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What is likely to lead to the principal-agent problem?1

a manager of a business makes decisions on behalf of the ownerA

music festival tickets are purchased by a person who intends to sell them at a large profitB

the government is the only buyer of a pharmaceutical productC

there is only one firm that manufactures the productD

A small European airline currently produces at point X on its long-run average cost curve (LRAC).

It wants a bigger share of the European airline market and proposes to merge with another small

European airline. The newly merged firm would produce at point Y on the long-run average cost

curve, as shown.

2

O

costs

output

LRAC

X

Y

Why might the newly merged firm be able to produce at point Y?

The new airline can negotiate discounts when buying fuel.A

The new airline has many layers of management.B

The new airline is unable to hire enough pilots.C

The workforce of the new airline lacks morale and is demotivated.D
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The diagram shows that a producer increases output from Q1 to Q2.3

cost,
revenue

quantity
O

AR

AC

MC

MR

Q1 Q2

What will be the result?

total revenuetotal profit

increasedincreasedA

reducedincreasedB

increasedreducedC

reducedreducedD

A consumer maximises his total utility by initially buying 10 units of good X and 10 units of good Y.

Assuming both goods are normal, what would cause this utility-maximising consumer to purchase

more of good Y and less of good X?

4

an increase in the marginal utility of good YA

an increase in the price of good YB

an increase in the tax on the consumption of good YC

an increase in the tax on the income of consumersD

What is most likely to lead to a Pareto-optimal outcome?5

offering bulk-buy discounts to customers who join a loyalty schemeA

switching labour from producing low-priced products to producing high-priced productsB

switching production from labour-intensive products to capital-intensive productsC

training low-skilled workers to operate machinery effectivelyD
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The diagram shows market failure caused by negative production externalities.6

MSC

S = MPC

D = MPB = MSB

O

P1

P2

Q2 Q1

price

quantity

V

W

X

Y

Identify the correct combination of the result of the market failure and the area on the diagram that

shows deadweight welfare loss.

area showing

deadweight

welfare loss

result of market

failure

VWXoverproductionA

XYVoverproductionB

VWXunderproductionC

XYVunderproductionD
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The diagram shows the cost and revenue curves of a firm.7

O

cost,
revenue
$

W X Y Z

MR

MC

AC

AR

quantity

The firm changes its objective from revenue maximisation to sales maximisation.

What will be the effect on quantity produced?

it will decrease from Y to WA

it will decrease from Z to WB

it will increase from X to YC

it will increase from X to ZD
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The diagrams show the demand curve, D1, and the supply curve, S1, for a good that has a sales

tax of 10% applied to the final selling price.

Which diagram shows the impact of a reduction in the rate of sales tax to 5%?

8
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O

price

quantity

D
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S2

Which government policy is intended to correct a negative externality?9

guaranteed minimum prices for farmers producing certain agricultural productsA

imposition of taxes on factories releasing pollutants into riversB

rent controls on housing occupied by low-income individualsC

the provision of free books for children of poorer householdsD

Which policy is most likely to contribute to people ending up in a poverty trap?10

legal minimum wageA

means-tested benefitsB

prevention of cheaper importsC

proportional taxationD
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Extra fishing boats start to operate from a local harbour which depends on fishing for its main

income.

Which action by the local authority is an example of nudge theory?

11

insisting that all fish caught are sold to local peopleA

increasing the licence fees for new boatsB

distributing leaflets about the need to safeguard fish stocksC

restricting the areas in which boats can fishD

The diagram shows the effect of introducing an effective national minimumwage (NMW) in a labour

market with a profit maximising monopsonist employer.

12

O

MCL

MRPL = DL

NMW

SL

Q1 Q2 Q3

W3

W2

W1

labour employed

wage
rate

T

U

R

V

S

What is the effect of the NMW on the deadweight welfare loss in this market?

It falls from RST to UVT.A

It falls from RSVU to UVT.B

It rises from UVT to RST.C

It rises from UVT to RSVU.D

What is an advantage of pollution permits, when compared with an alternative policy of taxes levied

on the quantity of pollutants emitted by firms?

13

firms cannot sell any surplus permitsA

no monitoring of firms’ emissions is requiredB

pollution levels can be reduced to zeroC

the reduction in the level of pollution is more predictableD
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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?

17

O

A

B

C

D

rate of
interest

quantity of money

LP
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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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To overcome deflation in an economy the government increases the size of its budget deficit and

funds this by increasing the money supply.

What is most likely to reduce the effectiveness of these measures?

22

a high marginal propensity to saveA

a rise in business confidenceB

an inelastic demand for moneyC

low cash deposit ratios for commercial banksD

The diagram shows the aggregate demand, AD, and aggregate supply, AS, curves for an economy.

The initial equilibrium is at point E. There is a revaluation of the exchange rate.

If the Marshall-Lerner rule applies, which point on the diagram would show the new long-run

equilibrium?

23

O

price
level

national income

AD1

AS1

AS0

AS2

AD0

AD2

E
A

B

C

D

Whatdoes theKuznets curve showabout the relationshipbetweeneconomicdevelopment and inequality?24

the Gini coefficient initially falls as countries develop from low to high income levelsA

the Gini coefficient initially rises as countries develop from low to high income levelsB

there is always a negative relationship between GDP per capita and the Gini coefficientC

there is always a positive relationship between GDP per capita and the Gini coefficientD
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Which statement about the components of the balance of payments is correct?25

The current account consists of transactions in goods, services, investment income and

remittances between countries.
A

The current account consists of transactions in goods, services, and portfolio investment between

countries.
B

The financial account consists of transactions in financial assets, investment income and

remittances between countries.
C

The financial account consists of transactions in fixed assets, investment income and the

balancing item between countries.
D

Which statement describes a multinational company (MNC)?26

A firm that avoids paying indirect taxes.A

A firm that conducts operations in different countries.B

A firm that experiences diseconomies of scale at low levels of output.C

A firm that trades internationally.D

What occurs in a monetary union?27

Countries have the same currency.A

Countries use the same fiscal policy.B

Countries have the same domestic rates of sales tax.C

The government budget in each country is balanced.D

What is the main role of the World Bank?28

to ensure that exchange rate systems are working efficientlyA

to help countries enter international markets where trade barriers existB

to offer short-term assistance to countries with balance of payments problemsC

to provide low-interest loans to developing countries for infrastructure projectsD
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There is a rise in the domestic rate of interest in an economy. This economy has a fixed exchange

rate.

What would be the impact on the current and financial accounts of the balance of payments?

29

financial

account

current

account

improvesimprovesA

worsensimprovesB

improvesworsensC

worsensworsensD

As a member of the European Union, Greece must trade at the same exchange rate, tied to the

euro, as stronger economies such as Germany. Greece has a persistent balance of payments

deficit.

How would changing to a floating exchange rate help Greece?

30

Exchange rates will be less volatile which encourages international investment.A

Its currency should be less open to attacks by international speculators.B

Its currency would be allowed to depreciate which will make its exports more competitive.C

The value of its exports and imports will automatically balance.D

12
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What is the definition of moral hazard?1

An increase in the likelihood of taking risks because another party is paying for these risks.A

The loss of social welfare arising from the consumption of a good.B

When buyers and sellers have different amounts of information regarding product quality.C

When costs and benefits are taken into account when a decision is being made.D

The diagram shows a consumer’s budget line.2

500

100
quantity
of good Y

quantity of good X

What determines the slope of the budget line?

the marginal rate of substitution of good X for good YA

the price of good X multiplied by the price of good YB

the ratio of the price of good X to the income of the consumerC

the ratio of the price of good X to the price of good YD
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The diagram shows the marginal costs and marginal benefits of producing a good in a free market.

What is the marginal external cost when the free market is in equilibrium?

3

U

V

W
X

O

MPB MSB

MPC

MSC

cost,
benefit ($)

quantity

VODVXCUOBUWA

A firm has very high fixed costs but low marginal costs of production. It experiences continuous
economies of scale so that the minimum efficient scale is not reached until the firm is very large in
relation to total market demand.

In which type of market structure would the firm operate?

4

monopolistic competitionA

monopsonyB

natural monopolyC

oligopolyD
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The table gives the marginal utility of two goods, X and Y. The price of good X is $2.00 and the 
price of good Y is $1.00.

5

marginal utility
of good Y

marginal utility
of good X

quantity

66

50

38

33

30

110

80

66

56

33

1

2

3

4

5

If a consumer spends all of their income on goods X and Y, which combination of goods would they 
choose to maximise their utility?

1 unit of X and 1 unit of YA

3 units of X and 1 unit of YB

3 units of X and 4 units of YC

5 units of X and 1 unit of YD

An economist undertakes a cost–benefit analysis of the pollution resulting from a manufacturing 
process.

Which outcome is most likely to guide any recommendation about the optimal level of 
manufacturing output?

6

that the marginal social cost of manufacturing equals the marginal social benefitA

that the marginal cost of pollution is zeroB

that the total revenue of manufacturing equals the total costC

that the total benefit of pollution is maximisedD
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The diagram shows the cost and revenue curves for a monopolist.

Which level of output represents sales maximisation?

7

O

price
$

MR MC ACAR

A B C D

quantity

What might help achieve allocative efficiency?8

differentiated productsA

government subsidiesB

monopsonyC

supernormal profitsD

What is the essential feature of nudge theory?9

the aim of satisficingA

the establishing of a legal requirementB

the existence of a contestable marketC

the idea of persuasionD

A government has a policy where income tax is paid only after the first $20000 of income has been
earned.

What would make the government’s policy more equitable?

10

Decreasing the threshold for paying income tax to $10000 for all taxpayers.A

Integrating the tax and welfare systems by introducing a negative income tax.B

Introducing universal benefits that are available to all citizens irrespective of wealth.C

Means testing all benefits so that they remain the same even if real incomes fall.D
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A government introduces a maximum price for rice of P2.11

price

O

P1

Q1 Q2 Q3

P2

S

D

quantity

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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The unemployment rate in an economymay continue to rise even after the economy has recovered
from a recession.

Which explanation for this trend is not correct?

14

Many foreign businesses have moved out of the country.A

The government has abolished the national minimum wage.B

An increase in net migration of low-skilled workers.C

Workers lose skills, making them less employable.D

In which situation is expansionary fiscal policy least likely to be effective?15

inflation is below its target rateA

lack of confidence in the economyB

there is a negative output gapC

unemployment is highD
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In these four diagrams, the money supply in an economy is initially at MS1 and the demand 
for money is initially at LP1.

Which diagram shows the effect of a policy of quantitative easing on the rate of interest?

16



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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Which combination shows the most likely outcome if a government increases the level of direct
taxation?

21

balance of payments deteriorates and inflation increasesA

economic growth increases and balance of payments improvesB

inflation decreases and unemployment increasesC

unemployment decreases and balance of payments improvesD

In an economy, the price elasticity of demand for imported raw materials is 0.3, and the price 
elasticity of demand for exports is also 0.3.

Following a depreciation of the economy’s currency, what will the impact on inflation be?

22

change in inflation rate
due to

demand-pull factors

change in inflation rate
due to

cost-push factors

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

A government is aiming to reduce the unemployment rate in its country from 10% to 5%.

What is a likely effect if this aim is achieved?

23

a decrease in interest ratesA

a slow down in the rate of economic growthB

an increase in demand for exportsC

an increase in inflationD

Which statement is correct?24

Economic development is necessary for economic growth.A

Economic growth and economic development are directly proportional.B

Economic growth enables economic development.C

Economic growth is always sustainable.D
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What is a trade-weighted exchange rate?25

the price of one currency against a basket of other currenciesA

the price of one currency in terms of anotherB

the price of one currency in terms of its real purchasing powerC

the price of one currency being determined by state interventionD

The United Nations gives aid to a developing country so it can purchase vaccinations manufactured
in India.

How is this aid characterised?

26

characteristic 2characteristic 1

tiedbilateralA

untiedbilateralB

tiedmultilateralC

untiedmultilateralD

What is a protectionist policy a government may use to reduce the deficit on the balance of payments
of the current account?

27

revaluation of the exchange rateA

increase in the rate of income taxB

increase in the rate of interestC

introduction of import quotasD
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The diagram shows a Lorenz curve of the distribution of income of households for a country. 

Which curve shows the most equal distribution of income of households?

28

cumulative
share of
income
%

100

0
0 100

cumulative % of households

A
B

C

D

An economy has a large surplus on the current account of its balance of payments. It revalues its
currency. The current account of the balance of payments becomes a greater surplus in the short
run. In the long run the surplus becomes smaller and eventually becomes a deficit.

What is the sum of the price elasticities of imports and exports in the short run and in the long run?

29

long runshort run

greater than 1.0greater than 1.0A

less than 1.0greater than 1.0B

greater than 1.0less than 1.0C

less than 1.0less than 1.0D

What is not a characteristic of an emerging economy?30

an agricultural sector with a growing % of GDPA

high birth ratesB

high potential for growthC

increasing access to educationD
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Why would an economy wish to achieve economic efficiency?1

to achieve an equal distribution of incomeA

to achieve full employmentB

to ensure resources are not wastedC

to ensure international competitivenessD

A firm has set a low price in the short run to act as a barrier to entry for new firms entering the
market.

This is an example of which pricing strategy?

2

limit pricingA

predatory pricingB

price discriminationC

price leadershipD

A dentist is found to have charged patients for treatment they did not need.

What is the likely cause of this market failure?

3

a minimum priceA

asymmetric informationB

non-excludabilityC

productive inefficiencyD

The diagram shows the average total cost for a firm.

At what level of output does marginal cost exceed average total cost?

4

costs

quantity

A B C D

average total cost
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The diagram shows the effect of a demand curve shift from D1 to D2 for a profit maximising firm.5

MR2 D2

D1

MR1

MC = ATC

J

KH

L

M N

G

F

O Q

price

quantity

What has happened to the firm’s total revenue and the deadweight welfare loss?

deadweight
welfare loss

total revenue

decreases by KLNdecreases to OGLQA

increases by KLNdecreases to OGLQB

decreases by KLNincreases to OHKQC

increases by KLNincreases to OHKQD

A firm sells 10 000 units per month at a price of $10. The firm’s total fixed cost is $40 000 per month.
The firm makes only normal profit.

What is the average variable cost for this output?

6

$8.00D$6.00C$4.00B$2.00A
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The diagram shows the long-run total cost (LRTC) curve of a firm.7

O

costs

W X Y Z

LRTC

output

At which output is the long-run average total cost at its minimum?

OZDOYCOXBOWA

Assuming there are no externalities, where would a nationalised firm set output to maximise social
welfare?

8

where average revenue equals average costA

where average revenue equals marginal costB

where marginal revenue equals marginal costC

where marginal revenue is zeroD

There has been an increase in labour productivity.

Which combination of effects is most likely?

9

effect on wage rate
shift of supply
curve for labour

shift of demand
curve for labour

increaseinwardnoneA

decreaseoutwardnoneB

increasenoneinwardC

increasenoneoutwardD
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Which method of government intervention may correct market failure caused by the
under-consumption of a merit good?

10

minimum priceA

privatisationB

indirect taxationC

subsidyD

Some governments introduce rent controls (maximum prices) on houses rented from private
landlords. They impose such rent controls to improve living standards for individuals with low
incomes.

What might be the effects of rent controls in the long run?

11

The long-run supply of rental houses will contract.A

The number of unoccupied privately rented houses will increase over time.B

The price of owner-occupied houses will increase.C

There will be no effect on the supply of rental housing.D

To reduce the damage done by cigarette smoking, the government of a country increases the
indirect tax on cigarettes and makes it illegal to smoke in public.

Which combination of circumstances is most likely to result in government failure in its attempt to
reduce the damage done by cigarette smoking?

12

government spending
on law enforcement

price elasticity of
demand for cigarettes

high> 1A

low> 1B

high< 1C

low< 1D

Which stage of the business (trade) cycle is most likely to be characterised by an increasing negative
output gap?

13

boomA

recessionB

recoveryC

troughD
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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?

14

O

rate of

interest

LP1 LP2

LP

MS2MS1 MS3

A

B

D

C

quantity of money

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 equilibrium in the money market at point X.

If there is an increase in the level of income in the economy, which point shows the new equilibrium
in the short term?

17

X

D

rate of

interest

O

quantity of

money

Q1 Q2

MS1 MS2

LP3

r3

r2
r1

r4
r5 LP1

LP2

X

A

B

C
D

Which combination of policies is most likely to reduce cyclical unemployment but might increase
frictional unemployment?

18

unemployment
benefits

direct taxes

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

What would cause the short-run Phillips curve to shift to the right?19

A

B

C

the unemployment rate is above the natural rate of unemployment, decreasing inflationary
expectations

the unemployment rate is above the natural rate of unemployment, increasing inflationary
expectations

the unemployment rate is below the natural rate of unemployment, decreasing inflationary
expectations

the unemployment rate is below the natural rate of unemployment, increasing inflationary
expectations

D

[Turn over© UCLES 2025

7

11_9708_33_2025_1.7b



Which macroeconomic policy is most likely to be used as a long-run means of reducing inflationary
pressures?

20

exchange rate policyA

fiscal policyB

supply-side policyC

monetary policyD

The table identifies pairs of possible government aims. The achievement of aim 1 needs to be
consistent with the achievement of aim 2.

Which row shows the combination where both aims are likely to be achieved.

21

aim 2aim 1

higher foreign exchange rateA

low rate of inflationB

more even distribution of incomeC

lower rate of unemployment 

current account surplus 

higher rate of saving

sustainable economic developmentrapid economic growthD

The central bank of an economy decreases the money supply in an attempt to reduce inflation.

Under which conditions is this policy most likely to be effective?

22

responsiveness
of aggregate

demand to interest
rate changes

exchange rate

lowfixedA

highfixedB

lowfloatingC

highfloatingD
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A government reduces both the income tax paid by all earners and the amount of means-tested
benefits paid to those receiving low or no incomes.

What is most likely to be its objective?

23

a more equitable income distributionA

a reduction in the rate of inflationB

a reduction in the trade deficitC

an increase in the rate of economic growthD

What is not a likely feature of a customs union?24

common external tariffs with non-member nationsA

elimination of tariffs between member nationsB

elimination of quotas between member nationsC

shared common currency among member nationsD

A central bank officially lowers the price of its currency relative to an agreed rate in terms of other
currencies.

What type of central bank policy is this?

25

appreciationA

depreciationB

devaluationC

revaluationD

Which combination of events would cause the biggest increase in real GDP per capita?26

general price levelpopulationGDP

fallsfallsrisesA

risesfallsrisesB

fallsrisesrisesC

risesrisesrisesD
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A low-income country receives aid from a high-income country.

When will this aid give maximum benefit in the long term to the low-income country?

27

purpose of the aidtype of aid

purchase of agricultural machinerygrantA

payment of food subsidiesgrantB

purchase of agricultural machineryloanC

payment of food subsidiesloanD

Which variable is included in the calculation of both the Human Development Index (HDI) and the
Multidimensional Poverty Index (MPI)?

28

child mortality rateA

gross national income (GNI) per capitaB

life expectancy at birthC

years of schoolingD
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Which diagram is not an example of a Kuznets curve?29

Gini

coefficient

O

A

Human

Development

Index

O income

per capita

B

inequality

O income

per capita

C

inequality

O

D

The table shows the value of the Gini coefficient for an economy from 2018 to 2020.30

Gini coefficientyear

0.29

0.28

0.27

2018

2019

2020

What is most likely to explain the change in the value of the Gini coefficient between 2018 and
2020?

an increase in indirect taxesA

an increase in long-term unemploymentB

an increase in the national minimum wageC

an increase in populationD
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What will act as a barrier to collusion between firms?1

an ability to detect price cuts by rivalsA

the abolition of anti-trust measuresB

the existence of a small number of firms in the industryC

unstable demand conditions for productsD

The diagram shows two indifference curves.2

good Y

good X

O
I1

I2

What do indifference curves indicate?

Consumers get more satisfaction on curve I1 from consuming more of X and less of Y.A

Consumers get more satisfaction on curve I2 from consuming less of X and more of Y.B

Each point on the curve represents the marginal rate of substitution of good X for good Y.C

Movement from I1 to I2 cannot be made unless the indifference curves cross.D

What is an example of forward vertical integration?3

A firm manufacturing computers merges with a firm that manufactures furniture.A

A firmmanufacturing computers merges with a firm that manufactures silicon chips for computers.B

A firm manufacturing computers merges with a retail outlet that sells computers.C

A firm manufacturing computers merges with another firm that also manufactures computers.D
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The diagram shows positive and negative externalities of production and consumption.4

O

price,

costs

X Y
output

MPC

MSC

MPB

MSB

Which row shows the correct combination of production and consumption externality when economic
welfare is maximised?

consumption
externality

production
externality

position of
economic welfare

negativenegativeXA

negativepositiveYB

positivenegativeXC

positivepositiveYD

A firm has fixed costs of $300 and can produce two units per hour. Its total variable costs are $200
for one unit and $300 for two units.

Which cost will fall by the lowest amount when the second unit is produced?

5

average fixed costA

average total costB

average variable costC

marginal costD
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What is the most likely evidence that an economy has reached a position of Pareto optimality?6

price volatilityA

a large current account deficitB

a regressive taxation systemC

full employmentD

A firm is operating at a level of output which corresponds to the point where MR = 0.

What objective is the firm achieving?

7

maximising consumer surplusA

maximising profitB

maximising salesC

maximising revenueD

What is a potential benefit of the privatisation of a country’s railway services?8

higher levels of competitionA

higher costs passed on in the form of higher pricesB

opportunity for government regulationC

potential for a private monopolyD

Which of these actions illustrates equality rather than equity?9

A firm that installs ramps to its workplace to improve the access for people with disabilities.A

A government subsidy on rice of $0.10 per kilo for all members of the public.B

A university admissions policy that offers places to students from disadvantaged socio-economic
backgrounds.

C

An income tax system where high-income earners pay a higher percentage of income as tax.D
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There is a decrease in the supply of female labour.

What will the likely effect on male and female wages be?

10

female wagesmale wages

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

A government introduces a national minimum wage.

What is not a benefit of this to the economy?

11

It boosts the morale of workers and enhances labour productivity.A

It raises incomes of poorer workers.B

It reduces government spending on welfare payments.C

It reduces structural unemployment.D

An increase in which variable would shift the supply curve for farm workers to the right?12

job securityA

the hourly wage rateB

the productivity of farm workersC

the qualifications requiredD

Which combination of policies is most likely to reduce the number of low-paid workers caught in
the poverty trap?

13

national minimum
wage in real terms

individual’s tax-free
allowance for income tax

increasedecreaseA

unchangeddecreaseB

increaseincreaseC

unchangedincreaseD
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The diagram represents the demand and supply of labour in a competitive industry.14

wage

O

labour

W

L

S

D

What is true about unit of labour L when they are paid wage W?

L is paid only economic rent.A

L is paid an element of economic rent and transfer earnings.B

L is paid below transfer earnings and leaves the industry.C

L is paid exactly transfer earnings and remains in work.D

What leads to an inflationary gap?15

Aggregate demand is greater than the maximum potential output of the economy.A

Investment increases at a greater rate than profits received by a firm.B

The economy is operating below its full capacity.C

Innovation results in increased productivity in the economy.D

An open economy has a positive output gap.

What is likely to be decreasing?

16

expenditure on importsA

leisure time of workersB

nominal wage ratesC

the general price levelD
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In a two-sector economy, autonomous consumer expenditure increases by $100 billion, autonomous
investment expenditure increases by $200 billion, and the marginal propensity to consume is 0.5.

What will the increase in National Income be?

17

$150 billionA

$300 billionB

$450 billionC

$600 billionD

Which government policy is least likely to promote inclusive economic growth?18

increasing the national minimum wageA

investment in transport and infrastructureB

legislation reducing the power of trade unionsC

using taxes and transfer payments to redistribute incomeD

What is an example of a demand-side macroeconomic policy that would reduce cyclical
unemployment?

19

an increase in government spending on new infrastructure such as roadsA

an increase in government spending on retraining workersB

a reduction in the rate of tax on importsC

an increase in the rate of tax on goods and servicesD
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The diagram shows two liquidity preference curves LP1 and LP2.20

rate of

interest

quantity

of money

O

LP1

LP2

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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A country has a progressive income tax system.

What is not a valid reason for a government’s decision to reduce the rate of income tax paid on
higher incomes?

23

to attract highly skilled workers from abroadA

to prevent tax evasionB

to provide work incentivesC

to reduce income inequalitiesD

A political party proposed a policy of quantitative easing (the creation of money by the central bank).

When would such a policy be least likely to destabilise the macroeconomy in the short run?

24

when the economy was experiencing a high level of inflationA

when the economy had price stability but there was full employment of the labour forceB

when there was a deep recession with high levels of unemploymentC

when there was full employment and a current account balance of payments deficitD

What does the Laffer curve show?25

the amount of tax revenue received at each tax rateA

the impact on the distribution of income after tax rates riseB

the rise in inflation following a fall in unemployment due to a cut in income taxC

the rise in poverty due to a rise in the basic rate of income taxD

What are the variables identified on the axes of a Kuznets curve diagram?26

horizontal (X) axis variablevertical (Y) axis variable

cumulative % of familiescumulative % of incomeA

income per capitameasure of inequalityB

economic growth ratemeasure of standard of livingC

optimum populationincome per capitaD
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What might cause income inequality to worsen in a country?27

increased discriminationA

increased labour market participationB

increased skill level of workersC

increased welfare paymentsD

A multinational company is planning to invest in a new factory in a low-income country.

What is not a possible benefit to the low-income country?

28

acquiring improved technologyA

better training for the workforceB

extra tax revenue for the governmentC

increased competition for small domestic producersD

A country with fixed exchange rates faces a surplus on its current account.

Which policy is most desirable to maintain the fixed exchange rate?

29

an increase in subsidies given to exportersA

the imposition of trade barriers on the import of non-essential goodsB

the sale of foreign currencies in the foreign exchange marketC

the use of expansionary monetary policyD

Which criticism of foreign direct investment (FDI) is least valid?30

It encourages competition, reduces prices and forces the less efficient domestic firms to leave
the market.

A

It brings workers from its own country and provides only low paying jobs to low skilled local
workers.

B

It is usually withdrawn quickly in case of a global crisis, making developing countries more
vulnerable to global shocks.

C

Its actions often result in environmental degradation, and over exploitation of natural resources.D
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