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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
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2. Following a change in the pattern of demand, an economy starts to produce more agricultural o

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]
Agricultural A Agricultural B
goods PPF, goods

X
PPF, | ‘
Manufactured M, My Manufactured
goods ~~ goods
Agricultural c Agricultural b
goods goods
PPF, s
PPF,
Manufactured M; M,  Manufactured
goods - goods
Agricultural E
goods
b
A

M, My  Manufactured
- goods
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3. The table below contains estimates of price elasticity of demand and income elasticity of o

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. Afirm 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
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5. Arational individual will consume a product which has a zero price up to the point at which: o

[1]
Marginal utility is maximised
Total utility = marginal utility
Marginal utility = 0

Marginal utility begins to diminish

m O O W »

Total utility exceeds marginal utility

A520U101
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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)
5000
4000
Surplus 3000
2000
1000
o 2018 2019 2020 2021
Deficit —1000
—2000

Which of the following charts best represents what would have happened to Azerbaijan’s
government/national debt in manat?

[1]
A B
Government debt (total) Government debt (total)
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Government/
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E
Government debt (total)

Government/
national debt

2016 2017 2018 2019 2020 2021
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7. According to the Phillips curve, in the short run:

A

m O O @

Higher inflation leads to higher unemployment
Higher inflation leads to lower unemployment
Lower unemployment leads to higher inflation
Higher unemployment leads to higher inflation

Unemployment has no effect on the level of inflation

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

How much would the petrol have cost before VAT was added?

A

m O O @

£18
£70
£72
£75
£78

[1]

[1]
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9. The table below shows Consumer Prices Index (CPI) data for five countries. o

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

Chile

Honduras

UK

m O O @

A520U101
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USA
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10. The diagram below shows the marginal product of labour for a firm at different levels of
employment.

Output Marginal

product of labour

Workers
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Which of the following total product curves would be consistent with the marginal product

curve shown opposite?

[1]

only

Output A Total Output B
product
Total
product
T . Workers T N Workers
Wi W Wiy W3
Output Output
c D Total
product
Total
product
. . Workers . . Workers
Wy 2 Wi 2
Output E Total
product
T . Workers
Wy Wo
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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 -05
B -1.0
CcC -125
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

12
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13. The chart below shows expenditure on research and development (R&D) as a percentage of o

GDP in different countries and regions:

World North  Latin America Europe Africa Middle Asia Oceania
5 America & Caribbean East 5
South
Korea
4 4
Israel Japan
o North Germany O o
() 3-7Ameriba& o) E?ﬁt & : 35
© United European France e 2
2 9 States %”'0” @ s 8 Aust;aha ) 2
BN ® Q : @ Britain West China ] BN
World Cansda | o Brazil Italy ® South Asia Oceania o New
N ,I,‘at'r' ® Africa . 5Zealand 1
Am%r"’“ Mexico 8 ®Russia e ® ®lan In%"’
‘ @  Turkey ® “Eovpt South Asia Indonesia
0 Caribbean g ® Argentina bahi?abr; @ Central Asia hd 0
Africa Source: UNESCO

Key: 02014 2018

For the countries and regions shown, which of the following can be concluded from the chart?

[1]
Australia spent less in total on R&D in 2018 than it did in 2014

A520U101

13

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

A

B

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
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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

Citizens of these countries working abroad but sending some of their salary back home
Countries such as these having large budget/fiscal surpluses

Countries such as these having large current account deficits

m O O @

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

14
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15. The diagram below shows the production possibilities for two fictional countries, Gondwana o

and Laurasia.

Product
Y

80 ¢

40 ¢

Laurasia

Gondwana
2'0 150 Product
X
The theory of comparative advantage would suggest that: 1]

A520U101

15

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

15
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16. The diagram below shows the results of government action to reduce the consumption of a o

demerit good.

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 Anincrease in a specific indirect tax on the product
D Areduction 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

16
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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]
Central
Taxes Government | Central bank | bank bond Cusr;':aer;c(%ﬁufﬁg?;ﬁsl
spending interest rate purchases/ currency markets)
sales
Increase
A Increase Increase Increase purchases Buy own currency
B Decrease Increase Decrease Increase sales Sell own currency
Increase
C Decrease Increase Decrease purchases Sell own currency
D Decrease Decrease Increase Increase sales Buy own currency
E Increase Decrease Decrease Increase sales Buy own currency

17
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19. The diagrams below show different demand curves for different firms (A—E). on
Which firm would gain higher revenue from a small increase in price? [1]
A B
Price

3 x o
Q4 Quantity Quantity
Cc D
Price Price
S
} D
| ™D
Q4 Quantity Q4 Quantity
E
Price
P4

D
Quantity
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20. The diagram below shows the effect on the market for a product following the imposition of a

maximum price.

Price
—£75
S
/
—£55 //
//
/
/
- £35
//
/"
r Maximum
-~ £20 price
//
/" D
/
£5
40 80 110 Quantity

The value of consumer surplus and producer surplus if price is at £20 are:

Consumer surplus

Producer surplus

A £400 £1200
B £400 £300
o £1600 £1200
D £3025 £300
E £1800 £300

[1]
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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.

Bank of England purchases of bonds in £ billion
£900bn
£800bn

£700bn
£600bn
£500bn
£400bn

£300bn
£200bn l ESm

l £375bn l
£100bn —F£200bn l

£0bn
November 2009 July 2012 August 2016 March 2020 June 2020 November 2020

UK government bond yields

Percent
7.5

5.0

2.5

Source: Macrobond; The Independent
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Using the data, explain the link between the two charts. [4]

21
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22. The diagram below illustrates the costs and benefits involved in the provision of a merit good
such as healthcare services.

Price, costs,
benefits

MPC=MSC

Qq Q, Q3 Quantity

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]

PMT
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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
£4 £50m, £45m | £20m, £65m
Firm A
£3 £70m, £15m | £25m, £25m
Use the data to explain where the Nash equilibrium is in this matrix. [4]

23
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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
Market
rates ]
Domestic
demand | |
Domestic
Asset | | Total -
prices _— demand inflationary
pressure
Net
Official external | | }
rate demand
/Exp(;gtations | Inflation
connaence
Exchange || Import
rate prices
Diagram 2
Inflation rate
0,
10% 9.4%
9%
8%
7% I
6% /
5% I
4% “
30 -
2(;0 _____________________________________ Bank of England
10/" target
A A \
0% \'M‘/Ar"
'1 % I I I I I I
Jan Feb Mar Apr May Jun
2012 2014 2016 2018 2020 2022
Source: Office for National Statistics
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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]

25
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25. The table below gives 2020 Human Development Index (HDI) data on two countries, Gabon
and Tajikistan.

Classification .
dev elgf ment HDI exp:::];incy yx::nof Iil);;;?:tgf G:\lplg:;%i)ta
P at birth schooling schooling
level
Gabon High 0.703 66.5 8.7 13 13930
Tajikistan Medium 0.668 711 10.7 1.7 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]

PMT
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26. The chart and extract below give information on copper prices.

Global copper prices
($ per half-kg weight)
0

3.2 T T T T T T
May I2021 Jul 2|021 Sep 2021 Oct 2021 Dec 2021 Feb 2022 Apr 2022 Jun 2022

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]
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