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What is most likely to increase if an economy enters a negative output gap?17

business confidenceA

economic growth rateB

inflation rateC

unemployment rateD

A country with a managed exchange rate has a persistent deficit on the current account of the
balance of payments. It devalues its currency to reduce this deficit.

Under which conditions will a devaluation help the government to achieve its four main
macroeconomic objectives?

18

level of employment
Marshall−Lerner
condition satisfied

below full employmentnoA

full employmentnoB

below full employmentyesC

full employmentyesD

What would cause an individual’s demand curve for an active money balance to move to the left?19

an increase in the frequency of income paymentsA

an increase in the general price levelB

an increase in the individual’s incomeC

an increase in the rate of interestD

A government funds an increase in transfer payments to the unemployed by increasing the higher
rate of income tax.

What is the most likely impact of this change?

20

government borrowing increasesA

the incentive to work increasesB

the marginal propensity to consume increasesC

the quantity of imports increasesD
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Sometimes monetary policy is ineffective. The supply of money (MS) is assumed to be controlled
by the central bank. The demand for money is LP. There has been an increase in real income in
the economy.

Which position on the diagram makes expansionary monetary policy ineffective?

14
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Which policy is most likely to lead to a reduction in the natural rate of unemployment?15

an increase in government expenditure on goods and servicesA

an increase in government expenditure on training schemes to address skill shortagesB

an increase in the period when the unemployed are eligible for welfare benefitsC

an increase in the minimum wageD

On a diagram showing a production possibility curve, what definitely represents long-run economic
growth?

16

a change in the slope of the curveA

a movement from a point below the curve to a point on the curveB

a movement from one point to another along a given curveC

an outward shift of the curveD
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In a two-sector economy, autonomous consumer expenditure increases by $100 billion, autonomous
investment expenditure increases by $200 billion, and the marginal propensity to consume is 0.5.

What will the increase in National Income be?

17

$150 billionA

$300 billionB

$450 billionC

$600 billionD

Which government policy is least likely to promote inclusive economic growth?18

increasing the national minimum wageA

investment in transport and infrastructureB

legislation reducing the power of trade unionsC

using taxes and transfer payments to redistribute incomeD

What is an example of a demand-side macroeconomic policy that would reduce cyclical
unemployment?

19

an increase in government spending on new infrastructure such as roadsA

an increase in government spending on retraining workersB

a reduction in the rate of tax on importsC

an increase in the rate of tax on goods and servicesD
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