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Question 1
9708/11 N25 • Q1 • 1 mark

What is an example of a normative statement?1

Indirect taxes are cheap to collect.A

Indirect taxes are taxes on income.B

Indirect taxes are unfair.C

Indirect taxes increase inequality.D

A country with a market economy changes to a mixed economy.

When is this change likely to achieve the largest improvement in resource allocation?

2

Gini coefficient
value for the
country

number of demerit
goods in the
country

0.4manyA

0.7manyB

0.4fewC

0.7fewD

The diagram shows a production possibility curve for an economy that produces capital goods and
consumer goods.

3

O

capital

goods

consumer
goods

Why is the production possibility curve drawn concave to the origin?

Capital goods are a more labour-intensive output than consumer goods.A

Consumers always seek to maximise their satisfaction from consumption.B

Profit maximisation for firms always ensures efficiency in production.C

Some resources are more efficient in production of some goods than others.D
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Solution 1

Answer: C

Why

A normative statement contains a value judgement and cannot be tested
against data.
“Indirect taxes are unfair” is an opinion about what ought to be.
The others are factual claims that evidence could confirm or refute.



Past-paper walk-through

Question 11
9708/11 N25 • Q11 • 1 mark

The graph shows the total economic welfare derived by citizens from a government’s expenditure
on health and education services.

11

0 20 40 60 80

expenditure ($ billions)

health

education

total economic
welfare

If the government has $60 billion of its budget to allocate between health and education services,
which allocation will give its citizens the highest level of welfare?

education spending
($ billions)

health spending
($ billions)

600A

4020B

2040C

060D

A government gives a subsidy to a producer of a product.

What will be the likely effect of this?

12

a shift to the left in the demand curve and a rise in equilibrium quantityA

a shift to the left in the supply curve and a rise in equilibrium quantityB

a shift to the right in the demand curve and a fall in equilibrium priceC

a shift to the right in the supply curve and a fall in equilibrium priceD
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Solution 11

Answer: C

Why

Total welfare rises with spending but at a diminishing rate, so read the
gradient of each curve.
The extra welfare from the last dollar spent is the marginal benefit.
Welfare is maximised where the marginal benefit of spending is equal in the
two areas.
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Question 13
9708/11 N25 • Q13 • 1 mark

What would be included in a measure of wealth?13

annual incomeA

benefits and pensionsB

interest earned on savingsC

savings held in bank accountsD

Why might a government introduce a minimum price for a product?14

to benefit poorer consumersA

to encourage consumption of a merit goodB

to encourage production of a public goodC

to support the incomes of producersD

An indirect tax is imposed on a product.15

S1

S2

O

U

V

W

X
Y

Z

price

quantity

D

What is the change in consumer surplus?

ZVXYDZVWYCUVZBUWYA
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Solution 13

Answer: D

Why

Wealth is a stock of assets held at a point in time.
Income is a flow received over a period.
So savings held in a bank account are wealth, while income, benefits and
interest received are flows.
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Question 6

9708/12 N25 • Q6 • 1 mark

The diagram shows a production possibility curve (PPC) for a country that produces two goods, X
and Y. The initial PPC is given by ST.

5

O

U

S

V T W

good X

good Y

What is the effect on the PPC when the productivity of workers producing good X increases?

The PPC shifts from ST to SV.A

The PPC shifts from ST to SW.B

The PPC shifts from ST to UT.C

The PPC shifts from ST to UW.D

What is consumer surplus?6

the amount of a consumer’s income less the amount paid in income taxA

the amount of a consumer’s income less the amount paid for goods and servicesB

the amount of a consumer’s income received in bonuses and overtime payC

the amount a consumer is willing to pay for a product less the amount actually paidD
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Solution 6

Answer: D

Why

Consumer surplus is the difference between what a consumer is willing to pay
and what they actually pay.
It is measured as the area under the demand curve and above the price.
It has nothing to do with income or with tax – only with the price paid
against the value placed on the good.
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Question 24
9708/13 N25 • Q24 • 1 mark

The diagram shows an economy in equilibrium with a real output of Y and a price level of P. The
government aims to raise real output from Y to full employment (YFE) without increasing the price
level in the long run.

24

LRAS

P

O Y YFE

real output

AD

price

level

Which fiscal policy change is most likely to achieve this aim?

decreasing the rate of income taxA

decreasing spending on educationB

increasing the level of sales taxC

increasing welfare benefit paymentsD

A government reduced the tax on company profits from 28% to 20%.

Which statement best describes this policy?

25

It is both a contractionary fiscal policy and a supply-side policy.A

It is both an expansionary fiscal policy and a supply-side policy.B

It is both an expansionary fiscal policy and an expansionary monetary policy.C

It is both an expansionary monetary policy and a supply-side policy.D

Which policy is most likely to have a contractionary effect on national income?26

a reduction in income tax ratesA

a reduction in interest ratesB

an appreciation in the exchange rateC

an increase in government spending on transport infrastructureD
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Solution 24

Answer: A

Why

Raising output without raising the price level needs the supply side to expand.
If only aggregate demand rises, the price level rises with output.
So the policy must shift aggregate supply right, by adding capacity.
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Question 26

9708/13 N25 • Q26 • 1 mark

The diagram shows an economy in equilibrium with a real output of Y and a price level of P. The
government aims to raise real output from Y to full employment (YFE) without increasing the price
level in the long run.
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Solution 26

Answer: C

Why

A contractionary policy reduces aggregate demand.
Higher taxes, lower government spending, higher interest rates or an
appreciation all do that.
Cutting income tax or interest rates would be expansionary instead.
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Question 21
9708/14 N25 • Q21 • 1 mark

Which increase makes cost-push inflation less likely to happen?19

indirect tax ratesA

raw material shortagesB

the foreign exchange rateC

trade union powerD

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

income from abroadA

profits of private sector businessesB

rent from the ownership of landC

transfer paymentsD

What is an example of expansionary fiscal policy?21

an increase in income taxA

an increase in private sector investmentB

an increase in spending on public goodsC

an increase in the money supplyD

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

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

22

rate of interestexchange ratebudget deficit

decreasesdepreciatesdecreasesA

increasesappreciatesdecreasesB

decreasesdepreciatesincreasesC

increasesappreciatesincreasesD

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

an import quota to restrict the supply of goodsA

a rise in interest rates to encourage the supply of savingsB

a specific tax on the supply of goods to raise revenueC

a subsidy to businesses to promote the supply of training coursesD
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Solution 21

Answer: C

Why

Expansionary fiscal policy means the government spending more or taxing less.
Increased spending on public goods is exactly that.
Private sector investment is not government policy, and raising income tax is
contractionary.
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Question 25

9708/14 N25 • Q25 • 1 mark

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

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

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

Which type of tax is this?

24

indirectA

progressiveB

proportionalC

regressiveD

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

contractionary fiscal policyA

contractionary monetary policyB

expansionary monetary policyC

restrictive supply-side policyD

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

outcome 2outcome 1government measure

encourage illegal trade
and corruption

protect against import of
harmful materials

embargoesA

are a drain on
government expenditure

give home producers a
cost advantage

export subsidiesB

reduce balance of
payments deficit

restrict volume of
expensive imports

import quotasC

cause unemployment
due to rising costs of
imported raw materials

protect some jobs by
raising import prices

tariffsD
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Solution 25

Answer: B

Why

Interest rates are the central bank’s instrument, so this is monetary policy.
Raising them reduces borrowing and spending, so it reduces aggregate
demand.
That makes it contractionary monetary policy.
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Question 25
9708/11 J25 • Q25 • 1 mark

The table shows the amount of tax paid on three different levels of income.

Which combination shows a proportional income tax system?

25

tax paid on annual
income of $40000

tax paid on annual
income of $20000

tax paid on annual
income of $10000

100010001000A

200015001000B

400020001000C

800025001000D

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

It cannot be calculated accurately enough.A

It includes more than one currency.B

It is a ratio of two index numbers.C

It measures change over time.D

Which statement correctly describes a tariff?27

It is a complete ban on imports.A

It is a minimum price for domestic producers.B

It is a payment to exporters.C

It is a tax imposed on imports.D

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

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

28

a lowering of the level of import dutiesA

a reduction in the level of income taxB

the introduction of expansionary monetary policyC

the use of grants to encourage new investment by firmsD
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Solution 25

Answer: C

Why

A proportional tax takes the same percentage of income at every income level.
So divide the tax paid by the income in each row.
The system is proportional where those ratios are all equal – progressive if
they rise, regressive if they fall.
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Question 22
9708/1 23 • Q22 • 1 mark

10
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20	 A large coal mine is forced to close because of falling demand for coal as consumers switch to 
less polluting fuels. The government organises retraining courses and recruitment events for the 
coal mine workers.

	 Which type of unemployment is the government trying to reduce?

	 A	 cyclical

	 B	 seasonal

	 C	 structural

	 D	 technological

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

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

	 A	 It raises Aggregate Demand.

	 B	 It raises production costs.

	 C	 It reduces the exchange rate.

	 D	 It reduces the money supply.

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

10 2 3 4

2008

2009

2010

revenue
expenditure

revenue
expenditure

revenue
expenditure

$m

	 What can be concluded from the diagram?

	 A	 A budget deficit was replaced by a budget surplus.

	 B	 A budget deficit increased.

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

	 D	 The yield from taxation continuously increased.
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Solution 22

Answer: B


