drinks high in fat, salt or sugar (HFSS)

Figure 1: UK market share of potato crisps, 2017

Extract A

The effects of a total ban on advertising of HFSS foods
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Extract B

Taxing HFSS foods and subsidising healthy eating widens inequality
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Extract C

Tax on fatty foods in Denmark is an economic disaster

(a)  With reference to Figure 1 and Extract A, explain what is meant by a 'highly concentrated'
market for potato crisps (Extract A, lines 2–3).

(5)

(b)  Apart from changes in indirect taxes and subsidies, examine two causes of income
inequality within a developed economy such as the UK.

(8)

(c)  In Extract A, lines 15–16, it was suggested that some firms may respond to the advertising
ban by cutting the prices of their products.

Using game theory and the information provided in Figure 1 and Extract A, discuss the effects 
on firms of cutting prices in an oligopolistic market.

(12)

EITHER

(d)  Evaluate the microeconomic and macroeconomic effects of increased government spending
on education to promote healthy eating in the UK.

(25)

OR

(e)  Evaluate the likely microeconomic and macroeconomic effects of imposing a tax on HFSS
foods.

(25)

 

(Total for question = 50 marks)
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Q15.           

The chart below shows selected areas of forecast UK government spending for 2015/16 and
2016/17.

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

In 2016/17:

(1)

   A    the change in forecast UK government spending is highest on education

   B    the forecast UK government spending in all areas has fallen from 2015/16

   C    the forecast UK government spending on defence is twice as much as the forecast
spending on housing

   D    the percentage change in forecast UK government spending on health, from 2015/16, is
2.84%

(b)  In 2016/17 total forecast UK government spending amounted to £772 billion and total
forecast tax receipts amounted to £716 billion.

Calculate forecast UK government spending on social protection as a percentage of total
forecast UK government spending in 2016/17. You are advised to show your working.
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(2)

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

(c)  Define the term 'budget deficit'.

(1)

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

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

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

 

(Total for question = 4 marks)
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