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Teacher’s Introduction

This resource consists of a set of Topic Tests that have been written to support the teaching of OCR AS (or Year 1)
Macroeconomics. It allows teachers and students to check their understanding and consolidate knowledge of
each part of the OCR specification. In each Topic Test there is a mixture of numerical, multiple-choice, short-
answer and essay-style questions of a variety of different difficulties. There are 12 Topic Tests in this resource.

Importantly, each Topic Test is accompanied by a set of detailed answers that could be handed out to students as
a basis for ‘model’ answers in the examination. Note that although the Topic Test questions aren’t always in exam
format, the questions within have been written carefully with the intention of testing the range of Assessment
Objectives and often borrow aspects that are similar to those in the exam.

Most of the case studies in the Topic Tests include up-to-date economic data and scenarios that should place
economic theory in recent history, enrich students’ general knowledge of the subject, and prepare students for
the Data Response aspects of the examination. Moreover, the resource also includes plenty of opportunities for
students to practise the Quantitative Skills outlined in the Appendix of the OCR specification.

Each Topic Test contains approximately 30—40 marks worth of questions, although occasionally the tests might
include an additional number of marks in order to fully cover the OCR specification. It is intended that these Topic
Tests will take about one hour to complete and should be presented to students after teaching the parts of the
specification that are to be tested. However, the Topic Tests could also be given to students as homework in
order to consolidate their knowledge outside of the classroom, or certain aspects could be used as a supplement
to in-class learning.

It is important to note that this resource should be used as a complement to other resources such as textbooks
and practice exam papers, and not in isolation. These Topic Tests include plenty of explanation of the theory in
the mark scheme, but students should be encouraged to access information as widely as possible.

It is hoped that this resource, as well as offering support for teaching the essential elements of the OCR AS
Macroeconomics specification, will help students fully prepare for their AS and A Level examinations. The
economic environment is constantly in flux, and full of fascinating current issues. This resource attempts to share
some of these current issues as a basis for teaching in the most interesting way possible, meanwhile encouraging
further study from the next generation of Economists!

Happy teaching!
November 2019

Free Updates!

Register your email address to receive any future free updates*
made to this resource or other Economics resources your school
has purchased, and details of any promotions for your subject.

* resulting from minor specification changes, suggestions from teachers
and peer reviews, or occasional errors reported by customers

Go to zzed.uk/freeupdates
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Mark Scheme: Levels of Response Tables for Long-answer Qu

8 marks
Knowledge (1), application (1) and analysis (3)
0 No relevant answer given.
Level 1-3 Some knowledge of economic concepts i rtlally linked to the
1 skills, but may focus too muchon g wargument
Level 45 Knowledge of the econ . very accurate. Links to the que
2 oned and logical, and appropriate for the

Evaluation (3)

Lellel Limited attempt at evaluation — may be only loosely related to the questi
Level )-3 Accurate, balanced evaluative comments are made, supporting a round
2 to the question.
10 marks
Knowledge applicatio and analysis
0 No relevant answer given.
Level A few concepts may be identified correctly, but inconsistently, and with
1-2 .
1 behind the causes and effects.
Level 3-1 Some knowledge of economic concepts is shown, partially linked to the
2 skills, but may focus too much on one side of an zriument.

Knowledge of the economlc concept ruce. Links to the que
and appropriate for the

Level 34 Accurate, balanced evaluative comments are made, supporting a round

2 to the question.
15 marks
Knowledge (3), application (3) and analysis (3)
0 No relevant answer given.

Level 1-3 A few concepts may be identified correctly, but inconsistently, and wi
1 behind the causes and effects.

Level 4-6 Some knowledge of economic concepts is shown, partially linked to th
2 reasoning skills, but may focus too much on ol e of an argument.

Level 79 Knowledge of the economic concepts,i te. Links to the qu
3 examples. Analysis is well reasor : dl, and appropriate for t

Evaluation (6)

Level .
1 attempt at evaluation — may be only loosely related to the ques
Level 3_4" lear evidence of evaluative comments, though they may be unfairly
2 argument. Reasoning / supporting evidence is provided but may be in
Level Accurate, balanced evaluative comments are made, supporting a rou
5-6 . -
3 directly to the question.

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 2 of 61
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20 marks

Knowledge application (4) and analysis (6)
0 No relevant answer given.
Level 1-3 A few concepts may be identified correctly, but inconsistently, and w
1 behind the causes and effects.
Level 4t Some knowledge of economic concepts i< artially linked to t
2 basic reasoning skills.
Level Good knowledge of the & mic concepts is displayed, link
3 7-10 | evidence to suriuit “arguments. Analysis is well developed,
Level
4
Evaluation (6)
No evaluation.
Level - -
1 1-2 Limited attempt at evaluation — may be only loosely related to the que
Level 34 Clear evidence of evaluative comments, though they may be unfairly
2 argument. Reasoning / supporting evidence is provided but may be i
Level 56 Accurate, balanced evaluative comments are made, supporting a rou
3 directly to the question.
25 marks
evel of
Response
5 0 the question, using supporting data where n
g, well-supported evaluation
rong answer, with some good evaluation
e (Clear understanding of the economic ideas
4 e Applied accurately to the question, using supporting data where n
¢ Some sound, well-reasoned analysis
e Reasonable evaluation content, with some support
Reasonable answer, but poor evaluation
¢ Adequate understanding of the economic ideas
3 e Satisfactorily applied to the question, using some supporting data
¢ Adequate analysis, might be underdeveloped or lacking in detail
e Reasonable attempt at evaluation, but lacking support for argume
Fairly weak answer
* Limited understanding of economic ideas
2 *  Loosely applied to the question
e Limited analysis, may be unfocus
* Limited attempt at eval e unsupported
Weak answer :
1 of relevant economics
i dnalysis
risupported or irrelevant evaluation
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Mark Breakdown Test-by-test

Test

1.1-2: Circular Flow of Income and Aggregate Demand

1.3-4: Aggregate Supply

2.1: Economic Growth

2.2: Development

2.3: Employment

2.4:

Inflation

2.5:

3.1: Fi

3.2: Monetary Policy

3.3: Supply Side Policy

3.4: Policy Conflicts

4.1: International Trade and Exchange Rates

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 4 of 61
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2.5: Balance of Payments

1. Whatis meant by the Balance of Payments (BoP)?

2. Which of the following items would appear on the current account?
A International aid i
B FOREXreserves
C Initial foreign direct investment i
D Initial portfolio investmen ‘

3.  Which of 2o f would appear on the financial account?
A T
B Trig
C Initial foreign direct investment into the UK
D Investmentincome

4. Table 1 outlines information on the UK’s current account for Quarter 4 of 2

Table 1
Component Balance (£ milli
Exports (Goods) 82,057
Exports (Services) 64,892
Imports (Goods) 113,701
Imports (Services) 38,093
Net Factor Income -1,035
Net Transfer Pa -6,208

Calculate the UK’s bala

AdOO NOILO4dSNI

explams what is meant by an imbalance on the BoP
A W¥ BoP account doesn’t sum to zero.

B  When one or more of the components of the BoP doesn’t sum to zero
C When all of the components of the BoP individually sum to zero.

D When there is a deficit on the current account of the BoP.

6. The UK'’s current account balance deficit reached a record high in 2015. It
Discuss the factors that could have affected the UK’s net trade in such a ma

7. ltis often argued that achieving a ‘sustainable’ position on the balance of p
macroeconomic objective. Assess the consequences of imbalances on the COPYRIGHT

PROTECTED

minister of the UK is often associated with a
many mdwuduals in The prlmary and secor
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3.1: Fiscal Policy

1. Laissez-faire Economists tend to cite the ‘crowding out’ effect of fiscal polic
government intervention. Explain what is meant by the crowding out effec

2. Table 1 gives fictional information on the amount of i
income in three different economies.

Taxed Income

United Kingdom Russia

2,000 3,000 4,

6,000 6,000 6,

60,000 12,000 9,000 6,

Identify which economy has a progressive, proportional, or regressive syste

3. Which of the following is an example of indirect taxation?
A  Corporation Tax
B Income Tax
C Property Tax
D Value Added Tax (VAT)

4.  Which of the following is the correct explanation for the structural deficit?
A Structural deficits are those deficits that arise i hecha nging natur

B  Structural deficits are those deficits that i damental imba
government’s finances.

C  Structural deficits are tF

hat arise from the short-term eff
efers to the accumulation of budget deficits over ti
5. What is #®5nt by a government’s ‘budget’?

6. Which of the following is an example of capital government expenditure?
A Universal Credit payments
B Income paid to public sector employees
C Investmentin an infrastructure project such as HS2
D Expenditure on interest payments on the national debt

7. Table 2 gives information about the tax system of a fictional economy.

Table 2

Band Taxable Incom

g(p-a-)

Personal Allowance

Basic Rate 1'to £45,000
" £45,001 to £150,000
Above £150,000
(i) IFyW n £90,000 per annum what would the marginal tax rate be o

(ii) W you earn £150,000 per annum what would the marginal tax rate be
(i) If you earn £60,000 per annum calculate your average tax rate (to 1 de

8. Using the Laffer curve, explain the relationship between tax revenue and t

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 15 of 61
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10.

11.

12.

13.

The United Kingdom’s Conservative government budget for 2016 outlined t
£716 billion received in revenue, but a projected £772 billion in governmen

(i) Calculate the UK government’s budget position for 2016.
(ii) What is meant by a budget deficit?

i

What is the relationship between a budget he national debt?

i

Explain how ‘automatic st ampen the effects of the economic

The UK, _iutonsidering reducing income tax in order to stimulat
‘The UK’s tax code handbook is the longest of any country on Earth at 17,00
flat-rate income tax systems can be beneficial because they make paying ta

Evaluate whether the UK should introduce a flat rate of income tax.

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 16 of 61
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3.2: Monetary Policy

1. (i) Whatis meant by the ‘interest rate’?
(ii) How can the interest rate influence aggregate demand (AD)?

2. ‘Quantitative Easing’ (QE) refers to which of the followin. explanations?
When an economy’s monetary policy a - :

handing out a citizens’ dividend.

3.  What is meant by inflation targeting?

The European Central Bank has a target of achieving inflation that is 2.0% or
also has an inflation target of 2.0%, but tends to avoid inflation being either
The Federal Reserve, however, doesn’t have an explicit inflation target.

4. How can inflation targeting affect the behaviour of economic agents?

5. Explain two limitations to the effectiveness of monetary policy measures.

onetary Policy Committee

(On the 4t of August 2016, the Bank
. The UK’s inﬂmion rate around

historic low of 0.25% from
which is below ’rhe MP

However, the Brexit result has also resulted in a depreciation of the pound ste
of the UK’s imported goods.

6. Evaluate the MPC’s decision to cut interest rates on the government’s mac

7. Explain, using an AD/AS diagram, how monetary policy can be used to resp
international financial crisis.

Hong Kong’s monetary authorities have managed one of the most successful fix
modern history. Since October 1983, it has managed to fix the Hong Kong doll

external sector — in fact, Hong Kong's total frade./ } mounted fo 400.9%

mland Ching, its currency peg is
ng and a large proportion of Hong Ko
ore, a slowdown in China’s GDP growth is like
y by reducing the flow of trade, tourism and finance b
S's interest rate is on the rise which will prevent the Hong Kon
omic growth across the border in China.

However, given Hong Kong’
pressure. The Chinese e

weaker eco

8. Evaluate whether Hong Kong’s government should maintain a fixed excha
its currency.

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 17 of 61
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3.3: Supply Side Policy

1. Explain the difference between supply-side polices and supply-side improv

2. Which of the following is not an example of a supply-side policy?
A  Reforming the social security system
B Immigration
C Quantitative Easing
D Deregulation

i

3. Assess onzanol nment could employ in order to improve lab

In London, Crossrail 1’s ‘Elizabeth’ line is set to open in 2021. Crossrail 1 is set
economic benefits in London and the South East by bringing in an additional 1
minutes travel time of the City. Crossrail 2, which will travel from London’s Nor
similar benefits and should be completed in the not-so-distant future.

4. Explain, using one or more diagrams, how investing in Crossrail 1 and 2 will
of the economy.

5. Explain two reasons that increasing benefit payments might be unsuccessf
income inequality.

6. Evaluate the advantages and disadvantages of privatising state-owned ent
promote competition.

s with anti-immigratio

7. Inthe UK, Brexit has become somewh
. fmmigration can be beneficial fo

is a wealth of research that b

Explain e example, how immigration can remedy an ec
0

structd! —179 mgpioyment.

8. Evaluate the capacity of supply-side policies to achieve the government's m
full employment.

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 18 of 61
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3.4: Policy Conflicts

1. Explain why trade-offs can exist between policy objectives, resulting in poli
example of such a conflict.

itrade-off betwee

2. Explain, using an appropriate diagram, the potential for,
growth when using monetary policy to stimul

-

3. Analyse how policies adopted, ment to reduce a current acco

other macroeconomi
‘that can be used to correct an imbalance on the curren
5. Assess whether economic growth is compatible with sustainable developm

6. State two ways in which a government’s budget deficit could be financed.

As of February 2017, the UK’s national debt reached £1,699.7 billion, constit
It must be said, however, that although a debt-to-GDP ratio of 85.4% appea
Western economies the UK is performing well, and far better than it has in the
a debt-to-GDP ratio of 250.4% in 2016.

7. Evaluate the consequences of the national debt.

AdOO NOILO4dSNI
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4.1: International Trade and Exchange Rates

1. Explain what is meant by ‘international trade’.

2. Explain how economies of scale can be achieved through international trad

i

3. Explain one disadvantage of international trad ping economy.

_iriost successful anti-poverty poli
g standards and reduce poverty, and at t

4. Trade liberalisation is often tr:
the power to raise a.

5. Explain what is meant by a country’s exchange rate.

How are exchange rates determined in a floating exchange rate regime?

China has pegged its currency to the US dollar for a number of years. It has fi
between the dollar and yuan at an undervalued rate in order to influence and
competiveness, stimulating the exportation of Chinese products across the worl

Explain how China’s fixed-exchange rate regime functions in practice.

8. InJune 2016, the value of the sterling fell to a 31-) fter the result o

announced.

Figure 1 shows inform ~/EUR exchange rate for 2016.

Figure 1
GBP/ EUR Exchange Rate (2016)

) \______/ \
+—
S 1.5
3 N\
o 1.2
c
ey
£ 1.15
[NN}
W
o 11
+—
«
1.05

10. Imagine that the S/£ exchange rate fell from $1.25/£ to 51.05/£. Assess the
exchange rate movement on the UK’s macroeconomy.

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 20 of 61
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Answers

1.1-2: Circular Flow of Income and Aggregate Demand

1. National income can be calculated by counting the total output, expenditure, o
a specific timeframe. Now, the expenditure-method of calc:l:ting national inco
amount this is spent on final consumption and inve; L penditure. Since
purchased either by consumers for consumatic 1 0 & oducers for investme
expenditure-method must equal GI'P nie-method of calculating nation
total income received by h their supply of the four factors of pro
wages and salaries f #dt, interest for supplying capital, rents for sup

’ : plying entrepreneurship. Note that the income approa
ome should equal total expenditure. Finally, there is the
le which measures the market value of output produced within

be purchased by either consumers or producers, this measure will equal the e

measurements of GDP.

[2 marks each for clear explanation of the different methods of calculating natio
explanation that is less clear but conveys the general meaning]

2. C-Exports are an injection into the circular flow of income because foreign co
the economy’s output and so inject funds into the economy - this will increase
(Savings) and D (Imports) are withdrawals from the circular flow, and B (Vacc
misleading answer choice.

[1 mark for correct response]
3. C-Taxes are considered a withdrawal from the circular flow of income becau
economy - this will decrease national income. A (Inve

constitute injections.

[1 mark for correct response]

AdOO NOILO4dSNI

4.  The ‘circular flovs 5 a'simplified model of an economy in which flow

& } - )
and hou>¥0lds can, in turn, use this income to purchase the output that firms

not all income is spent on consumer expenditure, there is also a financial mark
any income that is not spent, and these savings can be lent to firms to finance i
income can also be expanded to include the government, which influences flo
as well as by including trade.

Note that since the ‘circular flow of income’ is a closed system, so that the flow
national income accounting,.

[2 marks for a clear explanation of the ‘circular flow of income’; 1 mark for an ex
conveys the general meaning]

COPYRIGHT
PROTECTED
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Movements along the AD curve are referred to as extensions of aggregate dema
changes in the economy’s price level. The AD curve displays an inverse relations
‘total’ amount of goods and services demanded within an economy in a given pe
microeconomic demand curve displays such a relationship between price and qu
falls from P1 to P2, there is an extension of demand since a greater quantity of ou

A shift of the AD curve is referred to as an increase in aggregate demand. A shi
increase in any of the components of AD (C + [ + G + X - M). It captures change
is represented as an outward shift of AD from AD1 to ADa.

[Up to 2 marks for an accurately drawn diagram, including correct labelling of t.
a clear distinction between movements along the AD curve and shifts of the AD ¢
less clear but which conveys the general meaning]

6. (i) Aggregate Demand (AD) = Consumption (!
{Exports (X) — Imports (M))

[2 marks for stating the, tents of AD; 1 mark if a mistake is ma

AdOO NOILO4dSNI

(i) Nig emand (AD) curve shows the relationship between a
and1n all of its markets. From the AD curve we are able to calcu
e level. Importantly, just as there is an inverse relationship betw
market (microeconomics), there is an inverse relationship between the g
aggregate economy. From microeconomics we know that when price dec
increases, which tends to stimulate consumption. In macroeconomics, th
level is that assets in real terms tend to be higher, and so there is a wealth
Next, there is the effect of prices on interest rates, when the price level is
which can provide a stimulus to both consumption and investment. Finall
an economy’s exports appear more cost-effective than the competition, a
increase in foreign demand for exports and a rise in spending. Consumers
less because products appear cheaper at home and so there is an improv
prices are low. Hence, AD is downward sloping.

COPYRIGHT
PROTECTED

[3-4 marks for a clear explanation of the relationship between AD and the

(iii) is sai etermmant of consumption - af

ig

Qg
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arginai propensity to consume (M PC}. If the MPC is low, consu
consumption very much when their incomes increase. Conversely, if the
would spend the majority of their additional income on consumption rath
important evaluation of this relationship between consumption and inco
Economist Milton Friedman. Friedman suggests that people’s consumptio
income, but instead consumers make expenditure decisions based on the

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics Page 22 of 61




income they expect to receive in normal circumstances. Moreover, it’s als
smooth their consumption over a lifetime and so consumption tends to va
which changes a lot according to one’s age.

[3-4 marks for a clear explanation of the relationship between income and
conventional relationship with alternative theories; 1-2 marks for an expla
the general concept; 0 marks for responses that are off-topic]

(iv) : anges in expectation

(v) Fi : ti'the post-2008 period are likely to have received lower

¢ firms have less financial resources to invest. Firms might also ha
future income streams in the post-2008 economy and so would delay the
certain and the risk of investing lower.

[1 mark for identifying a potential factor]

(vi) Noting that the trade balance constitutes part of AS (X - M) reversing this
a surplus (X - M > 0) should have a positive effect on AD, therefore shiftin

[1 mark for correctly identifying the movement in AD in response to this sho

(vii) US government’s response to the financial crisis was to reduce governme
effect of decreasing AD and shifting the curve inwards.

[1 mark for correctly identifying the movement in AD i1 iesponse to this sho

AdOO NOILO4dSNI
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1.3-4: Aggregate Supply

1. Aggregate supply (AS) refers to the total (or, aggregate) supply of goods and se
given period of time. AS relates to the total amount of goods and services supp
price level.

[2 marks for clear explanation of aggregate supply; 1 mark for an explanation th
general meaning]

2. A-S5RAS
B - LRAS
C-LRAS

3. Introductiig the National Living Wage affects the cost curves faced by domestic
flexible in their production process - that is, firms can’t switch from, say, empl
when there are changes in the relative cost of these inputs. Therefore, increasi
firms face. Generally, firms will then tend to choose to supply less output at an
maintain profitability. SRAS will shift inward. Note that the LRAS curve will not
the nature of an economy’s resources haven’t changed, only their relative prices.

[2 marks for clear explanation of how the NLW will affect short-run aggregate s
is less clear but conveys the general meaning]

4. LRAS effectively represents the productive capacity of an economy - it is the m
produced by employing an economy’s resources fully and efficiently. LRAS is shil
economy’s factor inputs. If an economy’s inputs improve in terms of quantity (
undercover oil deposit) then it is natural that a greater quantity of output coul
an economy’s inputs improve in terms of quality - meanir2 that they can be us
greater quantity of output can be produced giv ,

instance, because of the adoption of new

‘ ald constitute an impr
hen either of these factors

AdOO NOILO4dSNI

[1 mark each for identifying factor which might shift LRAS; 1 mark each for expl
affect LRAS]

5. Macroeconomic equilibrium is a state of the macroeconomy in which aggregat
aggregate supply (AS) in the absence of any demand or supply-side shocks, AD
will be achieved at a specific pairing of aggregate price level and real GDP. Not
equilibrium need not occur at the full employment level of output. In the short
potential level of output and there would be spare capacity in the economy.

COPYRIGHT
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[2 marks for a clear explanation of macroeconomic equilibrium; 1 mark for an ex
conveys the general meaning]
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»

Price 4
Level

LRAS

Yo ok

[1 mark for correctly labelling the axes; 1 mark for correct drawing of AD; 1 ma
1 mark for identifying the point of equilibrium. Note that students might ch
employment level of output and so their diagram may vary slightly from the exa

7. (1) Price #
Level

LRAS

AdOO NOILO4dSNI

Analysis:
If the price per barrel of crude oil increases, firms’ short-run costs of prod
curve shifts inward. Note that this is unavoidable because there are few a
production inputs, and firms are also unable to change their production p
there are fixed factors of production. Naturally then, the economy’s macr
in response to such a supply-side shock.

Equilibrium starts at the intersection of AD and SRASo where real output
Then, SRAS shifts inward as firms respond to the increase in their costs o
amount of output they are willing to supply at the prevailing price level. A
the aggregate price level is bid-up as consumers compete to purchase out
will be reached at price level P1 and real outputYs ..«
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Evaluation:

e  Effect depends upon the magnitude of the price increase of crude oil
will have a substantially different effect to a £100 increase.

e  Effect depends upon the significance of oil as part of firms’ producti
assume that oil is an important part of firms’ production processes i
be operating using strictly renewable resources, which would alter t

¢  Effect depends on whether the price increase is porary or perma
temporary, firms may absorb the increase

ii
(i Price
Level
' 1N AD
1
SRASo o LRASo | LRAS
YO Yl Y*o Y*1 Re
Analysis:

If UK miners found deposits of rare earth elements, this would constitute
resources available that can be used as inputs in the & )duction process.

productive potential of the economy and so _rve shifts to ther
shifts to reflect this change. Naturallx oeconomic equilibriu
increase in productive poten,

rsection of AD and SRAS where real output i

AdOO NOILO4dSNI

at ﬁrms short-run costs also fall - anything thatis in abundanc
that are scarce. At Po, SRAS will outstrip AD and so the aggregate price lev
consumers to purchase the glut of supply and restore macroeconomic eq
equilibrium will be reached at price level P1 and real output Y1.

The macroeconomic effect of this shock is a one-off decrease in the price
deflationary episode if firms’ costs continue to fall - note that this type of
because it arises from improvements in the supply-side of the economy a
should fall because firms are expanding their output in response to their
hire more workers in order to achieve this expansion. Finally, real GDP in
economic activity and hence economic growth is achieved- note that ther
economic growth in this scenario.

COPYRIGHT
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Evaluation:
e  Effect will depend on the magmtude
all, they are rare) then the i
likely to be minimal
e While this

eacth deposit that is
ve potential and, henc

implications for the key macroeconomi
s inequality and the environment mlght wor
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have demand-side implications - instead of possessing a larger num
export these factors of production to manufacturing economies, and
LRAS will be less significant.
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(iii)

Analysis:

If the UK government invested in improving the NHS, the immediate effe
the government expenditure component of AD - recall that AD is given b
the effect of this is to stimulate AD and the AD curve will shift to the right
macroeconomic equilibrium will change in response to this demand-side

Equilibrium starts at the intersection of AD and SRAS where real output i
Then, AD shifts outward as the government stimulates demand through g
increase in government expenditure causes AD to outstrip AS and so firm
prices in order to improve their profitability. Eventually, the excess of de
general price level increases and macroeconomic equilibrium is restored
level P1 and real output Y.

The macroeconomic effect of this shockisao

AdOO NOILO4dSNI

Primarily, the most interesting aspect to analyse about the governm
it has the potential to improve the long-run capacity of the economy.
general health of the British public, it can be considered that human
will be more efficient as a resource. LRAS would, thus, shift to the ri
depend on the effectiveness of the NHS improvements. Note, howev
time-lag between the investment in the NHS and improvements in h
o  Effect will depend on how much is invested in the NHS - the larger tl
on the macroeconomy.
e  Effect will also depend on the starting position of AS - if the econom
part of SRAS) then the increase in AD will tend to increase output w
Conversely, if the economy is already at full employment, the effect
inﬂationary only a supply—side improvement will boost growth at
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(iv) Price 4

»

Level

LRAS

Y1 Yo Y*

Analysis:

If there was a decrease in firms’ confidence in the post-Brexit economy, t
withdraw or reduce their investments until confidence is restored - this i
Investment is a key component of AD, and so if this is reduced in any way
output will be lower for any given price level. Naturally, the UK’s macroec
response to this demand-side shock.

Equilibrium starts at the intersection of AD and SRAS where real output i
Then, AD shifts inward as firms begin to retract investment in the post-Br
investment causes AS to outstrip AD and so firms that produce capital go
output. Eventually, the excess of AD over AS is reduced as the general pri
macroeconomic equilibrium is restored. Equilibrium will be reached at p

AdOO NOILO4dSNI

 post-Brexit economy, the more they will disinvest. In reality we kno
leave the UK, and so the fall in investment is likely to be large in real
o  Effect will also depend on the multiplier - the multiplier effect works
demand-side shocks, so the fall in investment could have far-reachin
decreases in labour demand might imply falling wages, and so consu
invest less, etc.)
e  Ifthe economy is close to full capacity the decrease in the price level
contribute further to unemployment if wages are ‘sticky’.

[Maximum 24 marks. 5-6 marks each for a strong analysis of these shocks o COPYRIGHT
performance - analysis will set out the impact of the shocks using economic PROTECTED
students should evaluate the extent to which the shocks will effect macroec
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2.1: Economic Growth

1.

Economic growth refers to increases in the real GDP of an economy over time. |
between short- and long-run economic growth, where short-run growth refers
output and long-run growth refers to changes in the potential output of an econ
between short- and long-run economic growth when looking at rates of change

[2 marks for a clear explanation of the concept of ec
conveys the general meaning]

wth; 1 mark for a

(i) B-Bistherecessionary unomic cycle because it is on the d

diagram - where i oping the rate of GDP growth mustbe n
the regessi the economic cycle as the level of GDP would be
th d rate of GDP growth, it is the turning point, or trough
no

[1 mark for correct response]

(ii) D - Dis the ‘boom’ stage of the economic cycle because it is on the upward
where it is upward-sloping the rate of GDP growth must be positive. There
expansionary stage of the economic cycle as the level of GDP would be inc
while A is above the economy’s ‘trend’ rate of GDP growth, it is the turning
neither be rising nor falling at this point.

[1 mark for correct response]
D - Only D is the correct definition of a recession. Recessions are sustained dec
more consecutive quarters. Importantly, these quarters must be consecutive, w
in Q1 of 2016 and another decline in Q4, for instance, wouldn’t constitute a rec
longer than two consecutive periods they need not, whick.tiierefore, makes C a
because it doesn't take into account time span

[1 mark for correct response]

Nominal GDP meas:

[2 marks for clear distinction between nominal and real measures of GDP; 1 mar
but conveys the general concept]

A - If an economy’s growth rate falls but is still positive (e.g. a change from 10%
increasing. If an economy’s output was £100 million at the beginning of 2016, t

would be £108 million - hence output has increased.

[1 mark for correct response]
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n
!

X

Long-run economic growth can be thought of as an outward movement in an e
as an increase in the potential capacity of an economy. Graphically, this would b
point B to point C. Since the PPC represents the productive potential of an econ
efficiently employed, anything that enables society to produce a greater numbe
will shift the PPC outward and bring about long-run economic growth. Convers
be thought of as a movement from within the bounds of the PPC to a point that
from A to B is an example of short-run economic growth because actual output
capacity in the economy is used up - within the PPC an ecor:omy is failing to eff
available, and employing these resources will lead _alincrease in GDP.

[Maximum of 2 marks for an a igram; a further two marks
of the difference between ‘

AdOO NOILO4dSNI

£ F 3
—
LR
Economic Economic
Growth Growth
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SRAS; SRAS;: LRAS;

4
:
Qi Q

e )"ed AD/AS diagram, illustrati
-2 marks for a correct illustration; ho

[Maximum 4 marks. 3-4 mark.
short-run and long-run
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10.

Benefits

Improvements in standards of living can be brought Inflation - if econom
about by increases in the availability of resources (e.g. | nature, then there w
higher incomes) output expands.

Poverty can be reduced via economic growth - e.g. if it | Economic growth ¢
increases employment, or if it frees up resources to oms are followed
spend on education and healthcare. / ussustainable, vola

Ifincomes are incre
more products - pa
will be on imports,
account deficits.

Government is likely tor 2venues from

taxation and spend

It could damage the
lead to pollution an
environment. Envir
the present (e.g. by
reducing quality of
future generations f
by depleting non-re
sustainability).

Investment is likely to increase when an economy is
growing because it is most profitable to do so during
these periods.

[t can cause increas
demographics, sect
economic growth a
that benefit the mos

Growth might provide the means for research into
socially beneficial things such as the development of
renewable energies or ways to reduce inequality.

[Maximum 6 marks. Students should evaluate the relative importance of the cost.
relation to the experience of India and China - e.g. is economic growth still bene,

research and development, capital, education, etc.

[3-4 marks for a clear explanation of sources of long-run economic growth, disti
quality improvements, and using examples; 1-2 marks for an explanation that is
general meaning - e.g. only recognising efficiency changes as a source of econom
short-run factors]

Between 2007 and 2010 the UK economy was experiencing a recessionary ph
has been a sustained period of negative economic growth (and, hence, declinin
Recessions have the consequence of increasing unemployment because firms
commercial activity. If workers are unemployed for long periods of time they
depressed, which would constitute a decrease in the productive capacity of an
face declines in tax receipts and increased government ex:: nditure if there ha
has the potential to cause a budget def icit, incr nal debt, and lim
conduct expansionary policy. If reces z i ed there might be long-
of investment during the period er an economy’s trend rate of G

[3—4 marks for a )f the consequences of a recession, expanding e
s where applicable; 1-2 marks for a discussion that is

" o0 ddnalysis; 0 marks for answers that are off-topic]

Topic Tests for OCR AS / A Level Year 1 Economics: Macroeconomics
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11. (i)

(i)

(iii) Nominal GDP per capita = i

12. (i)

(i)

1,940,000—1,873,000
1,873,000

Nominal GDP Growth = % Change in Nominal GDP =

[1 mark for correct answer; 1 mark for showing working]
Real GDP (2016) = 1.8% increase in Real GDP (2015) = 1,832,000 x

[1 mark for correct answer; 1 mark for showing work’

Nominat £29,846

Po

- inadrk for showing working. Note that a comm
into the same units]

of an economy’s health and citizens’ living standards. It, therefore, facilita
e.g. it allows economists to measure trends in economic growth. Further
economists to compare an economy’s size to other economies - GDP is a
by most countries so measuring it is an important step in assessing the re
Measures of GDP can then also be used to inform policies - e.g. if GDP fall
Economists would know that it should use expansionary policies to coun

[2 marks for clear explanation of why Economists would measure GDP; 1 m
clear but conveys the general meaning]

Possible difficulties of measuring GDP include:

¢ [nability to measure the informal sector - GDP only measures transa
activities are, therefore, excluded from GDP but nevertheless contrib
and other self-doing activities of similar nat also unrecorded
consider this informal work valuable. ! o1, in LEDCs many

cly to be some statistical noise in GDP calculations.
e  Living standards - measuring an economy’s GDP does not include if
worsening of living standards within the country and therefore cann
are better or worse off even if GDP is increasing.

[Maximum 6 marks. 1 mark for each correctly identified difficulty of measu
explanation as to why it is a difficulty.]
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2.2: Development

1. (i) Primary - The lumber industry is a ‘primary’ industry because it is conce
this case, timber - from the earth. Note that the primary sector is a prima
natural resources are obtained or provided for conversion into consumer

(ii) Secondary - The steel production industry is an example of a ‘secondary’

(iii) Primary - The oil extraction indust
resources are being extracted fr

2. HDlis constructed from indicators of (i) life expectancy, (ii) education and (iii)

[1 mark per correct response]

3. ‘Economic’ development refers to improvements in economic well-being brou,
tends to encompass progress made in a society in terms of improving the ‘qual
improving a population’s health and nutrition, enhancing education, etc. ‘Susta
economic development that meets the needs of the present - and, especially, t
without compromising the ability of future generations to meet their own nee
between economic and sustainable development is that the latter adopts alon

[2 marks for a clear distinction between economic and sustainable development;
clear but which conveys the general meaning]

ustained’ econom
11. period, rather th
‘nment is seeking a rate
the short- or long-run. If gro
rowth and inflationary pressure, and
d growth now might impede future generati
.. if it creates environmental problems.

4. Ifagovernment has the macroeconomic policy objecti
wants to achieve economic growth constantly fr
‘sustainable’ economic growth sugge
engender significant economic nx
there are important trade- .
However, in the la '
OWn W

AdOO NOILO4dSNI

[2 markX\E@®ear explanation of the objective of ‘sustained and sustainable’ eco
explanatl'on that is less clear but conveys the general meaning]

5. e  Economic growth is a prerequisite for economic development, but it is no
astonishing rate of economic growth highlights the importance of distingu
development. While China has grown to become the second wealthiest na
hasn’t brought about equal improvements in development indicators.

¢ Itwould be impossible for a country to develop without having also achie
- after all, it would be difficult to finance improvements in education, san
increasing a country’s productive potential.

e  China’s experience shows that economic growth can occur without equal
sections of society benefit from it. In China’s case, the urban population h
because manufacturing and trade tends to be concentrated in these areas

COPYRIGHT
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would be more llkely that development \ rred.
e  Since GDP measures expenditur - ilitary expenditure) as
economic growth doesn’t ne, n that development will occur.
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[Maximum 8 marks. 6-8 marks for a strong, well-supported evaluation. A well-re
between economic growth and economic development; 4-5 marks for a reasona
support for arguments between the relationship of economic growth and econom
limited attempt at evaluation, likely to be unsupported.]
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GDP per capita Hu

GDP per capita is easy to understand - it is simply a
measure of the ‘average’ income of a country’s
citizen. It is far easier to understand than other
development indicators - e.g. the Genuine Progress incl
Indicator.

Advantages

flclai in the sense that Inco
jita measure of economic asa
n facilitate comparisons between than
s with relative ease.

GDP captures production. It doesn’t measure

variables that could be considered to bring about HDI
. oy econ

genuine progress. GDP of course will include

: . . o oo and

investments in education, nutrition, etc. within a com

certain time frame, but it tells us little about how stag

these investments are affecting the population.
Essentially, GDP doesn’t measure variables that affect
a country’s standard of living.

GDP is a poor measure for many LEDCs because it
excludes flows of income from foreign countries.
LEDCs receive foreign aid as well as remittances from
its citizens abroad, and these should be included
because they do in fact improve a country’s welfare.
GNIwould be a better indicator for this reason.

Disadvantages

AdOO NOILO4dSNI

limited (WD at evaluation may be only loosely related to the question or missin

7. For:
Primarily, the environmental Kuznets curve would suggest that economic gro
outcomes to be improved, and is, therefore, an essential factor in achieving sus
evidence for the Kuznets curve would suggest that for some pollutants, there i
GDP passes a certain threshold - e.g. sulphur dioxide emissions tend to decrea
Therefore, if the Kuznets curve stands up to empirical testing, this would sugg
for sustainable development.

COPYRIGHT
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If a country’s GDP is higher, there should be more resources that can be dedica
outcomes. Naturally, after alleviating poverty and covering the basic necessitie
nations should be able to use resources for improving the natural environmen
invest in providing renewable sources of energy - this i vestment that w
governments that must focus on providing the n.»with the basics. M
should have higher discretionary inco ow consumers to absor
associated with products produ

ig

Furthermore we s have more resources in which they can inv

effect ¢ ‘ ency so that more output can be produced with less re Qg
would, e, reduce a country’s strain on natural resources in the present g
benefit 1 ese resources equally. LEDCs don’t tend to have a high level of s EdUCOthﬂ

spent on attaining life’s basic necessities - this necessarily means that they lite
invest in more efficient, pollution-reducing technology.
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Finally, political institutions in wealthier countries tend to function more effec
often corrupt, and policies often benefit special-interest groups. Therefore, in
a better ability to impose taxes and regulations that can be used to improve en

Against:

However, there is also evidence that the Kuznets curve doesn’t hold true. CO2
strictly increase as GDP increases, which would suggest that economic growth
polluting at increasing rates ~ the US for instance ha he highest levels

ewable - and, therefore
. at some point end. Once it runs
‘ resent, let alone the needs of future gener
ncreases as a result, production might shift to

s is possible depends on how rapidly these alternative

Moreover, economic growth thatis b
itself be sustainable because t
resources to meet th
becomes scarc

Finally, €¥€n if alternatives are developed, the effects of a current consumptio
terms of climate change might have long-lasting effects on future generations.
renewable and polluting resources would not be sustainable in this sense.

[Maximum 8 marks. 6-8 marks for a strong in-depth evaluation, with sound well
against economic growth towards sustainable development; 4-5 marks for an a
in depth analysis and detail; 1-3 marks for a limited attempt at evaluation, may
question, or missing sufficient reasoning.]
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2.3: Employment

1.

Employment, naturally, is the opposite of unemployment. It is all those people
and are currently employed. It includes all those who are employed by firms a
those that declare themselves self-employed.

[2 marks for clear explanation of the meaning of employme
the general meaning]

1S'a measurement that us
eeker’s Allowance and National
cythent rate. Unemployment is, therefore, c
ge of the total labour force.

(i) The claimant count measure of
unemployment-related b
the calculatlon fthy

a clear explanation of the claimant count measure of unemplo
that™s"1ess clear but conveys the general meaning]

(i) Difficulties (claimant count):
e The UK government has changed the conditions regarding eligibility
benefits a number of times since their introduction, making it difficu
unemployment over time using this measure;
e  People might be claiming unemployment-related benefits without tr
they wouldn’t be considered unemployed by conventional definition
e  The claimant count excludes a number of people that aren’t eligible
(e.g. those that are under the age of 18, anybody seeking part-time o
women that are looking to return to work, women looking to return
have too-high a level of savings to apply for JSA, etc.);
e  The claimant count might include those that are fraudulently claimi
‘black market’ or undeclared employment;
e  Sometimes it is possible to have part-time w
people would be counted twice)

also claim unem

c ty assoaated with the claima

(i) Tig . nemployment is an alternative to the claimant coun

51dences and asks questions relating to employment activity. It
unempioyment according to the ILO’s definition of unemployment and ex
people according to this definition as a percentage of the total labour for

[2 marks for a clear explanation of the ILO measure of unemployment; 1 m
clear but conveys the general meaning]

(ii) The ILO’s definition of unemployment are those people ‘without a job, wa
in the last four weeks and are available to start work in the next two wee
have found a job, and are waiting to start it in the next two weeks’.

[2 marks for the correct ILO’s definition of unemployment; 1 mark if only a

Unemployed

Unemployment Rate = 100 = -

Labour Force
[1 mark for correct answer; 1 ma

Difficulties (ILO)

» ploymentis based on the evidence from the Labour
Mtfsﬂcal issues that can arise from choosing an incorrect sam
a re of unemploymentis rarely likely to be the true unemploym
e [tcan be hard to distinguish if somebody is actively seeking work via a su
better measure in this regard because Job Seeker’s Allowance requires cl

[1 mark each for identifying a suitable difficulty associated with the claimant co
mark each for an explanation about how this difficulty will affect the measure]
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6. B - ‘Frictional’ unemployment is the time spent searching for employment, or
people have between leaving a job and starting a new one. A is referring to the
C ‘structural’, and D ‘seasonal’.

[1 mark for correct response]

7. ‘Structural’ unemployment is unemployment that exists because of the changi
activity. It occurs because of changes in industrial orea: n (e.g. the declin
because of foreign competition and shifts towa tiary sector) or becau
automation of labour). e

[2 marks for clear ex tural’ unemployment; 1 mark for an expl

the genera

8. C-Paul lion is a classic example of ‘seasonal’ unemployment. Since the de
there is M¥need for Santa Claus impersonators in any other period of the year ot
choice because seasons could be thought of as cyclical, but cyclical unemployme
cycle and deficiencies in demand. There is nothing to suggest that Paul’s situatio

[1 mark for correct response]

9. In this question students should attempt to evaluate the differing types of une
Students should use theory and evidence to support their decision.

e.g. Students might argue that structural unemployment is the most concernin,
presence of it suggests there is a serious mismatch between skills that are sup
in the labour market - this is something that is likely to be incredibly difficult t
Furthermore, technological change that brings about the automation of work i
that must plan-ahead for periods in which machines will replace much labour.
comparison, is totally unavoidable, and would exist even i£.:kills were perfectl
Frictional unemployment, therefore, is likely to b a oncern for Econo

evaluating each cause of unemp
rks for adequate analysis, might be
evant evaluation]

[Maximum of 6 marks. 5-6 marks |
understanding of the econor;
1-3 marks for unsu

AdOO NOILO4dSNI

10. A-Uni mneqat refers to the situation in which people are willing and able
ut are unable to find work. B is incorrect because not being par
you are unemployed - some people don’t participate in the labour force becau
retirement, or people on paternity or maternity leave). C is incorrect even tho
redundant can constitute part of unemployment. Importantly, the focus is on p
people aren’t they are considered to be inactive and don’t constitute part of th

incorrect because even those that are able to work aren’t unemployed unless t

[1 mark for correct response]

11. Literally, full employment would mean that all those who are willing and able
employment, therefore, might be considered a situation in which the unemplo
unlikely to ever be the case in an economy because there will always exist som
because of people searching for employment, or those that are moving betwee
employment as the make-up of an economy changes
cyclical or demand-deficient employment (no
unemployment.
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[2 marks for clear explana . ;ment; 1 mark for an explanation th
general meaning
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12.

Individual;

e  Forgone earnings - this engenders a decline in living standards, might af

e  The need to rely on systems of social security - however, the Greek youth
might find themselves in a worse position of having no income;

e  Depression and other mental health issues - this is particularly important i
suicide is rife (note that this also has macroeconomic effects because depre
and suicides decrease the productive potential of an ec ?omy by reducing

Economically;
e  Multiplier Effect - industries th uld typically spend incom
see a knock-on effect due
mpioyment is so high GDP will be well below
these levels of youth unemployment mean that t
‘tfherefore not using society’s resources efficiently. If some
et permanently then there will be long-term effects on the pro
Fiscal Costs - the government must pay out unemployment benefit and a
fall in tax revenue, although this is unlikely to be such a large problem fo
youth don’t tend to receive social security payments.
e  Social Costs - e.g. poor health, crime, inequality - these are things that go

Evaluation: It is possible to argue that the severity of the consequences of unem
unemployment is occurring. It is possible that the consequences are far more in
unemployment because occupational and geographic immobility are difficult to
government’s ability to counteract it - unlike in a situation in which unemploym
deficiency or cyclical. Greece’s situation is difficult because there is likely to be a
structural factors. Consequences of unemployment also depend on how prolong
e.g. in the case of Greece there has been high youth unemployment for almost 1
effects on a generation’s productivity, or even a long-term reduction in the labo
effect. Where unemployment is low or only for a short term, the consequences a

g
g
2
Q
P—
<
Q
=
~
Q
=
®
Q

[Maximum 6 marks. 5-6 marks for sound, Well -recg
have been applied accurately to the ques
but poor evaluation. 1-3 marks fo

“ jrting data where needed.
answer with little evaluation of t
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2.4: Inflation

1.

C - Inflation refers to sustained, or persistent, increases in the aggregate price
period of time. Importantly, the focus is on the price increase being sustained.
fluctuation then Economists wouldn’t usually consider the movement to be in
according to this definition.

[1 mark for correct response]

tonomy is experiencing e
the problem of hyperinflation ta
_sodes as periods where the inflation rate e
er highly volatile rates of inflation, A doesn’t q
ccur at any inflation rate, and C is the opposite of hyp

D - Hyperinflation refers to a situatio
and these rates tend to acceler Y
tend to define hypermﬂ"
of hypermﬂatl

rrect response]

Deflation is a situation in which there is a sustained decrease in the aggregate
given period of time. It can also be thought of as a negative rate of inflation. If
1,£99 in Year 2, and £98 in Year 3, for instance, it can be said that deflation ha
is simply a reduction, or slowing, in the rate of inflation. Simply, if the inflation
Year 2 one could say that disinflation had occurred. Disinflation is usually tho
economic agents tend to prefer lower rates of inflation. Deflation, however, is
thing. Note, that disinflation could lead to deflation if the inflation rate is parti

[3-4 marks for a clear distinction between disinflation and deflation; 1-2 marks
but conveys the general meaning; 0 marks for content that is unrelated to the qu

If a government has a macroeconomic policy objective of ‘low and stable’ infla
wants to minimise sustained increases in the aggregate pricz level (in the Ban
should be 2.0% over a given time period}, but also !

shouldn’t fluctuate too much around the desir

[2 marks for a clear explan
the general meaning

time framie. Next, the price level of the individual items in the sample are weig|
importance to households in the UK by using information from the Household
Expenditure survey - e.g. if petrol is a more important expense than, say, tinne
weight in the index. Note that these weights will change over time according t
Inflation can then be calculated by working out the rate of change in the level

[3-4 marks for a clear explanation of CPI and its use in calculating inflation; 1-2 m
clear but conveys the general meaning; 0 marks for content that is unrelated to th

_ 110.117-104.484
104.484

(1] Inflatlonz()ll 2013 = * 100 = 539%

111.842-111.786

(ll) Inflati0n2014_2015 == 111786 * 100 i

[Maximum 2 marks. 1 f ﬁsWer. 1 mark for showing calcula

misleadi¥g. RPI also includes different demographics in the survey than CPI. R
households and high-income households which likely have different consump

[3-4 marks for a clear explanation of the difference between CPI and RPI; 1-2 m
clear but conveys the general meaning, or only partially correct (e.g. by focusing
RPI and CPI; 0 marks for content that is unrelated to the question]
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Advantages

Indices are an established way of calculating inflation,

and having a clear methodology allows governments to
produce statistics that are comparable over time - that
is, certain items are included in CPI and these are
measured continuously, rather than choosing the
basket of goods on a case-by-case basis.

Indices such as CPl are u
adopted as measur

. numerous
tes the international

Indices such as CPI a
quality of products
increases in price -
w technology, ratl

Indices such as CPI
effect of consumpti
alternatives, and pr
consumption to the
index’s weight isn’t
overstated. (Note th
an annual basis in o

Indices help governments forecast and this analysis
can help determine fiscal or monetary policy.

If the weights of ind
index are calculated
statistical errors th
weight the importa

Indices make it easy for consumers and businesses to
plan their behaviour - e.g. workers might be able to
demand fair salary increases by highlighting
movements in the price index.

It is important to co
‘base’ year - if the b
economic situation
way) then future ca
might engender a m
economy’s health.

[Maximum 6 marks. 5~6 marks for a careful and balanced evaluation of the rela
using an index to measure inflation, specifically referencing CP1. 3-4 marks for a

brought about by dema:
and this ezt i

form of higher prices in order for the firm to maintain profitability - costs for fi
say, if there was a natural disaster, an increase in the world’s price of oil, or w
However, the important evaluative point here is that while both of these facto
price level, inflation is a sustained increase in the price level. It is suggested th
when there are increases in the money supply. If too much money is chasing to
these goods is increased as firms respond to excesses in demand brought abou

increasing purchasing power.

[Maximum 6 marks. 5-6 marks for accurate and balanced evaluative comments
supporting a rounded conclusion that pertains directly to the question. 3-4 mar
inflation, partially linked to the question but displays incomplete or basic reason
few causes, but inconsistently, and with inaccurate or absen
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10.

Inflation

Inflation has menu costs - this is the cost of firms
having to update their price lists. However th
insignificant when inflation is stable :
would expect this to be a rob
economy but not in

In Japan’s experienc
deflation has been wi
because deflation ca
services to fall, and s
petitive in inter
nomies. Japan ha
export prices in the
deflation (it has a tra

Moreover, if deflatio
and productivity gai
of goods and service
as positive and an in

Inflation also involves ‘shoe leather costs’ - this is the
time and effort and wasted resources spent by people
trying to counteract the effects of inflation (e.g.
making continuous trips to the bank to reduce cash
holdings). Again, this is more of problem when
inflation is high!

Deflation can be con
discourages consum
falling, consumers te
until they can purch
future. Deflation, the
of low consumer exp
aggregate demand.

However, an evaluat
direction of causalit
falling AD that bring

Inflation redistributes income from lender to
borrowers by reducing the real value of one’s
borrowings - e.g. if you borrowed £100, but the
level doubled, you would be able to

Deflation can increa
i ‘reasing real inter
la_ger proportion of
mortgages etc., whil
investment. Again, tl

giving up half as much income a:

Inflation when it is hig! e volatile - this

is problernatlc La

make ng and economic decision-
makin! Firms tend not to invest as they will
be unst¥®Fabout future revenue streams. Consumers

tend to hold back on consumption. However, this is
less likely to be a problem for the UK who anchor
inflation around the 2.0% target - when inflation is
targeted people can make decision based on

expectations that the target will be achieved.

If the interest rate is
the case of Japan, th
interest rate positiv
central bank’s mone
trapping the econom

[Maximum 10 marks. 8-10 marks for displaying very accurate knowledge of the
question very clearly with relevant examples. Analysis is well reasoned and logic
knowledge but only partially linked to the question and not comparing the three
basic reasoning skills, but may focus too much on one side of an argument. 1-3 m
evaluation, not addressing the question consistently with little to no comparative

and missing sufficient reasoning.]
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