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4. The macroeconomy Starter Quiz ·课前小测

A-Level Economics Name: Score:

1. GDP measures the value of all output produced:

□ within a country in a year

□ by a country’s citizens worldwide

□ only by the government

□ only by exporters

2. Which is an injection into the circular flow?

□ investment

□ saving

□ taxation

□ imports

3. If C = 600, I = 200, G = 300, X = 150, M = 100, what is AD = C + I + G + (X − M)?

4. GDP rises from 500bn to 520bn in a year. What is the growth rate (%)?

5. There are 2.5 million unemployed in a labour force of 50 million. What is the unemployment
rate (%)?

6. The CPI rises from 100 to 103 over a year. What is the inflation rate (%)?

7. Nominal GDP rises 5% while prices rise 5%. What is real GDP growth (%)?

8. National income is in equilibrium when injections equal withdrawals.

□ True □ False

9. Which is NOT a component of aggregate demand?

□ saving

□ consumption

□ investment

A-Level Economics · Starter quiz 课前小测 13



□ government spending

10. Potential growth is best shown on a PPF as:

□ the curve shifting outward

□ a move from inside to the curve

□ a move along the curve

□ the curve shifting inward

A-Level Economics · Starter quiz 课前小测 24



4. The macroeconomy Answers ·答案

A-Level Economics

1. within a country in a year

GDP is output produced within the country’s borders; GNI adds net income from abroad.

2. investment

Injections are investment, government spending and exports; the others are withdrawals.

3. 1150

600 + 200 + 300 + (150 − 100) = 1100 + 50 = 1150.

4. 4

(20 / 500) × 100 = 4%.

5. 5

(2.5 / 50) × 100 = 5%.

6. 3

(3 / 100) × 100 = 3%.

7. 0

Real growth ≈ nominal growth − inflation = 5% − 5% = 0%.

8. True

When I + G + X = S + T + M, income is stable.

9. saving

AD = C + I + G + (X − M); saving is a withdrawal, not a component of AD.

10. the curve shifting outward

Potential (capacity) growth shifts the whole PPF out; actual growth can be a move toward/along it.

A-Level Economics · Starter quiz 课前小测 35



A-LEVEL ECONOMICS • EXERCISE SHEET

4.1 National income statistics

Name: Class: Date: Total: 24 marks

KEY WORDS nominal名义• real实际• national income国民收入• national income statistics国民收入统计
• nominal versus real名义与实际

Objective
Build the skills to answer exam questions on national income statistics 国民收入统
计 — GDP and GNI 国内生产总值与国民总收入, nominal versus real 名义与实际,
per capita 人均 values, and the uses and limits of national income.

You must be able to:

• define GDP and GNI and distinguish nominal from real
• explain why real GDP per capita is used to compare living standards
• analyse the limitations of national income as a welfare measure

1 Worked examples

Measuring the economy

Always compare real 实际 values (adjusted for inflation) over time

• GDP国内生产总值: value of all goods/services made inside a country in a year.
GNI adds net income from abroad.

A-Level Economics • 4.1 National income statistics 1
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Households Firms

incomes (wages, rent, interest, profit)

spending on goods and services

saving taxation imports
leakages

investment government
spending

exports

injections

The circular flow: output = income = expenditure, so all three measure the same
national income

• Nominal 名义 = at current prices; real 实际 = adjusted for inflation (the true
change).

• Per capita 人均 = divided by population (the average per person).
• Limits: ignores income distribution 分配, unpaid/informal work, pollution and

leisure.

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (a supported judgement in
context).

A-Level Economics • 4.1 National income statistics 2
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2 Practice
2.1 Define the term gross domestic product (GDP). [2]

2.2 State the difference between nominal and real GDP. [2]

2.3 State one limitation of using GDP per capita to measure living standards. [1]

3 Exam-style questions
3.1 To compare living standards over time, the best measure is: [1]

• A nominal GDP
• B real GDP per capita
• C total nominal GNI
• D the size of the population

3.2 Explain why real GDP per capita is more useful than nominal GDP for comparing
living standards over time. [6]

3.3 Discuss whether GDP per capita is a good measure of a country’s standard of liv-

A-Level Economics • 4.1 National income statistics 3
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ing. [12]

A-Level Economics • 4.1 National income statistics 4
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 the total value of all goods and services produced inside a country in a year (2 for a
clear definition; 1 for a partial idea).

2.2 nominal GDP is measured at current prices; real GDP is adjusted to remove the effect
of inflation, showing the true change in output (2 for a clear difference; 1 for a partial
idea).

2.3 any one of: ignores income distribution; omits unpaid/informal work; ignores pollu-
tion, leisure and health (1).

3.1 B. Real GDP per capita removes inflation and population effects.

3.2 [6] AO1 1 + AO3 up to 5 — nominal GDP can rise just because prices rose, not
output, so it overstates growth; dividing real GDP by population shows the true output
available per person → a fairer comparison of living standards over time.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: higher real GDP per capita
usually means more goods, services and tax revenue per person. Against: it ignores
distribution, the informal economy, pollution, leisure and health, so a high average can
hide poverty or harm. Judgement: GDP per capita is a useful starting measure but
should be combined with others (e.g. HDI) — its reliability depends on the country.

A-Level Economics • 4.1 National income statistics 5
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A-Level Economics: w25 11Name: 

The table shows selected statistics for a country.16

$bn

600gross domestic product at market prices

100indirect taxes

50subsidies

What is the value of gross domestic product at basic prices?

$700bnD$650bnC$550bnB$500bnA

GDP of a country measured at current market prices was $1000bn in year 1. This had risen to
$1100bn in year 2.

Over the same period the general price level had risen by 5%.

What has happened to real GDP?

17

Real GDP fell by approximately 5%.A

Real GDP fell by approximately 10%.B

Real GDP rose by approximately 5%.C

Real GDP rose by approximately 10%.D

A government spends money to provide an education for students.

Which type of spending is capital expenditure?

18

computers for classroomsA

grants for university studentsB

rent for school buildingsC

wages for teachersD

What is an example of fiscal policy aimed at increasing aggregate demand in an economy?19

increasing expenditure by firms on skills training programmes for unskilled workersA

increasing the commercial banks’ lending abilityB

reducing the rate of income tax for all income earnersC

reducing the rate of interest on loans to manufacturing companiesD

11_9708_11_2025_1.8c© UCLES 2025
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A-Level Economics: w25 13

A government intervenes in the market for good X. It fixes a minimum price above the market
equilibrium.

Which situation explains why the government would do this?

16

reason for interventiongood X

to decrease consumptiondemerit goodA

to increase consumptiondemerit goodB

to decrease consumptionmerit goodC

to increase consumptionmerit goodD

The table below shows some national income statistics.17

$ billion

300GDP at basic prices

20Indirect taxes

4Subsidies

What is GDP at market prices?

$324bnD$316bnC$284bnB$276bnA

Under which conditions will real Gross Domestic Product (GDP) grow the fastest?18

rate of change in
general price level
(% per year)

rate of change in
nominal GDP
(% per year)

−20A

+20B

−2+2C

+2+2D

[Turn over11_9708_13_2025_1.6d© UCLES 2025
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What is an example of primary income in the current account of the balance of payments of Pakistan?27

dividends received by a Pakistani resident from shares in a domestic firmA

profits of Pakistani businesses exporting goodsB

rent received by a Pakistani resident from a property in another countryC

salary received by a Pakistani engineer from a foreign-owned producer operating in PakistanD

What is meant by comparative advantage?28

One country can produce a product at a lower opportunity cost than another country.A

One country can producemore of a product than another country, using a given level of resources.B

One country has lower barriers to trade than another country.C

One country is making more efficient use of factors of production than another country.D

An economy specialises in the production of one product. It exports this product to obtain another
product.

Which type of diagram can show the combinations of these products?

29

the production possibility curveA

the aggregate demand curveB

the principle of absolute advantageC

the trading possibility curveD

The main export of country X is oil. The world demand for oil is price inelastic. The world supply of
oil is reduced by the major oil producing countries, including country X. Imports into country X are
unchanged.

What are the effects of this action by the major oil producing countries on the terms of trade and
the current account of the balance of payments in country X?

30

current accountterms of trade

increasesincreasesA

decreasesincreasesB

increasesdecreasesC

decreasesdecreasesD

11_9708_13_2025_1.6d© UCLES 2025
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A-Level Economics: s25 11Name: 

The diagram shows the demand for and supply of eye tests provided by opticians.14

price

quantity
O

P3

P2

P1

Q1 Q2

S

D

Which policy would enable the government to increase the number of eye tests from OQ1 to OQ2?

a maximum price of OP3 per testA

a minimum price of OP2 per testB

a subsidy paid to opticians of P3-P2 per testC

a subsidy paid to opticians of P3-P1 per testD

What is an example of a transfer payment?15

a household moving savings from one bank account to anotherA

a monthly repayment on a loan used to buy a new cookerB

the amount paid to transport goods from one city to anotherC

grants paid to students by the governmentD

Which statement correctly describes an increase in real GDP?16

Nominal GDP rising faster than nominal income.A

Nominal GDP rising faster than the rate of inflation.B

The rate of inflation rising faster than aggregate demand.C

The rate of inflation rising faster than nominal income.D

[Turn over06_9708_11_2025_1.12© UCLES 2025
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The table shows the amount of tax paid on three different levels of income.

Which combination shows a proportional income tax system?

25

tax paid on annual
income of $40000

tax paid on annual
income of $20000

tax paid on annual
income of $10000

100010001000A

200015001000B

400020001000C

800025001000D

Why does the value of a country’s terms of trade have no monetary units?26

It cannot be calculated accurately enough.A

It includes more than one currency.B

It is a ratio of two index numbers.C

It measures change over time.D

Which statement correctly describes a tariff?27

It is a complete ban on imports.A

It is a minimum price for domestic producers.B

It is a payment to exporters.C

It is a tax imposed on imports.D

A country has a persistent deficit on the current account of its balance of payments. 

What is most likely to improve the situation in the long run?

28

a lowering of the level of import dutiesA

a reduction in the level of income taxB

the introduction of expansionary monetary policyC

the use of grants to encourage new investment by firmsD

06_9708_11_2025_1.12© UCLES 2025
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A-Level Economics: s25 12

The aggregate demand curve is typically downward sloping.

What is one possible explanation for this?

18

A fall in the price level will lead to a rise in demand for imports.A

As the price level falls, improved productivity will reduce unit costs.B

If the price level is high, any interest rate changes will encourage consumption.C

The real value of assets increases as the price level falls.D

What is most likely to cause an unemployed worker to be classified as frictionally unemployed?19

lack of relevant skills for vacant jobsA

lack of up-to-date job vacancy informationB

greater use of technology in the production processC

an increase in regional pay inequalityD

The table shows figures estimated at the end of a train drivers’ strike.20

$
(000s)

600

20

40

30

loss of ticket revenue for train companies

value placed on extra leisure time by strikers

loss of government tax revenue

overtime payments to police

What was the reduction in the recorded level of national income resulting from the strike?

$690000D$640000C$610000B$570000A

What is likely to be an expansionary monetary policy?21

a decrease in the availability of creditA

a decrease in the exchange rateB

an increase in government spendingC

an increase in subsidies for trainingD

06_9708_12_2025_1.9a© UCLES 2025
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A-LEVEL ECONOMICS • EXERCISE SHEET

4.2 Introduction to the circular flow
of income

Name: Class: Date: Total: 19 marks

KEY WORDS circular flow of income收入循环流• injections注入• leakages漏出• open economy开放经济
• leakages and injections漏出与注入

Objective
Build the skills to answer exam questions on the circular flow of income 收入循环流
— households and firms家庭与企业, leakages and injections漏出与注入, and the
equilibrium condition.

You must be able to:

• describe the circular flow between households and firms
• identify the three leakages and three injections
• explain when the flow grows, shrinks or is in equilibrium

1 Worked examples

Money around the economy

Households Firms

incomes (wages, rent, interest, profit)

spending on goods and services

saving taxation imports
leakages

investment government
spending

exports

injections

Households supply factors and spend; firms pay income and produce

A-Level Economics • 4.2 Introduction to the circular flow of income 1
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• Leakages 漏出 take money out: saving 储蓄 (S), taxation 税收 (T), imports
进口 (M).

• Injections 注入 put money in: investment 投资 (I), government spending
政府支出 (G), exports 出口 (X).

• Equilibrium when injections = leakages; if injections > leakages the economy
grows.

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (judgement, for evaluate
questions).

2 Practice
2.1 Define the term leakage (withdrawal) from the circular flow. [2]

2.2 State the three injections into the circular flow. [3]

2.3 State the condition for the circular flow to be in equilibrium. [1]

3 Exam-style questions
3.1 Which is a leakage from the circular flow of income? [1]

• A investment
• B government spending
• C saving
• D exports

3.2 Explain what happens to national income when injections are greater than leakages.[6]

A-Level Economics • 4.2 Introduction to the circular flow of income 2
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3.3 Explain how a rise in exports affects the circular flow of income in an open economy.[6]

A-Level Economics • 4.2 Introduction to the circular flow of income 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 money that is taken out of the circular flow rather than passed on as spending (saving,
taxation or imports) (2 for a clear definition; 1 for a partial idea).

2.2 investment; government spending; exports (1 + 1 + 1).

2.3 when total injections equal total leakages (1).

3.1 C. Saving is a leakage (withdrawal) from the flow.

3.2 [6] AO1 1 + AO3 up to 5 — when injections exceed leakages, more money enters
the flow than leaves → firms receive more spending → they produce more and pay more
income → national income rises until leakages rise to match injections.

3.3 [6] AO1 1 + AO2/AO3 up to 5 — exports are an injection, so more money enters
the flow → foreign buyers’ spending raises firms’ revenue → firms produce more and pay
more income to households → national income rises (a multiplier effect may amplify this).

A-Level Economics • 4.2 Introduction to the circular flow of income 4

16



A-Level Economics: w25 12Name: 

What is an example of a normative statement?1

Government expenditure is an injection into the circular flow of income.A

Government expenditure in India in 2022 was 29% of gross domestic product.B

The best policy measure to reduce inflation is a reduction in government expenditure.C

The United States of America is the country with the highest military expenditure.D

A public good must both be non-rivalrous in consumption and have the characteristic of
non-excludability.

Which situation meets both of these conditions?

2

a former nationalised rail network which has been privatisedA

a good that has an opportunity costB

the building of a new toll road which charges all users the same tollC

the provision of street lighting which improves a localityD

What is not a characteristic of a planned economy?3

Consumers have limited influence on what is produced.A

Profit is the motive for increasing output.B

Resources are owned by the government.C

There is limited competition in the market.D

A student chooses to study for a degree in engineering at university rather than take a job working
as an apprentice engineer. The apprenticeship lasts five years and involves training while working.

What will decrease the opportunity cost of this choice?

4

a decrease in the wages paid to apprentice engineersA

a decrease in the number of students studying engineering degreesB

a decrease in the number of top grade engineering degrees awardedC

a decrease in the length of an engineering apprenticeship to four yearsD

11_9708_12_2025_1.6© UCLES 2025

2

15 What is an example of an injection into the circular flow of income in an open economy?

consumer spending on goodsA

expenditure on a government construction projectB

spending by households on holidays abroadC

repayment of loans to commercial banksD

The diagram shows the AD and AS curves for a country. The equilibrium level of national income
is Y1 and the general price level is P1.

16

O

P1

Y1

general
price level

AS

AD

national income

What is the most likely effect on employment and the general price level of a small decrease in
government expenditure?

general price levelemployment

fallsfallsA

unchangedfallsB

fallsunchangedC

unchangedunchangedD

[Turn over11_9708_12_2025_1.6© UCLES 2025
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A-Level Economics: w25 13

A government is planning to increase its expenditure on defence. Half of this expenditure will be
on equipment such as planes and weapons which it will have to import as it does not produce this
equipment domestically.

What is the initial impact on injections and leakages from the circular flow of income?

19

The initial rise in injections is greater than the initial rise in leakages.A

The initial rise in injections is greater than the initial fall in leakages.B

The initial rise in injections is smaller than the initial rise in leakages.C

The initial rise in injections is smaller than the initial fall in leakages.D

What might be a consequence of a fall in the domestic price level?20

imports become more competitiveA

interest rates increaseB

the purchasing power of savings fallsC

the real value of incomes increasesD

A steel producer changes to electrically powered furnaces to reduce emissions of greenhouse
gases. This results in a loss of jobs.

Which type of unemployment is caused?

21

cyclicalA

frictionalB

seasonalC

technologicalD

11_9708_13_2025_1.6d© UCLES 2025
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A-Level Economics: s25 11

The diagram shows the demand for and supply of eye tests provided by opticians.14

price

quantity
O

P3

P2

P1

Q1 Q2

S

D

Which policy would enable the government to increase the number of eye tests from OQ1 to OQ2?

a maximum price of OP3 per testA

a minimum price of OP2 per testB

a subsidy paid to opticians of P3-P2 per testC

a subsidy paid to opticians of P3-P1 per testD

What is an example of a transfer payment?15

a household moving savings from one bank account to anotherA

a monthly repayment on a loan used to buy a new cookerB

the amount paid to transport goods from one city to anotherC

grants paid to students by the governmentD

Which statement correctly describes an increase in real GDP?16

Nominal GDP rising faster than nominal income.A

Nominal GDP rising faster than the rate of inflation.B

The rate of inflation rising faster than aggregate demand.C

The rate of inflation rising faster than nominal income.D

[Turn over06_9708_11_2025_1.12© UCLES 2025
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A-Level Economics: s25 12Name: 

In the diagram, D is the demand curve of an agricultural commodity and S is the initial supply curve.

The government promises to maintain farmers’ incomes at least at this initial level. The harvests
in four subsequent years are shown by supply curves S1–S4.

15

6

5

4

3

2

1

0
1 2 3 4 5 6

quantity (’000 tonnes)

price
($)

S1

D

S

S2

S3

S4

How much in total will the government need to pay to support farmers over the four subsequent
years?

$10000D$6000C$3000B$0A

Price stability can be said to occur if the measured value of the consumer prices index (CPI) is
unchanged during the year.

Which statement is correct?

16

For price stability to occur, there must be no changes in prices of any products.A

For price stability to occur, the number of products whose prices rise must exactly match the
number whose prices fall.

B

If some prices rise and others fall, there cannot be price stability.C

Different weightings of items used in the calculation of CPI mean that price stability can occur
in many ways.

D

Based on the circular flow of income, which condition is necessary for an open economy to be in
equilibrium?

17

Government investment is equal to private investment.A

Planned injections are equal to planned withdrawals.B

Spending by households is equal to taxes collected by government.C

Value of export earnings is equal to expenditure on imports.D

[Turn over06_9708_12_2025_1.9a© UCLES 2025
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The diagram shows aggregate demand (AD) and aggregate supply (AS) curves. The initial equilibrium
is at X. A government decides to invest in an increase in infrastructure.

What will be the short-term effect of this policy on the equilibrium?

25

price
level

O
real GDP

AS1

AD AD1

AS

AS2

A

B

C
D

X

Which statement is not a valid reason why a country may impose protectionist measures?26

to allow a newly developed domestic industry to grow to a viable sizeA

to enable a country to retain control of an industry it regards as being of strategic importanceB

to give consumers a wider choice of goods and servicesC

to give time for workers in a declining domestic industry to find alternative employmentD

What is most likely to lead to a persistent surplus in a country’s current account of its balance of
payments?

27

a low domestic savings rateA

an undervalued exchange rateB

highly protectionist policies by other countriesC

low investment income from abroadD

Which formula is used to calculate the terms of trade?28

the average price of exports divided by the average price of importsA

the average price of imports divided by the average price of exportsB

the value of exports divided by the value of importsC

the value of imports divided by the value of exportsD

06_9708_12_2025_1.9a© UCLES 2025
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A-LEVEL ECONOMICS • EXERCISE SHEET

4.3 Aggregate Demand and Aggregate
Supply analysis

Name: Class: Date: Total: 26 marks

KEY WORDS aggregate demand总需求• aggregate supply总供给• macroeconomic equilibrium宏观经济均衡
• equilibrium均衡 • price level价格水平

Objective
Build the skills to answer exam questions on aggregate demand and aggregate sup-
ply 总需求与总供给 (AD–AS) — the components of AD 总需求, SRAS and LRAS
短期/长期总供给, and macroeconomic equilibrium 宏观经济均衡.

You must be able to:

• state the components of AD and explain its slope
• distinguish SRAS from LRAS
• draw AD–AS and analyse a shift in equilibrium

1 Worked examples

AD–AS equilibrium

A-Level Economics • 4.3 Aggregate Demand and Aggregate Supply analysis 1
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AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

Vertical LRAS marks full capacity 生产能力

AD = C + I +G+ (X −M)

• C consumption, I investment, G government spending, (X − M) net exports.
• SRAS 短期总供给 slopes up (shifts when costs change); LRAS 长期总供给 is

vertical at full capacity.
• Equilibrium where AD meets AS → sets the price level and real output.

trend
growth

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery  (around the growth trend)

Shifts in AD or AS move the economy around the business cycle over time

Answer shapes: an Explain [up to 8] answer should use a labelled AD–AS diagram
(AO3); Discuss [12] adds a judgement (AO4).

A-Level Economics • 4.3 Aggregate Demand and Aggregate Supply analysis 2
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2 Practice
2.1 State the four components of aggregate demand. [2]

2.2 State the difference between SRAS and LRAS. [2]

2.3 State one cause of a rightward shift in AD. [1]

3 Exam-style questions
3.1 A cut in income tax is most likely to: [1]

• A shift AD left
• B shift AD right
• C shift SRAS left
• D shift LRAS right

3.2 Using an AD–AS diagram, explain how an increase in aggregate demand affects the
price level and real output. [8]

3.3 Discuss whether a rise in aggregate demand always benefits an economy. [12]

A-Level Economics • 4.3 Aggregate Demand and Aggregate Supply analysis 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 consumption (C), investment (I), government spending (G), net exports (X − M) (2
for all four; 1 for two or three).

2.2 SRAS slopes upward and shifts when production costs change; LRAS is vertical and
shows full productive capacity, shifting only when factors change (2 for a clear difference;
1 for a partial idea).

2.3 any one of: a rise in C/I/G; a tax cut; a fall in interest rates; a rise in exports (1).

3.1 B. A tax cut raises disposable income and consumption, shifting AD right.

3.2 [8] AO1 1 + AO3 diagram up to 4 (AD shifts right, SRAS upward-sloping, new
equilibrium) + AO2/AO3 up to 3 — higher AD raises both the price level and real output
along SRAS; near full capacity (steep AS) most of the rise is in prices, while with spare
capacity (flat AS) most is in output.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: higher AD raises output and
employment when there is spare capacity. Against: near full capacity it mainly causes
demand-pull inflation, may worsen the current account (more imports) and is unsustain-
able. Judgement: the effect depends on how close the economy is to full capacity —
beneficial in a recession, inflationary in a boom.

A-Level Economics • 4.3 Aggregate Demand and Aggregate Supply analysis 5
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The aggregate demand (AD) curve in an economy shifts to the left.

What is most likely to cause this shift?

20

a decrease in the exchange rateA

a decrease in the interest rateB

an increase in the budget deficitC

an increase in the current account deficitD

The diagram shows the AD and AS curves for a low income country. Oil and gas make up 90% of
its exports. The initial equilibrium level of national income is Y1.

What is the most likely new equilibrium point if the worldwide prices of oil and gas rise dramatically?

21

AD

AS

O

general
price level

Y1

national income

A
B

CD

What is not a government macroeconomic policy objective?22

economic growthA

income equalityB

low unemploymentC

price stabilityD

[Turn over11_9708_11_2025_1.8c© UCLES 2025
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15 What is an example of an injection into the circular flow of income in an open economy?

consumer spending on goodsA

expenditure on a government construction projectB

spending by households on holidays abroadC

repayment of loans to commercial banksD

The diagram shows the AD and AS curves for a country. The equilibrium level of national income
is Y1 and the general price level is P1.

16

O

P1

Y1

general
price level

AS

AD

national income

What is the most likely effect on employment and the general price level of a small decrease in
government expenditure?

general price levelemployment

fallsfallsA

unchangedfallsB

fallsunchangedC

unchangedunchangedD

[Turn over11_9708_12_2025_1.6© UCLES 2025
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The diagram shows aggregate demand and aggregate supply curves for an economy.17

general
price
level

O
national output

AS

AD

AD1

What would cause a change in the aggregate demand from AD to AD1?

government campaigns to encourage household savingsA

consumption of domestic instead of foreign goodsB

a decrease in the budget surplusC

investment in knowledge-based enterprisesD

A government reduces the benefits that it pays to unemployed workers to increase the incentive
to work.

Which types of macroeconomic policies are being used?

18

supply-side
policy

monetary
policy

fiscal
policy

✗✗✓A

✗✓✓B

✓✗✓C

✓✗✗D

A central bank is asked by the government to help achieve price stability.

If inflation rises steeply, which policy will not be directly within the control of the central bank?

19

increasing the rate of interest to reduce consumer spendingA

managing a reduction of the money supplyB

using credit restrictions to regulate lending by commercial banks to householdsC

restricting wage increases in the private and public sectorsD

11_9708_12_2025_1.6© UCLES 2025
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What is not a likely reason for a government having the objective of economic growth?20

to improve living standardsA

to improve business confidenceB

to increase inflationary pressuresC

to increase consumer choiceD

What is an example of expansionary monetary policy?21

the central bank increasing the money supplyA

the central bank causing an appreciation of the country’s foreign exchange rateB

the central bank increasing controls on credit lendingC

the central bank increasing the minimum lending rate of interestD

What is the effect of an increase in the money supply on the interest rate and the aggregate demand
(AD) curve?

22

AD curveinterest rate

shifts leftfallsA

shifts leftrisesB

shifts rightfallsC

shifts rightrisesD

A country has a target rate of inflation of 2.5% and has recently experienced the actual rate rising
to 6%, with unemployment falling to very low levels.

Which policy option is most likely to be implemented?

23

an increase in government expenditure on trainingA

an increase in indirect taxes on demerit goodsB

an increase in import tariffsC

an increase in interest ratesD

[Turn over11_9708_12_2025_1.6© UCLES 2025
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Between June and the end of July 2016, the UK pound sterling depreciated by 11% against a
basket of currencies of the UK’s major trading partners.

The diagram shows the original aggregate demand curve AD1 and the original aggregate supply 
curve AS1 for the UK economy before June 2016. The equilibrium is at X.

What would have been the new equilibrium for the UK economy as a result of the depreciation of 
the pound sterling?

28

O

price
level

real output

AS1

AD1

X

A

C

B D

What is the effect of a cut in a country‘s income tax rates on its exports and imports?29

importsexports

fallfallA

unchangedfallB

fallunchangedC

riseunchangedD

[Turn over11_9708_12_2025_1.6© UCLES 2025
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Section C

Answer one question.

EITHER

4 (a) Explain three components of the current account of the balance of payments and consider 
the extent to which a depreciation in the exchange rate will always lead to a surplus on the 
current account. [8]

(b) Assess the extent to which the use of supply-side policy would be the best way to reduce a
deficit on the current account of the balance of payments. [12]

OR

5 (a) With the help of an aggregate demand and aggregate supply (AD/AS) diagram, explain why 
two components of AD may increase and consider the extent to which an increase in AD will 
always lead to inflation. [8]

(b) Assess the view that the effects of a high rate of inflation are always more damaging for
consumers than for firms. [12]

A-Level Economics: s25 11

An open economy with a government sector is in equilibrium. Households in this economy save
$100 million and firms spend $150 million on investment.

Which combination of the budget balance and the current account balance would lead to an
equilibrium position on the circular flow of income?

17

current account balancebudget balance

$50m deficit$100m deficitA

$50m surplus$100m deficitB

$50m deficit$100m surplusC

$50m surplus$100m surplusD

An economy’s manufacturing share of real GDP fell from 30% in 1990 to 12% in 2023.

Which type of unemployment would have resulted from this?

18

cyclicalA

frictionalB

structuralC

voluntaryD

Which statement is not correct?19

The long-run aggregate supply curve can be downward sloping.A

The long-run aggregate supply curve can be horizontal.B

The long-run aggregate supply curve can be upward sloping.C

The long-run aggregate supply curve can be vertical.D

The price of a pack of six eggs rises from $1.00 to $1.32 over a year. Consumer prices, as measured
by the consumer price index, rise by 10% over the same period.

What is the real price of a pack of six eggs at the end of the year?

20

$1.32D$1.20C$1.10B$1.00A

06_9708_11_2025_1.12© UCLES 2025
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The diagram shows aggregate demand (AD) and aggregate supply (AS) curves. The initial equilibrium
is at X. A government decides to invest in an increase in infrastructure.

What will be the short-term effect of this policy on the equilibrium?

25

price
level

O
real GDP

AS1

AD AD1

AS

AS2

A

B

C
D

X

Which statement is not a valid reason why a country may impose protectionist measures?26

to allow a newly developed domestic industry to grow to a viable sizeA

to enable a country to retain control of an industry it regards as being of strategic importanceB

to give consumers a wider choice of goods and servicesC

to give time for workers in a declining domestic industry to find alternative employmentD

What is most likely to lead to a persistent surplus in a country’s current account of its balance of
payments?

27

a low domestic savings rateA

an undervalued exchange rateB

highly protectionist policies by other countriesC

low investment income from abroadD

Which formula is used to calculate the terms of trade?28

the average price of exports divided by the average price of importsA

the average price of imports divided by the average price of exportsB

the value of exports divided by the value of importsC

the value of imports divided by the value of exportsD

06_9708_12_2025_1.9a© UCLES 2025
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16	 Planned government expenditure for a country in the fiscal year 2016 is estimated at $760 billion. 
The top five areas of expenditure are given in the table.

$ billion

pensions 153

healthcare 138

welfare 111

education   89

defence   45

total top five 536

	 What is the total amount, in billions of dollars, spent on transfer payments shown in the table?

	 A	 89		  B	 111	 C	 264	 D	 536 

17	 The diagram shows a shift in the Aggregate Demand curve, from AD1 to AD2.

O

price level

real output

AD1

AD2

	 What might have caused this shift?

	 A	 a fall in the budget surplus

	 B	 a fall in the trade surplus

	 C	 a rise in imports

	 D	 a rise in the interest rate
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4.4 Economic growth

Name: Class: Date: Total: 25 marks

KEY WORDS economic growth经济增长• potential growth潜在增长• actual growth实际增长• business cycle经济周期
• actual versus potential实际与潜在

Objective
Build the skills to answer exam questions on economic growth 经济增长 — actual
versus potential 实际与潜在 growth, the causes of growth, the business cycle 经济
周期, and the costs and benefits of growth.

You must be able to:

• distinguish actual from potential growth
• explain the causes of economic growth
• analyse the costs and benefits of growth

1 Worked examples

Growth and the business cycle

trend
growth

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery  (around the growth trend)

Output does not grow smoothly — it cycles around a rising trend

• Actual growth 实际增长: the rise in output that really happens. Potential

A-Level Economics • 4.4 Economic growth 1
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growth 潜在增长: a rise in capacity (LRAS shifts out).

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

On AD–AS: actual growth = AD shifting right; potential growth = LRAS shifting
right

• Causes: more/better factors — a bigger or more skilled workforce, investment,
new technology, higher productivity 生产率.

• Cycle: boom 繁荣 → recession 衰退 → slump 萧条 → recovery 复苏.

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (a supported judgement in
context).

A-Level Economics • 4.4 Economic growth 2
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2 Practice
2.1 Define the term economic growth. [2]

2.2 State the difference between actual and potential growth. [2]

2.3 State the four phases of the business cycle. [2]

3 Exam-style questions
3.1 Potential economic growth is shown by: [1]

• A a movement from inside the PPC towards it
• B an outward shift of the LRAS curve
• C a rise in the price level
• D a leftward shift of AD

3.2 Explain two causes of potential economic growth. [6]

3.3 Discuss whether economic growth always improves living standards. [12]

A-Level Economics • 4.4 Economic growth 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 an increase in a country’s real output (real GDP) over time (2 for a clear definition;
1 for a partial idea).

2.2 actual growth is the real rise in output that occurs; potential growth is a rise in the
economy’s productive capacity (the LRAS shifting out) (2 for a clear difference; 1 for a
partial idea).

2.3 boom, recession, slump, recovery (2 for all four; 1 for a partial list).

3.1 B. Potential growth is an outward shift of LRAS.

3.2 [6] For each of two causes: AO1 1 + AO3 up to 2 — e.g. investment: more capital
per worker → higher productivity → greater capacity. Education/training: a more skilled
workforce → higher output per worker → LRAS shifts out. Maximum 3 each.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: growth raises incomes, jobs,
tax revenue and can cut poverty. Against: it may cause inflation, pollution and re-
source depletion, and can widen inequality if the gains are unevenly shared. Judgement:
growth usually improves living standards, but whether it always does depends on its type
(sustainable vs polluting) and how the gains are distributed.

A-Level Economics • 4.4 Economic growth 5
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The table shows selected statistics for a country.16

$bn

600gross domestic product at market prices

100indirect taxes

50subsidies

What is the value of gross domestic product at basic prices?

$700bnD$650bnC$550bnB$500bnA

GDP of a country measured at current market prices was $1000bn in year 1. This had risen to
$1100bn in year 2.

Over the same period the general price level had risen by 5%.

What has happened to real GDP?

17

Real GDP fell by approximately 5%.A

Real GDP fell by approximately 10%.B

Real GDP rose by approximately 5%.C

Real GDP rose by approximately 10%.D

A government spends money to provide an education for students.

Which type of spending is capital expenditure?

18

computers for classroomsA

grants for university studentsB

rent for school buildingsC

wages for teachersD

What is an example of fiscal policy aimed at increasing aggregate demand in an economy?19

increasing expenditure by firms on skills training programmes for unskilled workersA

increasing the commercial banks’ lending abilityB

reducing the rate of income tax for all income earnersC

reducing the rate of interest on loans to manufacturing companiesD

11_9708_11_2025_1.8c© UCLES 2025
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The aggregate demand (AD) curve in an economy shifts to the left.

What is most likely to cause this shift?

20

a decrease in the exchange rateA

a decrease in the interest rateB

an increase in the budget deficitC

an increase in the current account deficitD

The diagram shows the AD and AS curves for a low income country. Oil and gas make up 90% of
its exports. The initial equilibrium level of national income is Y1.

What is the most likely new equilibrium point if the worldwide prices of oil and gas rise dramatically?

21

AD

AS

O

general
price level

Y1

national income

A
B

CD

What is not a government macroeconomic policy objective?22

economic growthA

income equalityB

low unemploymentC

price stabilityD

[Turn over11_9708_11_2025_1.8c© UCLES 2025
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What is the most likely reason for a government to introduce a progressive tax?24

to discourage the consumption of a particular goodA

to distribute disposable income more evenlyB

to increase the disposable income of householdsC

to reduce demand for healthcare servicesD

25 What is the least likely consequence of rapid economic growth?

high levels of pollutionA

large deficit on the current account of the balance of paymentsB

large deficit in the government’s budget balanceC

more congestion on the roadsD

A country with a floating exchange rate has a large deficit on the current account of the balance of
payments.

What is most likely to decrease as a consequence of this deficit?

26

competitiveness of the country’s productsA

level of employment in the countryB

prices of exports from the countryC

rate of inflation in the countryD

What will definitely lead to an improvement in the terms of trade?27

Export prices fall whilst import prices rise.A

Export prices rise by the same amount as import prices.B

Export prices rise slower than import prices.C

Export prices rise whilst import prices stay the same.D

11_9708_12_2025_1.6© UCLES 2025
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The following appeared in a newspaper article.1

‘The economies of the poorest nations have large international debts; the richest nations

should cancel the debts of these nations and reduce poverty.’

What is the nature of each statement?

richest nations should
cancel these debts to
reduce poverty

poorest nations have
large international

debts

normativenormativeA

positivenormativeB

positivepositiveC

normativepositiveD

What is meant by the division of labour?2

A process is split into a series of individual tasks.A

Some workers work part-time and others work full-time.B

The same amount of output per hour is produced by each worker.C

Wages are divided equally between workers.D

What would be an opportunity cost of growth in an economy?3

the faster growth of services than of manufacturingA

the need for an increased level of imported raw materialsB

the need for greater government interventionC

the reduction of consumption if growth requires investmentD

Which change in the way resources are allocated in an economy is consistent with moving from a
planned economy to a market economy?

4

A minimum price guarantee for apple producers is removed.A

A new government authority is established to monitor inefficiencies in apple production.B

The production of apples is subsidised to increase output.C

The sale of apples has a maximum price imposed.D

11_9708_13_2025_1.6d© UCLES 2025
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The diagram shows three groups of people with four possible flows between them.

Which flow indicates that people have become discouraged from seeking work?

16

not in labour force

unemployed employed

A

B

D

C

What is required to prevent a rising price level due to an increase in aggregate demand?17

Additional productive capacity must be created.A

Government investment must remain at a constant level to stabilise supply.B

Greater reliance must be placed on imported goods to overcome any domestic shortfalls.C

Wage rates must change more frequently to maintain levels of employment and output.D

An open economy with a government is in equilibrium at a national income of $900 million.

Households spend $700 million and save $50 million.

Firms spend $100 million on investment.

The government spends $150 million and has a balanced budget.

How much is spent on exports and imports?

18

import spending
($ million)

export spending
($ million)

100100A

50100B

10050C

5050D

11_9708_14_2025_1.16c© UCLES 2025
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Section A

Answer all parts of Question 1.

1				    Vietnam’s ‘Economic Miracle’

	 Thirty years ago, Vietnam was one of the poorest countries in Southeast Asia. Since then, its real 
GDP has increased rapidly. A series of economic and political reforms has been responsible for its 
so-called ‘economic miracle’.

	 Vietnam has benefitted from the increased protectionism in trade between China and the United 
States (US). For example, Vietnam has increased production of goods that are substitutes to 
those made in China to such an extent that Vietnam is popularly referred to as ‘China plus one’, in 
recognition of its similar comparative advantage to China. 

	 Rising export revenue is only one reason for Vietnam’s spectacular economic growth. With a 
rapidly growing population, Vietnam has invested heavily in its human capital and physical capital 
in the form of infrastructure, including cheap access to the internet. 

	 A third reason for this success is how Vietnam has moved towards trade liberalisation. This is 
shown through its free trade agreement with the US and its membership of organisations of 
countries that have agreed to trade freely with each other, such as ASEAN and the TPP. These 
initiatives involve the removal of tariffs and other tools of protection, increasing the potential for 
Vietnam to trade with other countries.

	 Nevertheless, there are possible dangers in this strategy. Vietnam’s economy is heavily dependent 
on its exports which in 2017 were over 90% of GDP. This reliance puts Vietnam at risk from 
downturns in the global economy and in the economies of its main trading partners. Even more 
worrying is the repeated threat from the US that it may put import tariffs on manufactured goods 
from Vietnam.

� Source: World Economic Forum, 2018

Table 1.1 Vietnam’s balance of trade in goods and services and real GDP growth, 
2009 to 2018

Balance of trade in goods 
and services (‘000 billion 

dong)1

Real GDP growth 
(% change from previous 

year)

2009 –188 557 5.4

2010 –177 215 6.4

2011 –114 887 6.2

2012 +113 697 5.3

2013  +77 350 5.4

2014 +128 965 6.0

2015  +33 169 6.7

2016 +115 342 6.2

2017 +140 282 6.8

2018 na 7.1

	 1 The dong is Vietnam’s currency.
� Source: Trading Economics, August 2019
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	 (a) 	 Using the data in Table 1.1, compare Vietnam’s balance of trade in goods and services 
between 2009 and 2011 with that from 2015 to 2017.� [2]

	 (b)	 (i)	 Explain the relationship you would expect between the annual change in the balance of 
trade in goods and services and the annual change in real GDP growth. � [2]

		  (ii)	 Consider the extent to which this relationship is evident in the data in Table 1.1.� [2]

	 (c)	 Using the information provided, explain one supply-side reason why Vietnam has experienced 
‘spectacular economic growth’.� [2]

	 (d)	 Assess the likely macroeconomic effects of pressure on the exchange rate of the Vietnamese 
dong arising from Vietnam’s increased exports.� [6]

	 (e)	 Assess whether Vietnam’s ‘economic miracle’ is likely to persist over the next few years.� [6]

Section B

Answer one question.

EITHER  

2	 (a)	 An economy contains just two sectors, an agricultural sector and an industrial sector. 

		  With the help of a diagram, explain how a production possibility curve (PPC) can be used to 
show the concept of opportunity cost and consider whether opportunity cost is likely to remain 
constant if resources are reallocated from the agricultural sector to the 	 industrial sector.� [8]

	 (b) 	 Assess whether the free market should be used to provide all types of goods in an economy. 
� [12]

OR

3 	 (a) 	 With the help of a formula, explain the meaning of price elasticity of supply and consider 
which factors are most important in determining whether the price elasticity of supply for a 
good is likely to be relatively elastic or relatively inelastic. � [8]

	 (b) 	 Assess the likely success of any two government policies to make the price elasticity of 
supply of all agricultural products more elastic.� [12]
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4.5 Unemployment

Name: Class: Date: Total: 24 marks

KEY WORDS unemployment失业• cyclical周期性• cyclical unemployment周期性失业• structural结构性
• structural unemployment结构性失业

Objective
Build the skills to answer exam questions on unemployment失业— how it is measured,
its types and causes 类型与原因 (frictional, structural, cyclical, seasonal), and its
consequences.

You must be able to:

• define and measure unemployment (claimant count, labour force survey)
• distinguish the four types of unemployment
• analyse the consequences of unemployment

1 Worked examples

Types of unemployment

trend
growth

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery  (around the growth trend)

Cyclical unemployment is tied to the business cycle

• Measuring: claimant count 申领救济人数 (only benefit claimants) and the

A-Level Economics • 4.5 Unemployment 1
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labour force survey 劳动力调查 (international standard).
• Frictional摩擦性: short-term, between jobs. Structural结构性: skills no longer

match jobs.
• Cyclical 周期性: low AD in a recession (usually the largest). Seasonal 季节性:

only certain times of year.

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

On AD–AS: a leftward shift of AD cuts real output below full capacity → cyclical
unemployment

• Consequences: wasted output, lost income, higher benefit cost, social harm.

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (a supported judgement in
context).

2 Practice
2.1 Define the term unemployment. [2]

2.2 State two types of unemployment. [2]

2.3 State one consequence of unemployment for the government. [1]

A-Level Economics • 4.5 Unemployment 2
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3 Exam-style questions
3.1 Unemployment caused by a fall in aggregate demand during a recession is: [1]

• A frictional unemployment
• B structural unemployment
• C cyclical unemployment
• D seasonal unemployment

3.2 Explain the difference between structural and cyclical unemployment. [6]

3.3 Discuss the consequences of a sharp rise in unemployment for an economy. [12]

A-Level Economics • 4.5 Unemployment 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 people who are able and willing to work and are actively looking for a job, but cannot
find one (2 for a clear definition; 1 for a partial idea).

2.2 any two of: frictional; structural; cyclical; seasonal (1 + 1).

2.3 any one of: more spent on unemployment benefits; less tax revenue collected (1).

3.1 C. A fall in AD in a recession causes cyclical unemployment.

3.2 [6] AO1 1 + AO3 up to 5 — structural unemployment occurs when an industry de-
clines and workers’ skills no longer match available jobs (a long-term mismatch); cyclical
unemployment is caused by low aggregate demand in a recession and falls again when
demand recovers.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Costs: lost output (the economy
produces inside its PPC), lower incomes and consumption, higher government benefit
spending and lower tax, plus social harm (crime, ill health). But: some unemployment
is frictional and short-lived, and the effect depends on its cause and length. Judgement:
a sharp rise is damaging, especially if cyclical and prolonged, but the severity depends
on the type and how quickly the economy recovers.

A-Level Economics • 4.5 Unemployment 5
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A central bank increases interest rates to reduce inflation.

When will this policy be most likely to succeed?

23

When household spending is inelastic in response to interest rate changes.A

When the country has a floating exchange rate that appreciates.B

When the government has an increasing budget deficit.C

When trade unions demand higher wages to protect the living standards of their members.D

A government reduces its expenditure on workplace training, increases the level of indirect taxes
and reduces the rate of interest it pays on government debt.

How would these government macroeconomic policies be categorised?

24

monetaryfiscalsupply-side

keyexpconconA

con = contractionaryconconexpB

exp = expansionaryexpexpconC

conexpexpD

The government of a country reduces its budget deficit by cutting government spending. At the
same time, the central bank raises the interest rates.

When might this combination of policies be used?

25

unemployment rateinflation rate

highhighA

lowhighB

highlowC

lowlowD

A country’s currency depreciates in terms of other currencies.

What would be a consequence of this depreciation?

26

There would be a decrease in structural unemployment.A

There would be a decrease in the volume of exports.B

There would be an increase in cost-push inflationary pressure.C

There would be an increase in the budget deficit.D

11_9708_11_2025_1.8c© UCLES 2025

10

A-Level Economics: w25 14

The diagram shows three groups of people with four possible flows between them.

Which flow indicates that people have become discouraged from seeking work?

16

not in labour force

unemployed employed

A

B

D

C

What is required to prevent a rising price level due to an increase in aggregate demand?17

Additional productive capacity must be created.A

Government investment must remain at a constant level to stabilise supply.B

Greater reliance must be placed on imported goods to overcome any domestic shortfalls.C

Wage rates must change more frequently to maintain levels of employment and output.D

An open economy with a government is in equilibrium at a national income of $900 million.

Households spend $700 million and save $50 million.

Firms spend $100 million on investment.

The government spends $150 million and has a balanced budget.

How much is spent on exports and imports?

18

import spending
($ million)

export spending
($ million)

100100A

50100B

10050C

5050D

11_9708_14_2025_1.16c© UCLES 2025

6

A-Level Economics: w25 21

4

9708/21/O/N/25© UCLES 2025

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every 
reasonable effort has been made by the publisher (UCLES) to trace copyright holders, but if any items requiring clearance have unwittingly been included, the 
publisher will be pleased to make amends at the earliest possible opportunity.

To avoid the issue of disclosure of answer-related information to candidates, all copyright acknowledgements are reproduced online in the Cambridge 
Assessment International Education Copyright Acknowledgements Booklet. This is produced for each series of examinations and is freely available to download 
at www.cambridgeinternational.org after the live examination series.

Cambridge Assessment International Education is part of Cambridge Assessment. Cambridge Assessment is the brand name of the University of Cambridge 
Local Examinations Syndicate (UCLES), which is a department of the University of Cambridge.

Section B

Answer one question.

EITHER

2 (a) With the help of a formula, explain what is meant by price elasticity of demand for a product 
and consider the importance of time in determining whether demand for the product is likely 
to be relatively price elastic or relatively price inelastic. [8]

 (b) Assess whether knowledge of a product’s income elasticity of demand is more important to a 
firm producing it than knowledge of its cross elasticity of demand. [12]

OR

3 (a) With the help of examples, explain the nature and characteristics of free goods and private 
goods (economic goods) and consider the significance of the distinction between these two 
types of good. [8]

 (b) Assess whether education should be classified as a public good or a merit good. [12]

Section C

Answer one question.

EITHER

4 (a) Explain the possible causes of frictional unemployment and technological unemployment and 
consider whether some element of frictional unemployment is inevitable in an economy. [8]

 (b) Assess whether the consequences of technological unemployment are likely to be more 
serious than those of cyclical unemployment. [12]

OR

5 (a) Explain two tools of protection used by a country when trading internationally and consider 
whether one is likely to have more of an impact on the country’s economy than the other. [8]

 (b) Assess whether all consumers, all producers and the government in a country will benefit 
equally from protectionism. [12]

A-Level Economics: w25 24
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Section B

Answer one question.

EITHER

2 (a) Explain what is meant by the incidence of an indirect tax and consider the extent to which it is 
possible for the incidence to pass from a producer of a good to a consumer of that good. [8]

 (b) Assess the extent to which a government should subsidise the production of merit goods to 
increase the consumption of these goods. [12]

OR

3 (a) Explain what determines elastic and inelastic price elasticity of supply (PES) and consider 
the extent to which the value of PES may differ between an agricultural good and a 
manufactured good. [8]

 (b) Firms will often try to estimate elasticity values to judge the possible success of decisions to 
change prices or to introduce new products.

  Assess the extent to which an understanding of income elasticity of demand (YED) may be 
more useful than cross elasticity of demand (XED) in increasing the income from sales for 
a firm. [12]

Section C

Answer one question.

EITHER

4 (a) Using two tools of protection, explain what is meant by protectionism and consider the extent 
to which these two tools may benefit an economy. [8]

 (b) Assess the extent to which the principle of comparative advantage should be the main factor 
to consider when countries decide whether to trade with each other. [12]

OR

5 (a) Explain the difference between structural unemployment and cyclical unemployment and 
consider the extent to which structural unemployment is likely to be more damaging to an 
economy than cyclical unemployment. [8]

 (b) Low unemployment is a macroeconomic policy objective for a government.

  Assess the extent to which this is most likely to be achieved by supply-side policy. [12]
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An open economy with a government sector is in equilibrium. Households in this economy save
$100 million and firms spend $150 million on investment.

Which combination of the budget balance and the current account balance would lead to an
equilibrium position on the circular flow of income?

17

current account balancebudget balance

$50m deficit$100m deficitA

$50m surplus$100m deficitB

$50m deficit$100m surplusC

$50m surplus$100m surplusD

An economy’s manufacturing share of real GDP fell from 30% in 1990 to 12% in 2023.

Which type of unemployment would have resulted from this?

18

cyclicalA

frictionalB

structuralC

voluntaryD

Which statement is not correct?19

The long-run aggregate supply curve can be downward sloping.A

The long-run aggregate supply curve can be horizontal.B

The long-run aggregate supply curve can be upward sloping.C

The long-run aggregate supply curve can be vertical.D

The price of a pack of six eggs rises from $1.00 to $1.32 over a year. Consumer prices, as measured
by the consumer price index, rise by 10% over the same period.

What is the real price of a pack of six eggs at the end of the year?

20

$1.32D$1.20C$1.10B$1.00A
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The aggregate demand curve is typically downward sloping.

What is one possible explanation for this?

18

A fall in the price level will lead to a rise in demand for imports.A

As the price level falls, improved productivity will reduce unit costs.B

If the price level is high, any interest rate changes will encourage consumption.C

The real value of assets increases as the price level falls.D

What is most likely to cause an unemployed worker to be classified as frictionally unemployed?19

lack of relevant skills for vacant jobsA

lack of up-to-date job vacancy informationB

greater use of technology in the production processC

an increase in regional pay inequalityD

The table shows figures estimated at the end of a train drivers’ strike.20

$
(000s)

600

20

40

30

loss of ticket revenue for train companies

value placed on extra leisure time by strikers

loss of government tax revenue

overtime payments to police

What was the reduction in the recorded level of national income resulting from the strike?

$690000D$640000C$610000B$570000A

What is likely to be an expansionary monetary policy?21

a decrease in the availability of creditA

a decrease in the exchange rateB

an increase in government spendingC

an increase in subsidies for trainingD
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20	 A large coal mine is forced to close because of falling demand for coal as consumers switch to 
less polluting fuels. The government organises retraining courses and recruitment events for the 
coal mine workers.

	 Which type of unemployment is the government trying to reduce?

	 A	 cyclical

	 B	 seasonal

	 C	 structural

	 D	 technological

21	 A government succeeds in changing a current account deficit into a current account surplus.

	 Why might this current account surplus increase the country’s inflation rate?

	 A	 It raises Aggregate Demand.

	 B	 It raises production costs.

	 C	 It reduces the exchange rate.

	 D	 It reduces the money supply.

22	 The diagram shows a government’s revenue and expenditure for three years.

10 2 3 4

2008

2009

2010

revenue
expenditure

revenue
expenditure

revenue
expenditure

$m

	 What can be concluded from the diagram?

	 A	 A budget deficit was replaced by a budget surplus.

	 B	 A budget deficit increased.

	 C	 The economy moved from a point within its production possibility curve (PPC) to a point on it.

	 D	 The yield from taxation continuously increased.
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4.6 Price stability

Name: Class: Date: Total: 26 marks

KEY WORDS inflation通货膨胀• cost-push成本推动• demand-pull需求拉动• deflation通货紧缩
• disinflation反通胀

Objective
Build the skills to answer exam questions on price stability 价格稳定 — inflation,
deflation and disinflation 通胀、通缩与反通胀, the consumer price index 消费者
价格指数 (CPI), the causes (demand-pull and cost-push), and the consequences.

You must be able to:

• define inflation, deflation and disinflation, and explain the CPI
• distinguish demand-pull 需求拉动 from cost-push 成本推动 inflation
• analyse the consequences of inflation and deflation

1 Worked examples

Causes of inflation

AD0 AD1

SRAS

P0

P1

real output

price
level

demand-pull: AD shifts right

AD

SRAS0

SRAS1

P0

P1

real output

price
level

cost-push: SRAS shifts left

demand-pull: AD shifts right  ·  cost-push: SRAS shifts left  (higher P, lower Y)

Both raise the price level, but for different reasons

• Inflation通货膨胀: a sustained rise in the general price level (money’s purchas-

A-Level Economics • 4.6 Price stability 1
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ing power 购买力 falls).
• Deflation 通货紧缩: prices fall; disinflation 反通胀: inflation is positive but

slowing.
• CPI 消费者价格指数: tracks a weighted basket of goods.
• Demand-pull: AD rises faster than AS. Cost-push: rising costs shift SRAS left.

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

On AD–AS: demand-pull = AD shifts right; cost-push = SRAS shifts left — both
raise the price level

Answer shapes: an Explain [up to 8] answer may use an AD–AS diagram (AO3);
Discuss [12] adds a judgement (AO4).

2 Practice
2.1 Define the term inflation. [2]

2.2 State the difference between demand-pull and cost-push inflation. [2]

2.3 State one group harmed by inflation. [1]

A-Level Economics • 4.6 Price stability 2
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3 Exam-style questions
3.1 A rise in the general price level caused by higher production costs is: [1]

• A demand-pull inflation
• B cost-push inflation
• C disinflation
• D deflation

3.2 Using an AD–AS diagram, explain how demand-pull inflation occurs. [8]

3.3 Discuss whether inflation is always harmful to an economy. [12]

A-Level Economics • 4.6 Price stability 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 a sustained rise in the general price level, which lowers the purchasing power of money
(2 for a clear definition; 1 for a partial idea).

2.2 demand-pull inflation comes from aggregate demand rising faster than supply; cost-
push inflation comes from rising costs shifting SRAS left (2 for a clear difference; 1 for a
partial idea).

2.3 any one of: people on fixed incomes; savers; exporters (whose goods become dearer)
(1).

3.1 B. Higher production costs cause cost-push inflation.

3.2 [8] AO1 1 + AO3 diagram up to 4 (AD shifts right along an upward-sloping
SRAS, price level rises) + AO2/AO3 up to 3 — when AD rises faster than supply, “too
much money chases too few goods” → firms raise prices → the price level rises; near full
capacity the rise is mostly in prices.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Harmful: inflation cuts purchas-
ing power, hurts fixed-income groups and savers, creates uncertainty and makes exports
dearer. But: low, stable inflation can signal healthy demand and helps borrowers, while
deflation can be worse (delayed spending, falling output). Judgement: high or volatile
inflation is harmful, but low, stable inflation is generally acceptable — it depends on the
rate and whether it is anticipated.

A-Level Economics • 4.6 Price stability 5
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The terms of trade of a developing country fell from 90 in 2010 to 80 in 2015.

Assuming the index of its import prices remained constant at 110 between these two years, what
happened to its index of export prices?

27

fell by 10A

fell by 11B

increased by 10C

increased by 30D

What is not a limitation of the theory of comparative advantage?28

the movement of factors of production between countriesA

governments’ imposition of trade restrictionsB

one country being more efficient in the production of all goodsC

transport costs outweighing any comparative advantageD

What would not be included in the current account of the balance of payments?29

income earned outside the country that is transferred into the countryA

value of food and raw materials produced and consumed within the countryB

value of food and raw materials that are exportedC

value of telecommunications services that are importedD

A country has a current account deficit on its balance of payments. The government also has a
budget deficit.

Which measure to reduce the current account deficit will increase the budget deficit?

30

depreciating the exchange rateA

introducing quotas on importsB

raising tariffs on importsC

subsidising exportsD

11_9708_11_2025_1.8c© UCLES 2025
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The diagram shows changes in a country’s price level over a number of years.

During which period of time did only disinflation occur?

22

5

4

3

2

1

0

–1

–2

–3

2020 20252024202320222021

year

price

change

%

from the start of 2020 to the end of 2025A

from the start of 2021 to the end of 2022B

from the start of 2021 to the end of 2023C

from the start of 2023 to the end of 2024D

A government increases the basic rate of income tax to finance additional spending on
apprenticeships and training.

Which types of macroeconomic policy are being used?

23

supply side
policy

monetary
policy

fiscal policy

key✓✓✓A

✓ = used✗✓✓B

✗ = not used✓✗✓C

✓✓✗D
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Section B

Answer one question.

EITHER

2 (a) In 2022 the supply of root ginger from Nigeria, Africa’s biggest producer, fell by 20%. Market 
demand was expected to grow by more than 5%. 

  With the help of a demand and supply diagram, explain how the market equilibrium for root 
ginger in Nigeria is likely to change and consider how certain you are of the new market 
price. [8]

 (b) Assess the ways in which producers of root ginger might be able to stabilise their incomes.
 [12]

OR

3 (a) The Gini coefficient for South Korea was estimated to be 0.39 in 2019 and 0.33 in 2022. 

  Explain what this data means, how it might be used by the government of South Korea and 
consider its usefulness. [8]

 (b) Assess why it is easier for a government such as that of South Korea to redistribute income 
rather than redistribute wealth. [12]

Section C

Answer one question.
EITHER

4 (a) For your economy or for one that is known to you, explain three causes of inflation and 
consider which of these causes is likely to be most important in 2025. [8]

 (b) Assess whether supply-side policy or demand-side policy is the better way of reducing this 
inflation. [12]

OR

5 (a) Explain two reasons why an economy may have a deficit on the current account of its balance 
of payments and consider whether its government is likely to be concerned about this deficit.
 [8]

 (b) Assess whether it is better to use protectionist policies or contractionary policies to reduce a 
deficit on the current account of the balance of payments. [12]
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In the diagram, D is the demand curve of an agricultural commodity and S is the initial supply curve.

The government promises to maintain farmers’ incomes at least at this initial level. The harvests
in four subsequent years are shown by supply curves S1–S4.

15

6

5

4

3

2

1

0
1 2 3 4 5 6

quantity (’000 tonnes)

price
($)

S1

D

S

S2

S3

S4

How much in total will the government need to pay to support farmers over the four subsequent
years?

$10000D$6000C$3000B$0A

Price stability can be said to occur if the measured value of the consumer prices index (CPI) is
unchanged during the year.

Which statement is correct?

16

For price stability to occur, there must be no changes in prices of any products.A

For price stability to occur, the number of products whose prices rise must exactly match the
number whose prices fall.

B

If some prices rise and others fall, there cannot be price stability.C

Different weightings of items used in the calculation of CPI mean that price stability can occur
in many ways.

D

Based on the circular flow of income, which condition is necessary for an open economy to be in
equilibrium?

17

Government investment is equal to private investment.A

Planned injections are equal to planned withdrawals.B

Spending by households is equal to taxes collected by government.C

Value of export earnings is equal to expenditure on imports.D
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18	 The diagram shows the change in an economy’s rate of inflation over 4 years.

1
0

2 3 4
year

inflation rate
(%)

	 What happened to the general price level over the 4 years?

year 1 year 2 year 3 year 4

A constant constant decreased constant

B increased constant decreased decreased

C increased increased increased constant

D increased increased increased decreased

19	 The diagram shows the short-run Aggregate Supply (SRAS) curve of an economy.

	 At which equilibrium level of national income is a reduction in the rate of interest likely to cause the 
greatest inflationary increase for the economy?

price
level

O A B C D

SRAS

real national income
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