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Questions
 

Q1.           

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)
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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)

 

 

Q2.           

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%'.

Evaluate the effectiveness of quantitative easing during 'a significant recession'.

 

(Total for question = 2 marks)
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Q3.           

(a)  With reference to Extract C, explain what can be inferred about the price elasticity of
demand for coffee beans.

(5)

(b)  With reference to Figure 4, examine the likely impact of the 19% increase in the price of
coffee beans between January and February 2014, on the price of a cup of coffee bought from a
coffee shop.

(8)

(c)   Discuss the different degrees of contestability in the farming of coffee beans and in the UK
coffee shop market.

(12)

EITHER

(d)  With reference to the information provided and your own knowledge, evaluate the likely
microeconomic and macroeconomic effects of fluctuating coffee bean prices on coffee-producing
countries.

(25)

OR

(e)  With reference to the information provided and your own knowledge, evaluate the likely
microeconomic and macroeconomic effects of the depreciation of the real on Brazil's economy.

(25)

 

(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.
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In May 2020, the UK government introduced a loan scheme to help small businesses survive the
downturn in the economy. Small businesses could borrow up to £50 000 at an interest rate of
2.5% for up to 6 years from a bank. The government guaranteed 100% of the loans, to enable
banks to issue them quickly, and only minimal checks were made on borrowers.

(a)  With reference to the information above, explain one role of financial markets.

(4)

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

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

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

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

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

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

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

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

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

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

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

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

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

(b)  Which one of the following would be a risk if 'only minimal checks were made on borrowers'
in this loan scheme?

(1)

   A    Asymmetric information

   B    Crowding out

   C    Market rigging

   D    Speculation

 

(Total for question = 5 marks)
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Q5.           

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.

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

https://stemup.co.uk


(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)

 

Mark Scheme
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