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• There are thirty questions on this paper. Answer all questions.

• For each question there are four possible answers A, B, C and D. Choose the one you

consider correct and record your choice in soft pencil on the multiple choice answer sheet.
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• Each correct answer will score one mark.
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What are the basic questions of resource allocation?1

What to produce, how to produce and for whom to produce?A

What to produce, where to produce and for whom to produce?B

Where to produce, for whom to produce and how to produce?C

Where to produce, what to produce and how to produce?D

Which combination correctly identifies whether the statements are normative or positive?2

the inflation rate

of 9% in 2025 was

the highest it has

been in 10 years

a rise in

unemployment

is preferable to

inflation

the rate of

inflation is

measured using

a price index

positivenormativenormativeA

normativepositivepositiveB

normativepositivenormativeC

positivenormativepositiveD

The diagram shows a production possibility curve (PPC) for capital goods and consumer
goods.

3
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What is correct about the opportunity cost of one additional capital good?

It is greater at X than Y.A

It is greater at Z than Y.B

It is the same at X, Y and Z.C

It is zero when 600 units of consumer goods are produced.D
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What justifies government intervention in the provision of a merit good such as
education?

4

People who pay for education value it more than those who cannot pay.A

Private schools have more merit than state schools.B

Costs of providing education outweigh benefits of education.C

Some consumers do not fully recognise the value of education.D

What would most likely be considered an advantage by producers and a disadvantage
by consumers of the operation of a planned economy?

5

a bureaucratic system of decision-makingA

a government emphasis on the production of capital goodsB

a long response time to changing economic eventsC

an absence of financial incentives to work and to produceD

What would not affect the position of the demand curve for wigs?6

an increase in incomesA

a reduction in the price of hairdressingB

an increase in wigs worn by television celebritiesC

a reduction in the price of wigsD

The price elasticity of demand for a good is highly elastic.

What is the impact on expenditure on this good when its price increases?

7

decreasesA

increases by a large amountB

increases by a small amountC

stays unchangedD
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For which supply curve is the value of price elasticity of supply not the same at all points
on
the curve?

8
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The diagram shows two demand curves and two supply curves in the market for coffee
beans.

9

O

P1

Q1 Q1

E1

S1

D1D2

S2

E2P2

price

quantity

Coffee beans and tea are substitutes for consumers.

What is the likely cause for the change in equilibrium from E1 to E2?

a rise in the price of tea and an increase in the cost of producing coffee beansA

a subsidy on the production of coffee beans and an increase in the production of teaB

an increase in the number of coffee bean producers and a fall in the price of teaC

the removal of a subsidy for coffee bean producers and a fall in the price of teaD
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A government increases the import tariff on food products.

What will be the impact on consumer surplus and price?

10

price
consumer

surplus

fallsfallsA

risesfallsB

fallsrisesC

risesrisesD

What would be included in a measure of wealth?11

interest received on savings held in bank accountsA

jewellery purchased by householdsB

profits gained from investmentsC

rent gained from ownership of propertyD

What is the major problem associated with a government directly providing the correct
amount of a public good?

12

competition from private producersA

estimation of demandB

increased tradeC

rivalry in consumptionD

The Gini Coefficient of a country rises from 0.45 to 0.49.

What is the most likely explanation of this increase in the Gini Coefficient?

13

incomes are distributed more equallyA

the taxation system has become more progressiveB

low-income workers have acquired new skillsC

there is a reduction in welfare paymentsD
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The income tax structure of a country has two elements.14

1 The first $20000 of earned income is not taxed.

2 Any income earned above $20000 is taxed at 20%.

What would be a correct description of this tax structure?

It is a progressive tax structure.A

It is a proportional tax structure.B

It is a regressive tax structure.C

The average rate of taxation decreases as incomes increase.D

A government imposes amaximum price on a new vaccine below themarket equilibrium
price.

What will happen in the market as a result of this government intervention?

15

companies will produce more new vaccines to meet the demand at the maximum priceA

demand of the new vaccine will decrease at the maximum priceB

some consumers will be unable to buy the new vaccine at the maximum priceC

the market will clear at the maximum priceD

What is not included in the measurement of national income?16

benefits paid to the unemployedA

dividends paid to shareholdersB

profits retained by companiesC

rent paid to landlordsD

What represents a leakage from the circular flow of income in an economy?17

a balance of trade surplusA

a government budget surplusB

reduction in firm’s spending on research and developmentC

reinvestment of a firm’s profitsD
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How is real GDP calculated?18

nominal GDP ×
A

nominal GDP ×
B

price index in current year ×
C

price index in current year ×
D

Which combination is likely to result in cost−push inflation?19

output per

worker per hour
exchange rate

fallingfallingA

risingfallingB

fallingrisingC

risingrisingD

What is most likely to lead to a situation where the recorded number of unemployed is
more than the actual number?

20

Some workers are not provided with enough work to work at their full capacity.A

Some workers fail to register themselves for unemployment benefits.B

Some workers give up looking for work due to a lack of job opportunities.C

Some workers may claim to be unemployed to avoid paying income tax.D

A government spends money providing healthcare to the population.

Why does the government do this?

21

All healthcare is too expensive.A

Healthcare is non-excludable.B

Healthcare is non-rival.C

Healthcare is underconsumed.D
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What is not a tool of monetary policy?22

capital investmentA

credit regulationsB

interest ratesC

money supplyD

The table shows real GDP and consumer prices (CPI) expressed as index numbers for
an economy (2020 = 100).

23

202220212020

96

95

98

98

100

100

real GDP

CPI

Which combination of policies will achieve economic growth and low and stable inflation?

rate of

interest

budget

deficit

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD

In which situation is expansionary fiscal policy through increased government expenditure
likely to be most effective in increasing employment in an economy?

24

When the AD curve cuts the horizontal part of the AS curve.A

When the AD curve cuts the vertical part of the AS curve.B

When the government also raises tax to fund its increased expenditure.C

When the government injects a large amount of spending into the economy.D
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The diagram shows the aggregate demand (AD) and aggregate supply (AS) curves for
an economy. The AD curve is initially at AD1.

The economy is experiencing a growth in exports which is expected to lead to an
increase in the price level to P3.

In consequence, the government adopts a contractionary monetary policy to reduce
the price level to the lowest possible value without changing national income.

25

price
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Which statement is correct?

If there is no monetary policy the AD curve will move to AD2, but following the contractionary
monetary policy the AD curve moves to AD1.

A

If there is no monetary policy the AD curve will move to AD2, but following the contractionary
monetary policy the AD curve moves to AD3.

B

If there is no monetary policy the AD curve will move to AD3, but following the contractionary
monetary policy the AD curve moves to AD2.

C

If there is no monetary policy the AD curve will move to AD3, but following the contractionary
monetary policy the AD curve moves to AD4.

D

What is not an example of protectionism?26

a ban on imports of chicken productsA

import tariffs on agricultural productsB

maximum supermarket food pricesC

strict health and safety requirements for imported productsD
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A family from the United States buys a holiday in Spain.

What is the effect of this on the current account of the balance of payments in Spain?

27

It improves the balance of trade in goods.A

It improves the balance of trade in services.B

It worsens the balance of trade in goods.C

It worsens the balance of trade in services.D

How is the terms of trade index calculated?28

× 100
A

× 100
B

× 100
C

× 100
D

What is not an argument for protectionist policies?29

to improve the current account of the balance of paymentsA

to improve the terms of tradeB

to reduce the rate of domestic inflationC

to protect strategic industriesD

What is the consequence of an appreciation of the exchange rate on the current account
of the balance of payments and the price level?

30

price level

current account

of the balance

of payments

decreasesimprovesA

increasesimprovesB

decreasesworsensC

increasesworsensD
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