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Answer all questions.

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.	 Which one of the following shows a relationship between income tax rates and income tax 
revenue?� [1]

	 A	 Phillips curve

	 B	 Production possibility frontier diagram

	 C	 Aggregate demand curve

	 D	 Marshall-Lerner condition

	 E	 Laffer curve

� E
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2.	 Following a change in the pattern of demand, an economy starts to produce more agricultural 
goods and fewer manufactured goods. There are no other changes in the economy.

	 Which of the following production possibility frontier diagrams best shows this change?� [1]
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3.	 The table below contains estimates of price elasticity of demand and income elasticity of 
demand for cigarettes in Greece.

Price elasticity of demand (PED) −0.44

Income elasticity of demand (YED) +1.04

	 Which of the following is true for cigarette demand in Greece?� [1]

	 A	 Cigarettes are an inferior good with inelastic PED

	 B	 PED is inelastic and cigarettes are a normal good 

	 C	 Cigarettes are an inferior good with elastic YED

	 D	 Changes in price and income both cause a more than proportional change in the 
demand for cigarettes

	 E	 YED is inelastic and PED is elastic

�

4.	 A firm in perfect competition is in long run equilibrium. 

	 If that firm increased its output, which of the following would show the effects on its marginal 
cost, price and profit?� [1]

Marginal cost Price Profit

A Fall Fall Rise

B Rise Fall Fall

C No change Fall Rise

D Rise No change Fall

E Fall No change Fall

�

B

D
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5.	 A rational individual will consume a product which has a zero price up to the point at which: 
� [1]

	 A	 Marginal utility is maximised

	 B	 Total utility = marginal utility

	 C	 Marginal utility = 0

	 D	 Marginal utility begins to diminish

	 E	 Total utility exceeds marginal utility

� C
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6.	 The chart below shows Azerbaijan’s budget/fiscal balance between 2017 and 2021:

Azerbaijan budget/fiscal balance, 
millions of manat (Azerbaijan's currency)

– 2000
– 1000

1000

2000

3000

4000

5000

0
2018 2019 2020 202120172017

Surplus

Deficit

	 Which of the following charts best represents what would have happened to Azerbaijan’s 
government/national debt in manat?� [1]
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7.	 According to the Phillips curve, in the short run:� [1]

	 A	 Higher inflation leads to higher unemployment

	 B	 Higher inflation leads to lower unemployment

	 C	 Lower unemployment leads to higher inflation

	 D	 Higher unemployment leads to higher inflation

	 E	 Unemployment has no effect on the level of inflation

�

8.	 A driver paid £90 for unleaded petrol, including 20% VAT. 

	 How much would the petrol have cost before VAT was added?� [1]

	 A	 £18

	 B	 £70

	 C	 £72

	 D	 £75

	 E	 £78

�
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9.	 The table below shows Consumer Prices Index (CPI) data for five countries.

May 2021 May 2022

Brazil 5740 6410

Chile   109   122

Honduras   355   387

UK   110   120

USA   269   292

	 Which of the countries in the table had the highest rate of inflation over the period shown?� [1]

	 A	 Brazil

	 B	 Chile

	 C	 Honduras

	 D	 UK

	 E	 USA

�
B
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10.	 The diagram below shows the marginal product of labour for a firm at different levels of 
employment.

W2W1
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	 Which of the following total product curves would be consistent with the marginal product 
curve shown opposite?� [1]
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11.	 A firm produces 3 products, X, Y and Z. The firm cuts the price of X from £20 to £16. 
The impact on the annual demand for X, Y and Z is shown in the table below.

Price of X Demand for X Demand for Y Demand for Z

£20 150 million 250 million 80 million

£16 165 million 300 million 60 million

	 The cross price elasticity of demand (XED) between product X and its complement is:� [1]

	 A	 −0.5

	 B	 −1.0

	 C	 −1.25

	 D	 +1.0

	 E	 +1.25 

�

12.	 In 2021 smartwatches were added to the basket of goods used to calculate the Consumer 
Prices Index (CPI), but white chocolate was removed.

	 Which of the following is the most likely explanation for this decision?� [1]

	 A	 Smartwatches have been on sale for some years

	 B	 Sales of white chocolate have fallen to zero

	 C	 The price of smartwatches has risen

	 D	 The tax on chocolate has increased

	 E	 There has been a change in the pattern of demand

�

B

E
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13.	 The chart below shows expenditure on research and development (R&D) as a percentage of 
GDP in different countries and regions:
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	 For the countries and regions shown, which of the following can be concluded from the chart?
� [1]

	 A	 Australia spent less in total on R&D in 2018 than it did in 2014

	 B	 In total, Israel spends the largest amount on R&D

	 C	 Total spending on R&D is lowest in the Caribbean

	 D	 Spending on R&D as a percentage of GDP rose in all countries between 2014 and 2018

	 E	 West Asia had the fastest proportional growth in R&D spending as a percentage of GDP 
between 2014 and 2018

�
E
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14.	 Some countries have much higher GNP/GNI than GDP. One possible reason for this might be:
� [1]

	 A	 Large numbers of multinational corporations producing in these countries but sending 
profits abroad

	 B	 Citizens of these countries working abroad but sending some of their salary back home

	 C	 Countries such as these having large budget/fiscal surpluses

	 D	 Countries such as these having large current account deficits

	 E	 These countries often pay large amounts of foreign aid to other countries

�

Examiner
only
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15.	 The diagram below shows the production possibilities for two fictional countries, Gondwana 
and Laurasia. 
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X
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Y
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	 The theory of comparative advantage would suggest that:� [1]

	 A	 Trade is possible at a rate of exchange of 1X for 1Y

	 B	 Trade is not possible because Laurasia has an absolute advantage in the production of 
both X and Y

	 C	 Laurasia has comparative advantage in the production of Y

	 D	 Gondwana has absolute advantage in Y

	 E	 Gondwana will sell X to Laurasia

�
A

stemup.co.uk

https://stemup.co.uk


16

(A520U10-1)16

Examiner
only

© WJEC CBAC Ltd.

16.	 The diagram below shows the results of government action to reduce the consumption of a 
demerit good.

P2

P1

Q2 Q1

D2

S2

S1

D1

Price

Quantity

	 Which of the following policies are best represented by the diagram?� [1]

	 A	 A subsidy for a substitute and regulations that increase the cost of the ingredients 

	 B	 A maximum price for the product and an information campaign outlining the dangers of 
consumption

	 C	 An increase in a specific indirect tax on the product

	 D	 A reduction in the legal age at which the product can be bought by consumers

	 E	 A minimum price for the product and a subsidy for a substitute

�
A
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17.	 In 2021 Amazon purchased film studio MGM, which has a film catalogue of more than 4000 
films that can be streamed on Amazon Prime. 

	 This is an example of� [1]

	 A	 Backward vertical integration

	 B	 Forward vertical integration

	 C	 Conglomerate integration

	 D	 Horizontal integration

	 E	 Diseconomies of scale

�

18.	 An economy is experiencing a sharp fall in aggregate demand (AD). 

	 Which of the following sets of policies would be consistent with trying to reverse this?� [1]

Taxes Government 
spending

Central bank 
interest rate

Central 
bank bond 
purchases/

sales

Currency purchases/
sales (on foreign 

currency markets)

A Increase Increase Increase Increase 
purchases Buy own currency

B Decrease Increase Decrease Increase sales Sell own currency

C Decrease Increase Decrease Increase 
purchases Sell own currency

D Decrease Decrease Increase Increase sales Buy own currency

E Increase Decrease Decrease Increase sales Buy own currency

�

A

C
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19.	 The diagrams below show different demand curves for different firms (A–E).
	 Which firm would gain higher revenue from a small increase in price?� [1]
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20

20.	 The diagram below shows the effect on the market for a product following the imposition of a 
maximum price. 
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	 The value of consumer surplus and producer surplus if price is at £20 are:� [1]

Consumer surplus Producer surplus

A £400 £1200

B £400 £300

C £1600 £1200

D £3025 £300

E £1800 £300

�
E
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SECTION B.

21.	 The charts below show the Bank of England’s purchases of bonds and the yield on UK 
government bonds.
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	 Using the data, explain the link between the two charts. � [4]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

4

QE (quantitative easing) is when the Bank of England creates new digital money

and uses it to buy government bonds on financial markets, crediting the accounts

of the bond holders.

The first chart shows bond purchases rising from £200bn in November 2009 to

£895bn by November 2020. Over the same period the second chart shows UK

government bond yields falling from around 5% in 2008 to just 0.204% on

06/03/2020.

The link is inverse. QE increases demand for bonds, which pushes up their market

price. As the coupon (annual payment) on a bond is fixed when it is issued, a

higher market price means the % return, the yield, falls. So the more bonds the

Bank bought, the lower yields went, almost to zero.

stemup.co.uk

https://stemup.co.uk


22

(A520U10-1)22

Examiner
only

© WJEC CBAC Ltd.

22.	 The diagram below illustrates the costs and benefits involved in the provision of a merit good 
such as healthcare services.

P

Q1 Q2 Q3 Quantity

Price, costs, 
benefits

MSB

D=MPB

MPC=MSC

	 Using the diagram, discuss whether societies should provide healthcare services free at the 
point of use (like the National Health Service in the UK).� [7]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	 7

Healthcare is a merit good: it has positive consumption externalities (MSB > MPB)

and people undervalue its private benefits (imperfect information). A free market

produces where MPB = MPC, at P and Q1, but the optimum is Q2, where MSB =

MSC: under-consumption, with the dark triangle as the welfare loss.

Provision free at the point of use, like the NHS, removes the price barrier so use

rises above Q1. A healthier workforce means fewer sick days, higher productivity and

higher tax revenues. It is also equitable: access depends on need, not income.

However, at a zero price consumers use the service until MPB = 0, at Q3, beyond

Q2. Between Q2 and Q3, MSC > MSB, so the light triangle is a welfare loss from

government failure, larger than the dark one. Overuse means long A&E waits and

waiting lists, and stretched staff make more errors. Without the profit motive there

is also less incentive to innovate and control costs.

The diagram assumes MSB is known, yet external benefits are hard to measure.

Overall, free provision is justified for essential care, but some charges or rationing by

clinical need are needed to limit overuse.
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23.	 The matrix below shows the expected profits made by two firms as a result of different pricing 
decisions. Neither firm knows what the other firm is planning and also neither firm trusts the 
other one. The two firms’ products are close substitutes.

Firm B

PRICES £4 £3

Firm A
£4 £50m, £45m £20m, £65m

£3 £70m, £15m £25m, £25m

	 Use the data to explain where the Nash equilibrium is in this matrix.� [4]

	

	

	

	

	

	

	

	

	

	

	

	

4

A Nash equilibrium is a combination of strategies where no firm can gain by

changing its strategy on its own, given the strategy the other firm has chosen.

Here the Nash equilibrium is where both firms charge £3, earning £25m each. £3

is a dominant strategy for Firm A: if B charges £4, A earns £70m at £3 rather

than £50m at £4; if B charges £3, A earns £25m rather than £20m. Likewise for

Firm B: £65m rather than £45m if A charges £4, and £25m rather than £15m if

A charges £3.

Once at £3, £3 neither firm will deviate: if A raised its price to £4 its profit

would fall from £25m to £20m, and if B did, from £25m to £15m, as the

products are close substitutes and customers would switch. As the firms do not

know each other's plans and do not trust each other, they cannot collude at £4, £4

(£50m, £45m), even though both would gain, so they end up at £3, £3.
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24.	 The diagrams below show (1) how the Bank of England believes that changes in interest rates 
will affect inflation and (2) the UK’s inflation rate between 2012 and 2022.

Diagram 1
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	 Using the data, discuss whether a rise in interest rates decided by the Monetary Policy 
Committee of the Bank of England will bring down inflation to its target level.� [8]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

8

The MPC sets Bank Rate (the official rate) to meet the 2% CPI target. Diagram

2 shows inflation reached 9.4% by June 2022, 7.4 percentage points above target,

so a large rise in rates would be needed.

As Diagram 1 shows, a higher official rate raises market rates, so borrowing costs

more and saving is more rewarding. Consumption falls, especially for households with

mortgages and credit, and investment falls as fewer projects earn more than the

cost of borrowing. Asset prices such as houses and shares fall (a negative wealth

effect) and confidence weakens. Domestic demand falls, so AD shifts left from AD1

to AD2 and the price level falls from P1 to P2 (see my diagram below), reducing

demand-pull pressure. Higher rates also attract hot money, so the pound appreciates:

net external demand falls and import prices fall, reducing cost-push inflation.

However, much of the 2022 rise was cost-push, from energy and food prices after

the Ukraine war, which UK rates cannot affect, and higher rates raise firms'

borrowing costs, which may be passed on in prices. Time lags of 18 to 24 months

make the timing and size of the rise hard to judge: too much causes recession. The

impact also depends on how many mortgages are on fixed rates and on the MPC's

credibility in anchoring expectations.

Overall, higher rates will put downward pressure on inflation, but alone they are

unlikely to return it from 9.4% to 2% quickly; it should reach target only in the

medium term as the external shocks fade.
Price level

Real GDP0

SRAS

AD1
AD2

P1

Y1

P2

Y2

Higher rates reduce C, I and (X - M),
so AD shifts left from AD1 to AD2:
the price level falls from P1 to P2
and real GDP falls from Y1 to Y2.
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25.	 The table below gives 2020 Human Development Index (HDI) data on two countries, Gabon 
and Tajikistan.

Classification 
of 

development 
level

HDI
Life 

expectancy 
at birth

Mean 
years of 

schooling

Expected 
years of 

schooling
GNI/capita 

(PPP $) 

Gabon High 0.703 66.5 8.7 13 13 930

Tajikistan Medium 0.668 71.1 10.7 11.7 3954

	 Gabon is located on the West coast of Africa. Tajikistan is in central Asia.
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	 Discuss whether it is reasonable to say that Gabon has a higher level of human development 
than Tajikistan.� [8]

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

8

Human development means improvements in people's well-being and their freedom

to choose the lives they value, not just higher income. The HDI combines health

(life expectancy), education (mean and expected years of schooling) and living

standards (GNI per capita at PPP).

There is evidence that Gabon is more developed. Its HDI is 0.703, classed as 'high',

compared with 0.668 ('medium') for Tajikistan, and its GNI per capita (PPP) of

$13,930 is about 3.5 times Tajikistan's $3,954. Higher income lets households spend

more on housing, diet and leisure, and lets the government raise more tax to fund

public services. Gabon's 13 expected years of schooling (against 11.7) suggest recent

improvements in education that will raise the skills and future incomes of today's

children. Tajikistan is landlocked, which raises transport costs and limits trade,

helping to explain its lower income.

However, Tajikistan does better on two of the four indicators. Life expectancy is 71.1

years against 66.5 in Gabon, suggesting its lower income is used more effectively,

perhaps through better basic healthcare, diet or closer communities. Mean years of

schooling is 10.7 against 8.7, so its adult population is better educated, raising

productivity. Gabon's low mean schooling shows that older citizens have not

benefited from its education gains.

Overall, the claim is only partly reasonable. The HDI gap is just 0.035 and the 0.7

cut-off between 'medium' and 'high' is arbitrary. Gabon's lead comes mainly from

income, the gateway to other improvements, but a longer, healthier life is arguably

more important to well-being. GNI per capita is an average, and Gabon's oil wealth

may be very unequally shared. Inequality, poverty and gender data would help. On

this data Gabon's measured development is slightly higher, but many people may

enjoy a better quality of life in Tajikistan.
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26.	 The chart and extract below give information on copper prices.
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	 Copper prices have dropped to their lowest levels since 2021, but the forecast for the future 
is mixed. There are fears that rising inflation and higher interest rates will cause a global 
recession. 

	 Longer term, however, the global move towards clean energy will require larger quantities 
of copper for wiring in electric vehicles and solar panels. At the same time, high oil prices 
are increasing costs for copper producers, but are also accelerating the trend towards clean 
energy. 

	 In Chile (the world’s largest copper producer) the government is increasing taxes on larger 
copper producers in an attempt to reduce its budget/fiscal deficit.

	 Using a supply and demand diagram(s), discuss whether the data suggests that copper prices 
are more likely to rise or fall in the future.� [9]

	

	

	

	

	

	

	

	

	

The chart shows copper prices fell from a peak of about $5.00 per half-kg in early

2022 to around $3.30 by mid 2022, their lowest since 2021. Future prices depend

on the relative shifts in demand and supply.

Fall: rising inflation and higher interest rates may cause a global recession. As

industrial output and construction fall, the derived demand for copper falls, so

demand shifts left from D1 to D2 (Diagram 1). At P1 there is excess supply, so the

price falls to P2 and quantity to Q2.

Rise: longer term, the move to clean energy needs more copper for wiring in electric

vehicles and solar panels, so demand shifts right from D1 to D3 (Diagram 2), a
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trend accelerated by high oil prices. At the same time supply is restricted: high oil

prices raise producers' energy and transport costs, and Chile, the largest producer, is

raising taxes on large producers, raising their costs. Supply shifts left from S1 to S2.

With rising demand and falling supply there is excess demand at P1, so the price

rises to P3.

Judgement: in the short run prices may fall further if a recession occurs, but

recessions are temporary while the clean energy trend will intensify for decades.

Copper supply is also price inelastic in the short run, as new mines take years to

open, so higher demand will cause a large price rise. The chart shows prices already

turning up slightly at the end, suggesting the market may have priced in recession.

However, it depends on how deep any recession is, whether oil prices stay high and

how much of Chile's tax is passed on, so the outlook is uncertain. On balance,

prices are more likely to fall in the short run but rise in the long run.

Diagram 1: recession
Price

Quantity0
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Q1
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Diagram 2: clean energy, costs
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