(a)
(i)   
Explain what is meant by inflation.  (2)


(ii)  
Define investment.  (2)


(iii) 
Use aggregate demand and supply analysis to explain the likely 

effects of a fall in company investment on UK prices and real 

output.  (5)


(iv) 
Assess the significance of two items of information, other than 

those mentioned in the extract, which the Monetary Policy 

Committee may have considered before reaching its decision 

to cut interest rates.  (6)

(b)
Explain the likely effect on inflation of the fall in the value of the 

pound (Extract 1, line 3).        (6)

(c)
Outline the likely effects on income distribution of the fall in interest 

rates.  (4)

(d)
Evaluate the effectiveness of monetary policy as a means of achieving 

price stability in the UK economy.  (15)









(Total 40 marks)

