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6. International economic issues Starter Quiz ·课前小测

A-Level Economics Name: Score:

1. A country can make 10 units of wheat OR 5 units of cloth with the same resources. What is
the opportunity cost of 1 unit of cloth (in wheat)?

2. A tariff is:

□ a tax on imports

□ a limit on the quantity imported

□ a payment to domestic firms

□ a ban on exports

3. Exports total 500 and imports total 600. What is the trade balance (exports − imports)?

4. If 1 pound = 1.30 dollars, how many dollars do you get for 200 pounds?

5. Which is an expenditure-switching policy to reduce a current account deficit?

□ currency depreciation

□ raising income tax

□ cutting government spending

□ raising interest rates

6. Comparative advantage is based on which country has the lower:

□ opportunity cost

□ population

□ tax rate

□ exchange rate

7. The ”infant industry” argument says protection should be used to:

□ let a new industry grow until it can compete

□ protect a dominant monopoly

□ raise consumer prices permanently

□ ban all imports

8. Which is part of the current account?

A-Level Economics · Starter quiz 课前小测 12



□ trade in goods and services

□ the government budget

□ the money supply

□ interest rates

9. A country can have a comparative advantage in a good even if another country has an absolute
advantage in everything.

□ True □ False

10. Protectionism tends to raise prices for domestic consumers.

□ True □ False
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6. International economic issues Answers ·答案

A-Level Economics

1. 2

10 wheat ÷ 5 cloth = 2 wheat per cloth.

2. a tax on imports

A tariff is an import tax; a quota is a quantity limit; a subsidy pays home firms.

3. -100

500 − 600 = −100, a trade deficit of 100.

4. 260

200 × 1.30 = 260 dollars.

5. currency depreciation

Depreciation switches spending toward home goods; the others reduce total expenditure.

6. opportunity cost

Comparative advantage compares opportunity costs, not absolute resource use.

7. let a new industry grow until it can compete

Temporary protection while a young industry achieves economies of scale.

8. trade in goods and services

The current account records trade in goods/services, primary and secondary income.

9. True

Comparative advantage depends on relative opportunity cost, so trade still benefits both.

10. True

Tariffs and quotas reduce competition and raise prices.

A-Level Economics · Starter quiz 课前小测 34



A-LEVEL ECONOMICS • EXERCISE SHEET

6.1 The reasons for international trade

Name: Class: Date: Total: 23 marks

KEY WORDS comparative advantage比较优势• terms of trade贸易条件• international trade国际贸易
• absolute and comparative advantage绝对优势与比较优势 • opportunity cost机会成本

Objective
Build the skills to answer exam questions on the reasons for international trade 国
际贸易的原因 — absolute and comparative advantage 绝对优势与比较优势, the
terms of trade 贸易条件, and the limits of the theory.

You must be able to:

• define absolute and comparative advantage
• work out comparative advantage from opportunity-cost data
• analyse the gains from trade and the theory’s limits

1 Worked examples

Comparative advantage

Country ACountry B

1 cloth costs 2 wine

1 cloth costs 1 wine

cloth

wine

comparative advantage = lower opportunity cost

A country should make the good it gives up least to produce

With the same resources: A makes 20 wine or 10 cloth; B makes 5 wine or 5 cloth.

A-Level Economics • 6.1 The reasons for international trade 1
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• In A, 1 cloth costs 2 wine; in B, 1 cloth costs 1 wine → B has the comparative
advantage in cloth.

• A specialises in wine, B in cloth, they trade → both can consume more.

PPC

food

machines
constant opportunity cost

same extra food
costs more machines

food

machines
increasing opportunity cost

opportunity cost = goods forgone  ·  bowed-out PPC  increasing opportunity cost

Gains from trade: specialisation lets each country consume beyond its own PPC

• Terms of trade 贸易条件: the price of exports relative to imports.

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

2 Practice
2.1 Define the term comparative advantage. [2]

2.2 A country can make 30 units of food or 10 units of cloth. State the opportunity cost
of 1 unit of cloth. [1]

2.3 State one limitation of the theory of comparative advantage. [1]

A-Level Economics • 6.1 The reasons for international trade 2
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3 Exam-style questions
3.1 A country has a comparative advantage in a good if it can produce it at a: [1]

• A higher money price than other countries
• B lower opportunity cost than other countries
• C larger total quantity than other countries
• D higher quality than other countries

3.2 Explain how specialisation according to comparative advantage can raise total world
output. [6]

3.3 Discuss whether a country should always specialise in the goods in which it has a
comparative advantage. [12]

A-Level Economics • 6.1 The reasons for international trade 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 the ability to produce a good at a lower opportunity cost than another country (2
for a clear definition; 1 for a partial idea).

2.2 1 unit of cloth costs 3 units of food (30÷ 10 = 3) (1).

2.3 any one of: ignores transport costs; ignores trade barriers; assumes constant costs;
specialising is risky if the price falls (1).

3.1 B. Comparative advantage means a lower opportunity cost.

3.2 [6] AO1 1 + AO3 up to 5 — if each country makes the good it gives up least to
produce and trades for the rest, resources are used where they are most productive →
total output of both goods rises → trade lets both countries consume beyond their own
PPC.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: specialisation raises efficiency,
output and living standards. Against: over-reliance on one good is risky if its world
price falls; it can cause structural unemployment and the loss of strategic industries;
the theory ignores transport costs and barriers. Judgement: specialising on comparative
advantage usually raises welfare, but some diversification reduces risk — it depends on
the good’s price stability and the country’s flexibility.

A-Level Economics • 6.1 The reasons for international trade 5
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A-Level Economics: w25 11Name: 

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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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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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: w25 14Name: 

The table shows the terms of trade for an economy expressed as an index number for the period
2019 to 2021.

27

terms of
trade index
(2018 = 100)

year

101

104

109

2019

2020

2021

What can be concluded from the table?

The quantity of imports rose relative to the quantity of exports.A

The price of exports rose relative to the price of imports.B

The price of imports rose relative to the price of exports.C

The value of exports rose relative to the value of imports.D

Which explanation for a country choosing to engage in international trade is not valid?28

Engaging in international trade enables the country to achieve a higher average standard of
living.

A

Other countries are more efficient at producing some goods.B

There are some products that the country cannot produce.C

The country has a comparative advantage in the production of all of its goods compared to other
countries.

D

In which economic context is the term ‘protectionism’ usually applied?29

the protection of consumers against excessive pricesA

the protection of employees against exploitation by multinational companiesB

the protection of local producers against international competitorsC

the protection of the foreign exchange rate against currency speculatorsD

[Turn over11_9708_14_2025_1.16c© UCLES 2025
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A-Level Economics: s25 12

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: Specimen 1Name: 

12

9708/01/SP/23© UCLES 2020

25	 There is a rise in the exchange rate of the US$.

	 Which would cause the greatest increase in the US current account deficit?

	 A	 a high level of domestic unemployment

	 B	 a high price elasticity of demand for imports

	 C	 a low price elasticity of demand for exports

	 D	 a low rate of domestic inflation

26	 Since 2000 a country’s export prices have increased on average by 50% and its import prices by 
25%.

	 What is the current figure for the country’s terms of trade (2000 = 100)?

	 A	 75		  B	 83	 C	 120	 D	 125

27	 Each diagram shows the production possibility curves (PPCs) of two economies, X and Y, which 
produce food and clothes.

	 In which diagram would both economies benefit by specialising in the good in which they have 
comparative advantage and trading at an exchange rate of 1 unit of clothes to 1.5 units of food?

A DCB5
4

0
40 5

clothes

food

X

Y

0
0

5
4

2 5
clothes

food

X

Y

0
0

4

2

4
clothes

food

X

Y

0
0

4
3

1 2
clothes

food

X

Y

28	 Which government policy is most likely to focus on an increase in the quantity of skilled labour?

	 A	 exchange rate policy

	 B	 fiscal policy

	 C	 monetary policy

	 D	 supply-side policy

312



A-LEVEL ECONOMICS • EXERCISE SHEET

6.2 Protectionism

Name: Class: Date: Total: 26 marks

KEY WORDS tariff关税• protectionism贸易保护主义• quota配额• embargo禁运• subsidy补贴

Objective
Build the skills to answer exam questions on protectionism 贸易保护主义 — the tools
(tariff, quota, subsidy, embargo 关税、配额、补贴、禁运), the arguments for and
against, and the effects on stakeholders 利益相关者.

You must be able to:

• define the main protectionist tools and draw a tariff diagram
• explain the arguments for and against protection
• analyse the effect of a tariff on different stakeholders

1 Worked examples

A tariff

D

S

world
price

world
price+tarifftariff

revenue

imports before tariff

imports after

quantity

price
tariff: P   ·  imports shrink  ·  tax revenue

Domestic supply rises, demand falls, imports shrink; the box is tariff revenue

• Tariff 关税: a tax on imports (raises their price). Quota 配额: a legal limit on
import quantity.

A-Level Economics • 6.2 Protectionism 1
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• Arguments for: protect an infant industry幼稚产业, save jobs, stop dumping
倾销.

• Arguments against: higher prices, protects inefficiency, risks retaliation 报复.
• Stakeholders of a tariff: home producers gain, government gains revenue, con-

sumers lose, foreign producers lose.

the
current account

trade in goods
(physical exports & imports)

trade in services (tourism, banking)

primary income (wages, profit, interest)

secondary income (transfers, aid)

Protection is often aimed at the current account — the balance a tariff tries to
improve

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

2 Practice
2.1 Define the term tariff. [2]

2.2 State the difference between a tariff and a quota. [2]

2.3 State one argument in favour of protectionism. [1]

A-Level Economics • 6.2 Protectionism 2
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3 Exam-style questions
3.1 A quota is best described as: [1]

• A a tax on imports
• B a legal limit on the quantity of imports
• C a payment to domestic producers
• D a complete ban on trade

3.2 Using a tariff diagram, explain how a tariff affects domestic producers and con-
sumers. [8]

3.3 Discuss whether a government should use protectionism to support its domestic
industries. [12]

A-Level Economics • 6.2 Protectionism 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 tax on imports, which raises their price (2 for a clear definition; 1 for a partial
idea).

2.2 a tariff is a tax that raises the price of imports; a quota is a legal limit on the quantity
of imports (2 for a clear difference; 1 for a partial idea).

2.3 any one of: protect an infant industry; save jobs; prevent dumping; raise government
revenue (1).

3.1 B. A quota limits the quantity of imports.

3.2 [8] AO1 1 + AO3 diagram up to 4 (domestic S and D, world price, world price
+ tariff, imports shrink, revenue box) + AO2/AO3 up to 3 — the tariff raises the price
→ domestic producers supply more and gain, but consumers pay more and buy less, so
consumer surplus falls; the government collects tariff revenue.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: protects infant industries and
jobs, prevents dumping, raises revenue. Against: higher prices for consumers, protects
inefficient firms, risks retaliation and a trade war that harms exporters. Judgement:
limited, temporary protection of a genuine infant industry can be justified, but broad
long-term protection usually lowers welfare — it depends on the industry and the risk of
retaliation.

A-Level Economics • 6.2 Protectionism 5

17



A-Level Economics: w25 12Name: 

The diagram shows the effect of a government removing the tariff on imports of rice into its country.30

O

P1

Q1 Q2 Q3 Q4

P2 R X T U

VW

price
of rice

quantity of rice

Ddomestic

Sdomestic

Sworld

Sworld + tariff

How would the removal of this tariff affect the consumer surplus and the government's revenue?

government revenueconsumer surplus

decreases by WVTXincreases by VUTA

decreases by WVQ3Q2increases by VUTB

decreases by WVTXincreases by P1VUP2C

decreases by WVQ3Q2increases by P1VUP2D

12
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A-Level Economics: w25 14

What is characterised as a free good?1

one that has zero opportunity costA

one that is non-excludable and non-rivalrousB

one that is supplied by the government with no chargeC

one that receives a 100% government subsidyD

Which combination correctly identifies the rewards to each factor of production?2

landlabourenterprisecapital

wagesrentprofitinterestA

rentwagesprofitinterestB

rentwagesinterestprofitC

profitinterestwagesrentD

A government wants to move its economy away from central planning towards a market economy.

Which policy would be consistent with this aim?

3

introduce tariffs on imported goodsA

privatise the ownership of electricity generationB

provide free education for primary school pupilsC

reduce prices of foods such as wheat and riceD

A country is currently producing at output Z on production possibility curve XY. Its annual economic
growth rate is forecast to decline over the next ten years to 5% per year.

If the forecast is correct, which point represents its most likely economic output in 10 years?

4

O

capital

goods

consumer goods

Y

X

Z

A

D

B

C

11_9708_14_2025_1.16c© UCLES 2025
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Which increase makes cost-push inflation less likely to happen?19

indirect tax ratesA

raw material shortagesB

the foreign exchange rateC

trade union powerD

When calculating national income by the income method, what would not be included?20

income from abroadA

profits of private sector businessesB

rent from the ownership of landC

transfer paymentsD

What is an example of expansionary fiscal policy?21

an increase in income taxA

an increase in private sector investmentB

an increase in spending on public goodsC

an increase in the money supplyD

An economy has both increasing imported raw material prices and demand-pull inflation.

Which combination of policies is most likely to help its government achieve its macroeconomic
objective of price stability?

22

rate of interestexchange ratebudget deficit

decreasesdepreciatesdecreasesA

increasesappreciatesdecreasesB

decreasesdepreciatesincreasesC

increasesappreciatesincreasesD

What is an example of a supply-side policy?23

an import quota to restrict the supply of goodsA

a rise in interest rates to encourage the supply of savingsB

a specific tax on the supply of goods to raise revenueC

a subsidy to businesses to promote the supply of training coursesD

[Turn over11_9708_14_2025_1.16c© UCLES 2025
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A-Level Economics: w25 14Name: 

A worker earns $10000 and pays $1000 in income tax.

Another worker earns $30000 and pays $4500 in income tax.

A third worker earns $150000 and pays $50000 in income tax.

Which type of tax is this?

24

indirectA

progressiveB

proportionalC

regressiveD

An increase in interest rates is an example of which type of policy?25

contractionary fiscal policyA

contractionary monetary policyB

expansionary monetary policyC

restrictive supply-side policyD

For which government measure would both the outcomes shown be likely to benefit its economy?26

outcome 2outcome 1government measure

encourage illegal trade
and corruption

protect against import of
harmful materials

embargoesA

are a drain on
government expenditure

give home producers a
cost advantage

export subsidiesB

reduce balance of
payments deficit

restrict volume of
expensive imports

import quotasC

cause unemployment
due to rising costs of
imported raw materials

protect some jobs by
raising import prices

tariffsD

11_9708_14_2025_1.16c© UCLES 2025
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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: s25 11

What is not an example of monetary policy?21

a rise in import tariffs on manufactured goodsA

a rise in interest rates by the central bankB

a rise in credit regulationsC

a rise in the money supplyD

A government decides to raise most of its revenues from indirect taxes.

What would increase the effectiveness of this policy?

22

an increasing trend towards bartering of goodsA

increasing interest rates on household savingsB

increasing occurrence of informal markets in the economyC

placing taxes on goods and services which have a price-inelastic demandD

A government uses expansionary monetary policy over a three-year period.

Which combination identifies the likely impact of such a policy?

23

unemploymentprice levelreal GDP

fallingrisingfallingA

risingrisingrisingB

fallingrisingrisingC

risingfallingrisingD

What is not an example of an expansionary supply-side policy?24

a reduction in government spending on trainingA

an increase in support for technological improvementB

a reduction in payments to the unemployedC

an increase in privatisation of industryD

[Turn over06_9708_11_2025_1.12© UCLES 2025

9

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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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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29	 A small trading country decides on a policy of import substitution by producing more goods and 
services itself rather than purchasing them from other countries.

	 What is the most likely reason for this policy?

	 A	 to follow the principle of absolute advantage

	 B	 to influence world prices in international markets

	 C	 to protect local industries from foreign competition

	 D	 to substitute imported technology for local labour

30	 The monetary authorities of a country, whose currency is floating freely, raise the market rates of 
interest.

	 Other things being equal, the exchange rate of the currency is most likely to

	 A	 fall, as domestic fixed capital formation declines in response to higher rates of interest.

	 B	 fall, because the quantity of money must be reduced to cause rates of interest to rise.

	 C	 rise, as foreigners buy the domestic currency in order to hold assets with a higher yield.

	 D	 rise, as exporters increase the volume of exports to hold foreign currency.

320



A-LEVEL ECONOMICS • EXERCISE SHEET

6.3 Current account of the balance ofpayments

Name: Class: Date: Total: 24 marks

KEY WORDS current account经常账户• deficit赤字• balance of payments国际收支• current account deficit经常账户赤字
• primary income初次收入

Objective
Build the skills to answer exam questions on the current account of the balance of
payments经常账户 — its four parts, and the meaning of a deficit赤字 and a surplus
盈余.

You must be able to:

• state the four parts of the current account
• explain a current account deficit and surplus
• analyse the causes and consequences of a current account deficit

1 Worked examples

The current account

the
current account

trade in goods
(physical exports & imports)

trade in services (tourism, banking)

primary income (wages, profit, interest)

secondary income (transfers, aid)

Trade in goods + trade in services + primary income + secondary income

• Trade in goods 货物贸易 and trade in services 服务贸易 (exports − imports
of each).

• Primary income 初次收入: income from work and investment abroad. Sec-
ondary income 二次收入: transfers (e.g. aid).

A-Level Economics • 6.3 Current account of the balance of payments 1
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• Deficit 赤字: a country buys more from abroad than it sells. Surplus 盈余: the
opposite.

• A long deficit can mean rising debt to other countries.

D

S

D1

e0

e1

appreciation
(more demand

for pounds)

quantity of pounds

exchange
rate

floating: D and S set e  ·  D  appreciate

A current-account deficit puts downward pressure on a floating exchange rate

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

2 Practice
2.1 State the four parts of the current account. [2]

2.2 Define the term current account deficit. [2]

2.3 State one cause of a current account deficit. [1]

A-Level Economics • 6.3 Current account of the balance of payments 2

22



3 Exam-style questions
3.1 Which is part of the current account? [1]

• A the sale of government bonds to foreigners
• B trade in services
• C foreign direct investment
• D changes in foreign currency reserves

3.2 Explain two reasons why a country might run a current account deficit. [6]

3.3 Discuss whether a current account deficit is always a problem for an economy. [12]

A-Level Economics • 6.3 Current account of the balance of payments 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 trade in goods; trade in services; primary income; secondary income (2 for all four; 1
for two or three).

2.2 when the money leaving a country for imports and other current-account outflows
exceeds the money entering from exports and inflows (2 for a clear definition; 1 for a
partial idea).

2.3 any one of: a strong currency making exports dear; high domestic demand pulling in
imports; low competitiveness; high inflation (1).

3.1 B. Trade in services is part of the current account.

3.2 [6] For each of two reasons: AO1 1 + AO3 up to 2 — e.g. strong currency: a high
exchange rate makes exports dear and imports cheap → more imports, fewer exports →
deficit. High domestic demand: rising incomes raise spending on imports → the import
bill grows → deficit. Maximum 3 each.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. A problem if: it is large and
persistent, financed by rising debt, and signals poor competitiveness. Not always: a
deficit caused by importing capital goods can raise future capacity, and a country with
strong investment inflows can sustain it. Judgement: a small, temporary deficit from
investment is not a worry, but a large, persistent one financed by borrowing is — it
depends on the cause and how it is financed.

A-Level Economics • 6.3 Current account of the balance of payments 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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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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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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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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Which increase makes cost-push inflation less likely to happen?19

indirect tax ratesA

raw material shortagesB

the foreign exchange rateC

trade union powerD

When calculating national income by the income method, what would not be included?20

income from abroadA

profits of private sector businessesB

rent from the ownership of landC

transfer paymentsD

What is an example of expansionary fiscal policy?21

an increase in income taxA

an increase in private sector investmentB

an increase in spending on public goodsC

an increase in the money supplyD

An economy has both increasing imported raw material prices and demand-pull inflation.

Which combination of policies is most likely to help its government achieve its macroeconomic
objective of price stability?

22

rate of interestexchange ratebudget deficit

decreasesdepreciatesdecreasesA

increasesappreciatesdecreasesB

decreasesdepreciatesincreasesC

increasesappreciatesincreasesD

What is an example of a supply-side policy?23

an import quota to restrict the supply of goodsA

a rise in interest rates to encourage the supply of savingsB

a specific tax on the supply of goods to raise revenueC

a subsidy to businesses to promote the supply of training coursesD

[Turn over11_9708_14_2025_1.16c© 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: w25 23

4

9708/23/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) 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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Primary income and secondary income are components of the current account of the balance of
payments.

Which option correctly identifies an example of primary income and secondary income?

29

secondary incomeprimary income

income from profits earned abroadgovernment transfersA

dividends earned on foreign sharesincome from profits earned abroadB

government transfersincome from profits earned abroadC

income from profits earned abroadworkers’ remittancesD

The table shows the change in the value of UK sterling over a three-month period.30

SeptJune

£1 = $1.32£1 = $1.38

What is likely to be the short-term impact of the change in the value of UK sterling on the UK
economy?

increased disinflationA

increase in cost-push inflationB

more purchasing power of moneyC

reduced demand-pull inflationD

06_9708_11_2025_1.12© UCLES 2025

11

A-Level Economics: Specimen 1

10

9708/01/SP/23© UCLES 2020

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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6.4 Exchange rates

Name: Class: Date: Total: 27 marks

KEY WORDS exchange rate汇率• floating浮动汇率• depreciation贬值• fixed固定汇率• appreciation升值

Objective
Build the skills to answer exam questions on exchange rates 汇率 — floating, fixed
and managed 浮动、固定、管理浮动 systems, and appreciation and depreciation
升值与贬值 and their effects.

You must be able to:

• define the three exchange-rate systems
• explain how demand and supply set a floating rate
• analyse the effects of a depreciation on trade and inflation

1 Worked examples

A floating exchange rate

D

S

D1

e0

e1

appreciation
(more demand

for pounds)

quantity of pounds

exchange
rate

floating: D and S set e  ·  D  appreciate

A floating rate is set where demand for the currency meets supply

• Floating 浮动汇率: set by demand and supply. Fixed 固定汇率: held by the
central bank. Managed 管理浮动: mostly floats, occasional intervention.

A-Level Economics • 6.4 Exchange rates 1
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• Appreciation 升值: the currency rises → exports dearer, imports cheaper.
• Depreciation贬值: the currency falls → exports cheaper, imports dearer → can

help the current account but raise inflation.

depreciation

balance = 0

current account

time
first worse

then better

J-curve: after depreciation, CA first worse then better

The J-curve: a depreciation worsens the trade balance before it improves (volumes
adjust slowly)

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

2 Practice
2.1 Define the term exchange rate. [2]

2.2 State the effect of a depreciation on the price of exports and imports. [2]

2.3 State the difference between a floating and a fixed exchange rate. [2]

A-Level Economics • 6.4 Exchange rates 2
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3 Exam-style questions
3.1 A depreciation of a country’s currency will make its: [1]

• A exports dearer and imports cheaper
• B exports cheaper and imports dearer
• C exports and imports both cheaper
• D exports and imports both dearer

3.2 Using a currency demand and supply diagram, explain how a rise in demand for a
country’s exports affects its exchange rate. [8]

3.3 Discuss whether a depreciation of the currency is good for an economy. [12]

A-Level Economics • 6.4 Exchange rates 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 the price of one currency in terms of another (2 for a clear definition; 1 for a partial
idea).

2.2 exports become cheaper (to foreigners) and imports become dearer (2 for both; 1 for
one).

2.3 a floating rate is set freely by demand and supply; a fixed rate is held at a set value
by the central bank (2 for a clear difference; 1 for a partial idea).

3.1 B. A depreciation makes exports cheaper and imports dearer.

3.2 [8] AO1 1 + AO3 diagram up to 4 (demand for the currency shifts right, rate
rises) + AO2/AO3 up to 3 — foreigners buying more exports must buy the currency →
demand for it rises → with supply unchanged, the exchange rate rises (an appreciation).

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Good: cheaper exports and dearer
imports can raise net exports, improving the current account and supporting jobs. Bad:
dearer imports raise costs and can cause cost-push inflation; the benefit depends on the
Marshall–Lerner condition (elastic demand) and may be slow (the J-curve). Judge-
ment: a depreciation helps if export and import demand are elastic, but it risks inflation
— its effect depends on elasticities and the cause of the fall.

A-Level Economics • 6.4 Exchange rates 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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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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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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Both the US and the EU operate in floating exchange rate markets.

The rate of exchange fluctuated greatly during the period shown.

30

US dollar–euro
rate of exchange

year

0.84 dollars per euro2000

1.59 dollars per euro2008

1.00 dollar per euro2022

What would explain the changes in the US dollar–euro rate of exchange?

changes in the supply and demand for dollars and euros in the foreign exchange marketA

continuous appreciation of the US dollar throughout the periodB

continuous depreciation of the US dollar throughout the periodC

restraints placed by trade agreements on the rate of exchangeD

11_9708_14_2025_1.16c© UCLES 2025
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Primary income and secondary income are components of the current account of the balance of
payments.

Which option correctly identifies an example of primary income and secondary income?

29

secondary incomeprimary income

income from profits earned abroadgovernment transfersA

dividends earned on foreign sharesincome from profits earned abroadB

government transfersincome from profits earned abroadC

income from profits earned abroadworkers’ remittancesD

The table shows the change in the value of UK sterling over a three-month period.30

SeptJune

£1 = $1.32£1 = $1.38

What is likely to be the short-term impact of the change in the value of UK sterling on the UK
economy?

increased disinflationA

increase in cost-push inflationB

more purchasing power of moneyC

reduced demand-pull inflationD

06_9708_11_2025_1.12© UCLES 2025
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25	 There is a rise in the exchange rate of the US$.

	 Which would cause the greatest increase in the US current account deficit?

	 A	 a high level of domestic unemployment

	 B	 a high price elasticity of demand for imports

	 C	 a low price elasticity of demand for exports

	 D	 a low rate of domestic inflation

26	 Since 2000 a country’s export prices have increased on average by 50% and its import prices by 
25%.

	 What is the current figure for the country’s terms of trade (2000 = 100)?

	 A	 75		  B	 83	 C	 120	 D	 125

27	 Each diagram shows the production possibility curves (PPCs) of two economies, X and Y, which 
produce food and clothes.

	 In which diagram would both economies benefit by specialising in the good in which they have 
comparative advantage and trading at an exchange rate of 1 unit of clothes to 1.5 units of food?

A DCB5
4

0
40 5

clothes

food

X

Y

0
0

5
4

2 5
clothes

food

X

Y

0
0

4

2

4
clothes

food

X

Y

0
0

4
3

1 2
clothes

food

X

Y

28	 Which government policy is most likely to focus on an increase in the quantity of skilled labour?

	 A	 exchange rate policy

	 B	 fiscal policy

	 C	 monetary policy

	 D	 supply-side policy
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29	 A small trading country decides on a policy of import substitution by producing more goods and 
services itself rather than purchasing them from other countries.

	 What is the most likely reason for this policy?

	 A	 to follow the principle of absolute advantage

	 B	 to influence world prices in international markets

	 C	 to protect local industries from foreign competition

	 D	 to substitute imported technology for local labour

30	 The monetary authorities of a country, whose currency is floating freely, raise the market rates of 
interest.

	 Other things being equal, the exchange rate of the currency is most likely to

	 A	 fall, as domestic fixed capital formation declines in response to higher rates of interest.

	 B	 fall, because the quantity of money must be reduced to cause rates of interest to rise.

	 C	 rise, as foreigners buy the domestic currency in order to hold assets with a higher yield.

	 D	 rise, as exporters increase the volume of exports to hold foreign currency.
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KEY WORDS expenditure-switching支出转换• expenditure-reducing支出减少• supply-side供给侧
• competitiveness竞争力 • current account经常账户

Objective
Build the skills to answer exam questions on policies to correct a current account im-
balance纠正经常账户失衡的政策— expenditure-reducing, expenditure-switching
and supply-side 支出减少、支出转换、供给侧 policies.

You must be able to:

• describe the three types of policy to correct a deficit
• explain how each one works and its side effects
• analyse and evaluate the best policy for a deficit

1 Worked examples

Correcting a deficit

D

S

world
price

world
price+tarifftariff

revenue

imports before tariff

imports after

quantity

price
tariff: P   ·  imports shrink  ·  tax revenue

Three routes to a smaller deficit, each with side effects
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• Expenditure-reducing 支出减少: higher taxes/interest rates lower demand →
fewer imports — but slows growth, raises unemployment.

• Expenditure-switching支出转换: a tariff or lower exchange rate moves spend-
ing to home goods — but risks retaliation or inflation.

D

S

D1

e0

e1

appreciation
(more demand

for pounds)

quantity of pounds

exchange
rate

floating: D and S set e  ·  D  appreciate

A lower exchange rate is the main expenditure-switching policy for a deficit

• Supply-side 供给侧: raise competitiveness 竞争力 (skills, technology) so ex-
ports rise — best long-run, but slow.

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

2 Practice
2.1 Define the term expenditure-switching policy. [2]

2.2 State one expenditure-reducing policy. [1]

2.3 State one drawback of using expenditure-reducing policy to cut a deficit. [1]

A-Level Economics • 6.5 Policies to correct imbalances in the current account 2
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3 Exam-style questions
3.1 A depreciation of the currency to reduce a current account deficit is an example
of: [1]

• A an expenditure-reducing policy
• B an expenditure-switching policy
• C a supply-side policy
• D a contractionary monetary policy

3.2 Explain how an expenditure-switching policy could reduce a current account deficit.[6]

3.3 Discuss the best way for a government to reduce a large current account deficit. [12]

A-Level Economics • 6.5 Policies to correct imbalances in the current account 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 policy that moves spending away from imports towards domestically produced
goods, e.g. a tariff or a lower exchange rate (2 for a clear definition; 1 for a partial idea).

2.2 any one of: higher taxes; higher interest rates (1).

2.3 any one of: slower economic growth; higher unemployment (1).

3.1 B. A depreciation switches spending to home goods, so it is expenditure-switching.

3.2 [6] AO1 1 + AO3 up to 5 — a depreciation (or tariff) makes imports dearer and
exports cheaper → consumers switch from imports to home goods and foreigners buy
more exports → imports fall and exports rise → the deficit narrows (if demand is elastic
enough).

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Expenditure-reducing: cuts imports
fast but harms growth and jobs. Expenditure-switching: a depreciation or tariff helps
if demand is elastic but risks inflation/retaliation. Supply-side: raises competitiveness
for a lasting fix but is slow and costly. Judgement: the best mix depends on the cause and
size of the deficit and the time available — supply-side measures give the most durable
solution, but short-run support may be needed first.

A-Level Economics • 6.5 Policies to correct imbalances in the current account 5
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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]
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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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