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5. Government macroeconomic intervention Starter Quiz ·课前小测

A-Level Economics Name: Score:

1. Which is NOT one of the four main macroeconomic objectives?

□ maximising firms’ profits

□ economic growth

□ low unemployment

□ price stability

2. If the marginal propensity to consume (MPC) is 0.8, what is the multiplier = 1/(1 − MPC)?

3. Monetary policy is mainly conducted by changing:

□ interest rates and the money supply

□ government spending

□ income tax rates

□ the minimum wage

4. Supply-side policies aim to:

□ shift aggregate supply to the right (raise capacity)

□ shift aggregate demand left

□ raise interest rates

□ increase the budget deficit

5. Stimulating demand to reduce unemployment often causes:

□ higher inflation

□ lower growth

□ a trade surplus

□ deflation

6. A budget deficit occurs when:

□ government spending exceeds tax revenue

□ tax revenue exceeds spending

□ the economy is in surplus

□ inflation is zero

A-Level Economics · Starter quiz 课前小测 12



7. Price stability usually means keeping inflation low and stable (around 2%), not zero.

□ True □ False

8. Monetary policy is set by the central bank, whereas fiscal policy is set by the government.

□ True □ False

9. A successful rightward shift of AS can raise output AND lower the price level.

□ True □ False

10. Because objectives conflict, macro policy involves making ______ between them.

A-Level Economics · Starter quiz 课前小测 23



5. Government macroeconomic intervention Answers ·答案

A-Level Economics

1. maximising firms’ profits

The four are growth, low unemployment, price stability and a sound balance of payments.

2. 5

1 / (1 − 0.8) = 1 / 0.2 = 5.

3. interest rates and the money supply

The central bank uses interest rates and the money supply; spending/taxes are fiscal policy.

4. shift aggregate supply to the right (raise capacity)

They raise productivity and capacity, shifting AS right.

5. higher inflation

The unemployment–inflation trade-off: more demand → fewer jobless but rising prices.

6. government spending exceeds tax revenue

Spending > revenue → the government borrows → a deficit.

7. True

A small positive target avoids the dangers of deflation.

8. True

Central bank = monetary (rates); government = fiscal (spending/taxes).

9. True

Unlike demand-side policy, supply-side success eases inflation while raising output.

10. trade-offs

You often improve one objective at the cost of another.

A-Level Economics · Starter quiz 课前小测 34



A-LEVEL ECONOMICS • EXERCISE SHEET

5.1 Government macroeconomic pol-
icy objectives

Name: Class: Date: Total: 26 marks

KEY WORDS inflation通货膨胀• economic growth经济增长• balance of payments国际收支• price stability物价稳定
• full employment充分就业

Objective
Build the skills to answer exam questions on macroeconomic policy objectives 宏观
经济政策目标 — the five aims (price stability, full employment, growth, balance
of payments, redistribution 物价稳定、充分就业、增长、国际收支、再分配) and
the conflicts 冲突 between them.

You must be able to:

• state the main macroeconomic objectives
• explain the conflicts between objectives
• analyse a policy trade-off

1 Worked examples

Objectives and conflicts

Five aims that often pull against each other

A-Level Economics • 5.1 Government macroeconomic policy objectives 1
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• Aims: price stability (~2% inflation), full employment, economic growth, balance-
of-payments stability, redistribution.

• Conflicts: growth ↔ inflation; growth ↔ balance of payments (more imports);
unemployment ↔ inflation; growth ↔ the environment.

• Fiscal and monetary policy are demand-side 需求侧; supply-side policy works
on aggregate supply 总供给.

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

AD–AS is the master diagram: the price level shows inflation, real output shows
growth and jobs

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (a supported judgement in
context).

A-Level Economics • 5.1 Government macroeconomic policy objectives 2
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2 Practice
2.1 State three macroeconomic policy objectives. [3]

2.2 State one conflict between two macroeconomic objectives. [2]

2.3 State the difference between a demand-side and a supply-side policy. [2]

3 Exam-style questions
3.1 Faster economic growth is most likely to conflict with: [1]

• A lower unemployment
• B price stability
• C higher tax revenue
• D higher incomes

3.2 Explain why the objectives of low unemployment and low inflation may conflict. [6]

3.3 Discuss whether a government can achieve all of its macroeconomic objectives at the

A-Level Economics • 5.1 Government macroeconomic policy objectives 3
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same time. [12]

A-Level Economics • 5.1 Government macroeconomic policy objectives 4

8



Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 any three of: price stability; full employment; economic growth; balance-of-payments
stability; redistribution of income (1 + 1 + 1).

2.2 any one developed conflict, e.g. growth vs inflation; growth vs the balance of pay-
ments; low unemployment vs low inflation (2 for a developed conflict; 1 for naming two
aims).

2.3 a demand-side policy works on aggregate demand (fiscal/monetary); a supply-side
policy works on aggregate supply / productive capacity (2 for a clear difference; 1 for a
partial idea).

3.1 B. Fast growth raises AD, which can pull up prices (inflation).

3.2 [6] AO1 1 + AO3 up to 5 — cutting unemployment usually means raising AD → as
the economy nears full capacity, “too much money chases too few goods” → demand-pull
inflation rises → so lower unemployment can come at the cost of higher inflation (the
short-run trade-off).

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Difficulty: objectives conflict (growth
↔ inflation, growth ↔ balance of payments), so pursuing one can harm another. But:
supply-side policy can raise growth and cut inflation, easing the trade-off, and priorities
shift with the economic situation. Judgement: a government can rarely meet all aims
fully at once, so it sets priorities; supply-side measures help, but trade-offs usually remain.

A-Level Economics • 5.1 Government macroeconomic policy objectives 5
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A-Level Economics: w25 11Name: 

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

11_9708_11_2025_1.8c© UCLES 2025
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A-Level Economics: w25 12

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

11_9708_12_2025_1.6© UCLES 2025
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A-Level Economics: w25 12Name: 

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

[Turn over11_9708_12_2025_1.6© UCLES 2025
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A-Level Economics: w25 13

The diagram shows changes in a country’s price level over a number of years.

During which period of time did only disinflation occur?

22

5

4

3

2

1

0

–1

–2

–3

2020 20252024202320222021

year

price

change

%

from the start of 2020 to the end of 2025A

from the start of 2021 to the end of 2022B

from the start of 2021 to the end of 2023C

from the start of 2023 to the end of 2024D

A government increases the basic rate of income tax to finance additional spending on
apprenticeships and training.

Which types of macroeconomic policy are being used?

23

supply side
policy

monetary
policy

fiscal policy

key✓✓✓A

✓ = used✗✓✓B

✗ = not used✓✗✓C

✓✓✗D

[Turn over11_9708_13_2025_1.6d© UCLES 2025
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A-Level Economics: s25 12

A government increases direct taxation to reduce its budget deficit.

How is this likely to affect the government’s ability to achieve its macroeconomic objectives?

22

low unemploymentlow inflationeconomic growth

less likelyless likelyless likelyA

more likelyless likelymore likelyB

less likelymore likelyless likelyC

less likelymore likelymore likelyD

An income tax has a tax-free allowance of $10 000 and a single rate of 25%. 

What type of tax is this?

23

indirectA

progressiveB

proportionalC

regressiveD

Which supply-side policy will encourage new entrepreneurs?24

an increase in government subsidy to small firmsA

an increase in the national minimum wageB

an increase in the power of trade unionsC

an increase in the tax on business profitsD

[Turn over06_9708_12_2025_1.9a© UCLES 2025
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A-LEVEL ECONOMICS • EXERCISE SHEET

5.2 Fiscal policy

Name: Class: Date: Total: 27 marks

KEY WORDS fiscal policy财政政策• budget预算• regressive累退税• budget deficit预算赤字• progressive tax累进税

Objective
Build the skills to answer exam questions on fiscal policy财政政策— the budget预算
(deficit/surplus), types of tax (direct/indirect, progressive/proportional/regressive
直接/间接、累进/比例/累退), expansionary and contractionary 扩张性与紧缩性
policy, and crowding out 挤出效应.

You must be able to:

• define fiscal policy, budget deficit and surplus
• classify taxes and explain expansionary vs contractionary policy
• analyse the effectiveness of fiscal policy (including crowding out)

1 Worked examples

Using government spending and tax

AD0 AD1

SRAS

P0

P1

real output

price
level

expansionary policy: AD shifts right

expansionary: AD   ·  Y , P

Contractionary policy does the reverse

• Budget deficit 预算赤字: spending > tax (must borrow → national debt 国

A-Level Economics • 5.2 Fiscal policy 1
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债). Surplus: tax > spending.
• Progressive tax 累进税: rate rises with income; regressive 累退税: rate falls

with income.

progressive

proportional

regressive

income

average
tax rate ATR = tax/income  ·  progressive rises with income

The main tax types a government uses on the revenue side of fiscal policy

• Expansionary 扩张性 (more G / lower T) → AD right (fights recession); con-
tractionary → AD left (fights inflation).

• Crowding out 挤出效应: heavy government borrowing raises interest rates →
less private investment.

Answer shapes: an Explain [up to 8] answer may use an AD–AS diagram (AO3);
Discuss [12] adds a judgement (AO4).

2 Practice
2.1 Define the term budget deficit. [2]

2.2 State the difference between a progressive and a regressive tax. [2]

2.3 State two tools of expansionary fiscal policy. [2]

A-Level Economics • 5.2 Fiscal policy 2
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3 Exam-style questions
3.1 Expansionary fiscal policy involves: [1]

• A higher taxes and lower government spending
• B lower taxes and higher government spending
• C a higher interest rate
• D selling state-owned firms

3.2 Using an AD–AS diagram, explain how expansionary fiscal policy could reduce un-
employment. [8]

3.3 Discuss whether fiscal policy is an effective way to reduce unemployment. [12]

A-Level Economics • 5.2 Fiscal policy 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 when government spending is greater than tax revenue, so the government must
borrow (2 for a clear definition; 1 for a partial idea).

2.2 a progressive tax takes a rising percentage of income as income rises; a regressive tax
takes a falling percentage as income rises (2 for a clear difference; 1 for a partial idea).

2.3 any two of: cut taxes; raise government spending (1 + 1).

3.1 B. Expansionary fiscal policy cuts taxes and raises spending.

3.2 [8] AO1 1 + AO3 diagram up to 4 (AD shifts right, output rises) + AO2/AO3
up to 3 — lower taxes raise disposable income and consumption, and higher G adds to
spending → AD shifts right → firms produce more to meet demand → they hire more
workers → cyclical unemployment falls.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: it directly raises AD and can
target spending (e.g. infrastructure) to create jobs. Against: time lags, a rising deficit
and debt, crowding out, and it cannot fix structural unemployment (a skills mismatch).
Judgement: fiscal policy works well against cyclical unemployment in a recession, but is
weaker against structural unemployment and is limited by the state of public finances.

A-Level Economics • 5.2 Fiscal policy 5
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A-Level Economics: w25 11Name: 

What is an example of a normative statement?1

Indirect taxes are cheap to collect.A

Indirect taxes are taxes on income.B

Indirect taxes are unfair.C

Indirect taxes increase inequality.D

A country with a market economy changes to a mixed economy.

When is this change likely to achieve the largest improvement in resource allocation?

2

Gini coefficient
value for the
country

number of demerit
goods in the
country

0.4manyA

0.7manyB

0.4fewC

0.7fewD

The diagram shows a production possibility curve for an economy that produces capital goods and
consumer goods.

3

O

capital

goods

consumer
goods

Why is the production possibility curve drawn concave to the origin?

Capital goods are a more labour-intensive output than consumer goods.A

Consumers always seek to maximise their satisfaction from consumption.B

Profit maximisation for firms always ensures efficiency in production.C

Some resources are more efficient in production of some goods than others.D

11_9708_11_2025_1.8c© UCLES 2025

2

The graph shows the total economic welfare derived by citizens from a government’s expenditure
on health and education services.

11

0 20 40 60 80

expenditure ($ billions)

health

education

total economic
welfare

If the government has $60 billion of its budget to allocate between health and education services,
which allocation will give its citizens the highest level of welfare?

education spending
($ billions)

health spending
($ billions)

600A

4020B

2040C

060D

A government gives a subsidy to a producer of a product.

What will be the likely effect of this?

12

a shift to the left in the demand curve and a rise in equilibrium quantityA

a shift to the left in the supply curve and a rise in equilibrium quantityB

a shift to the right in the demand curve and a fall in equilibrium priceC

a shift to the right in the supply curve and a fall in equilibrium priceD

11_9708_11_2025_1.8c© UCLES 2025

6

What would be included in a measure of wealth?13

annual incomeA

benefits and pensionsB

interest earned on savingsC

savings held in bank accountsD

Why might a government introduce a minimum price for a product?14

to benefit poorer consumersA

to encourage consumption of a merit goodB

to encourage production of a public goodC

to support the incomes of producersD

An indirect tax is imposed on a product.15

S1

S2

O

U

V

W

X
Y

Z

price

quantity

D

What is the change in consumer surplus?

ZVXYDZVWYCUVZBUWYA

[Turn over11_9708_11_2025_1.8c© UCLES 2025
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A-Level Economics: w25 12Name: 

The diagram shows a production possibility curve (PPC) for a country that produces two goods, X
and Y. The initial PPC is given by ST.

5

O

U

S

V T W

good X

good Y

What is the effect on the PPC when the productivity of workers producing good X increases?

The PPC shifts from ST to SV.A

The PPC shifts from ST to SW.B

The PPC shifts from ST to UT.C

The PPC shifts from ST to UW.D

What is consumer surplus?6

the amount of a consumer’s income less the amount paid in income taxA

the amount of a consumer’s income less the amount paid for goods and servicesB

the amount of a consumer’s income received in bonuses and overtime payC

the amount a consumer is willing to pay for a product less the amount actually paidD

[Turn over11_9708_12_2025_1.6© UCLES 2025
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A-Level Economics: w25 13

The diagram shows an economy in equilibrium with a real output of Y and a price level of P. The
government aims to raise real output from Y to full employment (YFE) without increasing the price
level in the long run.

24

LRAS

P

O Y YFE

real output

AD

price

level

Which fiscal policy change is most likely to achieve this aim?

decreasing the rate of income taxA

decreasing spending on educationB

increasing the level of sales taxC

increasing welfare benefit paymentsD

A government reduced the tax on company profits from 28% to 20%.

Which statement best describes this policy?

25

It is both a contractionary fiscal policy and a supply-side policy.A

It is both an expansionary fiscal policy and a supply-side policy.B

It is both an expansionary fiscal policy and an expansionary monetary policy.C

It is both an expansionary monetary policy and a supply-side policy.D

Which policy is most likely to have a contractionary effect on national income?26

a reduction in income tax ratesA

a reduction in interest ratesB

an appreciation in the exchange rateC

an increase in government spending on transport infrastructureD

11_9708_13_2025_1.6d© UCLES 2025
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an increase in government spending on transport infrastructureD

11_9708_13_2025_1.6d© UCLES 2025
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A-Level Economics: w25 14Name: 

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

[Turn over11_9708_14_2025_1.16c© UCLES 2025
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A worker earns $10000 and pays $1000 in income tax.

Another worker earns $30000 and pays $4500 in income tax.

A third worker earns $150000 and pays $50000 in income tax.

Which type of tax is this?

24

indirectA

progressiveB

proportionalC

regressiveD

An increase in interest rates is an example of which type of policy?25

contractionary fiscal policyA

contractionary monetary policyB

expansionary monetary policyC

restrictive supply-side policyD

For which government measure would both the outcomes shown be likely to benefit its economy?26

outcome 2outcome 1government measure

encourage illegal trade
and corruption

protect against import of
harmful materials

embargoesA

are a drain on
government expenditure

give home producers a
cost advantage

export subsidiesB

reduce balance of
payments deficit

restrict volume of
expensive imports

import quotasC

cause unemployment
due to rising costs of
imported raw materials

protect some jobs by
raising import prices

tariffsD

11_9708_14_2025_1.16c© UCLES 2025
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A-Level Economics: s25 11

The table shows the amount of tax paid on three different levels of income.

Which combination shows a proportional income tax system?

25

tax paid on annual
income of $40000

tax paid on annual
income of $20000

tax paid on annual
income of $10000

100010001000A

200015001000B

400020001000C

800025001000D

Why does the value of a country’s terms of trade have no monetary units?26

It cannot be calculated accurately enough.A

It includes more than one currency.B

It is a ratio of two index numbers.C

It measures change over time.D

Which statement correctly describes a tariff?27

It is a complete ban on imports.A

It is a minimum price for domestic producers.B

It is a payment to exporters.C

It is a tax imposed on imports.D

A country has a persistent deficit on the current account of its balance of payments. 

What is most likely to improve the situation in the long run?

28

a lowering of the level of import dutiesA

a reduction in the level of income taxB

the introduction of expansionary monetary policyC

the use of grants to encourage new investment by firmsD

06_9708_11_2025_1.12© UCLES 2025
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A-Level Economics: Specimen 1Name: 

10

9708/01/SP/23© UCLES 2020

20	 A large coal mine is forced to close because of falling demand for coal as consumers switch to 
less polluting fuels. The government organises retraining courses and recruitment events for the 
coal mine workers.

	 Which type of unemployment is the government trying to reduce?

	 A	 cyclical

	 B	 seasonal

	 C	 structural

	 D	 technological

21	 A government succeeds in changing a current account deficit into a current account surplus.

	 Why might this current account surplus increase the country’s inflation rate?

	 A	 It raises Aggregate Demand.

	 B	 It raises production costs.

	 C	 It reduces the exchange rate.

	 D	 It reduces the money supply.

22	 The diagram shows a government’s revenue and expenditure for three years.

10 2 3 4

2008

2009

2010

revenue
expenditure

revenue
expenditure

revenue
expenditure

$m

	 What can be concluded from the diagram?

	 A	 A budget deficit was replaced by a budget surplus.

	 B	 A budget deficit increased.

	 C	 The economy moved from a point within its production possibility curve (PPC) to a point on it.

	 D	 The yield from taxation continuously increased.
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5.3 Monetary policy

Name: Class: Date: Total: 26 marks

KEY WORDS interest rate利率• monetary policy货币政策• central bank中央银行• exchange rate汇率
• money supply货币供给

Objective
Build the skills to answer exam questions on monetary policy货币政策— the central
bank中央银行, the interest rate利率, the transmission mechanism传导机制, and
the effectiveness of monetary policy.

You must be able to:

• define monetary policy and name its main tool
• explain the transmission mechanism of an interest-rate change
• analyse the effectiveness of monetary policy

1 Worked examples

The transmission mechanism

central bank raises the interest rate

borrowing
becomes dearer

saving is
rewarded

the currency
tends to rise

spending, investment and exports fall

aggregate demand (AD) falls

inflation slows

A rate rise cuts spending, investment and exports — slowing inflation

• Monetary policy货币政策 is run by the central bank中央银行; its main tool

A-Level Economics • 5.3 Monetary policy 1
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is the interest rate 利率.
• A higher rate: borrowing dearer → less spending/investment; saving rewarded

→ less spending; currency rises → fewer exports → AD falls, slowing inflation.
• A cut does the opposite, raising AD.

Md

Ms Ms1

r *

r1

more money,
lower interest rate

quantity of money

interest
rate

Ms r   (liquidity preference)

The money market: the central bank changes the interest rate that drives the
transmission mechanism

Answer shapes: an Explain [up to 8] answer should trace the transmission mech-
anism (AO3); Discuss [12] adds a judgement (AO4).

2 Practice
2.1 Define the term monetary policy. [2]

2.2 State the main tool of monetary policy. [1]

2.3 State two ways a higher interest rate reduces aggregate demand. [2]

A-Level Economics • 5.3 Monetary policy 2
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3 Exam-style questions
3.1 To reduce demand-pull inflation, a central bank should: [1]

• A lower the interest rate
• B raise the interest rate
• C raise government spending
• D cut income tax

3.2 Explain how a rise in the interest rate works through the economy to reduce infla-
tion. [8]

3.3 Discuss whether monetary policy is always effective in controlling inflation. [12]

A-Level Economics • 5.3 Monetary policy 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 the use by the central bank of the interest rate (and the money supply or exchange
rate) to influence aggregate demand (2 for a clear definition; 1 for a partial idea).

2.2 the interest rate (1).

2.3 any two of: borrowing is dearer so spending/investment falls; saving is rewarded so
consumption falls; the currency rises so exports fall (1 + 1).

3.1 B. A higher interest rate lowers AD and slows demand-pull inflation.

3.2 [8] AO1 1 + AO3 up to 7 (the transmission mechanism) — a higher rate makes
borrowing dearer (less consumption and investment) and saving more attractive, and
tends to raise the currency (fewer exports, more imports) → all three lower aggregate
demand → with lower demand, firms raise prices less → inflation slows.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: the rate is flexible and can
be changed quickly, directly affecting borrowing and demand. Against: long time lags
(a year or more), and in a deep slump even very low rates may not encourage worried
firms and households to borrow (a liquidity trap); it cannot fix cost-push inflation easily.
Judgement: monetary policy is effective against demand-pull inflation in normal times,
but weaker in a slump or against cost-push inflation — it depends on confidence and the
cause of inflation.

A-Level Economics • 5.3 Monetary policy 5

25



A-Level Economics: w25 11Name: 

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

11_9708_11_2025_1.8c© UCLES 2025
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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

11_9708_12_2025_1.6© UCLES 2025
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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

[Turn over11_9708_12_2025_1.6© UCLES 2025
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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

[Turn over11_9708_14_2025_1.16c© UCLES 2025
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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

06_9708_12_2025_1.9a© UCLES 2025
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23	 In recent years an economy has experienced changes in its price level as shown.

2010 2015

6

4

2

0

–2

percentage
change of
price level

	 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.

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

60

50

40

30

20

10

0

imports from EU
exports to EU
imports from Russia
exports to Russia

key
Greek
trade
$bn

	 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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5.4 Supply-side policy

Name: Class: Date: Total: 26 marks

KEY WORDS supply-side policy供给侧政策• privatisation私有化• market-based and interventionist市场化与干预型
• deregulation放松管制 • training培训

Objective
Build the skills to answer exam questions on supply-side policy供给侧政策— market-
based and interventionist 市场化与干预型 measures, their effect on LRAS 长期总
供给, and their effectiveness.

You must be able to:

• define supply-side policy and give market-based and interventionist examples
• show its effect on LRAS
• analyse its strengths and weaknesses

1 Worked examples

Raising productive capacity

AD

LRAS0 LRAS1

P0

P1

Y0 Y1

more capacity

real output

price
level

supply-side: LRAS   ·  Y , P

Growth and lower inflation — no trade-off

• Supply-side policy 供给侧政策 raises productive capacity 生产能力 (shifts

A-Level Economics • 5.4 Supply-side policy 1
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LRAS right).
• Market-based: cut income tax/benefits (work incentive 激励), privatisation
私有化, deregulation 放松管制.

• Interventionist: education/training 培训, infrastructure 基础设施, support
for research.

AD

SRAS

LRAS

P

Y

full
capacity

real output (real GDP)

price
level

short-run equilibrium: AD = SRAS  ·  long-run capacity: vertical LRAS

On AD–AS: supply-side success raises real output and lowers the price level — no
inflation trade-off

Answer shapes: an Explain [up to 8] answer may use an LRAS diagram (AO3);
Discuss [12] adds a judgement (AO4).

2 Practice
2.1 Define the term supply-side policy. [2]

2.2 State one market-based and one interventionist supply-side policy. [2]

2.3 State the effect of a successful supply-side policy on LRAS. [1]

A-Level Economics • 5.4 Supply-side policy 2
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3 Exam-style questions
3.1 Which is a market-based supply-side policy? [1]

• A government spending on training
• B building new infrastructure
• C privatising a state-owned firm
• D raising unemployment benefits

3.2 Using a diagram, explain how investment in education and training can raise an
economy’s productive capacity. [8]

3.3 Discuss whether supply-side policy is the best way to achieve long-term economic
growth. [12]

A-Level Economics • 5.4 Supply-side policy 3
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Solutions
Economics answers are marked by level of response against the assessment objectives:
award AO1 knowledge, AO2 application, AO3 analysis and AO4 evaluation.

2.1 policy that aims to raise the economy’s productive capacity by improving how markets
work and raising productivity (shifting LRAS right) (2 for a clear definition; 1 for a partial
idea).

2.2 market-based: cut income tax / privatisation / deregulation; interventionist: educa-
tion and training / infrastructure / research support (1 + 1).

2.3 LRAS shifts to the right (1).

3.1 C. Privatisation is a market-based supply-side policy.

3.2 [8] AO1 1 + AO3 diagram up to 4 (LRAS shifts right; price level falls, output
rises) + AO2/AO3 up to 3 — training raises workers’ skills → higher productivity (output
per worker) → the economy can produce more → LRAS shifts right, giving higher output
and lower prices.

3.3 [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. For: supply-side policy can raise
growth and lower inflation with no trade-off, and improves long-run capacity. Against:
it is slow (education pays off over years), costly, uncertain, and some measures (cutting
benefits) widen inequality; demand must also be strong enough to use the extra capacity.
Judgement: supply-side policy is the most effective route to sustained growth, but works
best combined with demand-side support — its success depends on time and how well it
is targeted.

A-Level Economics • 5.4 Supply-side policy 5
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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

11_9708_11_2025_1.8c© UCLES 2025
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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

11_9708_12_2025_1.6© UCLES 2025
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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

[Turn over11_9708_12_2025_1.6© UCLES 2025
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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

11_9708_13_2025_1.6d© UCLES 2025
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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

[Turn over06_9708_11_2025_1.12© UCLES 2025
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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?

A DCB5
4

0
40 5

clothes

food

X

Y

0
0

5
4

2 5
clothes

food

X

Y

0
0

4

2

4
clothes

food

X

Y

0
0

4
3

1 2
clothes

food

X

Y

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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