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The Government has a budget deficit problem.

A budget deficit arises when government spending is greater than government income.  The Government
therefore has to finance the difference.

In 2003�2004 the budget deficit was £37 billion but this was predicted to grow to £42 billion in 2004�2005.

Your task

As an economist working for a national newspaper, you have collected the information given to you in the
Information Leaflet.

Using the Information Leaflet, together with your own knowledge and understanding of economics, write a
report for the national newspaper, which clearly explains the problems facing the Chancellor and which
suggests the best way forward.

In your report, you should:

• outline the Government�s main macroeconomic policy objectives;
• select which policy objective you think was likely to give the Government the greatest concern in

2004�2005.  Explain your choice;
• describe the Government�s budget position for 2003�2004;
• explain the problems which the Government faces with regard to the budget;
• discuss the effects of extra government expenditure on education and less expenditure on defence;
• recommend and discuss the possible ways in which the budget deficit could be reduced.

Your report will be assessed on your ability to:

use economic knowledge, show understanding and use information; (20 marks)

apply economic concepts and theories and use appropriate economic terminology and methods; (20 marks)

select, organise and interpret information; (20 marks)

evaluate evidence, make reasoned judgements and draw appropriate conclusions; (20 marks)

present information in a clear, legible and logical way; spell, punctuate and use the rules of grammar
accurately; and enable the meaning of the text to be understood. (4 marks)

(Total: 84 marks)
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H
Study all the information before you begin your task.

Item A

The Government�s budget deficit 2003�2004

Quote from a government minister:
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Item B

The Economy

*** Consumer Prices Index is the replacement for the Retail Prices Index and it measures inflation.
*** Balance of Payments � a deficit exists when the value of imports is greater than the value of exports.
*** Exchange Rate is the exchange rate between the pound sterling (£) and the US dollar ($).

Item C

The Chancellor�s Budget 2003�2004

Source: adapted from the Daily Mail, 11 December 2003

* Council tax is a tax paid by residents to the local authority.
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Item D

Where the money comes from and where it goes

Government income 2003�2004

bn = billion

Government spending 2003�2004

bn = billion
Source: adapted from the Daily Mail, 11 December 2003
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Item  E

Brown goes deeper into the red

Source: adapted from The Independent, 11 December 2003

Item  F

Future government spending plans revealed for 2004�2005

Government expenditure on education will rise to £63 billion while that on defence will fall
to £23 billion and the same pattern will continue in the following year.
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