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A government's spending currently equals its revenue. The government decides to decrease its
spending.

What is the most likely effect of this in the short run?

18

a budget deficitA

a budget surplusB

an increase in outputC

an increase in tax revenueD

What is not a monetary policy measure?19

changes in income tax ratesA

changes in interest ratesB

changes in the exchange rateC

changes in the money supplyD

Which government action would not be included as part of a supply-side policy?20

increasing the privatisation of industriesA

lowering national minimum wage ratesB

raising tariffs on international tradeC

reducing state benefitsD

An economy operating on its production possibility curve (PPC) enters a recession that causes 
unemployment. As the recession gets worse some unemployed workers emigrate in search of 
jobs overseas.

How are these effects of the recession shown on a diagram of the economy’s PPC in the short-term 
and the long-term?

21

long-term effect on
the PPC diagram

short-term effect on
the PPC diagram

movement to a point
inside the PPC

movement to a point
inside the PPC

A

shift of PPC to the leftmovement to a point
inside the PPC

B

movement to a point
inside the PPC

shift of PPC to the leftC

shift of PPC to the leftshift of PPC to the leftD
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Monetary policy often involves a change in which variables?19

government expenditure or taxesA

interest rates or the money supplyB

labour market or trade union lawsC

tariffs or quotasD

Which supply-side policy measure is most likely to enable a government to achieve its aim of full
employment?

20

decreasing government spending on school buildingsA

decreasing the number of teachers in schoolsB

increasing taxation on private school feesC

increasing the provision of enterprise skills in schoolsD

Which policy decision is most likely to cause economic growth?21

an increase in corporation tax ratesA

an increase in interest ratesB

an increase in the amount workers can earn before paying income taxC

an increase in the government's regulations for starting a new businessD

A government uses the labour force survey method to calculate unemployment.

What is required under this method for a person to be classified as unemployed?

22

actively
seeking work

immediately
available
for work

eligible for
unemployment

benefits

yesnonoA

yesyesnoB

noyesyesC

nonoyesD
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Many central banks around the world decreased interest rates during a recession caused by a
pandemic.

What was the most likely macroeconomic aim of this policy?

17

economic growthA

increase in the current account surplusB

low inflationC

redistribution of incomeD

The diagram shows the percentage of income taken by a tax at different levels of income.18

% paid

in tax

income

tax

O

Which term is used to describe the tax?

indirectA

progressiveB

proportionalC

regressiveD

What is not a likely consequence of a rise in the budget deficit in a year?19

a rise in government borrowingA

a rise in the level of exportsB

a rise in the national debtC

a rise in the rate of inflationD
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Which person is most likely to make a microeconomic decision as part of their job?4

a government finance ministerA

the global administrator of the Human Development IndexB

the governor of the central bankC

the manager of a private sector firmD

What necessarily describes the market system?5

all resources used to produce consumer goodsA

an economy with both a private and a public sectorB

limited resources but unlimited wantsC

resources allocated through demand and supplyD

The diagram shows the demand for and supply of a product. The original equilibrium is at X.

Which point indicates the new equilibrium position if there is an increase in the price of a close
substitute for the product while other things remain the same?

6

price

quantity

B

A

C

D

X

D3

D1

D2

S3
S1

S2

O

A firm has the following supply schedule.7

quantity supplied
price
($)

10

20

5

10

What is the price elasticity of supply of the good as the price increases from $5 to $10?

+2.0D+1.0C+0.5B−0.5A
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