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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.
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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
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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
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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
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Section B

Answer one question.

EITHER

2 (a) In 2022 the supply of root ginger from Nigeria, Africa’s biggest producer, fell by 20%. Market 
demand was expected to grow by more than 5%. 

  With the help of a demand and supply diagram, explain how the market equilibrium for root 
ginger in Nigeria is likely to change and consider how certain you are of the new market 
price. [8]

 (b) Assess the ways in which producers of root ginger might be able to stabilise their incomes.
 [12]

OR

3 (a) The Gini coefficient for South Korea was estimated to be 0.39 in 2019 and 0.33 in 2022. 

  Explain what this data means, how it might be used by the government of South Korea and 
consider its usefulness. [8]

 (b) Assess why it is easier for a government such as that of South Korea to redistribute income 
rather than redistribute wealth. [12]

Section C

Answer one question.
EITHER

4 (a) For your economy or for one that is known to you, explain three causes of inflation and 
consider which of these causes is likely to be most important in 2025. [8]

 (b) Assess whether supply-side policy or demand-side policy is the better way of reducing this 
inflation. [12]

OR

5 (a) Explain two reasons why an economy may have a deficit on the current account of its balance 
of payments and consider whether its government is likely to be concerned about this deficit.
 [8]

 (b) Assess whether it is better to use protectionist policies or contractionary policies to reduce a 
deficit on the current account of the balance of payments. [12]
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Section A

Answer all parts of Question 1

1  Will stronger economic growth in the United States (US) lead to high inflation?

 The US has experienced stronger economic growth than countries in Europe and elsewhere since 
the COVID-19 pandemic. In terms of Gross Domestic Product (GDP), it had particularly strong 
growth over the fourth quarter of 2023 of 3.3%. This far exceeded economists’ expectations of 
2%. This means that annual growth for 2023 was 2.5% which was better than other high-income 
economies. It is on target to do the same in 2024 as shown in Fig 1.1.
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 Fig. 1 International Monetary Fund (IMF) economic growth forecasts for 2023 and 2024

 Economists have suggested that the strong economic growth in the US was caused by both 
demand and supply factors. In 2020, the US government responded to the COVID-19 pandemic 
by injecting US$5 trillion into the economy. Spending in many areas included more generous 
unemployment benefits and grants to small firms. This huge financial stimulus, much bigger than 
other countries, has been credited with maintaining consumer spending which represents 70% of 
aggregate demand.

 On the supply side of the economy, existing flexible labour markets enabled firms to make workers 
redundant. This encouraged firms to invest in new technologies, leading to increased productivity 
and continued expansion in the long run. As firms expanded, they employed more workers 
causing disposable incomes to rise. Finally, the US is a net exporter of energy and therefore firms 
did not suffer the huge increase in energy costs faced by firms in Europe caused by the conflict in 
Ukraine. This has allowed the US to keep inflationary pressure under control.

 In March 2024, however, the rate of inflation in the US rose much faster than expected as its 
level of unemployment fell, leading to an increase in consumer spending. Although this may lead 
to further economic growth and the benefits this brings, there are costs associated with inflation 
that may need to be dealt with. One policy that could be used is to increase interest rates, but US 
interest rates were already at their highest level for more than two decades because of earlier 
inflationary pressures. The hope had been that interest rates might start to fall, but now there are 
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 fears that any cuts in interest rates will be delayed or even worse, it might even be necessary to 
increase them further. 

 Sources: Adapted from BBC News articles: US economy sees surprisingly strong growth, 
13 February 2024, US inflation jumps, 11 April 2024 and US jobs boom raises doubts about 

rate cuts, 5 April 2024

 (a) Compare the forecast rates of economic growth for the US and Eurozone between 2023 
and 2024. [2]

 (b) Explain one reason why the IMF uses percentage change in real GDP and not percentage 
change in nominal GDP when measuring economic growth. [2]

 (c) Explain, with the help of a diagram, why an increase in productivity in US firms may reduce 
the price of their products and consider whether this will always be the outcome. [4]

 (d) Assess whether the costs of inflation are always likely to be greater than the benefits of 
inflation for the US. [6]

 (e) Assess the extent to which maintaining interest rates at a high level will be the best policy for 
the US to control inflation. [6]4
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Section B

Answer one question.

EITHER

2 (a) Explain what is meant by the incidence of an indirect tax and consider the extent to which it is 
possible for the incidence to pass from a producer of a good to a consumer of that good. [8]

 (b) Assess the extent to which a government should subsidise the production of merit goods to 
increase the consumption of these goods. [12]

OR

3 (a) Explain what determines elastic and inelastic price elasticity of supply (PES) and consider 
the extent to which the value of PES may differ between an agricultural good and a 
manufactured good. [8]

 (b) Firms will often try to estimate elasticity values to judge the possible success of decisions to 
change prices or to introduce new products.

  Assess the extent to which an understanding of income elasticity of demand (YED) may be 
more useful than cross elasticity of demand (XED) in increasing the income from sales for 
a firm. [12]

Section C

Answer one question.

EITHER

4 (a) Using two tools of protection, explain what is meant by protectionism and consider the extent 
to which these two tools may benefit an economy. [8]

 (b) Assess the extent to which the principle of comparative advantage should be the main factor 
to consider when countries decide whether to trade with each other. [12]

OR

5 (a) Explain the difference between structural unemployment and cyclical unemployment and 
consider the extent to which structural unemployment is likely to be more damaging to an 
economy than cyclical unemployment. [8]

 (b) Low unemployment is a macroeconomic policy objective for a government.

  Assess the extent to which this is most likely to be achieved by supply-side policy. [12]
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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
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A country is experiencing a deficit on the current account of its balance of payments.

Which policy decision could reduce the deficit?

29

decrease in income tax ratesA

increase in exchange ratesB

increase in government spendingC

increase in import tariffsD

The Euro (€) is the main currency of the European Union. The diagram shows the exchange rate
between the Euro and the US dollar.
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What is likely to have caused this change in the value of the Euro?

a decrease in European Union inflationA

a decrease in US interest ratesB

an increase in European Union importsC

an increase in European Union unemploymentD
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