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Question 18
9708/11 N25 • Q18 • 1 mark

The table shows selected statistics for a country.16

$bn

600gross domestic product at market prices

100indirect taxes

50subsidies

What is the value of gross domestic product at basic prices?

$700bnD$650bnC$550bnB$500bnA

GDP of a country measured at current market prices was $1000bn in year 1. This had risen to
$1100bn in year 2.

Over the same period the general price level had risen by 5%.

What has happened to real GDP?

17

Real GDP fell by approximately 5%.A

Real GDP fell by approximately 10%.B

Real GDP rose by approximately 5%.C

Real GDP rose by approximately 10%.D

A government spends money to provide an education for students.

Which type of spending is capital expenditure?

18

computers for classroomsA

grants for university studentsB

rent for school buildingsC

wages for teachersD

What is an example of fiscal policy aimed at increasing aggregate demand in an economy?19

increasing expenditure by firms on skills training programmes for unskilled workersA

increasing the commercial banks’ lending abilityB

reducing the rate of income tax for all income earnersC

reducing the rate of interest on loans to manufacturing companiesD
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Solution 18

Answer: A

Why

Capital expenditure buys an asset that lasts and adds to productive capacity.
Computers for classrooms are exactly that.
Grants, salaries and running costs are current expenditure, consumed within
the period.



Past-paper walk-through

Question 19

9708/11 N25 • Q19 • 1 mark

The table shows selected statistics for a country.16

$bn

600gross domestic product at market prices

100indirect taxes

50subsidies

What is the value of gross domestic product at basic prices?

$700bnD$650bnC$550bnB$500bnA

GDP of a country measured at current market prices was $1000bn in year 1. This had risen to
$1100bn in year 2.

Over the same period the general price level had risen by 5%.

What has happened to real GDP?

17

Real GDP fell by approximately 5%.A

Real GDP fell by approximately 10%.B

Real GDP rose by approximately 5%.C

Real GDP rose by approximately 10%.D

A government spends money to provide an education for students.

Which type of spending is capital expenditure?

18

computers for classroomsA

grants for university studentsB

rent for school buildingsC

wages for teachersD

What is an example of fiscal policy aimed at increasing aggregate demand in an economy?19

increasing expenditure by firms on skills training programmes for unskilled workersA

increasing the commercial banks’ lending abilityB

reducing the rate of income tax for all income earnersC

reducing the rate of interest on loans to manufacturing companiesD
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Solution 19

Answer: C

Why

Fiscal policy works through government spending and taxation.
To raise aggregate demand it must spend more or tax less.
Spending by firms is not government policy, and a supply-side scheme works
on capacity instead.
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Question 2

9708/12 N25 • Q2 • 1 mark

What is an example of a normative statement?1

Government expenditure is an injection into the circular flow of income.A

Government expenditure in India in 2022 was 29% of gross domestic product.B

The best policy measure to reduce inflation is a reduction in government expenditure.C

The United States of America is the country with the highest military expenditure.D

A public good must both be non-rivalrous in consumption and have the characteristic of
non-excludability.

Which situation meets both of these conditions?

2

a former nationalised rail network which has been privatisedA

a good that has an opportunity costB

the building of a new toll road which charges all users the same tollC

the provision of street lighting which improves a localityD

What is not a characteristic of a planned economy?3

Consumers have limited influence on what is produced.A

Profit is the motive for increasing output.B

Resources are owned by the government.C

There is limited competition in the market.D

A student chooses to study for a degree in engineering at university rather than take a job working
as an apprentice engineer. The apprenticeship lasts five years and involves training while working.

What will decrease the opportunity cost of this choice?

4

a decrease in the wages paid to apprentice engineersA

a decrease in the number of students studying engineering degreesB

a decrease in the number of top grade engineering degrees awardedC

a decrease in the length of an engineering apprenticeship to four yearsD
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Solution 2

Answer: D

Why

Non-rivalrous means one person’s use does not reduce what is left for others.
Non-excludable means a non-payer cannot be kept out.
Both must hold together – anything with a gate, a fare or a finite capacity
fails one of them.
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Question 23

9708/12 N25 • Q23 • 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 23

Answer: D

Why

Inflation well above target with very low unemployment points to an
overheating economy.
So aggregate demand needs restraining, which means a contractionary policy.
Raising interest rates or taxes would do it; an expansionary measure would
make it worse.
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Question 14
9708/13 N25 • Q14 • 1 mark

The market for good X is in equilibrium when its price is $10. The government decides to set a 
maximum price for good X.

Which maximum price will cause the largest change in consumer surplus?

12

maximum price for
good X ($)

9A

10B

11C

12D

Assuming demand is price elastic, what will rise the most if an indirect tax is removed?13

consumer expendituresA

price of the productB

producers’ revenuesC

tax receiptsD

Which area of government spending is a transfer payment?14

spending on new road buildingA

spending on pensions to the elderlyB

spending on buying new police carsC

spending on wages of teachersD

A government provides a subsidy for a product with a perfectly price inelastic demand.

What prevents producers from benefiting from this subsidy?

15

A

B

C

The subsidy causes a large reduction in the price of the product, as its price elasticity of demand
is infinite.

The subsidy causes a large reduction in the price of the product, as its price elasticity of demand
is zero.

The subsidy causes a small reduction in the price of the product, as its price elasticity of demand
is relatively elastic.

The subsidy causes a small reduction in the price of the product, as its price elasticity of demand
is relatively inelastic.D
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Solution 14

Answer: B

Why

A transfer payment is money paid with no good or service given in return.
A pension is exactly that – the recipient supplies nothing for it.
Roads, police cars and salaries are all payments for something, so they count
in GDP.
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Question 24
9708/11 J25 • Q24 • 1 mark

What is not an example of monetary policy?21

a rise in import tariffs on manufactured goodsA

a rise in interest rates by the central bankB

a rise in credit regulationsC

a rise in the money supplyD

A government decides to raise most of its revenues from indirect taxes.

What would increase the effectiveness of this policy?

22

an increasing trend towards bartering of goodsA

increasing interest rates on household savingsB

increasing occurrence of informal markets in the economyC

placing taxes on goods and services which have a price-inelastic demandD

A government uses expansionary monetary policy over a three-year period.

Which combination identifies the likely impact of such a policy?

23

unemploymentprice levelreal GDP

fallingrisingfallingA

risingrisingrisingB

fallingrisingrisingC

risingfallingrisingD

What is not an example of an expansionary supply-side policy?24

a reduction in government spending on trainingA

an increase in support for technological improvementB

a reduction in payments to the unemployedC

an increase in privatisation of industryD
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Solution 24

Answer: A

Why

Supply-side policy aims to raise productive capacity.
Training, technological support and deregulation all do that.
Cutting spending on training reduces capacity, so it is contractionary rather
than expansionary.
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Question 28

9708/1 23 • Q28 • 1 mark

12

9708/01/SP/23© UCLES 2020

25	 There is a rise in the exchange rate of the US$.

	 Which would cause the greatest increase in the US current account deficit?

	 A	 a high level of domestic unemployment

	 B	 a high price elasticity of demand for imports

	 C	 a low price elasticity of demand for exports

	 D	 a low rate of domestic inflation

26	 Since 2000 a country’s export prices have increased on average by 50% and its import prices by 
25%.

	 What is the current figure for the country’s terms of trade (2000 = 100)?

	 A	 75		  B	 83	 C	 120	 D	 125

27	 Each diagram shows the production possibility curves (PPCs) of two economies, X and Y, which 
produce food and clothes.

	 In which diagram would both economies benefit by specialising in the good in which they have 
comparative advantage and trading at an exchange rate of 1 unit of clothes to 1.5 units of food?
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28	 Which government policy is most likely to focus on an increase in the quantity of skilled labour?

	 A	 exchange rate policy

	 B	 fiscal policy

	 C	 monetary policy

	 D	 supply-side policy
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Solution 28

Answer: D


