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Answer all questions.

1 Fig. 1 shows the quarterly change in UK real Gross Domestic Product (GDP) between the first 
quarter (Q1) of 2004 and the first quarter (Q1) of 2009.

Fig. 1 Quarterly Change in UK Gross Domestic Product
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 There was no change in UK GDP in the second quarter [Q2] of 2008.

 (a) For the period shown, which quarter had

  • greatest rise in real GDP?

  Quarter ........................................... Year ...........................................

  • greatest fall in real GDP?

  Quarter ........................................... Year ........................................... [2]
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 (b) (i) Explain what is meant by economic growth.

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

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

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

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

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

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

  (ii) To what extent does Fig. 1 show evidence of economic growth in the UK economy?

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

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

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

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

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

 ...................................................................................................................................... [2]
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 (c) Explain how both inflation and unemployment could be affected by the trend shown in Fig. 1.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [6]
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 (d) Other than changing interest rates, explain two policies which the UK government could use 
to achieve both economic growth and more employment. Discuss how effective each policy is 
likely to be.

Policy 1  .....................................................................................................................................

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

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

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

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

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

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

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

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

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

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

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

Policy 2  .....................................................................................................................................

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [8]

[Total: 20]
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2 Fig. 2 shows how incomes are distributed between households in the UK. The original income is 
what households receive before any taxes are taken from them and any benefits paid to them. The 
final income is the income households have after taxes and benefits.

Fig. 2 Income Distribution by Households in the UK
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 (a) Tick one box in each column to show the original incomes of the poorest and the richest 
households. 

Income
Original income of poorest fifth 
of households

Original income of richest fifth 
of households

Below £10 000

£10 000–£40 000

£40 001–£70 000

Above £70 000

 [2]
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 (b) Explain, with an example of each, the difference between a direct tax and an indirect tax.

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [4]
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 (c) Explain how the UK tax and benefit system is used to redistribute incomes.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [6]
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 (d)* Should the UK government use taxes and government spending to redistribute incomes? 
Give reasons for your answer.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [8]

[Total: 20]
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3 Fig. 3 shows the Bank Rate between June 2007 and December 2009. The Bank Rate is the rate of 
interest set by the Bank of England.

Fig. 3 UK Bank Rate
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 (a) Calculate the change in the Bank Rate between August 2008 and May 2009. Show your 
working.

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

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

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

 .............................................................................................................................................. [2]
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 (b) Fig. 3 shows that the Bank Rate in February 2009 was 1% per year, but at this time there 
were many different rates of interest in the UK economy. For example, high street banks were 
paying 0.5% per year on some savings accounts, while some credit card companies were 
charging borrowers 18% per year.

  Explain two reasons why there are different rates of interest at any one time.

Reason 1 ...................................................................................................................................

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

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

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

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

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

Reason 2 ...................................................................................................................................

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

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

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

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

 .............................................................................................................................................. [4]
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 (c) Explain how a fall in interest rates can affect total spending in the economy.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [6]
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 (d) To what extent will lower rates of interest benefit the macro-economic objectives of the UK 
government? Give reasons for your answer.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 .............................................................................................................................................. [8]

[Total: 20]
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Additional answer space. If you use this space, please make sure you number your answers carefully.

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

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