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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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What is a likely consequence of an increase in government spending on education?18

increase in the supply of unskilled labourA

increase in occupational mobilityB

increase in the rate of unemploymentC

increase in trade union powerD

A country’s trade balance has worsened. The country has a fixed exchange rate. 

Which additional changes for unemployment and price level are likely to follow?

19

the price level
the level of

unemployment

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD

What may prevent a government achieving a faster rate of growth of real GDP?20

The multiplier has a small value.A

The consumer price index is below its target set by the central bank.B

The economy is operating on the vertical section of the long-run aggregate supply curve.C

There is a large negative output gap in the economy.D

A fall in domestic investment leads to an increase in unemployment. 

Which other economic problem is likely to occur as a result?

21

an increase in interest rates on loans for house purchasesA

an increase in the current account balance of payments deficitB

an increase in the government budget deficitC

an increase in the rate of price inflationD
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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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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?
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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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The diagram shows two liquidity preference curves LP1 and LP2.20
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What would cause the liquidity preference curve to shift from LP1 to LP2?

There has been a fall in national income.A

There has been a rise in the general price level.B

There has been an increase in government borrowing.C

There has been an increase in the rate of interest.D

What does the Phillips curve show?21

the relationship between economic growth and employmentA

the relationship between inequality and income per capitaB

the relationship between inflation and unemploymentC

the relationship between prices and national incomeD

A government is aiming to increase the role of market forces.

Which policy might achieve this?

22

deregulationA

nationalisationB

price controlsC

production quotasD
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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

9

3


