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SECTION A

Answer all the questions in the spaces provided.

You are advised to spend approximately 30 minutes on this section.

Use the diagram below to answer questions 1 and 2. The diagram illustrates a firm operating in long

run equilibrium in monopolistic competition.

AC
Revenue
Cost MC
Price
D =AR
W X\Y Z OUTPUT
MR

1.  Which of the following levels of output corresponds to where the firm is allocatively and

productively efficient?

Allocative
efficiency

w

m O O W >

< < N X
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Productive
efficiency

Y

V4
Y
V4
X
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ANSWER

Tick (/) one box only

[1]
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2.

3.

What would be the change in the firm’s output if it switched from an objective of profit
maximisation to one of sales revenue maximisation?

m O O W >»

No change
W to X
WtoY
Wito Z

XtoW

ANSWER
Tick (V) one box only

[1]

A firm reduces the price of a particular product from £10 to £8 and as a result total revenue rises

from £2000 to £2080. The price elasticity of demand for this product is:

m O O W >»

-0.2

-0.67

-1.5
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ANSWER
Tick (V) one box only

(A520U10-1)
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An economy has two major sectors, mineral extraction and agriculture. As a result of years

of mineral extraction, its mineral reserves are falling and extraction is becoming increasingly
difficult. However, more advanced production methods are being introduced into agriculture.
As a result of these changes the economy’s production possibility frontier (PPF) shifts from
XXtoYY.

Which diagram best illustrates the change in the economy’s PPF? 1]
Mineral extraction Mineral extraction
Y X
X Y
Agriculture Agriculture
X X Y
Mineral extraction Mineral extraction
Y
X
X Y
Agriculture
Agriculture Y
Y X
Mineral extraction
Y
X
Agriculture
X Y
ANSWER
Tick (/) one box only

A
B
Cc
D
E

© WJEC CBAC Ltd. (A520U10-1)



5. In the diagram below, point A indicates the equilibrium price and quantity of white rice sold in a
country per year. Suppose that there is a decrease in the price of brown rice and an increase in
sales tax on white rice. Which point (U-Z) marks the most likely new equilibrium in the market
for white rice? [1]

Price

D,

Quantity per year

ANSWER
Tick (/) one box only

m O O W >»
N < X < C

6. As aresult of an increase in the Bank of England’s base rates, a firm’s interest payments on its

loans increase. What is the likely impact on its marginal and average cost? 1]

Marginal Average ANSWER
Cost Cost Tick (/) one box only

A Increase Increase

B Increase No change

C No change Increase

D Fall Increase

E Increase Fall

© WJEC CBAC Ltd. (A520U10-1) Turn over.
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7. A significant increase in consumer spending is most likely to affect the economy in which of the

following ways?

Unemployment Inflation Current Budget ANSWER
Account  balance Tick (¥) one box only
A Fall Rise Worsen Worsen
B Rise Fall Improve Worsen
C Fall Rise Improve Improve
D Fall Rise Worsen Improve
E Rise Rise Improve Worsen
8. Study the chart below:
Greece annual GDP growth rate
(quarterly data)
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—10.00% —
—-12.00%
It can be concluded that over the period shown, Greece’s GDP was: 1]
ANSWER
Tick (V) one box only

m o O W >
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Highest at the end of the period
Highest in the second quarter of 2015
Highest in the third quarter of 2014
Lowest at the start of the period

Highest at the start of the period

(A520U10-1)
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9. Which one of the following is most likely to have caused the shift from SRAS1 to SRAS2 in the

diagram below?

[1]

Price level SRAS2 SRAS1

m O O W >

Y2 Y1 Y
Real GDP

ANSWER
Tick (/) one box only

An increase in consumption

An increase in the price level

An increase in wages

An increase in the exchange rate

An increase in immigration

10. As the price of a product rises following an increase in production costs which one of the

following will rise?

m O O W >

[1]

ANSWER
Tick (/) one box only

Consumer surplus

Marginal utility

Quantity supplied

Total utility

Quantity demanded
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11. If the central bank reverses its policy of quantitative easing by selling government bonds to
financial markets then the most likely economic effect will be to:

m O O W »

Increase the size of the national debt

Reduce long term interest rates

Increase the size of the fiscal (budget) deficit

Reduce the rate of growth of the money supply

Increase the rate of inflation

[1]

ANSWER
Tick (/) one box only

12. The diagram below shows the market for a product in equilibrium at a price of £50 and quantity
of 300 units per week.

Price
£90

£50

£20

Demand

Supply

300

What is the value of the producer surplus in the above diagram?

m O O W >

ANSWER
Tick (/) one box only
£4500
£6000
£7500
£10500
£15000

© WJEC CBAC Ltd. (A520U10-1)

Quantity per week
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13. Aggregate demand in an economy is £1400bn, Consumption = £800bn,

Investment = £400bn, Government spending = £300bn and Exports = £100bn.

What is the level of imports?

m o O W >

14. Which one of the following do you generally associate with a prolonged period of deflation in an

economy?

m O O W >

£100bn
£200bn
£300bn
£400bn
£500bn

A rise in investment

A fall in the real value of debt
A rise in consumer spending
Arise in the level of imports

A rise in real interest rates

ANSWER
Tick (/) one box only

ANSWER
Tick (/) one box only

[1]

[1]

15. The substitution and income effects of a price change are associated with the slope of the: [1]

m o O W >

Supply curve for a product
Aggregate demand curve
Production possibility frontier
Demand curve for a product

Aggregate supply curve

© WJEC CBAC Ltd. (A520U10-1)
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Tick (/) one box only

Turn over.

Examiner
only

A520U101

09



10

16. In the matrix below two firms A and B are selling a homogeneous product. They are both
considering a pricing strategy unaware of the other firm’s intentions and neither trusts each
other. The profits each firm could make by selling at a price of £4 or £3 are shown in the matrix

below.

Firm B
£3 £4
Firm A £3 £15m, £15m | £30m, £10m
£4 £10m, £30m | £20m, £20m

It can be deduced that the Nash equilibrium occurs when:

m O O W >»

equilibrium in this case

Both firms sell the product for £4
Firm A sells for £4 and Firm B for £3
Firm A sells for £3 and Firm B for £4
Both firms sell the product for £3

None of the above — there is no Nash

(1]

ANSWER
Tick (/) one box only

17. Following a sharp depreciation of a country’s foreign exchange rate all of the following are likely

except:

m O O W >

© WJEC CBAC Ltd.

A rise in import prices

An improvement in the price competitiveness of exports

A decrease in the balance of trade deficit

An increase in aggregate demand

An improvement in the terms of trade

(A520U10-1)

(1]

ANSWER
Tick (V) one box only
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18. The diagram below shows the market for a good with external benefits in consumption:
MPC = Marginal private cost
MSC = Marginal social cost
MPB = Marginal private benefit
MSB = Marginal social benefit
-
Costs, _ _
benefits and S=MPC=MSC
price
w
7 . . MSB
Q1 Q2 D=MPB Quantity
Which one of the following can be deduced from the above diagram? 1]
Market Socially optimal  The area of ANSWER
equilibrium output is at: welfare loss Tick (V) one box only
is at: is:
A Q1 Q2 uUvXx
B Q1 Q2 VXY
Cc Q1 Q2 WXZ
D Q2 Q1 UvXx
E Q2 Q1 TVZ

© WJEC CBAC Ltd. (A520U10-1) Turn over.
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19. A sharp increase in both supply and demand in a market would be likely to do which one of the

following?

m O O W >

Equilibrium
Price

Increase
Decrease
Unchanged
Cannot be sure

Cannot be sure

© WJEC CBAC Ltd.
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Equilibrium
Quantity

Increase
Increase
Increase
Cannot be sure

Increase

(A520U10-1)

ANSWER
Tick (V) one box only

[1]
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20. The diagram below shows the short run and long run average cost curves for a firm.

- SRAC,
n
Q
(&]
()
()]
o
2
z LRAC
Output
Based on this diagram it is likely that as output increases the firm will experience: 1]
ANSWER
In the short run In the long run Tick (V) one box only
A Increasing returns to the Economies of scale
variable factor
B Diminishing returns to the ~ Economies of scale
variable factor
C Economies of scale Diseconomies of scale
D Increasing returns to the Diseconomies of scale
variable factor
E Diseconomies of scale Economies of scale
© WJEC CBAC Ltd. (A520U10-1) Turn over.
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SECTION B
Answer all the questions in the spaces provided.

21. Explain, using a demand and supply diagram, why in theory a rise in demand for music
downloads will have no effect on their equilibrium price. [4]

4
22. Suppose a firm is initially selling 500 units of good X at a price of £3 per unit. Cross price
elasticity of demand between good X and good Y is +1.5. If the price of good Y falls from £20
to £16, calculate the expected new level of revenue that the firm will receive from the sales of
X after the price of Y is cut, assuming that the price of X remains the same. 2]

2

© WJEC CBAC Ltd. (A520U10-1)
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23. Between 2001 and 2015 the UK’s GDP rose from £1.034tn to £1.809tn. Over the same period,
the Consumer Prices Index (CPI) rose from 72.25 to 100.25. What was the approximate change
(rounded to the nearest whole %) in the UK’s real GDP over the period? [2]

24. The diagrams below show a firm and industry in perfect competition.

Firm Industry
Costs, MC Price
Revenues

Price AC

Pe \ %=AR=MR Pe

o1 Output o1 Output

(a) Adapt the diagrams to show the impact of a significant fall in industry demand on the
firm’s price, output and profit. [3]
(b) Explain what will happen in this industry in the long run. [3]

© WJEC CBAC Ltd. (A520U10-1) Turn over.
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25. SLASH TOP TAX RATE TO 40%, OSBORNE TOLD
George Osborne last night faced fresh calls to cut the top income tax rate after it emerged
that reducing it to 45% from 50% raised an extra £8bn. Figures released by HM Revenue and

Customs yesterday revealed a huge rise in the amount paid in tax by high income earners
following the Chancellor’s decision to reduce the top rate of tax from 50%.

With the aid of a diagram discuss the case for cutting the top rate of tax from 45% to 40%. [8]

© WJEC CBAC Ltd. (A520U10-1)
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26. Study the data on changes in the UK money supply in the chart below.

UK money supply growth

7
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With reference to the quantity theory of money and the above data, assess the possible
inflationary effects on the UK economy of the changes in the rate of growth of the money supply
shown. [8]

© WJEC CBAC Ltd. (A520U10-1) Turn over.
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27. The table below gives information on the prices of Brazil’s exports and imports.

Export price index

Import price index

April 2015

124.44

123.38

January 2016

107.45

111.87

Calculate the change in Brazil’s terms of trade between April 2015 and January 2016.

© WJEC CBAC Ltd.
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28. The US has recently accused a number of countries of keeping their exchange rates below their o

free market level. The US has chosen three criteria to use in order to help identify countries

which may be using unfair currency manipulation against the US. These criteria are that the

country has:

(1)  atrade surplus of larger than $20 billion.

(2)  atrade surplus with the U.S. that is more than 3 percent of that country’s own GDP.

(3) engaged in “Persistent one-sided intervention” in currency markets, defined as purchases
of foreign currency amounting to more than 2 percent of the country’s GDP in a one-year
period.

Five countries (China, Japan, Korea, Taiwan and Germany) currently meet two out of three of
these criteria.

Discuss how likely it is that a country meeting any two out of the three criteria above is
manipulating its currency unfairly. [8]

END OF PAPER
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For continuation only.
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