
Oxford Cambridge and RSA   

Please write clearly in black ink. Do not write in the barcodes.

First name(s)

Last name

Centre number Candidate number

  

OCR is an exempt Charity
Turn over

INSTRUCTIONS
• Use black ink. You can use an HB pencil, but only for graphs and diagrams.
• Write your answer to each question in the space provided. If you need extra space use 

the lined pages at the end of this booklet. The question numbers must be clearly shown.
• Answer all the questions in Sections A and B and one question in Section C.

INFORMATION
• The total mark for this paper is 60.
• The marks for each question are shown in brackets [ ].
• Quality of extended response will be assessed in questions marked with an asterisk (*).
• This document has 20 pages.

ADVICE
• Read each question carefully before you start your answer.

You can use:
• a scientific or graphical calculator

* H 0 6 0 0 2 *

*
9
0
7
6
4
3
9
5
0
4
*

© OCR 2023 [601/4801/9]  
DC (ST/SG) 300491/6

Monday 22 May 2023 – Morning
AS Level Economics
H060/02 Macroeconomics
 Time allowed: 1 hour 30 minutes

stemup.co.uk

StemUp Model Solution

https://stemup.co.uk


2

© OCR 2023

SECTION A

Write your answer to each question in the box provided.

1 Which of these is a tool of monetary policy?

 A  Income tax
 B  Interest rates
 C Subsidies to firms
 D  Welfare payments

 Your answer  [1]

2 Frictional unemployment occurs when:

 A cheap steel from abroad reduces demand for UK steelworkers
 B  farm workers do not have a job during the winter months
 C  the economy is in a period of recession
 D  workers are transferring between jobs

 Your answer  [1]

3 Which economic activity is found in the secondary sector?

 A Banking
 B  Growing corn
 C  Producing cars
 D  Providing insurance

 Your answer  [1]

4  Competition policy is an example of:

 A exchange rate policy
 B fiscal policy
 C monetary policy
 D supply side policy

 Your answer  [1]

B

D

C

D
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5 The diagram shows the circular flow of income.

 

HOUSEHOLDS

FIRMS

Y

income expenditure

 Which of these could be shown by Y on the diagram?

 A  Exports
 B  Government expenditure
 C  Investment
 D  Savings

 Your answer  [1]

6  What is included in the calculation of RPI inflation but excluded from the calculation of CPI 
inflation?

 A  Children’s clothes
 B  Council tax
 C  Medicines
 D  Petrol

 Your answer  [1]

7 What will lead to an upward movement along the aggregate demand curve?

 A An increase in consumption
 B  An increase in government expenditure
 C  An increase in investment
 D  An increase in the price level

 Your answer  [1]

D

B

D
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8 The table shows components of the balance of payments for a country in 2020.

£bn

Capital transfers 15

Exports of goods and services 75

Foreign direct investment 20

Imports of goods and services 60

Portfolio investment 30

Primary income 25

Secondary income 10

 What was the current account balance in 2020?

 A £50 bn
 B  £100 bn
 C £115 bn
 D £170 bn

 Your answer  [1]

9 Which of these is a method to calculate a country’s gross domestic product?

 A  Expenditure
 B  Financial account
 C  Input
 D  Labour force survey

 Your answer  [1]

A

A
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10 The table shows the tax paid by an individual at different levels of income.

Annual income Tax paid

£20 000 £1000

£25 000 £2000

£30 000 £3000

£35 000 £3500

£40 000 £4500

 What is the change in the average tax rate for an individual if their annual income increases from 
£25 000 to £30 000?

 A  2%
 B  8%
 C  10%
 D  20%

 Your answer  [1]A
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11 The chart shows the Yen to Sterling (£) exchange rate between 2016 and 2019.

 2016
120

130

140

150

160

170

180

190

Yen per £1 

2017 2018 2019

 What was the change in the exchange rate between 2016 and 2019?

 A  Sterling appreciated by 29%
 B  Sterling depreciated by 22%
 C  Yen appreciated by 29%
 D  Yen depreciated by 22%

 Your answer  [1]

12 What is the most likely impact of legislation to reduce the power of trade unions?

 A  Aggregate demand shifts left
 B  Aggregate demand shifts right
 C  Aggregate supply shifts left
 D  Aggregate supply shifts right

 Your answer  [1]

B

D
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13 The table shows the nominal GDP for a country.

Year Nominal GDP (£m)

2020 200 000

2021 300 000

 Between 2020 and 2021 the rate of inflation was 5%.
 The population of the country was 10 million in 2020 and increased by 8% in 2021.

 What is the country’s real GDP per capita in 2021, at 2020 prices (to the nearest pound)?

 A  £19 444
 B  £26 455
 C  £27 778
 D  £28 571

 Your answer  [1]

14 Which of these would be the most effective in reducing expenditure on imports?

 A Increased government expenditure on welfare payments
 B  Increased indirect taxation
 C  Reduced interest rates
 D  Reduced research and development subsidies for UK firms

 Your answer  [1]

B

B
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15  The diagram shows the exchange rate of Sterling (£) to US dollars ($).

 

P

Q

S

D

S1

Q1

P1

£/$
exchange

rate

Quantity of US$

 What may have caused the supply curve for US dollars to shift from S to S1?

 A  A decrease in exports from the US
 B  A decrease in imports to the US
 C  An increase in exports from the US
 D  An increase in imports to the US

 Your answer  [1]D
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SECTION B

UK government spending pushes debt to £2 trillion

The UK national debt has risen above £2 trillion due to spending to support the economy 
during the coronavirus pandemic. This comes mainly from the introduction of public health 
measures and new government policies to support businesses and individuals.

In July 2020, the Chancellor announced a package worth up to £30 bn, which includes plans to 
protect jobs, help younger workers and encourage spending. This includes the ‘Job Retention 
Scheme’, where struggling employers can put their workers on furlough. This means they 
temporarily stop working and the government pays them 80% of their wages, up to a maximum 
of £2500 per month. In most cases, the alternative would have been for the employers to 
make some or all of their workers redundant. Increases were also announced to some welfare 
payments for the unemployed.

A number of training initiatives have also been introduced to provide support for young 
workers. These include:

• the ‘Kickstart scheme’ which is a £2 bn fund to pay for six-month work placements for 
16 to 24-year-olds who are on universal credit

• a £1000 grant for employers who take on a new trainee aged 16–24 with the aim to 
triple trainee numbers

• doubling the number of work coaches at Jobcentre Plus centres with extra help for 
young jobseekers

• £150 m for the ‘Flexible Support Fund’ which provides help for jobseekers.

Measures have also been announced to improve energy efficiency and infrastructure. These 
include £1 bn of grants to public sector organisations to improve energy efficiency and £50 m 
to improve the energy efficiency of socially rented homes. A £5.6 bn package of infrastructure 
measures was also announced, including hospitals, school buildings, transport and housing.

The sales tax (VAT) included in the price of food, accommodation and leisure attractions will 
also be cut from 20% to 5% until at least March 2021. Tax revenue has been hit hard by the 
pandemic as people and businesses earn and spend less.

Source: Adapted from bbc.co.uk/news, Summer 2020
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Fig. 1
UK Government Budget Deficit 2009–2020
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Fig. 2
UK GDP Growth (Q2 2005 to Q2 2020)
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16  (a) Using Fig. 1, explain the difference between the government budget deficit and the national 
debt.

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

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

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

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

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

 .............................................................................................................................................. [3]

 (b)  (i)  Using Fig. 2, explain at what stage of the economic cycle the UK economy was in Q2 
2020.

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

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

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

 ...................................................................................................................................... [2]

  (ii)  Lines 9–10 refer to increases in welfare payments for the unemployed.

   Explain one impact this may have on the supply of labour.

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

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

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

 ...................................................................................................................................... [2]

The budget deficit is the amount by which government spending exceeds tax revenue

in a single year, so it is a flow. The national debt is the total accumulated stock of

past government borrowing that is still owed.

Fig. 1 shows the deficit falling from about £160 bn in 2009 to about £46 bn in

2019, yet the national debt still rose every year, because each year's deficit was

extra borrowing added to the debt.

The UK was in a recession (the contraction phase of the cycle). Fig. 2 shows

GDP growth was negative for two consecutive quarters: about −2% in Q1 2020

and about −20% in Q2 2020, so real output was falling.

Higher welfare payments for the unemployed reduce the incentive to work, as

the gap between income in work and income on benefits narrows. Some people

will not seek or accept jobs, so the supply of labour will fall.
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 (c) Lines 13–19 refer to a number of training initiatives announced by the UK government.

  Using a diagram, explain what impact this is likely to have on long run economic growth in 
the UK.

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

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

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

 .............................................................................................................................................. [4]

 (d) Using information from the case study, explain the difference between government current 
expenditure and government capital expenditure.

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

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

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

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

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

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

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

 .............................................................................................................................................. [4]

Schemes such as Kickstart work placements, the £1000 trainee grants and extra

work coaches improve the skills and productivity of young workers, so the quality of

labour rises and the UK can produce more output. This is an increase in productive

capacity, shown by LRAS shifting right, giving long run economic growth.

Government current expenditure is spending on goods and services for immediate use,

the day-to-day running of the economy, such as the furlough payments under the

Job Retention Scheme or the Kickstart work placements.

Government capital expenditure is spending on investment that provides benefits to

the economy in the future, such as the £5.6 bn infrastructure package for hospitals,

school buildings, transport and housing, or the £1 bn energy efficiency grants.

So current spending is used up within the year, whereas capital spending adds to the

capital stock and future productive capacity.

Price level

Real GDP
0

LRAS1 LRAS2

AD

Y1

P1

Y2

P2

Training raises the skills and productivity of
the labour force, increasing the productive
capacity of the economy: LRAS shifts right
from LRAS1 to LRAS2.

Potential real output rises from Y1 to Y2,
so the economy can grow without
inflationary pressure (price level P1 to P2).
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 (e)* Evaluate how the change in income for employees placed on furlough may have affected UK 
consumption.  [10]

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Furlough cut employees' income to 80% of their normal wage, up to a maximum of

£2500 per month. Consumption depends mainly on disposable income, so this 20%

fall in income is likely to reduce spending on goods and services. With a marginal

propensity to consume of, say, 0.8, every £100 of lost income cuts spending by

about £80. As consumption is the largest component of aggregate demand (about

60% of UK AD), the fall in C shifts AD left from AD1 to AD2, reducing real GDP

from Y1 to Y2 (diagram). Through the multiplier, the final fall in national income is

larger than the initial fall in spending, as lower spending reduces the incomes of

shop and restaurant workers, who then spend less too.

The effect is larger for higher earners paid over £3125 a month, since the £2500

cap means they lose more than 20% of their income. However, they already have

high incomes, a lower MPC and usually some savings, so they may keep consumption

broadly the same and simply save less than when they earned 100% of their

income.

In contrast, lower income households spend all or most of their income, so they

cannot just save less; they are likely to cut consumption, especially of non-essential

goods.

However, the fall in income was relatively small and expected to be temporary. If

workers believed furlough would last only a few months and their jobs were

protected, they would smooth consumption by drawing on savings or borrowing, so

Price level

Real GDP
0

SRAS

AD1
AD2

Y1

P1

Y2

P2

Fall in consumption shifts AD left

stemup.co.uk

https://stemup.co.uk


15

Turn over© OCR 2023

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

consumption may have changed little. Also, the alternative for most employers was

redundancy (lines 8 to 9), which would have cut income and consumption far more,

so compared with that, furlough supported consumption.

Moreover, current income was not the main factor affecting consumption in 2020.

Due to the pandemic, shops, restaurants and leisure facilities were closed or visited

far less, so even workers on full pay reduced their spending and saved more. Wealth

matters too: households with high savings or rising house prices can maintain

spending despite lower income. Household income matters more than individual

income, so if a partner kept full pay the impact is smaller. On the other hand,

uncertainty about future job losses may have increased precautionary saving, reducing

consumption by more than the income fall alone suggests. Finally, the VAT cut from

20% to 5% on food, accommodation and leisure would have offset some of the fall.

Overall, the furlough income cut probably reduced UK consumption only slightly,

mostly among lower income households, because the fall was limited to 20%,

temporary and cushioned by savings. The much larger fall in consumption in 2020,

shown by GDP falling by about 20% in Q2, was mainly caused by lockdown

restrictions and low confidence rather than by the change in furloughed workers'

income.
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SECTION C

Answer Question 17 or Question 18.

17*  The Central Bank of Australia’s inflation rate target is between 2% and 3%.
 In 2019, Australia’s inflation rate increased from 1.3% to 1.8%.
 During 2019, the interest rate in Australia was gradually reduced from 1.5% to 0.75%.

 Evaluate, using an appropriate diagram(s), the effects of a change in interest rates on the 
Australian government’s ability to achieve macroeconomic objectives.  [20]

OR

18* Governments have a number of economic objectives that they would like to achieve in the long 
run.

 In developing countries, such as Botswana, governments may need to focus on different 
objectives compared to developed countries.

 In 2019, the unemployment rate in the UK was 4% whilst it was 18% in Botswana.

 Evaluate, using an appropriate diagram(s), the effects of an increase in aggregate demand on 
macroeconomic indicators.  [20]

 Question No. ............

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Australia's main macroeconomic objectives are low and stable inflation (the 2% to 3%

target), sustainable economic growth, low unemployment, a balance of payments

equilibrium, a balanced budget and a fairer distribution of income. In 2019 the central

bank cut the interest rate from 1.5% to 0.75% because inflation, at 1.8%, was below

the bottom of its target range.

A lower interest rate reduces the reward for saving and the cost of borrowing.

Households save less, reducing withdrawals from the circular flow of income, and borrow

more cheaply on loans and credit cards, so consumption rises. Lower repayments on

variable rate mortgages also raise disposable income. Firms find more investment projects

profitable because borrowing is cheaper. As C and I rise, AD shifts right from AD1 to

AD2 (Diagram 1) and real GDP rises from Y1 to Y2, helping the objective of economic

growth, with a further boost from the multiplier.

The rise in AD also raises the price level from P1 to P2. Since inflation of 1.8% is just

below the 2% to 3% target, this demand-pull pressure should push inflation back into

the target range, helping this objective. However, depending on how much spare capacity

17
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 ..........................................................................................................................................................

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

there is and by how much AD increases over the medium term, inflation could rise above

3%, so the objective would be missed.

In the long run, the extra investment encouraged by cheaper borrowing adds to the

capital stock and raises productivity, so aggregate supply shifts right from SRAS1 to

SRAS2 (Diagram 2). Output rises further from Y1 to Y2 while the price level falls from

P1 to P2, so growth is achieved while keeping inflation low and stable.

As labour is a derived demand, higher output means firms hire more workers, reducing

cyclical unemployment. Firms with variable rate loans see their monthly repayments fall,

freeing funds to employ more staff. As more people move from unemployment benefits

into paid work, income becomes more equally distributed.

With more people working and spending, the government receives more income tax,

expenditure taxes and corporation tax, as firms make more profit, and spends less on

unemployment benefits. This helps the objective of a balanced budget, or reduces a

budget deficit.

However, there are conflicts. If consumers spend much of their extra borrowing on

imports, this is a withdrawal, so growth rises by less and the current account deficit

widens, making a balance of payments equilibrium harder to achieve. On the other hand,

lower interest rates reduce hot money inflows, so the Australian dollar may depreciate,

making exports cheaper and imports dearer, which could improve the current account if

Price level
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0

Diagram 1
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Price level
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 ..........................................................................................................................................................

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

demand is price elastic, although a depreciation also adds cost-push inflation.

The size of these effects is uncertain. Although the interest rate halved, it fell by only

0.75 percentage points, a small nominal change. If consumers and firms believe the cut

is only temporary, or if business confidence is low, they may not take out more loans, so

AD, growth and employment may change little, especially as rates are already close to

zero. If firms use loans to buy labour-saving machinery, unemployment could even rise,

increasing inequality and benefit spending and so widening the budget deficit.

There are also time lags of around 18 months to 2 years before interest rate changes

have their full effect, and other factors, such as Chinese demand for Australian

commodity exports, house prices and fiscal policy, also affect whether the objectives are

met.

Overall, the cut in interest rates is likely to help Australia meet its inflation target and

support growth, employment and the budget position, because inflation was below target

and there was spare capacity, so a conflict with the inflation objective is unlikely in the

short run. The main risk is to the balance of payments, and the effects are likely to be

modest given the small size of the cut and weak confidence, so monetary policy works

best alongside fiscal and supply side policies.
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 ..........................................................................................................................................................

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

END OF QUESTION PAPER

Macroeconomic indicators include the rate of economic growth (real GDP), the

unemployment rate, the inflation rate, the current account of the balance of payments,

the government budget position and the distribution of income. Aggregate demand is

total planned spending, C + I + G + (X − M); an increase shifts AD to the right.

The effect depends on where the economy is on the AS curve. In the Keynesian model,

when there is a lot of spare capacity, as in Botswana with 18% unemployment, an

increase in AD from AD1 to AD2 (Diagram 1) moves along the flat part of the AS

curve, so real output rises from Y1 to Y2 with only a small rise in the price level from

P1 to P2. As labour is a derived demand, firms hire more workers, so unemployment

falls and productive resources are used more fully, moving the economy closer to full

employment.

However, if the economy is at or close to full employment, as the UK arguably was with

4% unemployment in 2019, mostly frictional and structural, an increase in AD from AD1

to AD2 (Diagram 2) only raises the equilibrium price level from P1 to P2 with no

change in real output at Yfe. This demand-pull inflation may push inflation above the

target, depending on where inflation currently stands, and could force the central bank to

raise interest rates. Neoclassical economists argue that in the long run any increase in

AD only raises prices, leaving real output at its natural rate, because the LRAS curve is

18
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vertical.

An increase in AD can improve government finances: higher consumption raises

indirect tax revenue, higher employment increases income tax receipts and reduces

spending on welfare payments, and higher profits raise corporation tax, reducing a

budget deficit. However, the impact depends on by how much AD increases and on

tax rates: a small increase gives only a marginal change. In developing countries

such as Botswana it also depends on governance and the ability to collect taxes,

as a large informal sector means much income goes untaxed. The longer the

increase in AD is sustained, the more beneficial it is for government finances.

Higher incomes also increase spending on imports, so the current account may

worsen, and higher inflation makes exports less price competitive. If extra

consumption is mainly on imported goods, domestic output and employment rise

less and government revenue benefits less.

An increase in AD may lead to a fairer distribution of income, as more

employment at all levels raises incomes and living standards. However, developing

countries like Botswana are more likely to face large inequalities in income and

wealth, as rising incomes often do not trickle down to the very poor, and weak

tax systems and small welfare payments mean inequality may persist.

Higher production is also likely to increase air and noise pollution, reducing the

quality of life. Developed countries like the UK are more likely to focus on green
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objectives, whereas Botswana is more likely to focus on raising employment and

growth, so the same change in an indicator may be judged differently.

The impact also depends on which component of AD rises. Higher investment also

increases LRAS, giving sustainable growth without inflation, whereas consumption

financed by borrowing may not last. The size of the multiplier and supply

constraints matter too: if Botswana's unemployment is largely structural, extra

demand will not easily create jobs for workers who lack the right skills.

Overall, an increase in AD is likely to be more beneficial in a country with high

unemployment and spare capacity, such as Botswana, where growth and

employment improve with little inflation, than in an economy close to full

employment, such as the UK, where the main effects are higher inflation and a

worse current account. Governments should therefore judge the level of spare

capacity first and combine higher AD with supply side policies.
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