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Answer all the questions in the spaces provided.

Using calculations in your answer, outline how price elasticity of demand changes along this
demand curve.
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2. In 2021 a shop in Australia sold 3 main products as shown in Table 1. EX?):;;ner
Table 1:
Product type % of sales (in 2021) eizttiir:i?;egfigg:::ﬁ P
Product 1 55 -2
Product 2 5 +0.2
Product 3 25 -0.3

(@) Using the data in column 3 of Table 1, outline the differences between the types of
products sold by the shop using income elasticity of demand. [5]

Income elasticity of demand (YED) measures the responsiveness of quantity demanded
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Figure 1: Australian Real GDP between 2021 and 2023 is shown below in AUD$m
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(b) Using Table 1 and Figure 1, consider whether the change in Australian Real GDP
between 2021 and 2023 will be harmful for the total revenue of the shop. [6]

Real GDP rises from about $518 000m (Jan 2021) to $556 000m (Jan 2023), about
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3. InJuly 2018 the world’s two largest economies became engaged in a trade battle. The dispute
saw the US and China impose tariffs on each other’s goods.

Figure 2: US-China Trade War

aE
o~y

US tariff on China China tariff on US
exports/imports into US exports/imports into China
Worth of goods Worth of goods
affected $375bn affected $145bn

In August 2019 the US labelled China as a ‘currency manipulator’ following an increase in the
value of the dollar against the Chinese Yuan (CNY) from $1:6.30 CNY to $1:7.20 CNY.

The US Treasury department defines currency manipulation as being when a country’s

monetary authorities deliberately manage the exchange rate between their currency and the
US dollar to gain “unfair competitive advantage in international trade”.

(@) Using a demand and supply diagram, outline how China might be able to manage their
exchange rate below their free market exchange rate. [3]

Price of CNY

(n $) A S S,
e; = free-market rate
e, = managed rate
i PBoC sells CNY to buy $:
€y [T mm A
i supply of CNY S; - S
| |
| |
| |
| >
. . > Quantity of CNY
0 & @ !

China's central bank (PBoC) can sell Yuan and use them to buy US dollars on the
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|
(b) Using Figure 2, explain why China’s monetary authorities would argue that the recent o

increase from $1:6.30 CNY to $1:7.20 CNY is not the result of any management of the
exchange rate. [3]

Figure 2: the US put tariffs on $375bn of Chinese exports, but China on only
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China: Exchange rate Chinese Yuan (CNY) vs US dollar($)
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China: Net exports ($bn)
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Using the data and economic analysis, discuss the strength of the relationship between
China’s exchange rate and its economic growth, inflation and net exports between
January 2018 and October 2019. [9]

The exchange rate is the price of one currency in terms of another. In theory, a
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5. As amember of the EU (an Exclusive economic zones
economic and political union of —
European countries) and until jceland o0 9N
31 January 2021 the UK complied -

with EU regulations.
These included the Common
Fisheries Policy (CFP) with catch
limits on fish, with a view to
maintaining sustainable stocks.

Concerns have been expressed Zone can extend

about the number of people up to 200 nautical
who can fish in UK waters after miles from coast L
leaving the EU. i 5e Netherlands

| Kingdom 7

I} IE \ Germany
Note: the 2-letter country code for ‘\‘ Belgium

Germany is DE

France

To what extent will an absence of private property rights lead to market failure now that the UK
has left the EU? [8]

Market failure occurs when the free market allocates resources inefficiently, so the
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6. Policies were proposed in 2020 to decrease the consumption of demerit goods, including:
* A review of traffic light labelling on food and drinks sold in shops.
e Greater incentives for GPs to increase the use of apps and exercise-on-referral to a
fitness program including cycling.
* From 2025, a ban on junk food advertising on television before 9pm.
* From 2025, a ban on junk food ‘buy one get one free’ deals.

Critics of the policies have warned they will lead to higher prices, higher unemployment and
will lower the rate of economic growth.

Evaluate whether the proposed policies are likely to lead to higher prices, higher
unemployment and a lower rate of economic growth. [9]

Higher prices: banning 'buy one get one free' deals removes an effective price cut, so
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7. In a lower-skilled football competition consisting of teams with 28 players, the average wage
per player has increased from £462 per week in 1984 to £4700 per week in 2020.

Recently the regulators of the competition introduced a total wage cap (a maximum total wage
cost for labour). The total wage cap was set at £2.5m for each team per year.

Some teams commented that the total wage cap was “too low”.

(@) Using calculations in your answer, explain why the total wage cap in 2020 might have
been said to be “too low”. [4]

Maximum wage per player = £2.5m + 28 = £89 285.71 per year ~ 52 = £1717.03

In a higher-skilled football competition with elite players, pre-1961 there was a maximum price
of labour (wage). The table below shows the real wage changes from 1961:

Elite player real wage
per player per week

In 1961 before removal of the maximum price of labour (wage) £570
In 2010 average wage £16120
In 2023 average wage £60000

Recently the sport has signed multi-million-pound TV deals, which generates more revenue
for the teams.

The elasticity of supply of labour for the elite sports players is said to be inelastic.
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(b) Using a diagram in your answer, discuss if the removal of the maximum price of labour

was the main cause of the wage growth of elite players since 1961. [7]
Wage (£)  1: max wage removed Wage (£) 2: TV deals raise demand
A < A S (inelastic)
b\)z ““““““““““
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Diagram 1: the maximum wage of £570 (W) was set below the equilibrium wage

END OF PAPER
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rate change, and inflation kept rising from Mar 2019 while the CNY was still
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6.

the long run a healthier population may raise labour productivity and cut NHS
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