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Supply side policies – multiple choice questions 

 

1 Which of the following is the most accurate definition of supply-side policies? 

 A Policies that aim to increase the supply of goods and services in an economy  

 B Policies that oppose Keynesian demand-management policies  

 C Policies that increase production in an economy  

 D Policies that aim to increase the productive capacity of an economy  

 

2 Which of the following statements does not apply to supply-side polices? 

 A They seek to improve the institutional framework of the economy to improve its 

productive capacity 

 

 B They aim to improve the efficiency of the factors of production to increase 

potential growth 

 

 C They shift the long-run aggregate supply (LRAS) curve to the right  

 D They can result in demand-pull inflation  

 

3 Which of the following is not considered an advantage of supply-side policies? 

 A Makes factor markets work more efficiently  

 B Increase economic growth without increasing inflation  

 C Can help to avoid stagflation  

 D Tax cuts to improve incentives can be costly for the government  

 

4 Which of the following is not an example of market-based supply-side policies? 

 A Policies to improve competition in markets  

 B Policies to allow the labour market to work more efficiently  

 C Policies to increase infrastructure  

 D Polices to provide incentives to set up businesses  

 

5 A successful supply-side improvement does which of the following? 

 A Causes deflation  

 B Causes an appreciation of the currency  

 C Leads to higher interest rates  

 D Increases labour productivity  
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6 Which statement below does not apply to supply-side policies? 

 A They aim to increase the productive capacity of an economy  

 B Examples include investment in the economy’s human capital  

 C They strive to improve the economy’s institutional framework  

 D Designed to achieve productive efficiency with quick results  

 

7 Which of the following is not an example of a supply-side policy? 

 A Tax cuts to create incentives to work  

 B Temporary cuts in interest rates to boost consumption in the economy  

 C Removal of imperfections in the labour market  

 D Cuts in social welfare benefits to encourage more people to work  

 

8 What is the main difference between a supply side improvement and a supply side policy? 

 A An improvement can be measured in terms of growth of real output whereas a 

policy is a government action to enable that improvement 

 

 B An improvement is a plan of action whereas a policy can be measured  

 C An improvement can be negative  

 D A supply side policy always involves fiscal policy  

 

9 What is meant by the potential output of the economy? 

 A Its productive capacity  

 B Its institutional framework  

 C Its infrastructure  

 D Its investment in human capital  

 

10 The economy’s stock of knowledge, work skills and employment experiences is referred to as 

 A buffer stock.  

 B human capital stock.  

 C potential output.  

 D institutional framework.  
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11 Which of the statements below best describes interventionist supply-side policies? 

 A Deliberate policies by the government to tackle market imperfections in the 

economy 

 

 B Policies aimed at improving the occupational and geographical mobility of 

labour 

 

 C Policies aimed at reducing structural unemployment in the economy  

 D Policies that focus on free market forces to encourage an increase in investment 

and productivity 

 

 

12 Which of the following is not usually considered to be an interventionist supply-side policy? 

 A State welfare reforms to create incentives to work  

 B Legislation to control trade union powers  

 C Nationalisation of key industries  

 D Investment in the country’s infrastructure  

 

13 What is meant by the “institutional framework” of an economy? 

 A The maximum capacity of the economy in the production process  

 B The level of investment in human capital  

 C The system of formal laws, regulations and procedures that shape economic 

activity in the economy 

 

 D Subsidies and tax concessions used to improve employment opportunities in 

assisted areas of the economy 

 

 

14 Which of the following is not an example of a market-based supply-side policy? 

 A Deregulation  

 B Reducing trade union power  

 C Tax incentives for business start-ups  

 D Reducing unemployment benefits  

 

15 Which of the following best describes market-based supply-side polices? 

 A Policies designed to free up markets to enable them to work more efficiently and 

improve incentives 

 

 B Government intervention to improve the economy’s capacity to produce  

 C Investment in infrastructure to improve productive capacity of the economy  

 D Government provision of goods and services to enable the market to work more 

efficiently 
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16 Which of the following policies is least likely to lead to an increased investment in technology? 

 A Improved communications in the labour market  

 B Corporation tax rebates  

 C Lower interest rates  

 D Spending on research and development (R&D)  

 

17 Investment expenditure in technology is most likely to cause 

 A a rightwards shift of the long-run aggregate supply curve.  

 B a rightwards shift of the short-run aggregate supply curve.  

 C a leftwards shift of the long-run aggregate supply curve.  

 D a leftwards shift of the short-run aggregate supply curve.  

 

18 Which of the following is not a purpose of government-funded investment in human capital? 

 A To improve labour mobility  

 B To develop the skills of workers  

 C To raise labour productivity  

 D To increase the earning potential of workers  

 

19 Investment in an economy’s infrastructure is most likely to result in 

 

 A a rightwards shift of the long-run aggregate supply curve.  

 B a rightwards shift of the short-run aggregate supply curve.  

 C a leftwards shift of the long-run aggregate supply curve.  

 D a leftwards shift of the short-run aggregate supply curve.  

 

20 Spending on which of the following is not an example of investment in an economy’s 

infrastructure? 

 A Public roads  

 B Communications satellites  

 C Waste disposal systems  

 D Charitable donations to less economically developed countries  

 

21 Policies used to target specific key exporting industries in order to achieve economic growth in 

that sector is likely to have which following effect? 

 A Lowering national debt  

 B Cause a budget surplus  

 C Increase employment rates in that sector and improve the current account 

balance 

 

 D Increase employment rates in that sector and worsen the current account balance  
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22 Which of the following could result from a series of successful supply side policies aimed at 

labour markets? 

 A Higher structural unemployment  

 B A rise in the national living wage rate  

 C Reduction in the natural rate of unemployment  

 D Reduction in the national debt  

 

23 Which of the following is not an example of an interventionist supply-side policy? 

 A Minimum wage legislation to improve incentives to work  

 B Privatisation of state-owned assets to improve efficiency  

 C Regional policies aimed at improving areas with high unemployment  

 D Trade protection to enable certain domestic industries to develop  

 

 

 

24 Which policies promote research and development (R&D) for private sector firms and 

universities in order to improve the productive capacity of the economy? 

 

 A Competition policies  

 B Industrial policies  

 C Incentive-related policies  

 D Market-based policies  

 

25 Policies used to encourage investment in physical capital are least likely to include which of the 

following? 

 A Subsidies for firms investing in physical capital  

 B Low-interest loans for firms investing in physical capital  

 C Tax concessions for start-up firms  

 D Regional assistance for firms in high-unemployment areas  

 

26 Which of the following is not an example of a policy designed to encourage competition? 

 A Deregulation  

 B Trade liberalisation  

 C Reducing income tax  

 D Anti-monopoly regulations  
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27 Hong Kong is an economy which has frequently used market-based supply-side policies to 

increase the efficiency and productive capacity of the economy. Which of the following policies 

would be used? 

 A Bureaucracy governing the set-up of a business  

 B Free trade on imports and exports  

 C A large number of trade unions in operation  

 D High income and corporation taxes  

 

28 Which of the following may reduce prices and increase choice for consumers?  

 A Anti-monopoly legislation  

 B Deregulation of industry  

 C Privatisation  

 D All of the above  

 

29 Labour market reforms are designed to make labour markets more flexible. Examples of such 

labour markets include which of the following? 

 A Reducing the power of trade unions  

 B Increasing the minimum wage  

 C Increasing unemployment benefits  

 D Increasing regulations to make it more difficult for firms to fire employees   

 

 

30 Which of the following best describes the Laffer curve shown in the diagram?  

 
 A There is an optimal tax rate at which tax revenue is maximised.  

 B If tax rates are too high then individuals will lose the incentive to work harder  

 C Individuals are motivated to work harder by low tax rates  

 D All of the above  
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31 Capital gains tax is a tax on investments such as stocks, shares, property and other assets. If 

capital gains tax is low or set at 0% it will 

 A lead the government to a budget deficit because less tax is collected.  

 B give firms and individuals the incentive to invest.  

 C encourage FDI.  

 D options B and C.  

 

32 Which of the following is not an advantage of supply-side policies? 

 A An increase in LRAS will, ceteris paribus, increase economic growth without 

increasing inflation 

 

 B Investment in education and training will benefit the whole of society  

 C The wealthy can take advantage of low taxes on their investments  

 D Investment in infrastructure may improve standards of living  

 

33 Which of the following is not a disadvantage of supply-side policies? 

 A They are long term in nature and may take a long time to have any effect on the 

economy 

 

 B Deregulation of an industry may increase competition amongst firms  

 C Additional spending on education, training and providing incentives for firms to 

locate in particular areas may be ineffective 

 

 D Interventionist policies require a large amount of government spending which 

may worsen a budget deficit 

 

 

 

34 Industrial policy is best described as 

 A actions by firms to raise efficiency levels.  

 B government action to raise corporation tax rates.  

 C government action to encourage outward FDI.  

 D government actions to improve the efficiency of key industries in an economy.  

 

35 A disadvantage of deregulation may be that 

 A it allows less consumer choice.  

 B it leads to lower costs.  

 C it could lead to a compromise of public services with a poorer quality of provision.  

 D it leads to a greater number of firms in the industry.  

 

 


