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The Government has a budget deficit problem.

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

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

Your task

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

Using the Information Leaflet, together with your own knowledge and understanding of economics, answer
the questions which follow.  Use your answers to help you recommend a solution to the budget deficit
problem.
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Answer all questions.

1 (a) Using Item B and your own knowledge of economics, outline the Government�s main
macroeconomic policy objectives.
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QUESTION  1  CONTINUES  ON  THE  NEXT PAGE
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(b) Which policy objective do you think was likely to give the Government the greatest concern 
in 2004�2005?  Explain your choice.
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2 (a) Using Item A and at least one other item, describe the Government�s budget position in
2003�2004.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

........................................................................................................................................................
(8 marks)

QUESTION  2  CONTINUES  ON  THE  NEXT PAGE
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(b) Explain the problems which the Government faces with regard to the budget.
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NO  QUESTIONS  APPEAR  ON  THIS  PAGE

TURN  OVER  FOR  THE  NEXT QUESTION
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3 (a) What does the information in the Information Leaflet show about future government spending
on education and defence?
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(b) Do you think that the Government should continue to spend more money on education and less
money on defence?  Give reasons for your answer.
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4 Given the existing information, the economic forecasts and your knowledge of economics, do you
think that the Chancellor of the Exchequer should reduce the budget deficit by raising taxes?  Explain
your answer.
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This page may be used to complete answers to earlier questions.
The number of the question must be clearly indicated.
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Study all the information before you begin your task.

Item A

The Government�s budget deficit 2003�2004

Quote from a government minister:
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Item B

The Economy

** Consumer Prices Index is the replacement for the Retail Prices Index and it measures inflation.
** Balance of Payments � a deficit exists when the value of imports is greater than the value of exports.

Item C

The Chancellor�s Budget 2003�2004

Source: adapted from the Daily Mail, 11 December 2003

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

Where the money comes from and where it goes

Government income 2003�2004

bn = billion

Government spending 2003�2004

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

Brown goes deeper into the red

Source: adapted from The Independent, 11 December 2003

Item  F

Future government spending plans revealed for 2004�2005

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