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9. The macroeconomy (A Level) Starter Quiz ·课前小测

A-Level Economics Name: Score:

1. If the marginal propensity to consume is 0.75, what is the multiplier = 1/(1 − MPC)?

2. Which is a benefit of economic growth?

□ higher living standards and more jobs

□ guaranteed lower inflation

□ automatic equality

□ less government revenue

3. There are 3 million unemployed in a labour force of 40 million. What is the unemployment rate
(%)?

4. Using money to compare the value of different goods is its role as a:

□ unit of account

□ medium of exchange

□ store of value

□ standard of deferred payment

5. Which is an injection into the circular flow?

□ government spending

□ saving

□ imports

□ taxation

6. A potential cost of rapid economic growth is:

□ environmental damage and resource depletion

□ falling incomes

□ higher unemployment always

□ lower GDP

7. Unemployment caused by a mismatch between workers’ skills and available jobs is:

□ structural

□ frictional
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□ cyclical

□ seasonal

8. Commercial banks create money when they make loans.

□ True □ False

9. A higher rate of saving or imports reduces the size of the multiplier.

□ True □ False

10. Sustainable development meets present needs without compromising those of future generations.

□ True □ False

A-Level Economics · Starter quiz 课前小测 23



9. The macroeconomy (A Level) Answers ·答案

A-Level Economics

1. 4

1 / (1 − 0.75) = 1 / 0.25 = 4.

2. higher living standards and more jobs

Growth raises incomes, employment and tax revenue for public services.

3. 7.5

(3 / 40) × 100 = 7.5%.

4. unit of account

A unit of account lets us measure and compare values.

5. government spending

Injections are I, G, X; saving, taxes and imports are withdrawals.

6. environmental damage and resource depletion

Growth can deplete resources and damage the environment, among other costs.

7. structural

Structural unemployment comes from industry/skill mismatch (e.g. declining industries).

8. True

Lending creates new deposits — most money is bank-created credit, not cash.

9. True

More leaks out of the flow each round, so re-spending — and the multiplier — is smaller.

10. True

That is the standard (Brundtland) definition of sustainable development.
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A-LEVEL ECONOMICS • EXERCISE SHEET

9.1 The circular flow of income

Name: Class: Date: Total: 19 marks

KEY WORDS multiplier乘数• marginal propensity to save边际储蓄倾向• investment投资• accelerator加速数
• leakages漏出

Objective
Build the skills to answer exam questions on the circular flow of income 收入循
环流 at A Level — the multiplier 乘数, the accelerator 加速数, and what drives
consumption, saving and investment 消费、储蓄与投资.

You must be able to:

• calculate the multiplier from the MPC
• explain the accelerator
• analyse the determinants of consumption, saving and investment

1 Worked examples

The multiplier

1 2 3 4 5 6 7

total = injection
1 MPC = 5 ×  injection

cumulative
income

spending in
each round

round of spending

extra income
k = 1/(1 MPC)  ·  successive spending rounds

Each round of spending is smaller by the MPC

multiplier = 1

1−MPC

A-Level Economics • 9.1 The circular flow of income 1
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• Worked: if MPC = 0.8, multiplier = 1
1−0.8

= 5 → a $10m injection raises income
by $50m.

• A bigger MPC (smaller leakages) gives a bigger multiplier.

Households Firms

incomes (wages, rent, interest, profit)

spending on goods and services

saving taxation imports
leakages

investment government
spending

exports

injections

The multiplier works inside the circular flow: an injection circulates as repeated
spending

• Accelerator 加速数: investment depends on the rate of change of output.

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

A-Level Economics • 9.1 The circular flow of income 2
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2 Practice
2.1 Define the term multiplier. [2]

2.2 The marginal propensity to consume is 0.75. Calculate the multiplier. [2]

2.3 State two factors that influence the level of investment. [2]

3 Exam-style questions
3.1 The value of the multiplier rises when: [1]

• A the marginal propensity to consume rises
• B the marginal propensity to save rises
• C the marginal propensity to import rises
• D the tax rate rises

3.2 The MPC is 0.6 and the government raises spending by $20m.

(a) Calculate the multiplier. [2]

(b) Calculate the total rise in national income. [2]

3.3 Discuss the usefulness of the multiplier concept for a government planning to increase
its spending. [8]

A-Level Economics • 9.1 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 the ratio of the final change in national income to the initial change in injections that
caused it (2 for a clear definition; 1 for a partial idea).

2.2 1
1−0.75

= 1
0.25

= 4 (2; award 1 for a correct method with the wrong figure).

2.3 any two of: interest rates; expected profit; technology; business confidence (1 + 1).

3.1 A. A higher MPC means smaller leakages, so the multiplier rises.

3.2 (a) multiplier = 1
1−0.6

= 2.5 (2). (b) total rise = 2.5 × $20m = $50m (2; allow
follow-through from (a)).

3.3 [8] AO1/AO2/AO3 up to 5 + AO4 up to 3. Useful: the multiplier shows that an
injection raises income by more than itself, helping the government estimate the full effect
of its spending on output and jobs. Limits: the real MPC is hard to measure and varies,
leakages (saving, tax, imports) shrink the effect, and crowding out or full capacity can
offset it. Judgement: the multiplier is a useful planning guide but only an estimate —
its reliability depends on the size of leakages and spare capacity.

A-Level Economics • 9.1 The circular flow of income 5
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A-Level Economics: w25 31Name: 

What is a likely consequence of an increase in government spending on education?18

increase in the supply of unskilled labourA

increase in occupational mobilityB

increase in the rate of unemploymentC

increase in trade union powerD

A country’s trade balance has worsened. The country has a fixed exchange rate. 

Which additional changes for unemployment and price level are likely to follow?

19

the price level
the level of

unemployment

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD

What may prevent a government achieving a faster rate of growth of real GDP?20

The multiplier has a small value.A

The consumer price index is below its target set by the central bank.B

The economy is operating on the vertical section of the long-run aggregate supply curve.C

There is a large negative output gap in the economy.D

A fall in domestic investment leads to an increase in unemployment. 

Which other economic problem is likely to occur as a result?

21

an increase in interest rates on loans for house purchasesA

an increase in the current account balance of payments deficitB

an increase in the government budget deficitC

an increase in the rate of price inflationD

[Turn over11_9708_31_2025_1.6© UCLES 2025

9

To overcome deflation in an economy the government increases the size of its budget deficit and

funds this by increasing the money supply.

What is most likely to reduce the effectiveness of these measures?

22

a high marginal propensity to saveA

a rise in business confidenceB

an inelastic demand for moneyC

low cash deposit ratios for commercial banksD

The diagram shows the aggregate demand, AD, and aggregate supply, AS, curves for an economy.

The initial equilibrium is at point E. There is a revaluation of the exchange rate.

If the Marshall-Lerner rule applies, which point on the diagram would show the new long-run

equilibrium?

23

O

price
level

national income

AD1

AS1

AS0

AS2

AD0

AD2

E
A

B

C

D

Whatdoes theKuznets curve showabout the relationshipbetweeneconomicdevelopment and inequality?24

the Gini coefficient initially falls as countries develop from low to high income levelsA

the Gini coefficient initially rises as countries develop from low to high income levelsB

there is always a negative relationship between GDP per capita and the Gini coefficientC

there is always a positive relationship between GDP per capita and the Gini coefficientD

11_9708_31_2025_1.6© UCLES 2025
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A-Level Economics: w25 32

What is most likely to increase if an economy enters a negative output gap?17

business confidenceA

economic growth rateB

inflation rateC

unemployment rateD

A country with a managed exchange rate has a persistent deficit on the current account of the
balance of payments. It devalues its currency to reduce this deficit.

Under which conditions will a devaluation help the government to achieve its four main
macroeconomic objectives?

18

level of employment
Marshall−Lerner
condition satisfied

below full employmentnoA

full employmentnoB

below full employmentyesC

full employmentyesD

What would cause an individual’s demand curve for an active money balance to move to the left?19

an increase in the frequency of income paymentsA

an increase in the general price levelB

an increase in the individual’s incomeC

an increase in the rate of interestD

A government funds an increase in transfer payments to the unemployed by increasing the higher
rate of income tax.

What is the most likely impact of this change?

20

government borrowing increasesA

the incentive to work increasesB

the marginal propensity to consume increasesC

the quantity of imports increasesD

11_9708_32_2025_1.6c© UCLES 2025
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A-Level Economics: w25 33

Sometimes monetary policy is ineffective. The supply of money (MS) is assumed to be controlled
by the central bank. The demand for money is LP. There has been an increase in real income in
the economy.

Which position on the diagram makes expansionary monetary policy ineffective?

14

O

rate of

interest

LP1 LP2

LP

MS2MS1 MS3

A

B

D

C

quantity of money

Which policy is most likely to lead to a reduction in the natural rate of unemployment?15

an increase in government expenditure on goods and servicesA

an increase in government expenditure on training schemes to address skill shortagesB

an increase in the period when the unemployed are eligible for welfare benefitsC

an increase in the minimum wageD

On a diagram showing a production possibility curve, what definitely represents long-run economic
growth?

16

a change in the slope of the curveA

a movement from a point below the curve to a point on the curveB

a movement from one point to another along a given curveC

an outward shift of the curveD

© UCLES 2025
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A-Level Economics: w25 34Name: 

The diagram represents the demand and supply of labour in a competitive industry.14

wage

O

labour

W

L

S

D

What is true about unit of labour L when they are paid wage W?

L is paid only economic rent.A

L is paid an element of economic rent and transfer earnings.B

L is paid below transfer earnings and leaves the industry.C

L is paid exactly transfer earnings and remains in work.D

What leads to an inflationary gap?15

Aggregate demand is greater than the maximum potential output of the economy.A

Investment increases at a greater rate than profits received by a firm.B

The economy is operating below its full capacity.C

Innovation results in increased productivity in the economy.D

An open economy has a positive output gap.

What is likely to be decreasing?

16

expenditure on importsA

leisure time of workersB

nominal wage ratesC

the general price levelD

11_9708_34_2025_1.9© UCLES 2025

6

In a two-sector economy, autonomous consumer expenditure increases by $100 billion, autonomous
investment expenditure increases by $200 billion, and the marginal propensity to consume is 0.5.

What will the increase in National Income be?

17

$150 billionA

$300 billionB

$450 billionC

$600 billionD

Which government policy is least likely to promote inclusive economic growth?18

increasing the national minimum wageA

investment in transport and infrastructureB

legislation reducing the power of trade unionsC

using taxes and transfer payments to redistribute incomeD

What is an example of a demand-side macroeconomic policy that would reduce cyclical
unemployment?

19

an increase in government spending on new infrastructure such as roadsA

an increase in government spending on retraining workersB

a reduction in the rate of tax on importsC

an increase in the rate of tax on goods and servicesD

[Turn over11_9708_34_2025_1.9© UCLES 2025
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A-LEVEL ECONOMICS • EXERCISE SHEET

9.2 Economic growth and sustainabil-
ity

Name: Class: Date: Total: 24 marks

KEY WORDS output gap产出缺口 • sustainable growth可持续增长 • economic growth经济增长
• potential growth潜在增长 • sustainability可持续性

Objective
Build the skills to answer exam questions on economic growth and sustainability经
济增长与可持续性 — actual versus potential 实际与潜在 growth, the output gap
产出缺口, and sustainable growth 可持续增长.

You must be able to:

• distinguish actual from potential growth and define the output gap
• explain a positive and a negative output gap
• analyse the tension between growth and sustainability

1 Worked examples

The output gap and sustainability

potential
output

actual
output

positive
gap negative

gap

time

real
output

+ gap: inflationary  ·   gap: spare capacity / unemployment

A positive gap is inflationary; a negative gap means spare capacity

A-Level Economics • 9.2 Economic growth and sustainability 1
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• Actual growth 实际增长: real output that happens. Potential growth 潜在
增长: a rise in capacity.

• Output gap 产出缺口: actual − potential. Positive gap (above potential) →
inflation; negative gap → unemployment.

• Sustainable growth 可持续增长: meets today’s needs without harming future
generations.

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

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

Sustainable growth comes from shifting LRAS right (capacity), not just boosting AD

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

2 Practice
2.1 Define the term output gap. [2]

2.2 State what a positive output gap tends to cause. [1]

2.3 Define the term sustainable growth. [2]

A-Level Economics • 9.2 Economic growth and sustainability 2
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3 Exam-style questions
3.1 A negative output gap is associated with: [1]

• A rising inflation and full capacity
• B spare capacity and unemployment
• C an outward shift of the PPC
• D a current account surplus

3.2 Explain the difference between actual and potential economic growth. [6]

3.3 Discuss whether economic growth can be sustainable. [12]

A-Level Economics • 9.2 Economic growth and sustainability 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 difference between an economy’s actual output and its potential (full-capacity)
output (2 for a clear definition; 1 for a partial idea).

2.2 inflationary pressure (1).

2.3 growth that meets the needs of the present without reducing the ability of future
generations to meet their own needs (2 for a clear definition; 1 for a partial idea).

3.1 B. A negative output gap means spare capacity and unemployment.

3.2 [6] AO1 2 + AO3 up to 4 — actual growth is the real rise in output that occurs (a
movement towards or along the PPC/LRAS); potential growth is a rise in the economy’s
productive capacity (the PPC/LRAS shifting outward) → one is what is produced, the
other is what could be produced.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: growth from better technol-
ogy, education and renewable resources can raise output without exhausting resources or
harming the environment. Against: fast growth often uses non-renewable resources and
causes pollution, threatening future generations. Judgement: growth can be sustainable
if it is based on productivity, clean technology and renewable resources, but unchecked
resource-heavy growth is not — it depends on how growth is achieved.

A-Level Economics • 9.2 Economic growth and sustainability 5

16



A-Level Economics: w25 33Name: 

Which method of government intervention may correct market failure caused by the
under-consumption of a merit good?

10

minimum priceA

privatisationB

indirect taxationC

subsidyD

Some governments introduce rent controls (maximum prices) on houses rented from private
landlords. They impose such rent controls to improve living standards for individuals with low
incomes.

What might be the effects of rent controls in the long run?

11

The long-run supply of rental houses will contract.A

The number of unoccupied privately rented houses will increase over time.B

The price of owner-occupied houses will increase.C

There will be no effect on the supply of rental housing.D

To reduce the damage done by cigarette smoking, the government of a country increases the
indirect tax on cigarettes and makes it illegal to smoke in public.

Which combination of circumstances is most likely to result in government failure in its attempt to
reduce the damage done by cigarette smoking?

12

government spending
on law enforcement

price elasticity of
demand for cigarettes

high> 1A

low> 1B

high< 1C

low< 1D

Which stage of the business (trade) cycle is most likely to be characterised by an increasing negative
output gap?

13

boomA

recessionB

recoveryC

troughD

[Turn over© UCLES 2025
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11_9708_33_2025_1.7b

A government reduces both the income tax paid by all earners and the amount of means-tested
benefits paid to those receiving low or no incomes.

What is most likely to be its objective?

23

a more equitable income distributionA

a reduction in the rate of inflationB

a reduction in the trade deficitC

an increase in the rate of economic growthD

What is not a likely feature of a customs union?24

common external tariffs with non-member nationsA

elimination of tariffs between member nationsB

elimination of quotas between member nationsC

shared common currency among member nationsD

A central bank officially lowers the price of its currency relative to an agreed rate in terms of other
currencies.

What type of central bank policy is this?

25

appreciationA

depreciationB

devaluationC

revaluationD

Which combination of events would cause the biggest increase in real GDP per capita?26

general price levelpopulationGDP

fallsfallsrisesA

risesfallsrisesB

fallsrisesrisesC

risesrisesrisesD

[Turn over© UCLES 2025
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A-Level Economics: w25 34

The diagram represents the demand and supply of labour in a competitive industry.14

wage

O

labour

W

L

S

D

What is true about unit of labour L when they are paid wage W?

L is paid only economic rent.A

L is paid an element of economic rent and transfer earnings.B

L is paid below transfer earnings and leaves the industry.C

L is paid exactly transfer earnings and remains in work.D

What leads to an inflationary gap?15

Aggregate demand is greater than the maximum potential output of the economy.A

Investment increases at a greater rate than profits received by a firm.B

The economy is operating below its full capacity.C

Innovation results in increased productivity in the economy.D

An open economy has a positive output gap.

What is likely to be decreasing?

16

expenditure on importsA

leisure time of workersB

nominal wage ratesC

the general price levelD

11_9708_34_2025_1.9© UCLES 2025
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What might cause income inequality to worsen in a country?27

increased discriminationA

increased labour market participationB

increased skill level of workersC

increased welfare paymentsD

A multinational company is planning to invest in a new factory in a low-income country.

What is not a possible benefit to the low-income country?

28

acquiring improved technologyA

better training for the workforceB

extra tax revenue for the governmentC

increased competition for small domestic producersD

A country with fixed exchange rates faces a surplus on its current account.

Which policy is most desirable to maintain the fixed exchange rate?

29

an increase in subsidies given to exportersA

the imposition of trade barriers on the import of non-essential goodsB

the sale of foreign currencies in the foreign exchange marketC

the use of expansionary monetary policyD

Which criticism of foreign direct investment (FDI) is least valid?30

It encourages competition, reduces prices and forces the less efficient domestic firms to leave
the market.

A

It brings workers from its own country and provides only low paying jobs to low skilled local
workers.

B

It is usually withdrawn quickly in case of a global crisis, making developing countries more
vulnerable to global shocks.

C

Its actions often result in environmental degradation, and over exploitation of natural resources.D

11_9708_34_2025_1.9© UCLES 2025
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A-LEVEL ECONOMICS • EXERCISE SHEET

9.3 Employment/unemployment

Name: Class: Date: Total: 24 marks

KEY WORDS natural rate自然失业率• phillips curve菲利普斯曲线• structural unemployment结构性失业
• employment and unemployment就业与失业 • unemployment失业

Objective
Build the skills to answer exam questions on employment and unemployment 就业
与失业 at A Level — the types of unemployment, the natural rate 自然失业率, and
the Phillips curve 菲利普斯曲线.

You must be able to:

• distinguish the types of unemployment and define the natural rate
• explain the short-run and long-run Phillips curve
• analyse the unemployment–inflation trade-off

1 Worked examples

The Phillips curve

short-run
Phillips curve

long-run
Phillips curve

natural rate

unemployment rate

inflation
rate

SR: trade-off  ·  LR: vertical at Un

Short run: a trade-off; long run: vertical at the natural rate

• Natural rate of unemployment 自然失业率: what remains when the labour

A-Level Economics • 9.3 Employment/unemployment 1
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market is in balance (frictional + structural) — not removable by raising demand
alone.

• Short-run Phillips curve: lower unemployment ↔ higher inflation (a trade-off).
• Long-run Phillips curve: vertical at the natural rate — no lasting trade-off

once inflation is expected.

D = MRP

S

W *

L * quantity of labour

wage

competitive: W * = MRP at L *

The natural rate is rooted in the labour market — frictional and structural
unemployment at the equilibrium wage

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

2 Practice
2.1 Define the term natural rate of unemployment. [2]

2.2 State what the short-run Phillips curve shows. [2]

2.3 State the shape of the long-run Phillips curve. [1]

A-Level Economics • 9.3 Employment/unemployment 2

19



3 Exam-style questions
3.1 The long-run Phillips curve is: [1]

• A downward sloping
• B upward sloping
• C vertical at the natural rate of unemployment
• D horizontal

3.2 Explain the short-run trade-off between unemployment and inflation. [6]

3.3 Discuss whether a government can permanently reduce unemployment below the
natural rate. [12]

A-Level Economics • 9.3 Employment/unemployment 3
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A-Level Economics • 9.3 Employment/unemployment 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 rate of unemployment that remains when the labour market is in equilibrium —
mainly frictional and structural unemployment (2 for a clear definition; 1 for a partial
idea).

2.2 an inverse (trade-off) relationship between unemployment and inflation — lower
unemployment comes with higher inflation (2 for a clear statement; 1 for a partial idea).

2.3 vertical (at the natural rate) (1).

3.1 C. The long-run Phillips curve is vertical at the natural rate.

3.2 [6] AO1 1 + AO3 up to 5 — to cut unemployment, a government raises aggregate
demand → firms hire more, but stronger demand pushes up wages and prices → inflation
rises → so in the short run lower unemployment is bought at the cost of higher inflation
(a movement along the short-run Phillips curve).

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Short run: raising demand can
cut unemployment below the natural rate for a while. Long run: once workers expect
higher inflation, they demand higher wages → unemployment returns to the natural rate
while inflation stays high → the long-run Phillips curve is vertical. Judgement: demand
policy cannot permanently lower unemployment below the natural rate; only supply-side
policies that cut the natural rate (better skills, more flexible labour markets) can — it
depends on tackling frictional and structural unemployment.

A-Level Economics • 9.3 Employment/unemployment 5
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A-LEVEL ECONOMICS • EXERCISE SHEET

9.4 Money and banking

Name: Class: Date: Total: 25 marks

KEY WORDS liquidity流动性• interest rate利率• liquidity preference流动性偏好• money supply货币供给
• moral hazard道德风险

Objective
Build the skills to answer exam questions on money and banking 货币与银行 — the
functions of money 货币职能, the role of the central and commercial banks 中央
与商业银行, liquidity preference 流动性偏好, and moral hazard 道德风险.

You must be able to:

• state the four functions of money
• explain the roles of central and commercial banks
• analyse how the interest rate is set and the risk of moral hazard

1 Worked examples

Money and the money market

Md

Ms Ms1

r *

r1

more money,
lower interest rate

quantity of money

interest
rate

Ms r   (liquidity preference)

A larger money supply tends to lower the interest rate

• Four functions of money: medium of exchange 交换媒介, store of value

A-Level Economics • 9.4 Money and banking 1
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价值储藏, unit of account 记账单位, standard of deferred payment 延期支
付标准.

money

medium of exchange store of value

unit of account standard of
deferred payment

The four functions of money, which a definition question expects you to name

• Central bank 中央银行: issues notes, runs monetary policy, lender of last
resort 最后贷款人. Commercial banks create money by lending.

• Liquidity preference 流动性偏好: the demand to hold money → with money
supply, sets the interest rate 利率.

• Moral hazard 道德风险: banks take bigger risks if they expect a bailout.

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

2 Practice
2.1 State the four functions of money. [2]

2.2 Define the term liquidity preference. [2]

2.3 Define the term moral hazard. [2]

A-Level Economics • 9.4 Money and banking 2
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3 Exam-style questions
3.1 Which is not a function of money? [1]

• A a medium of exchange
• B a store of value
• C a factor of production
• D a unit of account

3.2 Explain how an increase in the money supply affects the interest rate. [6]

3.3 Discuss whether moral hazard means governments should never rescue failing banks.[12]
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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 medium of exchange; store of value; unit of account; standard of deferred payment
(2 for all four; 1 for two or three).

2.2 the demand to hold money rather than other assets, because of its liquidity (the
ability to spend it at once) (2 for a clear definition; 1 for a partial idea).

2.3 the risk that a party takes bigger risks because it expects to be protected from the
consequences (e.g. a bank expecting a bailout) (2 for a clear definition; 1 for a partial
idea).

3.1 C. A factor of production is not a function of money.

3.2 [6] AO1 1 + AO3 up to 5 — with money demand (liquidity preference) downward-
sloping, a larger money supply means there is more money than people wish to hold at
the current rate → they lend the surplus, bidding the interest rate down → the rate falls
until demand for money equals the new, larger supply.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For not rescuing: bailouts create
moral hazard — banks lend recklessly expecting rescue, raising future risk. Against:
letting a major bank fail can trigger a wider financial crisis, freezing lending and harming
the whole economy. Judgement: a blanket “never rescue” rule is risky; the better answer
is to rescue only where failure threatens the system, while adding regulation to limit
moral hazard — it depends on the bank’s systemic importance.
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Which statement about the quantity theory of money is correct?14

It suggests changes in liquidity preference lead to proportional changes in the price level.A

It suggests changes in the money supply lead to proportional changes in the price level.B

It suggests changes in the price level lead to proportional changes in liquidity preference.C

It suggests changes in the price level lead to proportional changes in the money supply.D

What is a part of Keynesian economic analysis?15

a liquidity trap below which interest rates are ineffectiveA

an equilibrium price that always clears the marketB

a small value for the government expenditure multiplierC

a vertical short-run aggregate supply curveD

What describes a Keynesian measure to reduce cyclical unemployment?16

adopting a supply-side policy to retrain unskilled workersA

allowing the private sector to take over the supply of merit goodsB

increasing the ratio of capital equipment to manual labour in productionC

using fiscal policy to increase effective demandD

The diagram shows liquidity preference (LP).

At which rate of interest does the liquidity trap occur?

17

O

A

B

C

D

rate of
interest

quantity of money

LP
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What is a likely consequence of an increase in government spending on education?18

increase in the supply of unskilled labourA

increase in occupational mobilityB

increase in the rate of unemploymentC

increase in trade union powerD

A country’s trade balance has worsened. The country has a fixed exchange rate. 

Which additional changes for unemployment and price level are likely to follow?

19

the price level
the level of

unemployment

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD

What may prevent a government achieving a faster rate of growth of real GDP?20

The multiplier has a small value.A

The consumer price index is below its target set by the central bank.B

The economy is operating on the vertical section of the long-run aggregate supply curve.C

There is a large negative output gap in the economy.D

A fall in domestic investment leads to an increase in unemployment. 

Which other economic problem is likely to occur as a result?

21

an increase in interest rates on loans for house purchasesA

an increase in the current account balance of payments deficitB

an increase in the government budget deficitC

an increase in the rate of price inflationD

[Turn over11_9708_31_2025_1.6© UCLES 2025
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A government introduces a maximum price for rice of P2.11

price

O

P1

Q1 Q2 Q3

P2

S

D

quantity

What is the effect of this?

Government spending will increase.A

The price of rice will be unchanged.B

There will be a shortage of rice.C

There will be a surplus of rice.D

A government intervenes to raise the wages of a group of workers to prevent their exploitation.

Where might such government intervention be justified?

12

in an industry that is protected by tariffs on imports from abroadA

in an industry where a trade union negotiates wages for the workersB

in an industry where the output is produced by a single firm monopolistC

in an industry where workers are employed by a monopsonistD

13 What is likely to reduce the domestic money supply?

Banks being allowed to hold a lower liquidity ratio.A

Individuals choosing to hold more money in the form of idle balances.B

The government financing its budget deficit by borrowing from the banking sector.C

The government increasing its borrowing from other countries.D

11_9708_32_2025_1.6c© UCLES 2025
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What is most likely to increase if an economy enters a negative output gap?17

business confidenceA

economic growth rateB

inflation rateC

unemployment rateD

A country with a managed exchange rate has a persistent deficit on the current account of the
balance of payments. It devalues its currency to reduce this deficit.

Under which conditions will a devaluation help the government to achieve its four main
macroeconomic objectives?

18

level of employment
Marshall−Lerner
condition satisfied

below full employmentnoA

full employmentnoB

below full employmentyesC

full employmentyesD

What would cause an individual’s demand curve for an active money balance to move to the left?19

an increase in the frequency of income paymentsA

an increase in the general price levelB

an increase in the individual’s incomeC

an increase in the rate of interestD

A government funds an increase in transfer payments to the unemployed by increasing the higher
rate of income tax.

What is the most likely impact of this change?

20

government borrowing increasesA

the incentive to work increasesB

the marginal propensity to consume increasesC

the quantity of imports increasesD

11_9708_32_2025_1.6c© UCLES 2025

8

128



A-Level Economics: w25 33Name: 

Sometimes monetary policy is ineffective. The supply of money (MS) is assumed to be controlled
by the central bank. The demand for money is LP. There has been an increase in real income in
the economy.

Which position on the diagram makes expansionary monetary policy ineffective?

14

O

rate of

interest

LP1 LP2

LP

MS2MS1 MS3

A

B

D

C

quantity of money

Which policy is most likely to lead to a reduction in the natural rate of unemployment?15

an increase in government expenditure on goods and servicesA

an increase in government expenditure on training schemes to address skill shortagesB

an increase in the period when the unemployed are eligible for welfare benefitsC

an increase in the minimum wageD

On a diagram showing a production possibility curve, what definitely represents long-run economic
growth?

16

a change in the slope of the curveA

a movement from a point below the curve to a point on the curveB

a movement from one point to another along a given curveC

an outward shift of the curveD
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The diagram shows two liquidity preference curves LP1 and LP2.20

rate of

interest

quantity

of money

O

LP1

LP2

What would cause the liquidity preference curve to shift from LP1 to LP2?

There has been a fall in national income.A

There has been a rise in the general price level.B

There has been an increase in government borrowing.C

There has been an increase in the rate of interest.D

What does the Phillips curve show?21

the relationship between economic growth and employmentA

the relationship between inequality and income per capitaB

the relationship between inflation and unemploymentC

the relationship between prices and national incomeD

A government is aiming to increase the role of market forces.

Which policy might achieve this?

22

deregulationA

nationalisationB

price controlsC

production quotasD

11_9708_34_2025_1.9© UCLES 2025
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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
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