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Answer all parts of this question in the accompanying answer booklet.

UK’s trade gap at widest since records began

In 2002, the UK’s trade deficit in goods widened to a record £34bn – the greatest
gap in more than 300 years of record-keeping. Falling exports, which sank to their
lowest level in three years, were the main cause of this deficit. Exports of goods fell
to a value of £186bn in 2002.

At the same time as the worsening trade position, the UK experienced economic
growth and falling unemployment, as measured by both the Claimant Count and the
Labour Force Survey. The economy also experienced a steady and low rate of
inflation. Despite the relatively high exchange rate and increased tax burden,
injections exceeded leakages causing aggregate demand to rise.

Fig. 1 shows how changes in both aggregate demand (AD) and aggregate supply
(AS) might affect the economy.

Fig. 1
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(a) Define the following terms:

(i) exchange rate (line 8); [2]

(ii) injections (line 9). [2]

(b) (i) Using the information in the passage, calculate the value of imported goods in 2002.
Show your working. [2]

(ii) Using examples, explain two ways in which UK consumers may benefit from
international trade. [6]

(c) Using Fig. 1:

(i) state what is meant by macroeconomic equilibrium; [1]

(ii) explain two factors that might have caused the shift in the aggregate supply curve from
AS to AS1; [6]

(iii) analyse two policy measures that the UK government could use to move aggregate
demand from AD to AD1. [8]

(d) (i) What is meant by the Claimant Count measure of unemployment? [2]

(ii) Comment on two difficulties of measuring unemployment. [4]

*(e) Discuss the economic consequences of inflation. [12]
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