SECTION B

Read Figures 1 and 2 and extracts (A and B) before answering Question 6.

Answer ALL Questions 6(a) to 6(e) and EITHER Question 6(f) OR Question 6(g).

You are advised to spend 1 hour and 5 minutes on this section.
Question 6
UK government budget and household consumption

Figure 1: UK government spending and tax revenue as % of GDP, 1980-2018
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(Source: adapted from Office for Budget Responsibility (OBR), http://cdn.obr.uk/EFO-
MaRch_2018.pdf © Crown copyright 2018)
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Figure 2: UK real household consumption, quarterly, £ billions, 1997 to 2018
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(Source: adapted from ONS, www.ons.gov.uk/economy/nationalaccounts/satelliteaccounts/

bulletins/consumertrends/apriltojune2018)
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Extract A
UK household consumption

Despite the slow growth in real household disposable incomes, consumer spending rose
in 2017. Annual spending per person increased by £589, when compared with 2016.
This may have reflected UK households’ delay in adjusting to the increase in inflation
that was associated with the fall in the exchange rate of the British pound. The increase
in consumption has also been driven by low interest rates. In 2017 UK house prices
increased by an average of 5.1%.

UK consumers have financed most of their spending by borrowing on credit cards in
order to maintain their living standards. In 2017 borrowing on credit cards rose by 9.6%,
the second-highest level since before the financial crisis. This has increased the Bank of
England’s concerns about the sustainability of borrowing, given the slow growth in real
incomes. The Bank has also indicated that the base interest rate was likely to rise faster
than previously expected. More expensive credit could therefore constrain the ability of
households to spend.

(Source: adapted from ‘Consumer Trends UK, ONS, https://www.ons.gov.uk/economy/ nationalaccounts/
satelliteaccounts/bulletins/consumertrends/octobertodecember2017 and © Crown copyright 2018)

Extract B
Reduction of the UK’s budget deficit

Since 2010 many economists have believed that the biggest problem facing the
government was the rising budget deficit. In late 2017, the UK’s Chancellor of the
Exchequer announced that the government would continue with its plans to decrease its
budget deficit. To address this issue, the government further reduced welfare payments
and introduced extra spending cuts in the public sector.

The UK government had estimated that the fall in UK productivity since the financial
crisis was only temporary. However, it has now accepted that this fall in the level of
productivity is a long-term issue. Subsequently, the UK'’s forecast long-term trend rate
of growth was reduced. Slower growth means lower tax receipts, higher spending and a
bigger budget deficit.

Some economists have suggested that the government should not pursue additional
reductions in the budget deficit. They have also claimed that the responsibility of the
government is not to balance the budget but to balance the economy by moving it to
full employment.

(Source: adapted from ‘Philip Hammond must ditch deficit reduction and invest. But will he?;
The Guardian, https:// www.theguardian.com/politics/2017/nov/19/philip-hammond-must-ditch-deficit-
reduction-and-invest-but-will-he’)
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