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4. Government and the macroeconomy Starter Quiz ·课前小测

IGCSE Economics Name: Score:

1. Which are macroeconomic aims of government? (Select all that apply.)

□ economic growth

□ low unemployment

□ stable prices

□ maximising one firm’s profit

Tick every correct option.

2. Fiscal policy uses:

□ government spending and taxation

□ interest rates

□ the exchange rate

□ minimum wages only

3. Monetary policy is mainly carried out by the:

□ central bank

□ finance ministry

□ local councils

□ trade unions

4. Supply-side policy aims mainly to:

□ raise productivity and productive capacity

□ cut interest rates

□ increase the budget deficit

□ raise the exchange rate

5. Economic growth is measured by an increase in:

□ real GDP

□ the population

□ the inflation rate

□ the exchange rate

6. The unemployed are people who are:

□ willing and able to work but cannot find a job

IGCSE Economics · Starter quiz 课前小测 13



□ retired

□ in full-time study

□ not looking for work

7. Which are supply-side measures? (Select all that apply.)

□ education and training

□ lower business taxes

□ better infrastructure

□ raising interest rates

Tick every correct option.

8. The CPI rises from 100 to 105 over a year. What is the inflation rate (%)?

9. Raising interest rates to fight inflation can increase unemployment.

□ True □ False

10. Real GDP strips out the effect of inflation.

□ True □ False

IGCSE Economics · Starter quiz 课前小测 24



4. Government and the macroeconomy Answers ·答案

IGCSE Economics

1. economic growth; low unemployment; stable prices

Government aims for the whole economy, not one firm.

2. government spending and taxation

Fiscal policy works through the government budget.

3. central bank

The central bank sets interest rates and influences the money supply.

4. raise productivity and productive capacity

It increases what the economy can produce.

5. real GDP

Growth is a rise in real GDP — output adjusted for inflation.

6. willing and able to work but cannot find a job

Unemployment counts only those actively seeking work.

7. education and training; lower business taxes; better infrastructure

Interest rates are monetary policy; the rest raise capacity.

8. 5

(105 − 100) / 100 × 100 = 5%.

9. True

Cooling demand reduces inflation but can cost jobs — a trade-off.

10. True

Real GDP measures actual output, not just higher prices.

IGCSE Economics · Starter quiz 课前小测 35



IGCSE ECONOMICS • EXERCISE SHEET

4.1 Government macroeconomic inter-
vention

Name: Class: Date: Total: 19 marks

KEY WORDS inflation通货膨胀• macroeconomic aims宏观经济目标• balance of payments国际收支
• conflict冲突 • unemployment失业

Objective
Build the skills to answer exam questions on government macroeconomic interven-
tion政府宏观经济干预 — the five macroeconomic aims宏观经济目标 and how they
can conflict 冲突, and the three policy tools.

You must be able to:

• state the five macroeconomic aims
• explain a conflict between two aims
• identify the three policy tools (fiscal, monetary, supply-side)

1 Worked examples

Aims and tools

Fiscal

government
spending & taxes

Monetary

interest rate &
money supply

Supply-side

raise capacity
& productivity

Exam: fiscal = G & T; monetary = interest rate / money; supply-side = capacity & productivity

Governments balance aims that can pull against each other

• Aims: economic growth, full employment 充分就业, price stability 价格稳
定, balance of payments 国际收支 stability, redistribution.

• Conflict冲突: fast growth or cutting unemployment can pull prices up (inflation).
• Tools: fiscal财政 (spending/tax), monetary货币 (interest rates), supply-side
供给侧 (capacity).

IGCSE Economics • 4.1 Government macroeconomic intervention 1
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trend

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery

Policy aims to smooth the business cycle — supporting demand in a slump, cooling
it in a boom

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 State three macroeconomic aims of a government. [3]

2.2 State one conflict between two macroeconomic aims. [2]

2.3 Identify the three sets of government policy tools. [3]

IGCSE Economics • 4.1 Government macroeconomic intervention 2
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3 Exam-style questions
3.1 Fast economic growth is most likely to conflict with the aim of: [1]

• A full employment
• B price stability
• C higher tax revenue
• D higher incomes

3.2 Explain why low unemployment and low inflation may be difficult to achieve at the
same time. [4]

3.3 Analyse why a government may not be able to achieve all of its macroeconomic aims
at once. [6]

IGCSE Economics • 4.1 Government macroeconomic intervention 3

8



Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 any three of: economic growth; full employment; price stability; balance-of-payments
stability; redistribution of income (1 + 1 + 1).

2.2 any one developed conflict, e.g. growth vs price stability; full employment vs low
inflation (2 for a developed conflict; 1 for naming two aims).

2.3 fiscal policy; monetary policy; supply-side policy (1 + 1 + 1).

3.1 B. Fast growth raises demand, which can pull up prices (inflation).

3.2 [4] K 1 + An up to 3 — to cut unemployment the government usually raises total
demand → firms hire more workers, but stronger demand pushes prices up → so lower
unemployment can come with higher inflation, making both hard to achieve together.

3.3 [6] K/App/An — the aims often conflict: raising demand to boost growth and
jobs can cause inflation, and faster growth can pull in imports, worsening the balance
of payments → so improving one aim can worsen another → a government must set
priorities and accept trade-offs, though supply-side policy can ease some conflicts by
raising capacity.

IGCSE Economics • 4.1 Government macroeconomic intervention 4
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IGCSE Economics: w25 13Name: 

The table shows a firm’s average revenue and average cost at different levels of output. 

When all output is sold, which level of output generates the most profit?

15

average
cost (US$)

average
revenue (US$)

output
(units)

30105A

202010B

152515C

183020D

What would make the existence of a monopoly market more likely?16

consumers prefer a variety of choice in productsA

significant economies of scale can be achievedB

there are low barriers to entry and exit for firmsC

there are no restrictions on international tradeD

Which role is not performed by a government?17

paying dividends to shareholdersA

promoting international trade agreementsB

providing state benefitsC

subsidising merit goodsD

A government has stated for the next year it has four main aims.18

1 low and stable inflation

2 providing subsidies to farmers

3 raising productivity of workers in the public sector

4 stability in the balance of payments

What are the two macroeconomic aims for the government?

3 and 4D2 and 3C1 and 4B1 and 2A

© UCLES 2025
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 The shape of Colombia’s population pyramid is changing. The income distribution of this South 
American country, however, is not changing significantly. The country has one of the most unequal 
income distributions in the world. Some Colombians work in its footwear industry which produces 
shoes, sandals and boots. Although footwear is produced in the private sector, Colombia has a 
mixed economic system.

 (a) Define population pyramid. [2]

 (b) Explain two reasons why income may become more unevenly distributed. [4]

 (c) Analyse the influences on whether demand for shoes is elastic or inelastic. [6]

 (d) Discuss whether or not a mixed economic system will benefit the people who live in that 
economy. [8]

3 In recent years, the quantity of Latvia’s factors of production has changed. Since 2008, its capital 
has increased and its land has not changed significantly, but its labour force and its enterprise 
have decreased. Enterprise and conditions of supply can affect firms’ prices. In 2022, the Latvian 
Government increased the country’s national minimum wage (NMW). Its NMW did, however, 
remain one of the lowest in the European Union.

 (a) Identify the rewards to capital and land. [2]

 (b) Explain two causes of a decrease in enterprise in an economy. [4]

 (c) Analyse how changes in conditions of supply can affect a firm’s prices. [6]

 (d) Discuss whether or not a rise in a national minimum wage will harm an economy. [8]

4 In 2023, India became the country with the largest population. This may affect the government’s 
macroeconomic aims. In 2018, the Indian Government cut the country’s corporation (corporate 
income) tax rate from 35% to 25%. Between 2019 and 2022, India’s inflation rate averaged 6%. 
Some economists suggested that to achieve its central inflation rate target, the government should 
cut its spending.

 (a) Identify two macroeconomic aims of government that may conflict. [2]

 (b) Explain two reasons why a country may have a high population growth rate. [4]

 (c) Analyse how a cut in the corporation (corporate income) tax rate can increase economic 
growth.  [6]

 (d) Discuss whether or not a decrease in government spending will reduce inflation. [8]

IGCSE Economics: w24 11

The central bank of Mexico set its rate of interest to try to keep the rise in the price level to only
3%.

Which government aim was it directly trying to achieve?

17

balance of payments equilibriumA

economic growthB

full employmentC

low inflationD

The table shows a forecast for a government budget for year 1 and for year 2.18

year 2 $bnyear 1 $bn

55

60

50

60

revenue

spending

What does the forecast government budget for year 2 show?

The budget deficit decreased when compared with year 1.A

The budget deficit increased when compared with year 1.B

The budget surplus decreased when compared with year 1.C

The budget surplus increased when compared with year 1.D

The graph shows the impact of a tax on the supply of petrol (gas).19

D

quantity

S2

S1

price

O

What can be concluded from this graph?

The government will receive no tax revenue.A

The impact of the tax will be shared between the consumer and the producer.B

The impact of the tax will fall entirely upon the consumer.C

The impact of the tax will fall entirely on the producer.D

11_0455_11_2024_1.4© UCLES 2024
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IGCSE Economics: w24 12Name: 

What causes cyclical unemployment in a recession?21

a permanent decrease in the demand for labourA

a permanent decrease in the supply of labourB

a temporary decrease in the demand for labourC

a temporary decrease in the supply of labourD

The table shows government expenditure and revenue in selected years.22

tax
revenue
$bn

government
expenditure

$bn
year

5005001

4006002

3007003

What might explain the changes in the government’s budget over the period?

a fall in the dependency ratioA

a fall in the exchange rateB

an increase in cyclical unemploymentC

an increase in real GDPD

The table shows changes in economic policies for four countries, A, B, C and D.

Which country is most likely to be following a policy of preventing deflation?

23

taxation
government
spending

money supply

decreasingdecreasingdecreasingA

increasingdecreasingdecreasingB

decreasingincreasingincreasingC

increasingincreasingincreasingD

© UCLES 2024
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Under which circumstances are households more likely to save?11

unemployment
rate

interest rateinflation rate

highhighhighA

lowhighhighB

lowhighlowC

lowlowlowD

A country wishes to increase the supply of nurses.

What would be the most effective way of achieving this?

12

extending the training period for nursesA

improving the working conditions of nursesB

increasing the national minimum wageC

reducing grants for trainee nursesD

Employers based in large cities often pay employees special allowances above standard pay rates.

What is the most likely reason for this?

13

Job security and promotion prospects tend to be restricted.A

Living costs and transport costs tend to be high.B

There are few alternative job opportunities available.C

Trade unions negotiate nationwide wage levels.D

Workers in a country have been concerned about their wages not keeping pace with inflation.

How can trade unions assist workers in getting a pay rise?

14

advise the workers to ask individually for a pay riseA

negotiate on behalf of their members to secure a pay riseB

offer to contribute financially to a pay riseC

request improved working conditionsD

[Turn over11_0455_13_2024_1.7a© UCLES 2024
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IGCSE ECONOMICS • EXERCISE SHEET

4.2 Fiscal policy

Name: Class: Date: Total: 19 marks

KEY WORDS government spending政府支出• budget预算• fiscal policy财政政策• budget deficit预算赤字
• direct tax直接税

Objective
Build the skills to answer exam questions on fiscal policy 财政政策 — government
spending and taxation政府支出与税收, the budget预算 (deficit/surplus), types of
tax 税收类型, and how fiscal policy manages the economy.

You must be able to:

• explain fiscal policy, budget deficit and surplus
• classify taxes (direct/indirect, progressive/regressive)
• analyse how fiscal policy affects the economy

1 Worked examples

Spending, tax and the budget

progressive

regressive

proportional

income

average
tax rate ATR = tax/income  ·  progressive rises with income

Fiscal policy = government spending and taxation

• Budget deficit 预算赤字: spending > tax (must borrow). Surplus 盈余: tax >

IGCSE Economics • 4.2 Fiscal policy 1
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spending.
• Direct tax 直接税: on income/profit. Indirect tax 间接税: on spending.
• Progressive tax累进税: rate rises with income (redistributes). Regressive tax
累退税: rate falls with income.

• Boost the economy: more spending or lower taxes (raises demand) — but may
cause inflation.

trend

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery

Fiscal policy is used across the cycle — expansionary in a recession, tighter in a
boom

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

IGCSE Economics • 4.2 Fiscal policy 2
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2 Practice
2.1 Define the term fiscal policy. [2]

2.2 State the difference between a direct and an indirect tax. [2]

2.3 Define the term budget deficit. [2]

3 Exam-style questions
3.1 A progressive tax takes: [1]

• A a bigger percentage from higher incomes
• B a smaller percentage from higher incomes
• C the same percentage from everyone
• D no tax from the rich

3.2 Explain how a government could use fiscal policy to increase economic growth. [4]

3.3 Discuss whether raising taxes is a good way for a government to reduce inflation. [8]

IGCSE Economics • 4.2 Fiscal policy 3
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IGCSE Economics • 4.2 Fiscal policy 4
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 the government changing its spending and taxation to manage the economy (2 for a
clear definition; 1 for a partial idea).

2.2 a direct tax is paid straight to the government from income or profit; an indirect tax
is added to the price of goods and paid when spending (2 for a clear difference; 1 for a
partial idea).

2.3 when government spending is greater than the tax raised, so the government must
borrow (2 for a clear definition; 1 for a partial idea).

3.1 A. A progressive tax takes a bigger percentage from higher incomes.

3.2 [4] K 1 + An up to 3 — the government can raise its own spending (e.g. on roads,
schools) or cut taxes → this leaves people and firms with more to spend → total demand
rises → firms produce more and hire more workers → economic growth rises.

3.3 [8] K/App/An up to 5 + Ev up to 3. For raising taxes: higher taxes leave people
with less to spend → total demand falls → demand-pull inflation eases. Against: it
lowers demand, which can raise unemployment and slow growth; it is unpopular; and it
does not help cost-push inflation. Judgement (Ev): raising taxes can curb demand-pull
inflation, but it risks higher unemployment and does not fix cost-push inflation — so it
depends on the cause of inflation and the state of the economy.

IGCSE Economics • 4.2 Fiscal policy 5

16



IGCSE Economics: w25 11Name: 

A government's spending currently equals its revenue. The government decides to decrease its
spending.

What is the most likely effect of this in the short run?

18

a budget deficitA

a budget surplusB

an increase in outputC

an increase in tax revenueD

What is not a monetary policy measure?19

changes in income tax ratesA

changes in interest ratesB

changes in the exchange rateC

changes in the money supplyD

Which government action would not be included as part of a supply-side policy?20

increasing the privatisation of industriesA

lowering national minimum wage ratesB

raising tariffs on international tradeC

reducing state benefitsD

An economy operating on its production possibility curve (PPC) enters a recession that causes 
unemployment. As the recession gets worse some unemployed workers emigrate in search of 
jobs overseas.

How are these effects of the recession shown on a diagram of the economy’s PPC in the short-term 
and the long-term?

21

long-term effect on
the PPC diagram

short-term effect on
the PPC diagram

movement to a point
inside the PPC

movement to a point
inside the PPC

A

shift of PPC to the leftmovement to a point
inside the PPC

B

movement to a point
inside the PPC

shift of PPC to the leftC

shift of PPC to the leftshift of PPC to the leftD

[Turn over11_0455_11_2025_1.9© UCLES 2025
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A government's spending currently equals its revenue. The government decides to decrease its
spending.

What is the most likely effect of this in the short run?

18

a budget deficitA

a budget surplusB

an increase in outputC

an increase in tax revenueD

What is not a monetary policy measure?19

changes in income tax ratesA

changes in interest ratesB

changes in the exchange rateC

changes in the money supplyD

Which government action would not be included as part of a supply-side policy?20

increasing the privatisation of industriesA

lowering national minimum wage ratesB

raising tariffs on international tradeC

reducing state benefitsD

An economy operating on its production possibility curve (PPC) enters a recession that causes 
unemployment. As the recession gets worse some unemployed workers emigrate in search of 
jobs overseas.

How are these effects of the recession shown on a diagram of the economy’s PPC in the short-term 
and the long-term?

21

long-term effect on
the PPC diagram

short-term effect on
the PPC diagram

movement to a point
inside the PPC

movement to a point
inside the PPC

A

shift of PPC to the leftmovement to a point
inside the PPC

B

movement to a point
inside the PPC

shift of PPC to the leftC

shift of PPC to the leftshift of PPC to the leftD

[Turn over11_0455_11_2025_1.9© UCLES 2025
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IGCSE Economics: w25 12

A government imposes tariffs on imported goods.

What is not a likely reason for this?

17

to boost domestic outputA

to influence the country’s balance of paymentsB

to protect domestic employmentC

to reduce the exports from the countryD

A government collects the following revenue in a year.18

$m

30taxes on goods

500taxes on income

20taxes on services

50customs and excise duties

What is the amount of indirect tax revenue?

$500mD$100mC$70mB$30mA

Which policy measures would be classified as fiscal policy?19

changes in interest rates and money supplyA

changes in labour market policies to encourage more trainingB

changes in tax rates and government spendingC

changes in the exchange rateD

What is the most likely result of a fall in interest rates?20

a fall in inflationA

a fall in investmentB

a rise in consumer spendingC

a rise in savingD

[Turn over11_0455_12_2025_1.8© UCLES 2025
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What is not likely to be included in a government budget?19

anticipated tax revenueA

changes in exchange ratesB

forecast government borrowingC

proposed government spendingD

Which combination of policy measures is most likely to increase total demand in an economy?20

exchange rateinterest ratemoney supply

revaluationdecreasedecreaseA

devaluationincreasedecreaseB

devaluationdecreaseincreaseC

revaluationincreaseincreaseD

Which supply-side policy measure wouldmost likely cause the greatest increase in labour productivity
in a country?

21

a decrease in the rate of corporation taxA

a reduced top rate of income taxB

improved education and training provisionC

privatisation of a state-owned industryD

How is economic growth of a country measured?22

by an increase in the monetary value of goods producedA

by an increase in the number of people in employmentB

by an increase in the real Gross Domestic Product (GDP)C

by an increase in the value of the Human Development Index (HDI)D

[Turn over© UCLES 2025
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IGCSE Economics: s25 11Name: 

Monetary policy often involves a change in which variables?19

government expenditure or taxesA

interest rates or the money supplyB

labour market or trade union lawsC

tariffs or quotasD

Which supply-side policy measure is most likely to enable a government to achieve its aim of full
employment?

20

decreasing government spending on school buildingsA

decreasing the number of teachers in schoolsB

increasing taxation on private school feesC

increasing the provision of enterprise skills in schoolsD

Which policy decision is most likely to cause economic growth?21

an increase in corporation tax ratesA

an increase in interest ratesB

an increase in the amount workers can earn before paying income taxC

an increase in the government's regulations for starting a new businessD

A government uses the labour force survey method to calculate unemployment.

What is required under this method for a person to be classified as unemployed?

22

actively
seeking work

immediately
available
for work

eligible for
unemployment

benefits

yesnonoA

yesyesnoB

noyesyesC

nonoyesD

06_0455_11_2025_1.8© UCLES 2025
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Many central banks around the world decreased interest rates during a recession caused by a
pandemic.

What was the most likely macroeconomic aim of this policy?

17

economic growthA

increase in the current account surplusB

low inflationC

redistribution of incomeD

The diagram shows the percentage of income taken by a tax at different levels of income.18

% paid

in tax

income

tax

O

Which term is used to describe the tax?

indirectA

progressiveB

proportionalC

regressiveD

What is not a likely consequence of a rise in the budget deficit in a year?19

a rise in government borrowingA

a rise in the level of exportsB

a rise in the national debtC

a rise in the rate of inflationD

06_0455_12_2025_1.17© UCLES 2025
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A market changes from being very competitive to being a monopoly.

What is likely to happen to output and price in this market?

16

priceoutput

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

What is the most likely reason for a government to aim for price stability?17

to improve international competitivenessA

to increase workers' wage demandsB

to reduce consumer spendingC

to reduce spending on employment-related benefitsD

A country's unemployment rate increased from 3.6% to 4.2% in one year.

What might be the consequences for tax revenues and welfare payments?

18

welfare paymentstax revenues

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

In a country, some highly-paid workers reduce their working hours because of very high income
tax rates at higher levels of income.

What is a disadvantage of this income taxation?

19

It creates uncertainty for workers.A

It does not maximise tax revenue.B

It is inequitable for lower-income earners.C

It is regressive in the distribution of income.D

06_0455_13_2025_1.12© UCLES 2025
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IGCSE Economics: w24 11Name: 

The central bank of Mexico set its rate of interest to try to keep the rise in the price level to only
3%.

Which government aim was it directly trying to achieve?

17

balance of payments equilibriumA

economic growthB

full employmentC

low inflationD

The table shows a forecast for a government budget for year 1 and for year 2.18

year 2 $bnyear 1 $bn

55

60

50

60

revenue

spending

What does the forecast government budget for year 2 show?

The budget deficit decreased when compared with year 1.A

The budget deficit increased when compared with year 1.B

The budget surplus decreased when compared with year 1.C

The budget surplus increased when compared with year 1.D

The graph shows the impact of a tax on the supply of petrol (gas).19

D

quantity

S2

S1

price

O

What can be concluded from this graph?

The government will receive no tax revenue.A

The impact of the tax will be shared between the consumer and the producer.B

The impact of the tax will fall entirely upon the consumer.C

The impact of the tax will fall entirely on the producer.D

11_0455_11_2024_1.4© UCLES 2024
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15 How is total revenue calculated?

price divided by the total outputA

total output divided by the priceB

total output multiplied by the priceC

total output multiplied by total costsD

There is a number of cafés selling snacks and drinks in a city centre. Several of these cafés close 
due to their owners retiring.

What is the likely effect on the prices and profits of the remaining cafés?

16

profitsprices

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

What is a macroeconomic aim of government?17

equilibrium prices in marketsA

high wagesB

low inflationC

profit maximisationD

The table shows earnings and total income tax paid per year.18

total income tax paid $earnings $

10005000

20008000

30009000

Which type of tax system does this illustrate?

indirectA

progressiveB

proportionalC

regressiveD

11_0455_13_2024_1.7a© UCLES 2024
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IGCSE ECONOMICS • EXERCISE SHEET

4.3 Monetary policy

Name: Class: Date: Total: 15 marks

KEY WORDS interest rate利率• central bank中央银行• money supply货币供给• monetary policy货币政策
• invest投资

Objective
Build the skills to answer exam questions on monetary policy货币政策— the central
bank 中央银行 changing interest rates 利率, and how this affects spending, growth
and inflation.

You must be able to:

• define monetary policy and the interest rate
• explain how higher and lower interest rates affect the economy
• analyse the use of monetary policy

1 Worked examples

Interest rates

The interest rate is the cost of borrowing and the reward for saving

• Monetary policy 货币政策: the central bank 中央银行 changes the interest
rate 利率.

• Lower rates: borrowing cheaper → more spending and investment 投资 →

IGCSE Economics • 4.3 Monetary policy 1
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more growth and jobs (but maybe inflation).
• Higher rates: borrowing dearer → less spending → less inflation (but maybe

more unemployment).

Demand-pull

total demand grows
faster than supply 

"too much money
chasing too few goods"

Cost-push

firms' costs rise
(wages, materials) 

they raise prices
to cover them

Exam: demand-pull = AD excess; cost-push = rising costs (wages, oil, imported inputs)

Monetary policy’s main target is inflation — a rate rise cools demand-pull pressure

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 Define the term monetary policy. [2]

2.2 State the effect of a fall in interest rates on consumer spending. [1]

2.3 State who sets the interest rate in an economy. [1]

3 Exam-style questions
3.1 To reduce inflation, a central bank should: [1]

• A lower interest rates
• B raise interest rates
• C raise government spending
• D cut income tax

IGCSE Economics • 4.3 Monetary policy 2
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3.2 Explain how a rise in interest rates could reduce inflation. [4]

3.3 Analyse the effects on an economy of a large cut in interest rates. [6]

IGCSE Economics • 4.3 Monetary policy 3
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 the central bank changing interest rates (and the money supply) to manage the
economy (2 for a clear definition; 1 for a partial idea).

2.2 consumer spending rises (1).

2.3 the central bank (1).

3.1 B. Higher interest rates reduce spending and so reduce inflation.

3.2 [4] K 1 + An up to 3 — a higher interest rate makes borrowing dearer and saving
more rewarding → people and firms spend and invest less → total demand falls → with
lower demand, firms raise prices less → inflation falls.

3.3 [6] K/App/An — a large cut in interest rates makes borrowing cheaper and saving
less rewarding → households and firms borrow and spend more, and firms invest more →
total demand rises → output and jobs rise (more growth and lower unemployment) →
but if demand grows faster than supply, prices may rise → so it can cause higher inflation.

IGCSE Economics • 4.3 Monetary policy 4
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A government imposes tariffs on imported goods.

What is not a likely reason for this?

17

to boost domestic outputA

to influence the country’s balance of paymentsB

to protect domestic employmentC

to reduce the exports from the countryD

A government collects the following revenue in a year.18

$m

30taxes on goods

500taxes on income

20taxes on services

50customs and excise duties

What is the amount of indirect tax revenue?

$500mD$100mC$70mB$30mA

Which policy measures would be classified as fiscal policy?19

changes in interest rates and money supplyA

changes in labour market policies to encourage more trainingB

changes in tax rates and government spendingC

changes in the exchange rateD

What is the most likely result of a fall in interest rates?20

a fall in inflationA

a fall in investmentB

a rise in consumer spendingC

a rise in savingD

[Turn over11_0455_12_2025_1.8© UCLES 2025

7

IGCSE Economics: w25 21

4

0455/21/O/N/25© UCLES 2025

Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answers you may refer to the material and/or 
other examples you have studied.

2 In the first half of 2022, Guyana’s GDP grew by 36.4%. Most of this growth was due to higher 
output in the primary sector. The government used some of the tax revenue generated from this 
growth to fund long‑run development projects such as infrastructure and education. However, in 
the short run, there was a rise in house prices.

 (a) Identify two examples of primary sector industries. [2]

 (b) Explain two causes of rising GDP. [4]

 (c) Analyse why house prices may increase. [6]

 (d) Discuss whether or not increased government spending on education will lead to economic 
development. [8]

3 Japan has faced significant periods of deflation in recent decades. Despite efforts to stimulate 
the economy through fiscal policy measures and monetary policy measures, economic growth 
remains low. Some economists have also argued that the monetary policy used by the central 
bank is one of the causes of low productivity in Japan.

 (a) Identify two fiscal policy measures. [2]

 (b) Explain two influences on productivity.  [4]

 (c) Analyse reasons why central banks are important for an economy. [6]

 (d) Discuss whether or not deflation is a problem for an economy. [8]

4 Lanzarote, a Spanish island, was once an area with very high rates of poverty. However, the rise 
of tourism has greatly reduced unemployment. The government is trying to attract more workers 
to the island by using non‑wage factors. Lanzarote’s low taxes also attract workers to the island. 
Mobility of labour in the island’s economy has also increased.

 (a) Identify two non‑wage factors that may influence a worker’s job choice. [2]

 (b) Explain how unemployment can lead to poverty. [4]

 (c) Analyse the influences on the mobility of labour. [6]

 (d) Discuss whether or not low taxes are beneficial for an economy. [8]

IGCSE Economics: w25 22
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 Some  markets in Belgium are in equilibrium. The country produces a wide range of goods and 
services with different degrees of price elasticity of demand. The Belgian Government wants the 
economy to move to a production possibility point beyond its current production possibility curve 
(PPC). Belgium’s scientific industry is one industry which is doing well. Workers in this industry are 
highly specialised.

 (a) Define market equilibrium. [2]

 (b) Explain two ways an economy could reach a point outside its current PPC. [4]

 (c) Analyse how price elasticity of demand can influence a firm’s pricing decisions. [6]

 (d) Discuss whether or not firms benefit from their workers undertaking training. [8]

3 In April 2023, a French cosmetics firm merged with an Australian cosmetics firm. It is expected 
the merger will lower average total cost as the new firm is likely to benefit  from greater internal 
economies of scale. A manager stated that a key aim is to make the firm’s production more 
sustainable by using raw materials taken from renewable sources. In most countries, the cosmetics 
firm’s products, including perfume, are taxed at a higher rate than food.

 (a) Define average total cost. [2]

 (b) Explain how using renewable raw materials may affect a firm’s profits. [4]

 (c) Analyse the internal economies of scale that a cosmetics firm could experience. [6]

 (d) Discuss whether or not perfume should be taxed at a higher rate than food. [8]

4 There are several policy measures a central bank or government can use to reduce unemployment. 
One policy measure a government could use to reduce unemployment is to increase its spending 
on building houses. The Federal Reserve, the central bank of the US, has two main aims. One is 
to maintain price stability and the other is to achieve full employment. Some central banks also 
have economic growth as a target, but none have HDI value as a target.

 (a) Identify two policy measures a central bank could use to maintain price stability. [2]

 (b) Explain two benefits to an economy of full employment. [4]

 (c) Analyse how an increase in government spending on building houses could reduce 
unemployment. [6]

 (d) Discuss whether or not an increase in a country’s economic growth rate will increase its 
HDI value. [8]

IGCSE Economics: s25 11

A bus driver initially works longer hours if the wage rate increases. As his earnings increase, there
reaches a point when he prefers more leisure than extra work.

Which supply curve, S, represents this situation?

12

A

O

wage
rate

wage
rate

wage
rate

wage
rate

worker
hours

B

O worker
hours

C

O worker
hours

D

O worker
hours

S
S

SS

What is a function of a trade union?13

to negotiate workers’ contractsA

to promote workers to more responsible jobsB

to recruit workers for the firmC

to supervise the workers in the firmD

There has been an improvement in the transport infrastructure in India that reduces the costs of
farming.

What is this an example of?

14

external diseconomies of scaleA

external economies of scaleB

internal diseconomies of scaleC

internal economies of scaleD

A firm chooses to become more capital-intensive.

What is least likely to have increased?

15

interest ratesA

minimum wagesB

the power of trade unionsC

the productivity of capitalD

06_0455_11_2025_1.8© UCLES 2025
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IGCSE Economics: s25 12Name: 

When a government aims to encourage economic growth, it may adopt supply-side policies.

Which policy is a supply-side policy?

20

increasing the money supplyA

lowering interest ratesB

reducing indirect taxationC

retraining unemployed workersD

An economy that is fully employed is forecast to have an increase in total demand.

What is most likely to increase?

21

the rate of absolute povertyA

the government budget deficitB

the level of unemploymentC

the rate of inflationD

A government conducted a labour force survey. It only included people of working age in the survey.
The results are shown in the table.

22

number of people

10000000of working age

7000000employed

1000000unemployed

2000000not seeking work

Which percentage of working-age people are in the labour force?

90%D80%C70%B30%A

A school leaver is unable to find a job immediately after completing their education.

Which type of unemployment is this?

23

cyclicalA

frictionalB

regionalC

structuralD

[Turn over06_0455_12_2025_1.17© UCLES 2025
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A country has large reserves of oil. It decides to produce a wide range of goods rather than specialise
in oil production.

What is not an acceptable reason in support of this decision?

27

Oil is a non-renewable resource that could be exhausted quickly.A

Producing a wide range of goods increases the benefits from free trade.B

Relying on other countries for vital goods and services makes a country vulnerable.C

The price of oil is volatile, making export revenue unstable.D

The US puts a 25% tariff on Chinese steel to protect jobs in the US steel industry.

Under which condition would this policy be most effective?

28

The price elasticity of demand for Chinese steel is –2.5.A

The price elasticity of demand for Chinese steel is –0.5.B

The price elasticity of supply for Chinese steel is 2.5.C

The price elasticity of supply for Chinese steel is zero.D

What might a central bank do to stop a fall in the value of its country’s currency?29

raise interest ratesA

reduce taxes on importsB

remove controls on currency outflowsC

sell their currency on the foreign exchange marketD

A government wishes to reduce the surplus on the current account of its balance of payments.

Which policy is likely to achieve this?

30

cutting government spendingA

devaluing its currencyB

increasing existing import quotasC

increasing import dutiesD

03_0455_12_2025_1.12© UCLES 2025
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4.4 Supply-side policy

Name: Class: Date: Total: 16 marks

KEY WORDS supply-side policy供给侧政策• privatisation私有化• deregulation放松管制• incentives激励
• factors of production生产要素

Objective
Build the skills to answer exam questions on supply-side policy供给侧政策— policies
that raise what the economy can produce (education and training, privatisation,
deregulation, incentives 教育培训、私有化、放松管制、激励).

You must be able to:

• define supply-side policy
• give examples of supply-side measures
• analyse the strengths and weaknesses of supply-side policy

1 Worked examples

Raising productive capacity

Supply-side policy improves the quantity and quality of factors of production

• Supply-side policy 供给侧政策: raises the amount the economy can produce
(improves factors).

IGCSE Economics • 4.4 Supply-side policy 1
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• Measures: education and training (higher productivity 生产率), privati-
sation 私有化, deregulation 放松管制, incentives 激励 (lower taxes).

• Strength: can raise growth and lower inflation. Weakness: works slowly.

Fiscal

government
spending & taxes

Monetary

interest rate &
money supply

Supply-side

raise capacity
& productivity

Exam: fiscal = G & T; monetary = interest rate / money; supply-side = capacity & productivity

Supply-side policy is the third toolkit, alongside fiscal and monetary policy

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 Define the term supply-side policy. [2]

2.2 Identify two supply-side policies. [2]

2.3 State one weakness of supply-side policy. [1]

IGCSE Economics • 4.4 Supply-side policy 2
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3 Exam-style questions
3.1 Which is a supply-side policy? [1]

• A raising interest rates
• B spending on education and training
• C raising income tax
• D cutting government spending

3.2 Explain how spending on education and training can raise an economy’s output. [4]

3.3 Analyse why supply-side policy can raise growth and lower inflation at the same
time. [6]

IGCSE Economics • 4.4 Supply-side policy 3
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 policy that aims to raise the amount the economy can produce by improving the
quantity and quality of the factors of production (2 for a clear definition; 1 for a partial
idea).

2.2 any two of: education and training; privatisation; deregulation; lower-tax incentives
(1 + 1).

2.3 it works slowly (results take years) (1).

3.1 B. Spending on education and training is a supply-side policy.

3.2 [4] K 1 + An up to 3 — education and training give workers better skills → they
become more productive (each makes more) → the economy can produce more goods and
services → so its output (and capacity) rises.

3.3 [6] K/App/An — supply-side policy raises the economy’s productive capacity (more
and better factors) → the economy can make more goods → this raises output and growth,
and because more is supplied, prices are held down rather than pushed up → so unlike
demand-side policy, it can raise growth and lower inflation together → its drawback is
that it works only slowly.

IGCSE Economics • 4.4 Supply-side policy 4
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IGCSE Economics: w25 11Name: 

The diagram shows the costs of a firm.15

0

10

20

30

40

50

60

output

100

cost 
($ 000s)

What is the firm's total variable cost at an output of 100 units?

$50000D$10000C$500B$100A

If the average revenue of a firm increases from $4 to $5 and quantity demanded decreases from

20 units to 10 units, what will be the effect on the firm’s total revenue?

16

decreases by $20A

decreases by $30B

increases by $20C

increases by $30D

What are two macroeconomic aims of government?17

to allocate resources and reduce trade union membershipA

to create economic growth and prevent high inflationB

to raise interest rates and reduce pollutionC

to reduce exports and increase importsD

11_0455_11_2025_1.9© UCLES 2025
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A government's spending currently equals its revenue. The government decides to decrease its
spending.

What is the most likely effect of this in the short run?

18

a budget deficitA

a budget surplusB

an increase in outputC

an increase in tax revenueD

What is not a monetary policy measure?19

changes in income tax ratesA

changes in interest ratesB

changes in the exchange rateC

changes in the money supplyD

Which government action would not be included as part of a supply-side policy?20

increasing the privatisation of industriesA

lowering national minimum wage ratesB

raising tariffs on international tradeC

reducing state benefitsD

An economy operating on its production possibility curve (PPC) enters a recession that causes 
unemployment. As the recession gets worse some unemployed workers emigrate in search of 
jobs overseas.

How are these effects of the recession shown on a diagram of the economy’s PPC in the short-term 
and the long-term?

21

long-term effect on
the PPC diagram

short-term effect on
the PPC diagram

movement to a point
inside the PPC

movement to a point
inside the PPC

A

shift of PPC to the leftmovement to a point
inside the PPC

B

movement to a point
inside the PPC

shift of PPC to the leftC

shift of PPC to the leftshift of PPC to the leftD

[Turn over11_0455_11_2025_1.9© UCLES 2025
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What is an advantage for consumers from international specialisation?27

competition between firms results in lower pricesA

labour can move more freely between countriesB

less wealth is created throughout the worldC

multinational companies can increase their profitsD

Which government policy would encourage greater international trade?28

an increase in the level of domestic regulationA

an increase in the level of tariffs on importsB

the abolition of domestic subsidies for declining industriesC

the abolition of free trade agreementsD

The US currently trades in oil with the UK. The discovery of new oil and gas deposits in the US will
mean that its oil imports decrease and its oil exports increase.

From the initial equilibrium point of X, which letter indicates the new equilibrium point for the US
exchange rate?

29

D1 D

S1

D2

S

S2

O
quantity of $

price
of $

X

A

B

C

D

11_0455_11_2025_1.9© UCLES 2025
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The graph shows changes in the average price level.24

1 2 3 4 5 6

5

4

3

2

1

0

–1

–2

–3

price

change

(%)

year

When did the country experience deflation?

year 2 to year 5A

year 2 to year 3B

year 2 to year 4C

year 4 to year 5D

In many high-income economies, increasing income inequality has led to greater levels of poverty.

Which combination of policies would aim to reduce income inequality?

25

supply-side policyfiscal policy

create more competitiondecrease corporation taxA

reduce the power of trade unionsincrease income taxB

increase the national minimum wageincrease inheritance taxC

privatise more public sector firmsincrease sales taxD

[Turn over11_0455_12_2025_1.8© UCLES 2025
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What is least likely to increase the geographical mobility of labour?1

greater provision of information about available jobsA

improved roads and communication networkB

increased opportunities for education and trainingC

strengthened family ties and relationshipsD

Which value does opportunity cost measure?2

environmental damageA

next best alternative forgoneB

output of labourC

price paidD

The diagram shows a production possibility curve (PPC).

Which position is most likely to lead to the greatest outward shift of the PPC?

3

consumer
goods

capital goods
O

A
B

C

D

What is not a function of prices in a market economy?4

prices allow income to be distributed equallyA

prices ration scarce resources among economic agentsB

prices rise and fall to reflect shortages and surplusesC

prices send information to consumers and producersD

11_0455_13_2025_1.6© UCLES 2025
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IGCSE Economics: s25 12Name: 

Mining by multinational companies (MNCs) has both costs and benefits for the host nation.

Which activity is least likely to offer a benefit to the host nation?

28

developing courses for training in miningA

investing in infrastructure to export mineralsB

repatriating profits and dividendsC

using new technologyD

The table shows the retail price at which the same book can be bought in four countries.29

local currencyprice in local currencycountry

Australian dollars$14.99Australia

Canadian dollars$11.99Canada

New Zealand dollars$20.95New Zealand

GB pound£6.99United Kingdom

What additional information is required to make a meaningful comparison of the price of the book
between the countries?

direct tax ratesA

exchange ratesB

inflation ratesC

level of import tariffsD

What is a consequence of a surplus on the current account of the balance of payments?30

a decrease in GDPA

a decrease in unemploymentB

a depreciation of the foreign exchange rateC

deflationD

06_0455_12_2025_1.17© UCLES 2025
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The table shows the distribution of the working population in millions (m) in various sectors of an
economy over two years.

20

year 2
employment (m)

year 1
employment (m)economic sector

34education

86engineering

12farming

68finance

54healthcare

55motor vehicle production

22oil extraction

What can be concluded from the information?

Less output was produced in the economy in year 2 than year 1.A

Fewer people were employed in the secondary sector in year 1 than year 2.B

More people were employed in the primary sector in year 2 than year 1.C

More people were employed in the tertiary sector in year 2 than year 1.D

Which government intervention would increase the geographic mobility of labour?21

controlling firms locating in areas of low employmentA

giving grants to firms moving into areas of high unemploymentB

providing relocation expenses for workersC

subsidising declining industriesD

Which action by employers is most likely to reduce long-term economic growth?22

allowing workers time off to attend retraining coursesA

encouraging workers to work flexibly in different rolesB

granting workers regular short breaks during the working dayC

replacing skilled workers with semi-skilled workersD

03_0455_12_2025_1.12© UCLES 2025
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20 What is most likely to result from a successful supply-side policy?

a deterioration in the current account of the balance of paymentsA

economic growthB

increased inflationC

increased structural unemploymentD

The table shows the rates of unemployment and real GDP growth for an economy in year 1 and
year 2.

21

year 2year 1

7

−1

3

3

rate of
unemployment (%)

rate of real GDP
growth (%)

Which combination of policy measures would be most effective in returning the economy to the
year 1 level of activity?

a decrease in direct taxes and an increase in the rate of interestA

a decrease in government expenditure and an increase in the rate of interestB

an increase in direct taxes and a decrease in the rate of interestC

an increase in government expenditure and a decrease in the rate of interestD

[Turn over11_0455_11_2024_1.4© UCLES 2024
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4.5 Economic growth

Name: Class: Date: Total: 19 marks

KEY WORDS gdp国内生产总值• economic growth经济增长• living standards生活水平• real实际
• business cycle经济周期

Objective
Build the skills to answer exam questions on economic growth经济增长— real GDP
实际 GDP, the business cycle 经济周期, and the causes and effects of growth.

You must be able to:

• define economic growth and real GDP
• describe the stages of the business cycle
• analyse the causes and the good and bad effects of growth

1 Worked examples

Growth and the business cycle

trend

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery

Economic growth is a rise in real GDP

• GDP 国内生产总值: total value of all goods/services produced in a year. Real
实际: after removing the effect of rising prices.

IGCSE Economics • 4.5 Economic growth 1
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• Cycle: boom 繁荣 → recession 衰退 → slump 萧条 → recovery 复苏.
• Causes: investment, a bigger/more skilled workforce, new technology.
• Good: higher incomes, more jobs, better living standards 生活水平. Bad:

inflation, a wider rich-poor gap, pollution.

original

growth
(more / better
resources)

decline
(war, disaster)

consumer goods

capital
goods

outward = growth  ·  inward = decline (resources lost)

Growth in capacity is the PPC shifting outward — more of both goods becomes
possible

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 Define the term economic growth. [2]

2.2 Define the term gross domestic product (GDP). [2]

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

IGCSE Economics • 4.5 Economic growth 2
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3 Exam-style questions
3.1 Economic growth is best measured by a rise in: [1]

• A nominal GDP
• B real GDP
• C the price level
• D the population

3.2 Explain two causes of economic growth. [4]

3.3 Discuss whether economic growth is always good for a country. [8]

IGCSE Economics • 4.5 Economic growth 3
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

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

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

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

3.1 B. Real GDP removes the effect of rising prices, so it shows the true change.

3.2 [4] For each of two causes: K 1 + An 1 — investment in capital: more machines
per worker raises output; a more skilled workforce: training raises productivity, so the
economy makes more.

3.3 [8] K/App/An up to 5 + Ev up to 3. Good: higher incomes, more jobs, better
living standards, and more tax for public services. Bad: demand-led growth may cause
inflation, the rich-poor gap may widen, and there may be more pollution and use of scarce
resources. Judgement (Ev): growth usually raises living standards, but whether it is
“always good” depends on its type (sustainable vs polluting) and whether the gains are
shared fairly.

IGCSE Economics • 4.5 Economic growth 4

35



IGCSE Economics: w25 11Name: 

Chile specialises in the production of copper for export.

In what way is the Chilean economy likely to be affected by a large rise in the supply of copper
from other countries?

22

economic growthemployment

fallfallA

risefallB

fallriseC

riseriseD

The table shows the patterns of employment in selected industries in two years.23

employment in millions
industry

year 2year 1

6

4

10

10

10

8

4

8

12

8

agriculture

fishing

hospitality

manufacturing

retailing

4040total

How did the patterns of employment change between year 1 and year 2?

tertiary sectorsecondary sector

rosefellA

unchangedfellB

fellroseC

roseunchangedD

What is deflation?24

a sustained fall in total demandA

a sustained fall in the general price levelB

a sustained fall in the rate of inflationC

a sustained fall in the value of moneyD

11_0455_11_2025_1.9© UCLES 2025
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Chile specialises in the production of copper for export.

In what way is the Chilean economy likely to be affected by a large rise in the supply of copper
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economic growthemployment

fallfallA

risefallB

fallriseC

riseriseD

The table shows the patterns of employment in selected industries in two years.23

employment in millions
industry

year 2year 1

6

4

10

10

10

8

4

8

12

8

agriculture

fishing

hospitality

manufacturing

retailing

4040total

How did the patterns of employment change between year 1 and year 2?

tertiary sectorsecondary sector

rosefellA

unchangedfellB

fellroseC

roseunchangedD

What is deflation?24

a sustained fall in total demandA

a sustained fall in the general price levelB

a sustained fall in the rate of inflationC

a sustained fall in the value of moneyD

11_0455_11_2025_1.9© UCLES 2025
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What does a successful supply-side policy increase in an economy?21

the level of unemploymentA

the production possibilitiesB

the rate of inflationC

the rate of interestD

In one particular year, South Sudan’s population growth was 1.3% while its GDP growth was 2%.

What is the most likely consequence of this?

22

GDP per capita will decreaseA

the rate of inflation will decreaseB

the standard of living will increaseC

unemployment will increaseD

What are the correct definitions of unemployment and employment relative to the number of people
of working age?

23

employmentunemployment

those who are not in
full-time education

those who want a job but cannot
get one at the current wage rate

A

those who have a job
at the current wage rate

those who want a job but cannot
get one at the current wage rate

B

those who are not in
full-time education

those without a jobC

those who have a job at
the current wage rate

those without a jobD

11_0455_12_2025_1.8© UCLES 2025
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What is not likely to be included in a government budget?19

anticipated tax revenueA

changes in exchange ratesB

forecast government borrowingC

proposed government spendingD

Which combination of policy measures is most likely to increase total demand in an economy?20

exchange rateinterest ratemoney supply

revaluationdecreasedecreaseA

devaluationincreasedecreaseB

devaluationdecreaseincreaseC

revaluationincreaseincreaseD

Which supply-side policy measure wouldmost likely cause the greatest increase in labour productivity
in a country?

21

a decrease in the rate of corporation taxA

a reduced top rate of income taxB

improved education and training provisionC

privatisation of a state-owned industryD

How is economic growth of a country measured?22

by an increase in the monetary value of goods producedA

by an increase in the number of people in employmentB

by an increase in the real Gross Domestic Product (GDP)C

by an increase in the value of the Human Development Index (HDI)D

[Turn over© UCLES 2025
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answers you may refer to the material and/or 
other examples you have studied.

2 In the first half of 2022, Guyana’s GDP grew by 36.4%. Most of this growth was due to higher 
output in the primary sector. The government used some of the tax revenue generated from this 
growth to fund long‑run development projects such as infrastructure and education. However, in 
the short run, there was a rise in house prices.

 (a) Identify two examples of primary sector industries. [2]

 (b) Explain two causes of rising GDP. [4]

 (c) Analyse why house prices may increase. [6]

 (d) Discuss whether or not increased government spending on education will lead to economic 
development. [8]

3 Japan has faced significant periods of deflation in recent decades. Despite efforts to stimulate 
the economy through fiscal policy measures and monetary policy measures, economic growth 
remains low. Some economists have also argued that the monetary policy used by the central 
bank is one of the causes of low productivity in Japan.

 (a) Identify two fiscal policy measures. [2]

 (b) Explain two influences on productivity.  [4]

 (c) Analyse reasons why central banks are important for an economy. [6]

 (d) Discuss whether or not deflation is a problem for an economy. [8]

4 Lanzarote, a Spanish island, was once an area with very high rates of poverty. However, the rise 
of tourism has greatly reduced unemployment. The government is trying to attract more workers 
to the island by using non‑wage factors. Lanzarote’s low taxes also attract workers to the island. 
Mobility of labour in the island’s economy has also increased.

 (a) Identify two non‑wage factors that may influence a worker’s job choice. [2]

 (b) Explain how unemployment can lead to poverty. [4]

 (c) Analyse the influences on the mobility of labour. [6]

 (d) Discuss whether or not low taxes are beneficial for an economy. [8]

IGCSE Economics: s25 11

What is most likely to rise when the level of employment falls in a high-income economy?23

consumer confidenceA

government expenditure on state benefitsB

government revenue from income taxC

the rate of growth of real outputD

AConsumer Prices Index (CPI) consists of four items. The table shows the percentage price change
for each item over a period of a year and the weight of each item.

Which price change will affect the level of the CPI most?

24

weight
% price change
over 1 year

item

0.30+5foodA

0.20+6housingB

0.40+3recreationC

0.10+4transportD

25 The table shows the Human Development Index (HDI) value for a country in two years.

HDI valueyear

0.4671

0.6092

What would not explain the change in the HDI value?

an increase in gender equalityA

an increase in income per headB

an increase in life expectancyC

an increase in years of schoolingD

[Turn over06_0455_11_2025_1.8© UCLES 2025
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Which changes are likely to lead to the biggest increase in inflation in country X?24

supply of goods
and services in
country X

demand for goods
and services in
country X

5% decrease5% decreaseA

5% increase5% decreaseB

5% decrease5% increaseC

5% increase5% increaseD

In rural areas in developing countries, farmers grow food for their own consumption.

Why might this mean that the GDP is a weak measure of the standard of living in those countries?

25

The food grown is not exported.A

The GDP does not include agricultural production.B

The GDP only refers to the public sector.C

The value of the food is unknown.D

Japan’s population has an increasing proportion of elderly people.

What is the likely impact of this on the Japanese economy?

26

increased government budget deficitA

increased rate of economic growthB

increased rate of emigrationC

increased use of labour-intensive methods of productionD

An Argentine product initially sells in the US for $50 when the exchange rate between the two
countries is 5 pesos to 1 dollar ($).

The exchange rate changes to 10 pesos to 1 dollar and the price of the product remains unchanged
in Argentina.

What will be the new price of the product in the US?

27

$500D$100C$25B$5A

06_0455_12_2025_1.17© UCLES 2025
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Mining by multinational companies (MNCs) has both costs and benefits for the host nation.

Which activity is least likely to offer a benefit to the host nation?

28

developing courses for training in miningA

investing in infrastructure to export mineralsB

repatriating profits and dividendsC

using new technologyD

The table shows the retail price at which the same book can be bought in four countries.29

local currencyprice in local currencycountry

Australian dollars$14.99Australia

Canadian dollars$11.99Canada

New Zealand dollars$20.95New Zealand

GB pound£6.99United Kingdom

What additional information is required to make a meaningful comparison of the price of the book
between the countries?

direct tax ratesA

exchange ratesB

inflation ratesC

level of import tariffsD

What is a consequence of a surplus on the current account of the balance of payments?30

a decrease in GDPA

a decrease in unemploymentB

a depreciation of the foreign exchange rateC

deflationD

06_0455_12_2025_1.17© UCLES 2025
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A competitive industry becomes a monopoly.

What is the most likely advantage for consumers?

16

consumer choice may increaseA

economies of scale may reduce pricesB

more goods may be producedC

prices may be set by market forcesD

What will cause real GDP to rise in a country?17

nominal GDP rising at a faster rate than employmentA

nominal GDP rising faster than inflationB

nominal GDP rising faster than the populationC

nominal GDP risingD

What is the money supply?18

the total quantity of foreign currency available within the economyA

the total quantity of money available within the economyB

the total quantity of money issued by the central bankC

the total quantity of money within commercial banksD

Which macroeconomic policy is most likely to achieve economic growth and price stability at the
same time?

19

fiscal policyA

import barriersB

monetary policyC

supply-side policyD

What is the definition of economic growth?20

It is an increase in the general level of prices over time.A

It is an increase in the level of a nation's output over time.B

It is an increase in the level of total demand over time.C

It is an increase in wages, interest, profits and rent over time.D

[Turn over© UCLES 2024

7

11_0455_12_2024_1.9b_PER

338



IGCSE ECONOMICS • EXERCISE SHEET

4.6 Employment and unemployment

Name: Class: Date: Total: 16 marks

KEY WORDS labour force劳动力• cyclical周期性• types类型• frictional摩擦性• structural结构性

Objective
Build the skills to answer exam questions on employment and unemployment 就业
与失业 — how unemployment is measured衡量, the types类型 (frictional, structural,
cyclical), and the effects.

You must be able to:

• explain how unemployment is measured (claimant count, labour force survey)
• distinguish frictional, structural and cyclical unemployment
• analyse the effects of unemployment

1 Worked examples

Types of unemployment

Frictional

short gaps
between jobs

Structural

skills no longer
match jobs

Cyclical

low demand
in a recession

Seasonal

only certain
times of year

Exam: name the type + cause  cyclical needs demand stimulus; structural needs retraining

Unemployment = people who can and want to work but cannot find a job

• Measuring: claimant count 失业救济申领人数 (benefit claimants) and the
labour force survey 劳动力调查 (a survey).

• Frictional摩擦性: short-term, between jobs. Structural结构性: skills no longer
wanted (mines close).

• Cyclical 周期性: low demand in a recession.
• Effects: lost income and skills, lost output, more benefit spending, social harm.

IGCSE Economics • 4.6 Employment and unemployment 1
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trend

boom

recession slump

recovery

time

real
GDP

boom  recession  slump  recovery

Cyclical unemployment rises in the recession and slump phases of the business cycle

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 Define the term unemployment. [2]

2.2 Identify two types of unemployment. [2]

2.3 State one way unemployment is measured. [1]

3 Exam-style questions
3.1 Unemployment caused by a recession (low total demand) is: [1]

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

IGCSE Economics • 4.6 Employment and unemployment 2
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3.2 Explain the difference between frictional and structural unemployment. [4]

3.3 Analyse the effects of high unemployment on a country. [6]

IGCSE Economics • 4.6 Employment and unemployment 3
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 people who can work and want to work but cannot find a job (2 for a clear definition;
1 for a partial idea).

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

2.3 the claimant count or the labour force survey (1).

3.1 C. A recession with low total demand causes cyclical unemployment.

3.2 [4] K 1 + An up to 3 — frictional unemployment is short-term, when a worker is
between jobs and looking for the next; structural unemployment happens when a whole
industry shrinks and workers’ skills are no longer wanted (e.g. coal miners after the mines
close) → so one is brief and normal, the other is longer-term and harder to fix.

3.3 [6] K/App/An — high unemployment harms several groups: unemployed workers
lose income and may lose skills; the country loses the output those workers could have
made; the government pays more in benefits and collects less in tax (worsening its
budget); and society may suffer more crime and poorer health → so high unemployment
is costly to individuals, the economy and the government.

IGCSE Economics • 4.6 Employment and unemployment 4
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Chile specialises in the production of copper for export.

In what way is the Chilean economy likely to be affected by a large rise in the supply of copper
from other countries?

22

economic growthemployment

fallfallA

risefallB

fallriseC

riseriseD

The table shows the patterns of employment in selected industries in two years.23

employment in millions
industry

year 2year 1

6

4

10

10

10

8

4

8

12

8

agriculture

fishing

hospitality

manufacturing

retailing

4040total

How did the patterns of employment change between year 1 and year 2?

tertiary sectorsecondary sector

rosefellA

unchangedfellB

fellroseC

roseunchangedD

What is deflation?24

a sustained fall in total demandA

a sustained fall in the general price levelB

a sustained fall in the rate of inflationC

a sustained fall in the value of moneyD

11_0455_11_2025_1.9© UCLES 2025
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What does a successful supply-side policy increase in an economy?21

the level of unemploymentA

the production possibilitiesB

the rate of inflationC

the rate of interestD

In one particular year, South Sudan’s population growth was 1.3% while its GDP growth was 2%.

What is the most likely consequence of this?

22

GDP per capita will decreaseA

the rate of inflation will decreaseB

the standard of living will increaseC

unemployment will increaseD

What are the correct definitions of unemployment and employment relative to the number of people
of working age?

23

employmentunemployment

those who are not in
full-time education

those who want a job but cannot
get one at the current wage rate

A

those who have a job
at the current wage rate

those who want a job but cannot
get one at the current wage rate

B

those who are not in
full-time education

those without a jobC

those who have a job at
the current wage rate

those without a jobD

11_0455_12_2025_1.8© UCLES 2025
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What does a successful supply-side policy increase in an economy?21

the level of unemploymentA

the production possibilitiesB

the rate of inflationC

the rate of interestD

In one particular year, South Sudan’s population growth was 1.3% while its GDP growth was 2%.

What is the most likely consequence of this?

22

GDP per capita will decreaseA

the rate of inflation will decreaseB

the standard of living will increaseC

unemployment will increaseD

What are the correct definitions of unemployment and employment relative to the number of people
of working age?

23

employmentunemployment

those who are not in
full-time education

those who want a job but cannot
get one at the current wage rate

A

those who have a job
at the current wage rate

those who want a job but cannot
get one at the current wage rate

B

those who are not in
full-time education

those without a jobC

those who have a job at
the current wage rate

those without a jobD

11_0455_12_2025_1.8© UCLES 2025
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Worker X earns less than worker Y.

What is most likely to be true of worker X?

11

They have a longer period of training than worker Y.A

They have a longer working day than worker Y.B

They have skills that are more in demand than worker Y.C

They have weaker bargaining power than worker Y.D

What would increase the strength of a trade union?12

a growth in part-time employmentA

a growth in the membershipB

a rise in the national minimum wageC

a rise in the standard of livingD

The size of the domestic car industry in Japan has enabled Japanese car producers to be more
price competitive than rival car producers.

What is an explanation for this?

13

Economies of scale are present in the Japanese car industry.A

Managerial problems exist in the Japanese car industry.B

Productivity is low in Japan.C

The Japanese car industry is very labour-intensive.D

The table shows the output of cakes from four bakeries, A, B, C and D.

Which bakery has the highest labour productivity?

14

output
(cakes per day)

labour
(hours per day)

4010A

64040B

75050C

500100D

[Turn over© UCLES 2025
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 Some  markets in Belgium are in equilibrium. The country produces a wide range of goods and 
services with different degrees of price elasticity of demand. The Belgian Government wants the 
economy to move to a production possibility point beyond its current production possibility curve 
(PPC). Belgium’s scientific industry is one industry which is doing well. Workers in this industry are 
highly specialised.

 (a) Define market equilibrium. [2]

 (b) Explain two ways an economy could reach a point outside its current PPC. [4]

 (c) Analyse how price elasticity of demand can influence a firm’s pricing decisions. [6]

 (d) Discuss whether or not firms benefit from their workers undertaking training. [8]

3 In April 2023, a French cosmetics firm merged with an Australian cosmetics firm. It is expected 
the merger will lower average total cost as the new firm is likely to benefit  from greater internal 
economies of scale. A manager stated that a key aim is to make the firm’s production more 
sustainable by using raw materials taken from renewable sources. In most countries, the cosmetics 
firm’s products, including perfume, are taxed at a higher rate than food.

 (a) Define average total cost. [2]

 (b) Explain how using renewable raw materials may affect a firm’s profits. [4]

 (c) Analyse the internal economies of scale that a cosmetics firm could experience. [6]

 (d) Discuss whether or not perfume should be taxed at a higher rate than food. [8]

4 There are several policy measures a central bank or government can use to reduce unemployment. 
One policy measure a government could use to reduce unemployment is to increase its spending 
on building houses. The Federal Reserve, the central bank of the US, has two main aims. One is 
to maintain price stability and the other is to achieve full employment. Some central banks also 
have economic growth as a target, but none have HDI value as a target.

 (a) Identify two policy measures a central bank could use to maintain price stability. [2]

 (b) Explain two benefits to an economy of full employment. [4]

 (c) Analyse how an increase in government spending on building houses could reduce 
unemployment. [6]

 (d) Discuss whether or not an increase in a country’s economic growth rate will increase its 
HDI value. [8]
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Monetary policy often involves a change in which variables?19

government expenditure or taxesA

interest rates or the money supplyB

labour market or trade union lawsC

tariffs or quotasD

Which supply-side policy measure is most likely to enable a government to achieve its aim of full
employment?

20

decreasing government spending on school buildingsA

decreasing the number of teachers in schoolsB

increasing taxation on private school feesC

increasing the provision of enterprise skills in schoolsD

Which policy decision is most likely to cause economic growth?21

an increase in corporation tax ratesA

an increase in interest ratesB

an increase in the amount workers can earn before paying income taxC

an increase in the government's regulations for starting a new businessD

A government uses the labour force survey method to calculate unemployment.

What is required under this method for a person to be classified as unemployed?

22

actively
seeking work

immediately
available
for work

eligible for
unemployment

benefits

yesnonoA

yesyesnoB

noyesyesC

nonoyesD

06_0455_11_2025_1.8© UCLES 2025
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When a government aims to encourage economic growth, it may adopt supply-side policies.

Which policy is a supply-side policy?

20

increasing the money supplyA

lowering interest ratesB

reducing indirect taxationC

retraining unemployed workersD

An economy that is fully employed is forecast to have an increase in total demand.

What is most likely to increase?

21

the rate of absolute povertyA

the government budget deficitB

the level of unemploymentC

the rate of inflationD

A government conducted a labour force survey. It only included people of working age in the survey.
The results are shown in the table.

22

number of people

10000000of working age

7000000employed

1000000unemployed

2000000not seeking work

Which percentage of working-age people are in the labour force?

90%D80%C70%B30%A

A school leaver is unable to find a job immediately after completing their education.

Which type of unemployment is this?

23

cyclicalA

frictionalB

regionalC

structuralD

[Turn over06_0455_12_2025_1.17© UCLES 2025
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The table shows the distribution of the working population in millions (m) in various sectors of an
economy over two years.

20

year 2
employment (m)

year 1
employment (m)economic sector

34education

86engineering

12farming

68finance

54healthcare

55motor vehicle production

22oil extraction

What can be concluded from the information?

Less output was produced in the economy in year 2 than year 1.A

Fewer people were employed in the secondary sector in year 1 than year 2.B

More people were employed in the primary sector in year 2 than year 1.C

More people were employed in the tertiary sector in year 2 than year 1.D

Which government intervention would increase the geographic mobility of labour?21

controlling firms locating in areas of low employmentA

giving grants to firms moving into areas of high unemploymentB

providing relocation expenses for workersC

subsidising declining industriesD

Which action by employers is most likely to reduce long-term economic growth?22

allowing workers time off to attend retraining coursesA

encouraging workers to work flexibly in different rolesB

granting workers regular short breaks during the working dayC

replacing skilled workers with semi-skilled workersD

03_0455_12_2025_1.12© UCLES 2025
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What causes cyclical unemployment in a recession?21

a permanent decrease in the demand for labourA

a permanent decrease in the supply of labourB

a temporary decrease in the demand for labourC

a temporary decrease in the supply of labourD

The table shows government expenditure and revenue in selected years.22

tax
revenue
$bn

government
expenditure

$bn
year

5005001

4006002

3007003

What might explain the changes in the government’s budget over the period?

a fall in the dependency ratioA

a fall in the exchange rateB

an increase in cyclical unemploymentC

an increase in real GDPD

The table shows changes in economic policies for four countries, A, B, C and D.

Which country is most likely to be following a policy of preventing deflation?

23

taxation
government
spending

money supply

decreasingdecreasingdecreasingA

increasingdecreasingdecreasingB

decreasingincreasingincreasingC

increasingincreasingincreasingD

© UCLES 2024
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 Unemployment in the United Kingdom (UK) fell in December 2021 to 4.1%. Market forces would 
usually mean that wages would increase due to this lower unemployment. However, workers’ 
living standards did not increase. New international trade deals were not made fast enough to 
offset the decreasing trade between the UK and the European Union.

 (a) Identify two ways of measuring unemployment. [2]

 (b) Explain two factors that could influence living standards, apart from unemployment rates. [4]

 (c) Analyse how market forces can increase wages. [6]

 (d) Discuss whether or not free trade between countries increases economic growth. [8]

3 Approximately 95% of students in Macao, a special administrative region of China, attend a 
private school. Internationally, competition for students is high amongst private schools. Private 
schools are often technologically innovative in their methods of teaching. However, some argue 
that private schools make the government aim of redistribution of income more difficult to achieve.

 (a) Define privatisation. [2]

 (b) Explain how technological innovation can benefit firms. [4]

 (c) Analyse the effects of increased competition amongst firms. [6]

 (d) Discuss whether or not improving education can help a government achieve its macroeconomic 
aims. [8]

4 The World Trade Organization (WTO) estimates that India has the largest levels of trade protection 
of any major economy. The highest tariffs are imposed on products from the primary sector. For 
example, in 2018 India imposed a tariff of approximately 90% on imports of coffee to protect its 
coffee farmers. However, the markets for coffee substitutes and complements do not have such 
levels of government intervention.

 (a) Identify two methods of trade protection apart from a tariff. [2]

 (b) Explain how the price of coffee substitutes and complements can affect the demand for 
coffee. [4]

 (c) Analyse possible reasons why a government may want to intervene in a market. [6]

 (d) Discuss whether or not high tariffs can reduce unemployment. [8]
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4.7 Inflation

Name: Class: Date: Total: 18 marks

KEY WORDS inflation通货膨胀• deflation通货紧缩• weight权重• cpi消费者价格指数• cost-push成本推动

Objective
Build the skills to answer exam questions on inflation 通货膨胀 — how it is measured
衡量 (the CPI 消费者价格指数), the causes (demand-pull and cost-push 需求拉动
与成本推动), the effects, and deflation 通货紧缩.

You must be able to:

• define inflation and explain the CPI
• distinguish demand-pull from cost-push inflation
• analyse the effects of inflation and deflation

1 Worked examples

Causes of inflation

Demand-pull

total demand grows
faster than supply 

"too much money
chasing too few goods"

Cost-push

firms' costs rise
(wages, materials) 

they raise prices
to cover them

Exam: demand-pull = AD excess; cost-push = rising costs (wages, oil, imported inputs)

Inflation is a rise in the average level of prices

• Inflation 通货膨胀: a sustained rise in the average price level. Deflation 通货
紧缩: prices fall.

• CPI 消费者价格指数: tracks a weighted “basket” of goods a typical family buys.
• Demand-pull 需求拉动: demand grows faster than supply. Cost-push 成本推
动: firms’ costs rise.

IGCSE Economics • 4.7 Inflation 1
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• Effects: money loses purchasing power 购买力, savings worth less, exports
dearer.

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice
2.1 Define the term inflation. [2]

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

2.3 State one effect of inflation on people who have savings. [1]

3 Exam-style questions
3.1 A rise in prices caused by higher wage and material costs is: [1]

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

3.2 Explain how inflation is measured using the Consumer Prices Index (CPI). [4]

3.3 Discuss whether inflation is always bad for an economy. [8]

IGCSE Economics • 4.7 Inflation 2
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Solutions
IGCSE Economics answers are marked by level of response: award K knowledge, App
application, An analysis and Ev a justified judgement.

2.1 a sustained rise in the average level of prices over time (2 for a clear definition; 1 for
a partial idea).

2.2 demand-pull inflation comes from total demand growing faster than supply; cost-
push inflation comes from rising costs (wages, materials) that firms pass on (2 for a clear
difference; 1 for a partial idea).

2.3 the real value of their savings falls (their money buys less) (1).

3.1 B. Higher wage and material costs cause cost-push inflation.

3.2 [4] K 1 + An up to 3 — a “basket” of goods a typical family buys is chosen → each
good is given a weight for how much people spend on it → the cost of the whole basket
is tracked from year to year → the percentage change in the basket’s cost is the inflation
rate.

3.3 [8] K/App/An up to 5 + Ev up to 3. Bad: inflation cuts purchasing power, reduces
the value of savings, makes exports dearer, and creates uncertainty. Not always: low,
steady inflation can show healthy demand and helps borrowers, while deflation can be
worse (people delay buying, so demand and output fall). Judgement (Ev): high or
rising inflation is harmful, but low, stable inflation is acceptable and better than deflation
— so it depends on the rate.
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What is most likely to cause more poverty in a country?25

a decrease in the general price levelA

a decrease in the rate of income taxB

a decrease in the level of unemploymentC

a decrease in the level of wagesD

The charts show the population structure of a country in year X and year X + 50.26
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During this period, how did birth and death rates change?

death ratesbirth rates

fellfellA

no changefellB

fellroseC

no changeroseD
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A government imposes tariffs on imported goods.

What is not a likely reason for this?

17

to boost domestic outputA

to influence the country’s balance of paymentsB

to protect domestic employmentC

to reduce the exports from the countryD

A government collects the following revenue in a year.18

$m

30taxes on goods

500taxes on income

20taxes on services

50customs and excise duties

What is the amount of indirect tax revenue?

$500mD$100mC$70mB$30mA

Which policy measures would be classified as fiscal policy?19

changes in interest rates and money supplyA

changes in labour market policies to encourage more trainingB

changes in tax rates and government spendingC

changes in the exchange rateD

What is the most likely result of a fall in interest rates?20

a fall in inflationA

a fall in investmentB

a rise in consumer spendingC

a rise in savingD
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The graph shows changes in the average price level.24
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When did the country experience deflation?

year 2 to year 5A

year 2 to year 3B

year 2 to year 4C

year 4 to year 5D

In many high-income economies, increasing income inequality has led to greater levels of poverty.

Which combination of policies would aim to reduce income inequality?

25

supply-side policyfiscal policy

create more competitiondecrease corporation taxA

reduce the power of trade unionsincrease income taxB

increase the national minimum wageincrease inheritance taxC

privatise more public sector firmsincrease sales taxD

[Turn over11_0455_12_2025_1.8© UCLES 2025
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A country experiences a significant fall in unemployment.

What is a possible advantage and a possible disadvantage of such a fall?

23

possible disadvantagepossible advantage

fall in labour disputesfall in government spending
on unemployment benefits

A

fall in povertyfall in tax revenueB

rise in inflation raterise in living standardsC

rise in labour mobilityrise in outputD

A country’s Consumer Prices Index (CPI) falls from 120 to 110 in a year.

What will be a likely effect of this fall?

24

incomes will fall in real termsA

savings will fall in real termsB

the rate of interest will riseC

the real value of debt will riseD

The population sizes of four countries, A, B, C and D, are all equal.

Which country is most likely to have the highest population growth, given the changes in the table?

25

net migrationdeath ratebirth rate

unchangedincreasingdecreasingA

increasingdecreasingincreasingB

decreasingincreasingincreasingC

decreasingincreasingunchangedD

© UCLES 2025
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What is most likely to rise when the level of employment falls in a high-income economy?23

consumer confidenceA

government expenditure on state benefitsB

government revenue from income taxC

the rate of growth of real outputD

AConsumer Prices Index (CPI) consists of four items. The table shows the percentage price change
for each item over a period of a year and the weight of each item.

Which price change will affect the level of the CPI most?

24

weight
% price change
over 1 year

item

0.30+5foodA

0.20+6housingB

0.40+3recreationC

0.10+4transportD

25 The table shows the Human Development Index (HDI) value for a country in two years.

HDI valueyear

0.4671

0.6092

What would not explain the change in the HDI value?

an increase in gender equalityA

an increase in income per headB

an increase in life expectancyC

an increase in years of schoolingD
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A market changes from being very competitive to being a monopoly.

What is likely to happen to output and price in this market?

16

priceoutput

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

What is the most likely reason for a government to aim for price stability?17

to improve international competitivenessA

to increase workers' wage demandsB

to reduce consumer spendingC

to reduce spending on employment-related benefitsD

A country's unemployment rate increased from 3.6% to 4.2% in one year.

What might be the consequences for tax revenues and welfare payments?

18

welfare paymentstax revenues

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

In a country, some highly-paid workers reduce their working hours because of very high income
tax rates at higher levels of income.

What is a disadvantage of this income taxation?

19

It creates uncertainty for workers.A

It does not maximise tax revenue.B

It is inequitable for lower-income earners.C

It is regressive in the distribution of income.D
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The table shows the weights attached to various categories of goods in a Consumer Prices Index
(CPI) in two years.

23

year 2year 1CPI category

200100clothing

300400food

100100energy

100200household goods

300200motoring

10001000total

What can be concluded from the table when comparing year 1 and year 2?

Real income spent by the average consumer on motoring increased.A

The cost of producing food has fallen.B

The CPI has not changed over the two years.C

The proportion of income spent on clothing has increased.D

The table shows the Human Development Index (HDI) values for two countries.24

HDI valuecountry

0.90X

0.45Y

What might explain the difference in the HDI values?

Country X has double the inflation rate of country Y.A

Country X has half the population of country Y.B

Country X spends more of its real GDP on foreign aid than country Y.C

Country X spends more of its real GDP on schooling than country Y.D
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A competitive industry becomes a monopoly.

What is the most likely advantage for consumers?

16

consumer choice may increaseA

economies of scale may reduce pricesB

more goods may be producedC

prices may be set by market forcesD

What will cause real GDP to rise in a country?17

nominal GDP rising at a faster rate than employmentA

nominal GDP rising faster than inflationB

nominal GDP rising faster than the populationC

nominal GDP risingD

What is the money supply?18

the total quantity of foreign currency available within the economyA

the total quantity of money available within the economyB

the total quantity of money issued by the central bankC

the total quantity of money within commercial banksD

Which macroeconomic policy is most likely to achieve economic growth and price stability at the
same time?

19

fiscal policyA

import barriersB

monetary policyC

supply-side policyD

What is the definition of economic growth?20

It is an increase in the general level of prices over time.A

It is an increase in the level of a nation's output over time.B

It is an increase in the level of total demand over time.C

It is an increase in wages, interest, profits and rent over time.D

[Turn over© UCLES 2024
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5 Hawaii’s economy has grown due to tourism but the growth in this sector has also increased 
inflation in this US island state. It is estimated that 9% of Hawaii’s population were living in poverty 
in 2022. Many families struggled to save. Young workers were able to leave due to high levels of 
labour mobility between US states. However, Hawaii is now facing an ageing population including 
many more retired people.

 (a) Define labour mobility. [2]

 (b) Explain the effects of an ageing population on spending and saving levels. [4]

 (c) Analyse how a rise in tourism can increase inflation in an economy. [6]

 (d) Discuss whether or not fiscal policy is effective in reducing poverty. [8]
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