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The diagram shows a consumer’s indifference curve (I1) for two goods, X and Y.1

O

good X

good Y

M

N

I1

The consumer moves from point M to point N.

What happens to the consumer’s marginal utility and total utility as a result of this move?

total utility
marginal utility

from good Y

marginal utility

from good X

increasesincreasesdecreasesA

unchangeddecreasesdecreasesB

unchangeddecreasesincreasesC

decreasesunchangedincreasesD

What is the most likely combination of circumstances leading to a good being under-consumed?2

there are external

benefits

in consumption

the good is a

demerit good

nonoA

yesnoB

yesyesC

noyesD
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Why does the lack of property rights cause an inefficient allocation of resources?3

Scarce resources are depleted because the owner has sold them too cheaply.A

Scarce resources are depleted because they had zero cost to the users.B

Scarce resources are under-allocated to the provision of demerit goods.C

Scarce resources are under-allocated to the provision of merit goods.D

A cost–benefit analysis is carried out on the construction of a hydroelectric power station.

Under which circumstances would the scheme be most likely to be approved?

4

Private benefits are greater than private costs.A

Social benefits are greater than social costs.B

Social benefits are greater than external costs.C

External costs are greater than external benefits.D

Which type of market structure enables price leadership to take place?5

monopolistic competitionA

oligopolyB

perfect competitionC

pure monopolyD
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The tables show the market share of the five largest firms in two separate industries.6

industry Zindustry X

market share

%
firm

market share

%
firm

17

15

14

12

6

L

M

N

P

R

32

26

22

10

5

E

F

G

H

J

What does this data suggest is most likely?

Industry X is highly contestable.A

Industry X is oligopolistic.B

Industry Z has a lower level of output than industry X.C

Industry Z is less competitive than industry X.D
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The diagram shows the private and social marginal costs and benefits of a manufacturer.

The current equilibrium is at point R.

7

MSC

MPC

MPB = MSB

O

output

cost,
benefit

W S

R

T

H

M

P1

P2

What should the government do to improve allocative efficiency and produce at the socially optimal

level of output?

introduce a subsidy TRA

introduce a specific tax HMB

set a maximum price of OP1C

set a minimum price of OP2D

A government wishes to discourage tax avoidance.

Which policy to achieve this would be an example of the behavioural approach of nudge theory?

8

compelling direct tax deduction by employersA

making random inspections of individual tax recordsB

providing information on how the tax is spent by the governmentC

using penalties such as fines and imprisonment for tax avoidanceD

What indicates that a more equal distribution of income has been achieved?9

a faster rate of economic growthA

a higher Human Development IndexB

a lower Gini coefficientC

a lower tax/GDP ratioD
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Which policy by a government would increase the negative externalities that result from cigarette

smoking?

10

a ban on cigarette advertisingA

a ban on cigarette smoking in public placesB

a ban on substitutes for cigarettesC

a ban on the sale of cigarettesD

What determines the amount by which employment is reduced if a minimum wage is set 5% above

the equilibrium market wage?

11

the average revenue product curveA

the marginal revenue product curveB

the mobility of labourC

the wage rate in other industriesD

What will increase the power of a trade union, allowing it to increase wages without reducing the

employment of its members in a particular industry?

12

The economy is experiencing a fall in the price of capital.A

The economy is experiencing rising employment.B

The price elasticity of demand for the industry’s goods is equal to 1.C

The price elasticity of demand for the industry’s goods is greater than 1.D

In a closed economy with no government, the level of consumption spending is determined by the

equation C = a + bY.

What does b represent in this equation?

13

autonomous consumptionA

autonomous investmentB

the average propensity to consumeC

the marginal propensity to consumeD
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The diagram shows an economy’s aggregate monetary demand curve, AMD1.

Which level of income will produce the greatest difference between autonomous and induced

expenditure?

14

AMD

O

income (Y)
A B C D

AMD = Y

AMD1

According to the accelerator theory, what would cause investment in an economy to be lower than

in the previous year?

15

a lower marginal propensity to consume than in the previous yearA

a lower marginal propensity to save than in the previous yearB

a smaller fall in national income than occurred in the previous yearC

a smaller rise in national income than occurred in the previous yearD

What is the best description of sustainable economic development?16

a long-term increase in the actual output of an economyA

a long-term increase in living standards without damage to the environmentB

a long-term increase in the productive potential of an economyC

a long-term increase in the living standards of every member of societyD

What is least likely to increase the natural rate of unemployment?17

a decrease in information about vacanciesA

a decrease in trade union powerB

an increase in unemployment benefitsC

an increase in immigrationD
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In Keynesian economic theory, what is the purpose of interest?18

to bring national income and expenditure into lineA

to control the level of economic growthB

to create a balance between savings and investmentC

to provide a reward for surrendering liquidityD

The quantity theory of money is sometimes represented by the equation MV = PT.

Which statement is not correct?

19

M is a measure of the total value of notes and coins in circulation in the country.A

P measures the average level of prices in the country.B

T stands for the quantity of real transactions during the year.C

V represents the number of times a unit of money is spent during a given time period.D

A country is experiencing high unemployment, high inflation and a trade deficit.

Which policy is most likely to solve all of these problems?

20

devaluation of the currencyA

export subsidiesB

lower interest ratesC

tariffs on importsD

The United States government has been using a policy of quantitative easing to increase economic

growth.

What is the most likely effect of this policy on the internal and external value of the US dollar?

21

external valueinternal value

decreasesdecreasesA

increasesdecreasesB

increasesincreasesC

decreasesincreasesD
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When will a balance of payments deficit create the most demand-pull inflationary pressure in an

economy with a floating exchange rate?

22

unemployment

rate

price elasticity of

demand for exports

highelasticA

lowelasticB

highinelasticC

lowinelasticD

The table gives an economy’s unemployment rate and inflation rate for a five-year period.23

inflation rate %
unemployment

rate %
year

2.67.61

1.66.22

1.85.83

2.05.94

2.05.85

Which change between consecutive years was in agreement with the Phillips curve analysis?

year 1 to year 2A

year 2 to year 3B

year 3 to year 4C

year 4 to year 5D
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The diagram shows the international trading position of a country that had tariffs on imports. The

country removed the tariffs on imports.

24

O Q1 Q2

PW

PW + T

Pe

Q3 Q4

price
$

quantity

Sdomestic

Ddomestic

Sworld + tariff

Sworld no tariff

What was the change in imports into this country resulting from the removal of the tariffs?

Q1Q4A

Q1Q4– Q1Q2B

Q1Q4– Q1Q3C

Q1Q4– Q2Q3D

What would be the most effective long-term solution to a persistent deficit on the current account

of the balance of payments?

25

to increase borrowing from foreign financial institutionsA

to persuade foreign firms to increase direct investment in the economyB

to revalue the currency to make it stronger on foreign exchange marketsC

to reduce the reserves of foreign exchange to zeroD
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A country has a deficit on the current account of the balance of payments. The government can try

to reduce this deficit by using either an expenditure-switching policy or an expenditure-reducing

policy.

Under which conditions will an expenditure-reducing policy be more successful than an

expenditure-switching policy?

26

marginal

propensity to

import

price elasticity

of demand for

exports

price elasticity

of demand for

imports

0.10.20.2A

0.40.20.2B

0.10.20.6C

0.40.60.6D

The table gives the values for an economy’s short-run and long-run elasticities of demand for

exports and imports.

In which circumstance does depreciation lead to a J curve where the current account of the balance

of payments worsens in the short run and improves in the long run?

27

long-run elasticity

of demand for

imports

long-run elasticity

of demand for

exports

short-run elasticity

of demand for

imports

short-run elasticity

of demand for

exports

0.60.60.20.5A

1.01.20.60.5B

0.20.50.60.6C

0.60.51.01.2D

Which combination of characteristics is usually associated with a low-income country?28

high death rate and low levels of productivityA

high gross domestic product and low infant mortalityB

low birth rate and a large proportion of income from primary industriesC

low exports of capital and a large tertiary sectorD
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How would a depreciation of the currency of a low-income economy be most likely to affect its

macroeconomic policy objectives?

29

reducing the

rate of

unemployment

reducing the

current account

deficit

increasing the

rate of growth

yesnoyesA

yesyesyesB

noyesyesC

yesyesnoD

What is least likely to improve as a result of the decision by high-income countries to increase their

aid to low-income countries?

30

exchange rate of low-income countriesA

financial account of the balance of payments of low-income countriesB

political relationships between high-income and low-income countriesC

reserves of foreign currencies held by low-income countriesD
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