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SECTION A

For each question in Section A, write the letter (A, B, C, D or E) 
that corresponds to your answer in the box provided.

You are advised to spend approximately 30 minutes on this section.

1.	 The diagram below shows a country’s production possibility frontiers (PPFX and PPFY) 
and Gross Domestic Products (GDPs) – (Point X and Point Y) in two consecutive years  
(Year 1 = X and Year 2 = Y).

© WJEC CBAC Ltd.
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	 Which of the following scenarios best explains the changes shown in the diagram?	 [1]

	 A	 A reduction in the retirement age combined with rising consumption

	 B	 A natural disaster combined with a sharp recession

	 C	 Increased international specialisation combined with a fall in imports

	 D 	 Rising exports combined with increased investment

	 E	 Sharp cuts in government spending combined with increases in  
direct taxes	

A
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2.	 The diagram below shows the supply curve for a product.

	 The supply curve shown would be most likely to apply to which one of the following?	 [1]

	 A	 Paintings by Picasso

	 B	 1950s vintage cars

	 C	 Music downloads

	 D	 Rice

	 E	 Oil	

© WJEC CBAC Ltd.
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3.	 The diagram below shows two long run average cost curves for a firm.

© WJEC CBAC Ltd.

O Output

LRAC LRAC1

Cost

	 The shift in position of the long run average cost curve for a firm in a particular industry from 
LRAC to LRAC1 could be the result of:  	 [1]

	 A	 Internal managerial economies of scale 

	 B	 The introduction of a national 5G network

	 C	 An increase in the national minimum wage

	 D 	 Lower interest rates for bank loans taken out by small firms

	 E	 Increased cost of raw materials	
B
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4.	 The diagram below shows the demand and supply for labour in a particular industry.

	 The demand curve has shifted from DL 1 to DL2.
	 This could have been the result of:  	 [1]

	 A	 A rise in the price of the product being made by the workers

	 B	 An increase in the qualifications required to enter the industry

	 C	 An increase in the level of global competition

	 D	 Increased trade union power and workplace regulations

	 E	 A fall in the cost of labour-saving capital equipment	

W1

W2

QL2QL1

DL1

SL

DL2

Wage rate

Quantity of
labour

A
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5. 	 In a market for a merit good, a government decides to correct the market failure by creating a 
subsidy for the producers. 

	 Which of the following diagrams shows both the initial welfare loss and how the market failure 
will be corrected?   	 [1]

Q1 Q2
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S2

S2

S1=MPC=MSC

S2
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Q2Q1

Q2Q1 Q2Q1

Q2 Q1

S1=MPC=MSC
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S1=MPC=MSC
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MSB

MSB

MSB

MSB

MSB

D=MPB D=MPB

D=MPB D=MPB

D=MPB

Costs
benefits

Costs
benefits

Costs
benefits

         = Welfare loss at free market equilibrium
MPC = marginal private cost
MSC = marginal social cost
MPB = marginal private benefit
MSB = marginal social benefit

Costs
benefits

Costs
benefits

Quantity Quantity

Quantity Quantity

Quantity

A B

C D

E

A
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6. 	 The diagram below shows the markets for two products, X and Y. The supply of product X  
has shifted from S1 to S2. As a result, there has been a shift in demand for product Y from 
D1 to D2.

S1

S2
S

D2
D1D1

Quantity Quantity

Price Price

£20

2 4 6 8 10 12

£40

£60

£80

£100

Product X Product Y

The PED for X is The XED between X and Y is

A Elastic Negative

B Elastic Positive

C Unitary Positive

D Inelastic Negative

E Inelastic Positive

	 Which one of the following combinations is true?   	 [1]

D
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7.	 The diagram below shows a market in which the government sets a guaranteed minimum 
price for a product. It guarantees to buy any unsold units at the guaranteed price.

S

D

Price / unit

Units (millions)

£2

200 40 60 80 100

£4

£6

£8

£10

	 The effect of the government increasing the minimum price from £8 to £10 will be to increase 
its expenditure from:  	 [1]

Expenditure at £8 Expenditure at £10

A £160m £360m

B £240m £600m

C £240m £400m

D £640m £840m

E £640m £1000m B
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	 The table below should be used for questions 8, 9 and 10.

	 The table gives information on a firm’s costs and revenues at different output levels. 

Output Marginal Cost 
(MC)

Average Cost 
(AC)

Average Revenue 
(AR)

5 £10 £30 £40

10 £5 £21 £35

15 £10 £16 £30

20 £15 £15 £25

25 £20 £17 £20

30 £25 £18 £15

35 £30 £19 £10
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8.	 At which level of output is the firm productively efficient? 	  [1]

	 A	 10

	 B	 15

	 C	 20

	 D	 25

	 E	 30	

9.	 At which level of output is the firm allocatively efficient? 	  [1]

	 A	 10

	 B	 15

	 C	 20

	 D	 25

	 E	 30	

10.	 At which level of output is the firm’s total profit at its highest?	  [1]

	 A	 10

	 B	 15

	 C	 20

	 D	 25

	 E	 30	

C

D

B
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11.	 If, as a result of a crisis, a country’s GDP falls by 20% in a year, by what % must it rise to be 
back at its original level?	 [1]

	 A	 10%

	 B	 15%

	 C	 20%

	 D	 25%

	 E	 30%	

12.	 The table below has information on the level of UK government debt.

	 It can be concluded that:	 [1]

	 A	 Bond yields rose over the period

	 B	 UK government debt was falling in real terms after 2015

	 C	 GDP increased faster than UK government debt after 2015

	 D	 The budget deficit rose each year

	 E	 The government reduced tax rates in each year between  
2011 and 2019	

Financial year 
ending March 2011 2012 2013 2014 2015 2016 2017 2018 2019

UK government
debt (£ billion)

1214.5 1349.7 1425.6 1522.5 1604.1 1652.3 1720.5 1764.5 1821.9

% of GDP 74.9 80.9 82.6 84.3 85.7 85.4 85.2 84.6 84.2

D

C
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13.	 The chart below gives information on consumer spending in Britain between March and June 

2020.

© WJEC CBAC Ltd.

March April May June
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– 90

– 60

– 30

0

30

Britain, consumer spending, 2020
Compared with Jan–Feb average, %

Sources: Bank of England; The Economist 

	 Which of the following can be concluded from this chart?	 [1]

	 A	 Average spending in June 2020 is lower than in June 2019

	 B	 Spending on delayable goods rose faster than any other type 
		  of spending between the start of April and the end of June

	 C	 By the end of June spending on staple goods was higher than 
		  spending on work-related goods

	 D	 Consumer spending was at the same level as its Jan–Feb average 
		  by the end of June

	 E	 Spending on social goods was lower than on any other type over 
		  the period.	

B
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14.	 The chart below gives information on the US beef industry in 2020.

© WJEC CBAC Ltd.
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	 Which of the following diagrams is a possible representation of what happened in the US beef 

industry after March 2020?	 [1]

© WJEC CBAC Ltd.

Q1

S

D1

P1

P2

Q3Q2

Price

Quantity

A

Q1

S

D1

P1

P2

D2

Q2

Price

Quantity

B

Q1

P1

P2

Q2

Price

Quantity

C

Q1

D1

P1

P2

S1
S2

D1

S1 S2

D2

Q1

P1

P2

Q2

Price

Quantity

E

D1

S

Q2

Price

Quantity

D

A
5

2
0

U
1

0
1

15

D

stemup.co.uk

https://stemup.co.uk


16

(A520U10-1)16

Examiner
only

15.	 The diagram below shows a firm that has decided to increase its output from Q1 to Q2.

© WJEC CBAC Ltd.

	 The most likely impact of this decision on the firm will be:	 [1]

	 A	 To increase total profits

	 B	 To increase total revenue

	 C	 To reduce total cost

	 D	 To increase total fixed costs

	 E	 To reduce its productive efficiency	

Q2Q1

MC AC

AR

MR

£

Output

B
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16.	 The diagram below shows a firm’s total cost and total revenue curves before and after a shift 
in total revenue from TR1 to TR2.

	 The shift in total revenue from TR1 to TR2 shown in the diagram is best explained by a:	 [1]

	 A	 Perfectly competitive firm in an industry where demand has fallen

	 B	 Firm in monopolistic competition which has attracted more customers

	 C	 Firm in perfect competition that has increased prices

	 D	 Firm in monopolistic competition that has engaged in an 
unsuccessful advertising campaign

	 E	 Perfectly competitive firm in an industry which some firms  
have left	

TR1

TR2

TC£

Output

A
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17. 	 The following charts give information on indexes of Japanese export and import prices:

Source: Tradingeconomics.com/Bank of Japan

© WJEC CBAC Ltd.
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	 It can be concluded that:	 [1]

	 A	 Japan’s terms of trade index was 110.65 at the end of the period

	 B	 Japan’s terms of trade index was worse at the end of the period than  
at the start

	 C	 Japan’s terms of trade index was 102.36 at the start of the period

	 D	 Japan’s exchange rate depreciated after February 2020

	 E	 Export and import prices always moved in the same direction  
in Japan	

© WJEC CBAC Ltd.
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18. 	A government has successfully introduced labour market deregulation.

	 Which diagram represents the impact that would be expected by neo-classical economists?
		  [1]

© WJEC CBAC Ltd.
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19.	 The table below shows an economy’s consumer price index weights and the inflation rates for 

a set of goods in that economy.

© WJEC CBAC Ltd.

Terms of trade Current account balance

A Improve Worsen

B Improve Improve

C Worsen Improve

D Worsen Uncertain

E Uncertain Uncertain

20

	 If the economy’s consumer price index last year was 300, then the impact of the price changes 
shown would be to change the index to:	 [1]

	 A	 302.55

	 B	 307.65

	 C	 315

	 D	 345

	 E	 2550	

20.	 Which of the following combinations shows the most likely effect of a sharp depreciation of a 
country’s exchange rate?	 [1]

Weight (total = 1000) Inflation rate for each 
good over the year

Food and drink 250 10%

Housing 300 -5%

Leisure 200 3%

Communications 150 5%

Other goods 100 2%

B

D
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SECTION B

Answer all the questions in the spaces provided.

21.	 Alcohol is known to be overconsumed in a free market. There are external costs that are 
created as a result of its consumption. Scotland and Wales have both introduced a minimum 
price of 50p per unit of alcohol in recent years.

	 (a)	 Using an example, show what is meant by an external cost in this case. 	 [2]

	

	

	

	

© WJEC CBAC Ltd.

An external cost is a cost of consumption that falls on a third party, not the drinker

or seller, and is ignored in the market price. E.g. drunk people cause violence, crime

and accidents, so the NHS, police and taxpayers bear the cost of A&E treatment and

extra policing.
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	 (b)	 The diagram below shows the private and social costs and benefits of alcohol 

production and consumption. 
		  Outline how a minimum price could correct the market failure present in this case.  

Adapt the diagram as part of your answer. 	 [4]

© WJEC CBAC Ltd.

	

	

	

	

	

	

	

	

MSB
MPB

MPC=MSC

Costs
benefits

Quantity of
alcohol consumed

6

Alcohol is a demerit good: drinkers ignore the external costs, so MSB lies below MPB.

In a free market it is overconsumed at Qeq (point A, MPB = MPC), above the social

optimum Qsol (MSB = MSC). The hatched triangle is the welfare loss.

A minimum price set above equilibrium, at Pmin, makes it illegal to sell below that

price. Demand contracts along MPB from A to B, so consumption falls to Qsol, where

MSB = MSC. The welfare loss is eliminated and allocative efficiency is restored. A 50p

per unit price mainly raises the price of cheap, strong drinks bought by heavy drinkers.

Minimum price
Pmin

Peq

Qsol Qeq

A

B

Welfare loss
eliminated
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22.	 In the US, the Department of Agriculture has reported that sales of cow’s milk have been 
falling at 6% per year, while the sales of nut and plant-based milks have been rising by 9% per 
year. One of the factors explaining the fall in demand for cow’s milk is the falling popularity of 
breakfast cereals. 

	 To what extent can these trends be explained by cross price elasticity of demand?	 [7]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

© WJEC CBAC Ltd.

7

Cross price elasticity of demand (XED) measures the responsiveness of quantity

demanded of one good to a change in the price of another: XED = %ΔQd of good A

÷ %ΔP of good B. Substitutes have a positive XED and complements a negative XED.

Cow's milk and nut/plant-based milks are substitutes, as both meet the same need (in

drinks and on cereal). If the price of cow's milk has risen, for example due to higher

feed and energy costs, consumers switch to plant-based milks, so their sales rise by

9% a year while cow's milk sales fall by 6%. Equally, if plant milks have become

cheaper as production expands, a positive XED means demand for cow's milk falls.

Cereal and cow's milk are complements in joint demand. If cereal prices have risen, less

cereal is bought, so the derived demand for cow's milk falls: a negative XED.

However, XED is based on price changes and the data gives no information on prices,

so we cannot tell if any have changed. If falling cereal demand were due to higher

cereal prices, it should also reduce demand for plant milks, which are also complements

to cereal, yet their sales are rising. The trends are more likely to come from non-price
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23.	 Study the data below on the UK economy.

2008 2010 2012 2014 2016 2018 2020
– 3

– 1·5

0

1.5

Percentage change in real GDP

2007 2010 2013 2016 2019 2022 2025
0

5

10

forecast15

Budget/fiscal deficit as a percentage of GDP

Source: Office for National Statistics

Source: Office for National Statistics.
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	 (a)	 With the aid of the data, explain the relationship between the budget/fiscal deficit and 

periods of recession. 	 [4]

	

	

	

	

	

	

	

	

	 (b)	 Discuss the view that a government should only ever borrow to finance capital 
expenditure. 	 [6]

	

	

	

	

	

	

	

	

	

	

	

	

© WJEC CBAC Ltd.

10

There is an inverse relationship: when real GDP falls, the deficit rises. In the 2008 to

2009 recession real GDP fell up to about 2.1% a quarter and the deficit rose from

about 2% of GDP in 2007 to over 10% by 2009/10. In 2020 GDP fell about 2% in a

quarter and the deficit is forecast to jump from about 2% to 15% of GDP. As growth

recovered, it fell back to about 2% by 2019.

In a recession incomes and profits fall and unemployment rises, so income tax, VAT

and corporation tax receipts fall while benefit spending rises automatically (automatic

stabilisers). Governments also deliberately raise spending and cut taxes to support AD.

Capital expenditure is spending on long-term physical assets, such as roads, railways,

schools and hospitals (social capital), which do not need renewing each year, unlike

current spending on wages and benefits.

Borrowing raises the national debt, so future debt interest costs rise, bond yields may

rise and private investment may be crowded out, a burden on future generations.

However, capital spending raises productivity and the long-run growth rate, shifting

LRAS right as well as AD. This widens the tax base, so the borrowing is partly

self-financing. Future generations use the infrastructure, so it is fair that they help

pay for it, whereas borrowing for current spending such as benefits gives no future

return.

On the other hand, in a recession borrowing for current spending and benefits is

justified. If the government cut spending to balance the budget, AD would fall further,

stemup.co.uk

https://stemup.co.uk


28

(A520U10-1)28

Examiner
only

24.	 Using the diagrams below, assess the extent to which deflation is always bad for an economy.
� [8]

© WJEC CBAC Ltd.
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	 8

Deflation is a sustained fall in the general price level. The left diagram shows

demand-side deflation: AD falls from AD1 to AD2, so the price level falls from PL1 to

PL2 but real GDP also falls from Y1 to Y2, a recession. The right diagram shows

supply-side deflation: SRAS shifts right from SRAS1 to SRAS2, e.g. from lower costs, so

prices fall while real GDP rises from Y1 to Y2.

Demand-side deflation is generally bad. Consumers delay purchases expecting lower

prices, and the real value of debt rises, so households cut spending to pay it down. AD

falls further, firms' revenues and profits fall, so they cut investment and jobs: a

deflationary spiral. Real interest rates rise, and as nominal rates cannot go much below

zero, monetary policy loses its power, and falling nominal GDP raises the debt to GDP

ratio, limiting fiscal policy.

Supply-side deflation is generally good: lower prices raise real incomes and improve

international competitiveness, while higher real GDP creates jobs.

However, demand-side deflation is not always bad. Savers and those in work gain

higher real incomes, and lower prices may boost exports, offsetting weaker domestic

demand. If it is short-lived and expectations do not become established, it is no worse
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	 Figure 2

© WJEC CBAC Ltd.
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25. 	Figure 1 below shows the estimated impact on the annual economic growth rate in Africa  
(in percentage points) of a 1% increase in commodity prices.

	 Figure 1

All 
commodities

Food Agricultural 
raw materials

‘Hard’ 
commodities

(mainly 
mining and 
extraction)

Energy

Short run 
impact on 
economic 
growth

0.21% 0.36% 0.37% 0.26% 0.27%

Long run 
impact on 
economic 
growth

1.75% 1.16% 2.18% 0.94% 1.13%
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	 Explain the relationship shown in Figure 1 opposite and, with reference to Figure 2, consider 
the extent to which the relationship shown is beneficial for African economies.	 [9]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

END OF PAPER 9

Figure 1 shows a positive relationship: a 1% rise in all commodity prices raises African

growth by 0.21 percentage points in the short run but by 1.75 in the long run, over

eight times as much. The long run effect is largest for agricultural raw materials (2.18,

from 0.37) and smallest for 'hard' commodities (0.94).

Many African economies depend on primary exports. As commodities have price inelastic

demand, a higher price raises export revenue and the value of existing output, so GDP

rises at once. The long run effect is larger because supply is price inelastic in the

short run, especially in agriculture where crops take time to grow. Over time higher

profits attract new producers and FDI and fund investment in better techniques such

as irrigation and mining equipment, raising output and jobs. Higher tax revenue funds

education, health and infrastructure, and extra dollar earnings help repay external debt.

Figure 2 suggests this has been beneficial: the index rose from about 45 in 1999 to

peaks of about 190 in 2008 and 2011, and at about 120 in 2018 is still over twice its

late-1990s level, raising incomes in Africa.

However, Figure 2 shows extreme volatility: prices crashed from about 190 to 105 in

2008 to 2009 and fell to about 90 in 2016. The relationship works in reverse, so

falling prices cut growth, leaving these economies vulnerable to external shocks, with

unstable tax revenues and household incomes. Prebisch-Singer suggests primary prices

fall relative to manufactures, worsening the terms of trade. Booms risk Dutch disease

and the resource curse (corruption, conflict), and growth may not bring development if

gains are unequally shared.

Overall, the relationship is beneficial only while prices rise; given the volatility in Figure

2, it is only beneficial in the long run if commodity revenues are used to diversify the

economy.

stemup.co.uk

https://stemup.co.uk


Question
number

Additional page, if required.
Write the question number(s) in the left-hand margin.

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

Examiner
only

32 (A520U10-1)

32

© WJEC CBAC Ltd.

factors shifting demand: a move away from animal products for health, ethical

and environmental reasons, veganism, lactose intolerance, advertising, and

changing tastes such as people skipping breakfast or choosing healthier

alternatives to cereal.

Overall, XED can only partly explain the trends. Unless relative prices changed,

the opposite trends of -6% and +9% a year are better explained by changes in

tastes and preferences, which shift demand whatever happens to prices.

risking a deflationary spiral that worsens the deficit as tax revenues fall. Cuts

also hit low-income groups hardest, raising inequality. When interest rates are

very low, as in the 2010s with QE, debt service costs are small and crowding out

is unlikely. Equally, capital projects can be poor value due to government failure,

e.g. cost overruns, and still add to debt interest.

Overall, the view is too strict. Borrowing should mainly finance capital spending in

normal times, but borrowing for current spending is justified as a temporary

response to a recession or shock, depending on interest rates and the size of the

existing debt.

than any recession and may be the economy self-correcting. Supply-side deflation

is not always good: competitiveness gains may be offset by an appreciating

exchange rate and depend on the PED of exports, and if deflationary expectations

set in, consumers may defer spending, turning it into demand-side deflation.

Overall, deflation is not always bad: it depends on its cause, size and duration.

Mild supply-side deflation is beneficial, but prolonged demand-side deflation, as in

Japan, is damaging.
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