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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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15 What is an example of an injection into the circular flow of income in an open economy?

consumer spending on goodsA

expenditure on a government construction projectB

spending by households on holidays abroadC

repayment of loans to commercial banksD

The diagram shows the AD and AS curves for a country. The equilibrium level of national income
is Y1 and the general price level is P1.

16
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What is the most likely effect on employment and the general price level of a small decrease in
government expenditure?

general price levelemployment

fallsfallsA

unchangedfallsB

fallsunchangedC

unchangedunchangedD
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The diagram shows aggregate demand and aggregate supply curves for an economy.17
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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

8

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

9

2



A-Level Economics: w25 12Name: 

Between June and the end of July 2016, the UK pound sterling depreciated by 11% against a
basket of currencies of the UK’s major trading partners.

The diagram shows the original aggregate demand curve AD1 and the original aggregate supply 
curve AS1 for the UK economy before June 2016. The equilibrium is at X.

What would have been the new equilibrium for the UK economy as a result of the depreciation of 
the pound sterling?

28
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What is the effect of a cut in a country‘s income tax rates on its exports and imports?29

importsexports

fallfallA

unchangedfallB

fallunchangedC

riseunchangedD
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Section C

Answer one question.

EITHER

4 (a) Explain three components of the current account of the balance of payments and consider 
the extent to which a depreciation in the exchange rate will always lead to a surplus on the 
current account. [8]

(b) Assess the extent to which the use of supply-side policy would be the best way to reduce a
deficit on the current account of the balance of payments. [12]

OR

5 (a) With the help of an aggregate demand and aggregate supply (AD/AS) diagram, explain why 
two components of AD may increase and consider the extent to which an increase in AD will 
always lead to inflation. [8]

(b) Assess the view that the effects of a high rate of inflation are always more damaging for
consumers than for firms. [12]

A-Level Economics: s25 11

An open economy with a government sector is in equilibrium. Households in this economy save
$100 million and firms spend $150 million on investment.

Which combination of the budget balance and the current account balance would lead to an
equilibrium position on the circular flow of income?

17

current account balancebudget balance

$50m deficit$100m deficitA

$50m surplus$100m deficitB

$50m deficit$100m surplusC

$50m surplus$100m surplusD

An economy’s manufacturing share of real GDP fell from 30% in 1990 to 12% in 2023.

Which type of unemployment would have resulted from this?

18

cyclicalA

frictionalB

structuralC

voluntaryD

Which statement is not correct?19

The long-run aggregate supply curve can be downward sloping.A

The long-run aggregate supply curve can be horizontal.B

The long-run aggregate supply curve can be upward sloping.C

The long-run aggregate supply curve can be vertical.D

The price of a pack of six eggs rises from $1.00 to $1.32 over a year. Consumer prices, as measured
by the consumer price index, rise by 10% over the same period.

What is the real price of a pack of six eggs at the end of the year?

20

$1.32D$1.20C$1.10B$1.00A
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The diagram shows aggregate demand (AD) and aggregate supply (AS) curves. The initial equilibrium
is at X. A government decides to invest in an increase in infrastructure.

What will be the short-term effect of this policy on the equilibrium?
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Which statement is not a valid reason why a country may impose protectionist measures?26

to allow a newly developed domestic industry to grow to a viable sizeA

to enable a country to retain control of an industry it regards as being of strategic importanceB

to give consumers a wider choice of goods and servicesC

to give time for workers in a declining domestic industry to find alternative employmentD

What is most likely to lead to a persistent surplus in a country’s current account of its balance of
payments?

27

a low domestic savings rateA

an undervalued exchange rateB

highly protectionist policies by other countriesC

low investment income from abroadD

Which formula is used to calculate the terms of trade?28

the average price of exports divided by the average price of importsA

the average price of imports divided by the average price of exportsB

the value of exports divided by the value of importsC

the value of imports divided by the value of exportsD
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16	 Planned government expenditure for a country in the fiscal year 2016 is estimated at $760 billion. 
The top five areas of expenditure are given in the table.

$ billion

pensions 153

healthcare 138

welfare 111

education   89

defence   45

total top five 536

	 What is the total amount, in billions of dollars, spent on transfer payments shown in the table?

	 A	 89		  B	 111	 C	 264	 D	 536 

17	 The diagram shows a shift in the Aggregate Demand curve, from AD1 to AD2.

O

price level

real output

AD1

AD2

	 What might have caused this shift?

	 A	 a fall in the budget surplus

	 B	 a fall in the trade surplus

	 C	 a rise in imports

	 D	 a rise in the interest rate
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