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Question 20
9708/11 N25 • Q20 • 1 mark

The aggregate demand (AD) curve in an economy shifts to the left.

What is most likely to cause this shift?

20

a decrease in the exchange rateA

a decrease in the interest rateB

an increase in the budget deficitC

an increase in the current account deficitD

The diagram shows the AD and AS curves for a low income country. Oil and gas make up 90% of
its exports. The initial equilibrium level of national income is Y1.

What is the most likely new equilibrium point if the worldwide prices of oil and gas rise dramatically?
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What is not a government macroeconomic policy objective?22

economic growthA

income equalityB

low unemploymentC

price stabilityD
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Solution 20

Answer: D

Why

Aggregate demand shifting left means less demand at every price level.
That follows from lower consumption, investment, government spending or
net exports.
So higher interest rates, higher taxes or a stronger exchange rate would all do
it.
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Question 30

9708/11 N25 • Q30 • 1 mark

The terms of trade of a developing country fell from 90 in 2010 to 80 in 2015.

Assuming the index of its import prices remained constant at 110 between these two years, what
happened to its index of export prices?

27

fell by 10A

fell by 11B

increased by 10C

increased by 30D

What is not a limitation of the theory of comparative advantage?28

the movement of factors of production between countriesA

governments’ imposition of trade restrictionsB

one country being more efficient in the production of all goodsC

transport costs outweighing any comparative advantageD

What would not be included in the current account of the balance of payments?29

income earned outside the country that is transferred into the countryA

value of food and raw materials produced and consumed within the countryB

value of food and raw materials that are exportedC

value of telecommunications services that are importedD

A country has a current account deficit on its balance of payments. The government also has a
budget deficit.

Which measure to reduce the current account deficit will increase the budget deficit?

30

depreciating the exchange rateA

introducing quotas on importsB

raising tariffs on importsC

subsidising exportsD
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Solution 30

Answer: D

Why

Reducing a current account deficit means cutting imports or raising exports.
A measure that also raises government spending, or cuts tax revenue, widens
the budget deficit.
So look for the policy that improves trade at the cost of the public finances –
a subsidy to exporters does both.



Past-paper walk-through

Question 20
9708/13 N25 • Q20 • 1 mark

A government is planning to increase its expenditure on defence. Half of this expenditure will be
on equipment such as planes and weapons which it will have to import as it does not produce this
equipment domestically.

What is the initial impact on injections and leakages from the circular flow of income?

19

The initial rise in injections is greater than the initial rise in leakages.A

The initial rise in injections is greater than the initial fall in leakages.B

The initial rise in injections is smaller than the initial rise in leakages.C

The initial rise in injections is smaller than the initial fall in leakages.D

What might be a consequence of a fall in the domestic price level?20

imports become more competitiveA

interest rates increaseB

the purchasing power of savings fallsC

the real value of incomes increasesD

A steel producer changes to electrically powered furnaces to reduce emissions of greenhouse
gases. This results in a loss of jobs.

Which type of unemployment is caused?

21

cyclicalA

frictionalB

seasonalC

technologicalD
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Solution 20

Answer: D

Why

A falling price level makes domestic goods cheaper relative to foreign ones.
So exports become more competitive and imports less so.
It also raises the purchasing power of savings, since each unit of money buys
more.
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Question 30
9708/14 N25 • Q30 • 1 mark

Both the US and the EU operate in floating exchange rate markets.

The rate of exchange fluctuated greatly during the period shown.

30

US dollar–euro
rate of exchange

year

0.84 dollars per euro2000

1.59 dollars per euro2008

1.00 dollar per euro2022

What would explain the changes in the US dollar–euro rate of exchange?

changes in the supply and demand for dollars and euros in the foreign exchange marketA

continuous appreciation of the US dollar throughout the periodB

continuous depreciation of the US dollar throughout the periodC

restraints placed by trade agreements on the rate of exchangeD
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Solution 30

Answer: A

Why

Both currencies float, so the rate is set by supply and demand for each.
A rise in the dollar–euro rate means one euro buys more dollars, so the euro
has appreciated.
Large fluctuations create uncertainty, which discourages trade and investment
between the two areas.
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Question 30
9708/11 J25 • Q30 • 1 mark

Primary income and secondary income are components of the current account of the balance of
payments.

Which option correctly identifies an example of primary income and secondary income?

29

secondary incomeprimary income

income from profits earned abroadgovernment transfersA

dividends earned on foreign sharesincome from profits earned abroadB

government transfersincome from profits earned abroadC

income from profits earned abroadworkers’ remittancesD

The table shows the change in the value of UK sterling over a three-month period.30

SeptJune

£1 = $1.32£1 = $1.38

What is likely to be the short-term impact of the change in the value of UK sterling on the UK
economy?

increased disinflationA

increase in cost-push inflationB

more purchasing power of moneyC

reduced demand-pull inflationD
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Solution 30

Answer: B

Why

Sterling fell from $1.38 to $1.32, so the pound has depreciated.
That makes UK exports cheaper abroad and imports dearer at home.
In the short run trade volumes respond only slowly, so the value of imports
rises first and the trade balance can worsen.
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Question 25
9708/1 23 • Q25 • 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 25

Answer: B
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Question 30

9708/1 23 • Q30 • 1 mark
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29	 A small trading country decides on a policy of import substitution by producing more goods and 
services itself rather than purchasing them from other countries.

	 What is the most likely reason for this policy?

	 A	 to follow the principle of absolute advantage

	 B	 to influence world prices in international markets

	 C	 to protect local industries from foreign competition

	 D	 to substitute imported technology for local labour

30	 The monetary authorities of a country, whose currency is floating freely, raise the market rates of 
interest.

	 Other things being equal, the exchange rate of the currency is most likely to

	 A	 fall, as domestic fixed capital formation declines in response to higher rates of interest.

	 B	 fall, because the quantity of money must be reduced to cause rates of interest to rise.

	 C	 rise, as foreigners buy the domestic currency in order to hold assets with a higher yield.

	 D	 rise, as exporters increase the volume of exports to hold foreign currency.



Past-paper walk-through

Solution 30

Answer: C


