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SECTIONA

Answer ALL questions in this section. Write your answers in the spaces provided.

Questions must be answered with a cross in a box X. If you change your mind about an answer,

1

put a line through the box 2¢ and then mark your new answer with a cross [X.

Oranges
400
200
Country A Country B
0 200 300
Pineapples
The diagram illustrates the production possibility frontiers of Country A and Country
B for two products: oranges and pineapples. Given these frontiers, which one of the
following statements is true?
[J A Country A will export oranges to Country B.
[J B Country B will not trade oranges and pineapples with Country A.
[J € Country B has a comparative advantage in the production of oranges.
[J D Country A has an absolute advantage in the production of pineapples.
(Total for Question 1 = 1 mark)
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2 Share of net wealth held by each income quintile in Canada, 1999 and 2012.
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(Source: Statistics Canada, Survey of Financial Security 1999 and 2012)

Which one of the following can be deduced from this chart?

[] A Wealth was more evenly distributed in 2012 than in 1999.

[] B Income was less evenly distributed in 2012 than in 1999.

[J € The value of assets held by Canadians increased between 1999 and 2012.
L]

D Wealth was less evenly distributed in 2012 than in 1999.

(Total for Question 2 = 1 mark)
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3 Tanzania’s export price index increased from 100 in 2013 to 128.9 in the second

quarter of 2016. Over the same period, the country’s import price index rose from 100
to 117.1.

What was Tanzania’s terms of trade index in the second quarter of 2016?

LI A 118
[] B 908
L] € 1101
(I D 1118

(Total for Question 3 = 1 mark)

In 2016-17, Australia had a progressive income tax structure with four marginal tax
rates: 19%, 32.5%, 37% and 45%. Assuming pre-tax incomes increase significantly
during this financial year, after-tax incomes will:

[J A increase proportionately less than pre-tax incomes
[J B increase proportionately more than pre-tax incomes
[J € increase by the same proportion as pre-tax incomes
[J D decrease proportionately less than pre-tax incomes

(Total for Question 4 = 1 mark)
The European Central Bank (ECB) requires commercial banks to hold reserve asset
deposits with their national central bank.

If the ECB requires commercial banks to increase these deposits, then which one of the
following is likely to occur?

[] A Banklending to businesses and consumers will rise.
[0 B Bank profits will increase.

[J € Banklending to businesses and consumers will fall.
L]

D Banks will have to borrow more from central banks.

(Total for Question 5 = 1 mark)
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6 The graph shows the demand and supply conditions for soya beans in India in 2015
and 2016.The Government guarantees a minimum support price of P. and operates a
buffer stock scheme.

Price per

Kilo S(2015) 5(2016)

D

L M Quantity
(kilos)

When output rose to S(2016) then government expenditure on surplus production

was:
] A LUVM
O B PPVW
] C Xuvw
] D uvww
(Total for Question 6 = 1 mark)
TOTAL FOR SECTION A = 6 MARKS
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SECTION B

Study Figures 1 and 2 and Extracts A and B in the Source booklet before answering Question 7.
Write your answers in the space provided on the following pages.

7 (a) With reference to Figure 2 and Extract A, calculate the change in real earnings in
2015. You are advised to show your working.

(b) Explain what is meant by the phrase ‘worsening terms of trade’ (Extract A, line 15).

(c) With reference to the information provided, examine the likely impact of a fall in
foreign direct investment on Russia’s balance of payments accounts.

(d) With reference to Extract A, analyse the likely effect of the recession on income
inequality in Russia. Illustrate your answer with a Lorenz curve diagram.

(e) With reference to the information provided, discuss the problems of the
dependence on oil and natural gas for the Russian economy.

Pearson Edexcel International Advanced Subsidiary/Advanced Level in Economics
Sample Assessment Materials - Issue 2 - June 2018 © Pearson Education Limited 2018



7 (a) With reference to Figure 2 and Extract A, calculate the change in real earnings in
2015. You are advised to show your working.
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(c) With reference to the information provided, examine the likely impact of a fall in
foreign direct investment on Russia’s balance of payments accounts.
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(d) With reference to Extract A, analyse the likely effect of the recession on income
inequality in Russia. Illustrate your answer with a Lorenz curve diagram.
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(e) With reference to the information provided, discuss the problems of the
dependence on oil and natural gas for the Russian economy.
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(Total for Question 7 = 34 marks)

TOTAL FOR SECTION B = 34 MARKS
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SECTION C
Answer TWO questions from this section.

8 In 2016, the volume of world trade grew more slowly than world real GDP for the first
time in 15 years.

Evaluate factors that might have caused this slow growth in world trade.

(Total for Question 8 = 20 marks)

9 In the three months after the UK'’s vote to leave the European Union in June 2016, the
value of the pound sterling depreciated by over 15% against the US dollar and the
euro.

To what extent is the exchange rate of a country’s currency the most important factor
influencing its international competitiveness?

(Total for Question 9 = 20 marks)

10 Central banks in the eurozone, Japan, Switzerland and Sweden set negative base
interest rates in 2016.

Evaluate the use of monetary policy to stimulate an economy in a period of weak
global economic growth.

(Total for Question 10 = 20 marks)
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Write the answer to your FIRST chosen question here

Indicate which question you are answering by marking a cross in the box X. If you change your
mind, put a line through the box $<¢ and then indicate your new question with a cross [X.

=== | Chosen question number:  Question8 [] Question9 [] Question 10 []
Pearson Edexcel International Advanced Subsidiary/Advanced Level in Economics
Sample Assessment Materials - Issue 2 - June 2018 © Pearson Education Limited 2018
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Write the answer to your SECOND chosen question here

Indicate which question you are answering by marking a cross in the box X. If you change your
mind, put a line through the box $<¢ and then indicate your new question with a cross [X.

=== | Chosen question number:  Question8 [] Question9 [] Question 10 []
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Sample Assessment Materials - Issue 2 - June 2018 © Pearson Education Limited 2018



G5

88
S
RLARKS

55

%
%

XX
<

255

0%

%
SERRRAR

o

X
%%

<

(XX
28
Potate!
K
5!
3

IR,

<
Q55

<5
5%
2o

53

<
S
% X

<

020}

2%
So%s
RS

K55

%

0%
L

SRR
K

093!
S8

50?

5>
LKL
1%
BNRRY
RLKS

0
RS
S
ADY
S,

5>
oo

o ORIRRLXR
RREIRKLIRKL AR
oot totetetotetetetetes

RIS

<55

25

%

RRKS

25
XKLL
KK
550
585

R

R\
TERKKS

SRR

< AKX

>

QIR
SRR

4.9
ool
Steteteds

X
258
!
&
R

9

<X

S
qpqp

<
ERRS

o &)

<

&4
KA
%!
&
o
o5

A
o
Do

3

o

o2
S
5
%

X

190909
IR
kS

<
X

\-

&

ptelolel
E):

<]
<
2

o

Yoo
X
9%

020}

X
%%
XX

oY%
%

o0

o

$9%8

%
L

QOO
RGN

XX KK

SRS

55
25
SRR

06
0%
o
%

%%
KKK AKRL

PRRZRLLRRS

%
0% %
K

X

%

<

X6
QLK
Sotetotete%
BorenaNitet
LR
el

KK

35
<X
XK
%

OO0
petesels
ORSES
Eo%0S
S
RRZRS

%5

KK

<
XL

%
X
<

50?

otets
855
ot

bl

<
%%
%%

<

o

K
S0

o
%

5

2
0%

o
=

5
9%

S
bt
o20%!

9%
o

OO
KK
R

q%%

RLKS

<

K

X5

0%
i

DR
XX
ISR

9%

SRR

%%

pososoressses
%S

RKHKRKY

LGRS

%
0%

<
X
0%

o
<2

o
<2
<2
<2
<>

<2

5

o
<2

2
<0

Pearson Edexcel International Advanced Subsidiary/Advanced Level in Economics 137
Sample Assessment Materials - Issue 2 - June 2018 © Pearson Education Limited 2018




SLRRK
I RSt esoress
LRI,
SEHRRS
L,

e
CSEEK
oSt

K5
2598
S
KE
e
SRERE X
S
b2,
fg
Sl
KX
OGS
S5O

Dogorereios
<o
KPS
S

90,

< IR X
o

K

QIR <
QA
1959 400

5
SRIEK

RS
SRR

ULRIX:

138

Pearson Edexcel International Advanced Subsidiary/Advanced Level in Economics
Sample Assessment Materials - Issue 2 - June 2018 © Pearson Education Limited 2018



TOTAL FOR SECTION C =40 MARKS
TOTAL FOR PAPER = 80 MARKS
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Sources for use with Section B.
The Russian economy

Figure 1 - Real GDP growth rate, 2006-2016
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Figure 2 - Annual inflation rate as measured by the Consumer Price Index, 2007-2016
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Extract A - Recession and depreciation of the rouble

In 2015 and the first half of 2016, the Russian economy has been in a deep and painful
recession although the pace of economic decline is slowing. Real GDP fell by 1.2% in the
first quarter of 2016, following a 3.7% fall in 2015. Russia has suffered from a combination
of low oil prices and economic sanctions. The low oil prices have resulted in reduced
export earnings. Further, the sanctions imposed on Russia over its role in the crisis in
Ukraine have severely reduced foreign direct investment (FDI) into the country. Sanctions
have also made it harder for Russian firms to obtain finance from Europe and America.

The Russian currency, the rouble, depreciated sharply against the dollar in 2015 and by
a further 5.8% in the first eight months of 2016. This caused an increase in the rate of
inflation in 2015, while nominal earnings only rose by 6.8%. A Russian ban on most food
imports from Europe and America pushed prices even higher. As a result of this, millions
of Russians have fallen into poverty since 2014.

The rouble depreciation benefited the tradable sectors of the economy, such as
agriculture, chemicals, leather, and rubber production. Worsening terms of trade in the
first half of 2016 resulted in a reduction in the current account surplus to 3.0% of GDP
(from 7.1% of GDP in the same period in 2015).

Extract B - Dependence on oil and natural gas

Russia is the world’s largest producer of crude oil and the second-largest producer of
natural gas. They contribute more than 40% of Russia’s tax revenues.

Russia’s economic growth is very dependent on energy exports, making up 70% of its
export earnings. Russia and Europe are interdependent in terms of energy. The European
Union obtains around 30% of its oil and gas from Russia. Russia is dependent on Europe
as the biggest market for its oil and natural gas.

The Russian Government offered special tax incentives to energy companies prepared to
invest in regions such as the Arctic Ocean that are difficult to exploit. Despite sanctions
announced in March 2014, the transnational energy company Total agreed to develop
energy resources in partnership with Lukoil, Russia’s largest oil company. However, Total
stopped its involvement in September 2014, when additional sanctions were announced.
Indeed, virtually all involvement in Russian energy projects by European and American
companies has ceased following the sanctions.

Acknowledgements
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