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Which statement about the quantity theory of money is correct?14

It suggests changes in liquidity preference lead to proportional changes in the price level.A

It suggests changes in the money supply lead to proportional changes in the price level.B

It suggests changes in the price level lead to proportional changes in liquidity preference.C

It suggests changes in the price level lead to proportional changes in the money supply.D

What is a part of Keynesian economic analysis?15

a liquidity trap below which interest rates are ineffectiveA

an equilibrium price that always clears the marketB

a small value for the government expenditure multiplierC

a vertical short-run aggregate supply curveD

What describes a Keynesian measure to reduce cyclical unemployment?16

adopting a supply-side policy to retrain unskilled workersA

allowing the private sector to take over the supply of merit goodsB

increasing the ratio of capital equipment to manual labour in productionC

using fiscal policy to increase effective demandD

The diagram shows liquidity preference (LP).

At which rate of interest does the liquidity trap occur?
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A-Level Economics: w25 32

A government introduces a maximum price for rice of P2.11

price
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What is the effect of this?

Government spending will increase.A

The price of rice will be unchanged.B

There will be a shortage of rice.C

There will be a surplus of rice.D

A government intervenes to raise the wages of a group of workers to prevent their exploitation.

Where might such government intervention be justified?

12

in an industry that is protected by tariffs on imports from abroadA

in an industry where a trade union negotiates wages for the workersB

in an industry where the output is produced by a single firm monopolistC

in an industry where workers are employed by a monopsonistD

13 What is likely to reduce the domestic money supply?

Banks being allowed to hold a lower liquidity ratio.A

Individuals choosing to hold more money in the form of idle balances.B

The government financing its budget deficit by borrowing from the banking sector.C

The government increasing its borrowing from other countries.D
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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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