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Question 24
9708/11 N25 • Q24 • 1 mark

A central bank increases interest rates to reduce inflation.

When will this policy be most likely to succeed?

23

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

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

When the government has an increasing budget deficit.C

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

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

How would these government macroeconomic policies be categorised?

24

monetaryfiscalsupply-side

keyexpconconA

con = contractionaryconconexpB

exp = expansionaryexpexpconC

conexpexpD

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

When might this combination of policies be used?

25

unemployment rateinflation rate

highhighA

lowhighB

highlowC

lowlowD

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

What would be a consequence of this depreciation?

26

There would be a decrease in structural unemployment.A

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

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

There would be an increase in the budget deficit.D
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Solution 24

Answer: A

Why

Take each measure separately and ask whether it raises or lowers capacity and
demand.
Cutting training spending reduces capacity; raising indirect taxes reduces real
incomes.
So the combined effect is contractionary – the measures reinforce rather than
offset each other.
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Question 25
9708/11 N25 • Q25 • 1 mark

A central bank increases interest rates to reduce inflation.

When will this policy be most likely to succeed?

23

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

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

When the government has an increasing budget deficit.C

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

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

How would these government macroeconomic policies be categorised?

24

monetaryfiscalsupply-side

keyexpconconA

con = contractionaryconconexpB

exp = expansionaryexpexpconC

conexpexpD

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

When might this combination of policies be used?

25

unemployment rateinflation rate

highhighA

lowhighB

highlowC

lowlowD

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

What would be a consequence of this depreciation?

26

There would be a decrease in structural unemployment.A

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

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

There would be an increase in the budget deficit.D
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Solution 25

Answer: B

Why

Cutting government spending is contractionary fiscal policy; raising interest
rates is contractionary monetary policy.
Used together, they reduce aggregate demand strongly.
So the combination suits an economy with high inflation, but risks recession if
demand is already weak.
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Question 18
9708/12 N25 • Q18 • 1 mark

The diagram shows aggregate demand and aggregate supply curves for an economy.17

general
price
level

O
national output

AS

AD

AD1

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

government campaigns to encourage household savingsA

consumption of domestic instead of foreign goodsB

a decrease in the budget surplusC

investment in knowledge-based enterprisesD

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

Which types of macroeconomic policies are being used?

18

supply-side
policy

monetary
policy

fiscal
policy

✗✗✓A

✗✓✓B

✓✗✓C

✓✗✗D

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

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

19

increasing the rate of interest to reduce consumer spendingA

managing a reduction of the money supplyB

using credit restrictions to regulate lending by commercial banks to householdsC

restricting wage increases in the private and public sectorsD
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Solution 18

Answer: C

Why

Cutting unemployment benefit is intended to make working more attractive
relative to not working.
Improving the incentive to work raises the effective labour supply, which is a
supply-side aim.
Because it also changes government spending, it is fiscal policy at the same
time.
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Question 20

9708/12 N25 • Q20 • 1 mark

What is not a likely reason for a government having the objective of economic growth?20

to improve living standardsA

to improve business confidenceB

to increase inflationary pressuresC

to increase consumer choiceD

What is an example of expansionary monetary policy?21

the central bank increasing the money supplyA

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

the central bank increasing controls on credit lendingC

the central bank increasing the minimum lending rate of interestD

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

22

AD curveinterest rate

shifts leftfallsA

shifts leftrisesB

shifts rightfallsC

shifts rightrisesD

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

Which policy option is most likely to be implemented?

23

an increase in government expenditure on trainingA

an increase in indirect taxes on demerit goodsB

an increase in import tariffsC

an increase in interest ratesD
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Solution 20

Answer: C

Why

Growth is wanted because it raises incomes, living standards and employment.
It also improves business confidence and government tax revenue.
Higher inflation is a risk of rapid growth, not a reason for wanting it.
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Question 23
9708/13 N25 • Q23 • 1 mark

The diagram shows changes in a country’s price level over a number of years.

During which period of time did only disinflation occur?

22

5
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2020 20252024202320222021

year

price

change

%

from the start of 2020 to the end of 2025A

from the start of 2021 to the end of 2022B

from the start of 2021 to the end of 2023C

from the start of 2023 to the end of 2024D

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

Which types of macroeconomic policy are being used?

23

supply side
policy

monetary
policy

fiscal policy

key✓✓✓A

✓ = used✗✓✓B

✗ = not used✓✗✓C

✓✓✗D
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Solution 23

Answer: C

Why

Raising income tax to fund spending is fiscal policy – both sides of the budget.
Spending it on apprenticeships and training raises skills and so productive
capacity.
That makes it supply-side policy as well, so two types are being used together.
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Question 22
9708/12 J25 • Q22 • 1 mark

A government increases direct taxation to reduce its budget deficit.

How is this likely to affect the government’s ability to achieve its macroeconomic objectives?

22

low unemploymentlow inflationeconomic growth

less likelyless likelyless likelyA

more likelyless likelymore likelyB

less likelymore likelyless likelyC

less likelymore likelymore likelyD

An income tax has a tax-free allowance of $10 000 and a single rate of 25%. 

What type of tax is this?

23

indirectA

progressiveB

proportionalC

regressiveD

Which supply-side policy will encourage new entrepreneurs?24

an increase in government subsidy to small firmsA

an increase in the national minimum wageB

an increase in the power of trade unionsC

an increase in the tax on business profitsD
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Solution 22

Answer: C

Why

Higher direct taxation reduces disposable income, so consumption and
aggregate demand fall.
Lower aggregate demand helps with inflation and with the current account.
But it works against growth and low unemployment, so the objectives conflict.


