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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.
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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
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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
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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
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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%?
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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
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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?
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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
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