
Past-paper walk-through
Monetary policy • 5.3

eXercise



Past-paper walk-through

Questions in this set

9708/11 N25 Q23 • 1 mark
9708/12 N25 Q19 • 1 mark
9708/12 N25 Q21 • 1 mark
9708/14 N25 Q22 • 1 mark
9708/12 J25 Q21 • 1 mark
9708/1 23 Q23 • 1 mark



Past-paper walk-through

Question 23

9708/11 N25 • Q23 • 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 23

Answer: B

Why

Raising interest rates reduces inflation by cutting borrowing and spending.
That only works if households and firms actually respond to the rate change.
So the policy succeeds when spending is elastic with respect to interest rates,
not inelastic.
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Question 19

9708/12 N25 • Q19 • 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 19

Answer: D

Why

A central bank controls interest rates and the money supply.
It does not control taxation or government spending – those belong to the
government.
So a fiscal measure is the one outside the central bank’s direct control.
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Question 21

9708/12 N25 • Q21 • 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 21

Answer: A

Why

Expansionary monetary policy increases the money supply or lowers the cost
of borrowing.
Increasing the money supply directly is the clearest example.
Causing the currency to appreciate would reduce demand for exports – that is
contractionary.
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Question 22
9708/14 N25 • Q22 • 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 22

Answer: B

Why

Imported raw material prices rising is cost-push inflation, which shifts AS left.
Demand-pull inflation shifts AD right.
So a policy mix must restrain demand while also raising capacity –
contractionary demand policy plus supply-side measures.
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Question 21
9708/12 J25 • Q21 • 1 mark

The aggregate demand curve is typically downward sloping.

What is one possible explanation for this?

18

A fall in the price level will lead to a rise in demand for imports.A

As the price level falls, improved productivity will reduce unit costs.B

If the price level is high, any interest rate changes will encourage consumption.C

The real value of assets increases as the price level falls.D

What is most likely to cause an unemployed worker to be classified as frictionally unemployed?19

lack of relevant skills for vacant jobsA

lack of up-to-date job vacancy informationB

greater use of technology in the production processC

an increase in regional pay inequalityD

The table shows figures estimated at the end of a train drivers’ strike.20

$
(000s)

600

20

40

30

loss of ticket revenue for train companies

value placed on extra leisure time by strikers

loss of government tax revenue

overtime payments to police

What was the reduction in the recorded level of national income resulting from the strike?

$690000D$640000C$610000B$570000A

What is likely to be an expansionary monetary policy?21

a decrease in the availability of creditA

a decrease in the exchange rateB

an increase in government spendingC

an increase in subsidies for trainingD
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Solution 21

Answer: B

Why

Expansionary monetary policy makes borrowing easier and cheaper, raising
aggregate demand.
Lower interest rates or greater credit availability both do that.
Changing government spending is fiscal policy, not monetary.
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Question 23
9708/1 23 • Q23 • 1 mark

11
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23	 In recent years an economy has experienced changes in its price level as shown.
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	 Which government policy is most effective in reversing the trend shown in the price level?

	 A	 encourage firms to expand production through tax incentives

	 B	 introduce an incomes policy to directly control wage increases

	 C	 promote household savings by advertising saving schemes 

	 D	 reduce interest rates and increase money supply

24	 The diagram shows Greece’s trade position with the EU and Russia between 2005 and 2014.
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	 What can be concluded about the period 2005 to 2014?

	 A	 Greece’s annual trade deficit with the EU rose continuously.

	 B	 Greece’s annual trade deficit with the EU was lower in 2014 than in 2005.

	 C	 Greece’s annual trade deficit with the EU fell continuously.

	 D	 Greece’s annual trade deficit with the EU was smaller than its deficit with Russia.
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Solution 23

Answer: D


