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Unit1 5 Basic Economic Idegg
Unit-1 Basic Economic Ideas
1. In principle, which of the following is an advantage of a planned economy?

A Decisions are taken on the basis of social costs and social benefits.

B The government always balances the budget.

c The pattern of production reflects the preferences of consumers.

D There is perfect substitutability between capital and labour.

June 2002/Q4, June 1993, 1985

2. In a centrally planned economy, which of the following would be most likely to explain the failure of
particular industries to achieve their output targets’?

a change in consumer taste.

an increase in the saving ratio.

a deficiency in aggregate effective demand.

miscalculation of the interdependence between industries.

ooOow>

June 1990

3. Which of the following statement must be true if the use of resources involves an opportunity cost?
Not all wants can be satisfied.

Firms are below optimum size.

Opportunity cost ratios are constant.

Marginal costs fall as production increases.

The economy is operating below its productiun possibility frontier.

moomw>»

Nov 1990
4, Which of the following is the distinguishing feature of a mixed economy?

A There is a weli-balance industrial structure.
B Immigrant labour is employed in some industries.
c There are primarily, secondary and tertiary sectors.
D Part of the economy is state-owned and controlied.
Nov 1990

The diagram shows the production possibility curve for an economy producing goods X and Y.

good Y 4

10

, 8-----...-
‘Y R
f‘ L IR, W i
b ! '
| ! !

[] [ ]

] ] o

o 6 910 12 goodX

Given this production

possibility curve, one way in which consumption at point R could be attained
would be to produce,

outube.com/imeg
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Basic Economic Ideas
A at point P, export 2Y and import 3X.
B at point P, export 3X and import 2V.
Cc at point Q, export 2Y and import 1X.
D at point Q, export 2X and import 2Y.
| o Nov 1990
Which of the following is a normative statement? ”

lncre_ased government spending cannot reduce unemployment.
The imposition of import

‘ tariffs will reduce unemployment.
A policy of controlling inflati

The level of social securit

oo m>

on which results in increased unemployment is undesirable.

y benefits is the primary factor influencing the level of
unemployment.

The diagram shows a production possibility frontier.

3

good Yﬂ

> +
O good X

Which of the following is implied when a production possibility frontier has this shape?

There must be full employment.
Factors of production are imperfect substitutes.
There are no benefits from specialization and trade..

The marginal opportunity cost of one good in terms of the other is constant.

o0 w>

The central problem of all economic societies is how to.

achieve an equitable distribution of income and wealth.
ensure that resources are fully utilized.

allocate resources between competing uses.

resolve the conflict between equity and efficiency.

oow>

The only available information in relation to a particular country which can produce two

June 19990

June 1991

Nov 1991

commodities, X a consumer good and Y a capital good, is its production possibility curve.

Which of the following can be deduced from this information?

the growth rate of the economy

the amounts of X and Y it will produce

the extent to which resources are being fully utilized

the opportunity cost of X in terms of Y at any given level of output

oOow>»
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7 Basic Economic Idegg
The existence of scarcity implies that.
A there are no free goods.
B there is no net saving. . .
(o the supplies of factors of production cannot be increased.
D households, firms and governments must make choices.
June 1992

in a market economy ,the problem of scarcity would have been overcome if

all prices were zero.
all resources were fully employed.

the rate of interest is zero.

there were a permanent surplus on the balance of payments.

ooOw>»

June 1993
A country produces two goods X and Y. Its production possibility frontier is given by the equation,
Y=100 - 20x

What is the opportunity cost of producing one more unit of ‘X'?

1 1

A 20X B >0 X C 20Y D % Y
Nov 1993

What is opportunity cost of constructing a rail tunnel between Eritain and France?
A the benefits obtained by building a road link to the tunnel.
B the loss of business on ferries linking Britain and France.
Cc the social costs imposed on residents in areas adjacent to the tunnel.
D the value of goods and services produced had the tunnel not been constructed.

June 1994

In an economy which is initially at full employment, what is the opportunity cost of an increase in
investment?

A the emergence of technological unemployment.

B the inflation arising from the operation to the multiplier.

c the interest charges on the funds to finance the investment.
D the present consumption forgone.

June 1982, Nov 1994

An economy produces two goods X and Y.
V‘Vl?at name is given to the curve which shows for each level of output 0
Y' that can be produced?

f ‘X' the maximum amount of

a budget line

an fndifference curve

an iIsoquant

a production possibility boundary Nov 1554

loNoN I g
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Basic Economic Ideas

The diagram shows the production possibility frontier for an economy capable of producing only
two goods, M and N.

good M

0o

Sood N

What would explain a change in production from combination X to combination Y2

A a fall in the opportunity cost of good N.
B an advance in technology.
Cc an increased desire for good N.
D employment of previously unemployed resources.
Nov 1994
An economy produces two goods, cars and butter. Tha aragram shows the economy’s production
possibility frontier.
r'
cars
0]

v

butter
Why is the frontier curved outwards?

Some resources are better suited to the production of cars and others to butter.
There are economies of scale in the production of both goods.

The resources available to the economy are in fixed supply.

Any increase in the resources devoted to car production requires a reduction in the
resources devoted to butter.

oowr

June189
A student works for a book shop for several days during the holidays. She is offered the alternative
of being paid £50 in cash or choosing £80 of books from the shelves.

What is the opportunity cost to the student of choosing the books?

A £30
B £50
c £80
D

the alternative use to which her time could have been put.

June1996
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Basic Economic Idegy

The diagram shows a country’s production possibility curve.
Capital consumption amounts to OK. . .
Which point represents a combination of goods which is currently attainab

result in an inward shift in the production possibility curve in the future?
'y

le but would be likely to

Capital
goods

A

K c

D B
o —>

consumption goods

Nov 1996

The diagram shows two production possibility curves (EF and Gi), before and after technological
progress has taken place.

After technological progress has taken place, what is the oppoirt

producing OX cons ds? unity cost in capital goods of
oducin consumer goods?

consumer goods

ﬁl

o Y MF H
capital goods
A MH
B OH
c oM
D YF

Jun 2009/Q2, June 2008/Q2, Nov 2004/Q2, June 1997
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Unit1 10 Basic Economic Ideas
21. The curve LM is an economy's production possibility curve. )

If capital consumption amounts  OX, which combination of goods is likely to lead to a reduction in

the production possibilities open to the economy in the future.

consumer
goods {n
L
o X M
capital goods
Nov 1997

22. A student decides to stay in her room o de same work rather than going to the cinema.

What is the opportunity cost of her rlecizion?

A the enjoyment she would have derived from a visit to the cinema.

B the improvement in the mark she obtains for her assignment.

Cc the increase in her electricity bill.

D the money she would have spent in the cinema.

Nov 1997

23, Which condition defines economic efficiency in production?

A All factors of production are fully employed.

B All firms are producing at their profit maximizing levels of output.

C Output of any one good cannot be increased without reducing the output of some other

good.
D

There are no further opportunities for substituting capital for labour.

Nov 1998
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it 11 Basic Economic Ideqy
Unit 1

24, The diagram shows the production possibility curve of an econom
capital and labour, to produce two goods, X and Y.
The amount of capital allocated to both X and Y are fixed.

y which uses two factor inputs,

r 3
quantity
of X
o —
quantity of Y
What explains why the curve is bowed outwards?
A decreasing opportunity costs.
B diminishing returns.
Cc diseconomies of scale.
D economies of scale.
Nov 1998
25. The diagram shows the production possibilities of an economy that has a rate of capital
consumption of OW.
4
consumer
goods
]
[ ]
:
L}
'
]
o w capital goods
What will be the effect on current and future living standards of a movement from X to Y on the
curve?
Current Iiving standards Future living standards
A Decrease Decrease
B Decrease Increase |
C Increase ) Decrease i
D Increase - Increase
o June 1999
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12 Basic Economic Ideas

The winner of the TV quiz_show is offered a choice of either £1000 or the contents of one or other
of two sealed boxes. She is told that one box ¢

. ; ontains £2500 and that the other box is empty.
What is the opportunity cost to the individual of opting for the £1000 prize? i

A a 50% chance of winning £2500
B a 50% chance of winning £1500
c a 50% chance of losing £1500
D

a 50% chance of losing £1000

. June1999
The diagram shows an economy’s production ibili
Miacaiod p Possibility curve. Why does the curve slope

T
agricultural
output

AN

N,

AN
SN
o

industrial output

A Agricu!ture and industry are subject to diminishing returns to scale.
B Agriculture and industry are subject to increasing returns to scale.
c consumers are indifferent between industrial and agricultural output.
D Resources available are limited.
_ _ o Nov 1999
The diagram shows an economy's production possibility frontier.
What does the slope of the curve measure?
industrial W
goods
0 —

agricultural goods

the amount of industrial goods that society would be willing to give up to obtain a
additional agriculturai goods.

the maximum attainable combination of agricultural and industrial goods.

the maximum quantity of industrial goods that that can be produced for any given level of
agricultural output.

the opportunity cost in terms of industrial goods of producing an additional unit of
agricultural goods.

o ow »

June 2000
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t can be deduced from a production possibility curve for a country that can produce two 900ds§
\Q":aaooc?\sumer goodand Y, & capital good X?

mount of X it will produce. ‘ -
g :}t:: :xtent to which resources are being fully utilized.
(o the opportunity cost of X in terms of Y. ‘
D the country's preference for present as compared to future consumption.

Nov 2009
Why do production possibility curves slope downwards from left to right?
A because of the existence of diminishing returns.
B because of the existence of increasing returns to scale.
c because resources are finite.
D because resources are not homogenous.
Nov 2000

Which statement about the consequences of a more equal distribution of income is normative?
A It would increase the rate of economic growth.
B It would raise the average propensity to consume.
o It would be inflationary.
D It would improve national welfare.

Nov 1980, Nov 1995, June 2001
What is the opportunity cost to society of employing werkers

‘ s who would otherwise have no
alternative employment?
A the wages they are paid.
B the social security payments they would otherwise receive.
c the value of the goods and services they produce.
D zero.
‘ June 2002/Q2
The diagram shows an economy’s production possibility curve.
A
consumer
goods

@] —
capital goods

What will cauge
?

5 .

curve? movement from point X on the production possibility curve to point Y within the
Q :r; i?c_:rease in unemployment.

o all in t_he Size of the laboyr force

g a reduction jp, t '

, he availability of | i ; i
an impro . y ot land for industrial production.
Provement in technology in consumer goods production.

ww.youtube.com/megalecture June 2002/Q1
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Unit1 14 Basic Economic Ideas
34. The diagram below shows the production possibility curve for an economy.
1\
volume of
output of
good Y
0 volume of output of good X
From th_e information provided in the graph, which one of the following statement about the
production of goods X and Y must be true?
A The capital to labour ratios are different
B Thg marginal cost of good X in terms of good Y is constant.
c Utility is maximized by specializing completely in the production of good Y.
D The factors of production are msie efficienily employed in the production of good X than in
the. production of good V.
35. A student decides to stay in her room 1o do some work rather than going to the cinema.
What is the opportunity cost of her decision?
A the enjoyment she would have derived from a visit to the cinema.
B the improvement in the mark she obtains for her assignment.
c the increase in her electricity bill.
D the money she would have spent in the cinema.
Nov 1997
36. The steel required for the construction of a new car-assembly plant in a fully employed economy is
obtained by increasing the output of the domestic steel industry.
What is the opportunity cost of producing the steel?
A the alternative benefits forgone by diverting additional resources to steel manufacture.
B the alternative benefits forgone by increasing the capacity of the car industry.
C the alternative benefits that would have been obtained by putting the steel to other uses.
D zero, since there is no reduction in the steel supplied to other steel users.
Nov 2003/Q1
37. What is the opportunity cost to a fully employed economy of increasing capital investment?
A a fall in present consumption.
B a fall in present income.
C arise in the saving.
D a rise in the rate of interest.
38,

Nov 1992, Nov 1999
In 2 market economy, what is the bases for determining the allocation of factors of production?

the market share of companies.

the needs of the country.

the pattern of consumers’ spending.
the wealth of entrepreneurs.

ooOow>P

Nov 2004/Q1
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What is the main economic problem facing all societies?

A how to reduce unemployment.

B how to reduce poverty.

c how to allocate scarce resources.
D how to control inflation.

f)
What is an essential feature of a pure market economy

A Buyers and sellers have perfect knowledge.

B External costs are taxed.

c Prices respond to the_demand§ of consumers.

D The government provides public goods. Jun 2005/Q1, Dec 1988, Dec 168

A consumer allocates his expenditure over time.

e opportunity cost of current consumption to the consumer?

What would cause an increase in th

A a decreases in his current income.
B a decrease in interest rate.

C an increase in his current income.
D an increase in interest rate.

Nov 1996, June 2006/Q1

Why are there no markets for free goods?

A Consumers’ valuation of free goods is the same at all jevels of demand.
B Free goods are non-excludable.

Cc The demand for free goods is infinite.

D The supply of free goods is sufficient to satisfy all demand at zero price.

)z’he diagram shows a production possibility curve for an economy which produces only two goods
and Y. '

1000 T~
- \\_'
.
- \\
i .
\\\
| ~
\\\
goodY 500 — ™~
i N
] S
~.
= \\\‘
00:r|1|11||[111r|1\
500 1000 1500 20:.')0
good X

The economy produces 40
4 ) 0 of good Y ' ;
Which quantity of good X is give% up? nd produces on ts production possibility curve.

A 600 B

800 c

1200 D 1600
une 2004/Q2
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A4, The diagram shows shifts in an economy's production possibility curve.
\

consumer
goods

O _
capital goods

Which change could have come about as a result of an improvement in technology?

A StoY
B Tto S
C Wio T
D Wto Y
Nov 2003/Q2
45, What is the opportunity cost to unemployed workers who become employed?
A the leisure they would otherwise have had.
B the value of the goods and services they produce.
Cc the wage they are paid.
D zero.
June 2005/Q2, Nov 2011/P11/Q3
46. The diagram shows a country’s production possibility curve.
good Y
o)

good X

What could allow the economy to move from M to N?

an increase in consumer spending

an increase in demand for exports

an increase in government spending on pensions
an increase in investment

oOomw>»

Nov 2005/Q2
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Unit 1 17 Basic Economie ‘dﬁl
47. In the diagram the original production possibility curve is LM.
4
L
N
good X
0] good Y P M -
What might cause the curve to shift to NP?
A technological progress
B unemployment of resources
Cc the depletion of natural resources
D a reallocation of resources
June 2003/Q2, June 2006/Q2
48. What is present in a mixed economy but not in a planned economy?
A capital goods
B consumer surplus
c government borrowing
D private production
Nov 2006/Q2
49. Planned economies had a history of failing to produce enough consumer goods.
Which method of allocating these goods in short supply involved a market system approach?
A equal rationing to people according to their family size
B official sale to people according to their ability to queue
o selective distribution to people according to their occupation
D unofficial sale to people according to their willingness to pay
June 2007/Q2
50. What would prevent a firm gaining the maximum benefit from the division of labour?
A a high interest rate
B a small market
c high production costs
D low productivity .
June 2003/Q3
51. j

an assumption that is not supported by the facts
an assumption that consumers act rationally

an assumpt@on that two factors are in equilibrium
an assumption that other factors are held constant

ooOow>»
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consumers who prefer standa

companies where the production process has ivisi
. many sub-divisions
the government, if the product is taxed !

workers who prefer a variety of tasks

rdised goods

What is meant by ‘ceteris paribus’ in economic analysis?

ooOm>»

A normative approach is being adopted.

The effect of a change of one variable is being considered in isolation.

One good has to be sacrificed to obtain more of another.
One factor of production is fixed.

Basic Economic Ideas

June 2004/Q3

Nov 2004/Q3

3 The diagram illustrates the production possibility curves for an economy in Year 1 (X1, Y4) and
Year 2 (X2, Y2).

What can be deduced from the diagram?

oOomw>

4

S
Y,
Yo
good Y \
\\*\\ \-‘\\\
x,\\\ \\\\
_— ~N -
O X X
good X

The cost of production was lower in Year 2 than in Year 1.

The full employment level of output was lower in Year 2 than in Year 1.

The opportunity cost was lower in Year 2 than in Year 1.
Unemployment rose between Year 1 and Year 2.

June 2005/Q3, Nov 2009/12/Q1

A government proposes to introduce a road congestion charge which would require private
motorists to pay a toll for road use.

Which statement relating to the proposal is normative?

A

B
c
D

Bus passengers will benefit at the expense of motorists.

Motorists with higher incomes will be prepared to pay the charge in return for reduced

journey times.

Motorists with lower incomes will not be able to afford to use the roads.

The proposal will be unfair to motorists who have no alternative means of transport.

outube.com/megalecture
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What is an example of the factor of production capital?

A a bank account held by a small firm to b_e used for future purchases.
B a forest of hardwood trees ideal for furniture making.
C the market value of a company’s share;
D word processing software used by a writer to complete her new book.

: - Nov 2005/q;
What is necessarily @ function of enterprise rather than management?
A accepting the risks involved in production
B deciding how much labour should be employed
c organising the other factors of production
D promoting the sale of the product

June 2007/Q3

What is the outcome for consumers and workers as a result of increased division of labour?

consumers workers
A | less choice of goods wider range of skills
B | fewer mass-produced goods | wider variety of tasks
C | lower prices of goods increasad productivity
D | lower quality of goods ncreased _mdepend ence

Nov 2003/Q4

What is an advantage of using the market mechanisin ic aliocate resources between alternative
uses?

It ensures that resources will be allocated efficiently.
It ensures that resources are allocated in accordance with need.
It minimises the time required to make decisions.

It gives all consumers an equal voice in deciding how resources should be allocated.
June 2004/Q4

o0Omw>

Doctors should be paid highly because they have to undertake a long period of training.
What can be concluded about this statement?

g Itis a normative statement because high pay does not always result from lengthy training.
Itis a normative statement because it expresses an opinion.

g It ?s a pos!t?ve statement because doctors do have to train for a long period.

Itis a positive statement because greater skill results in higher pay. 2004/Q4

. Nov
Which is a normative economic statement?
A .
B Money is the least liquid form of wealth.
c Some firms are subsidised by the government.
D T::: \glorl:;arsbearn more than others.
re the best way to di i
y iIscourage smoking. Jiine 2005/Q4
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20 Basic Economic Ideas

The workers in a factory currently eamn $240 for a 40 hour week. The management offers them a
choice between either a straight 10 percent wage increase or an increase in the weekly wage of
$260 coupled with a reduction in hours from 40 to 39 hours. What is the opportunity cost of each
worker of opting for the 39 hours week?

A %4 B $6 Cc %20 D %24

Nov 2005/Q4
A farmer can produce both beef and lamb. The opportunity cost of a kilo of beef is three kilos of
lamb. The price of a kilo of beef is twice that of lamb.
What should he do if his aim is to maximise his revenue?

concentrate on beef production
concentrate on lamb production
produce beef and lamb in the ratio 3:2
produce twice as much beef as lamb

o0Ow>

June 2007/Q4

Some people are shipwrecked on a tropical island and allocate their time between gathering
coconuts and fishing. Each individual is equally productive in collecting coconuts or catching fish.

Which diagram represents the production possibility curve of this community?

A B C D
A i 4 A

AN |
coconuts N coconuts ‘ \ CGLOTINS |

coconuls |
R \ |
0 eh 0 fish 0 fish fish
Nov 2007/Q1

A country's production possibility curve moves from XX to YY as shown in the diagram.

X“
Y
capital
goods
~f— \\
N\
0 Y X

consumer goods
What could have caused this movement?

a rise in the retirement age

an increase in investment

an increase in net emigration

a rise in technological progress

oow>»

June 2008/Q1
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Why is scarcity the central feature of the economic problem?

A People's needs are Iimitgd.

B Resources have altematlve_uses.
C Economic resources are ﬁmtg.

D Consumers have limited choices.

Nov 2008/Qq

Tom has set up his own business, which is based in premises owned by Fanda. Al machinery is
hired from an equipment company. Both Tom and Fanda are employed in the business

What describes the earnings of Tom and Fanda?

Tom Fanda
A rent and profit interest and profit
B ] wages and profit wages and rent
C interest and rent rent and profit
D wages and interest :«f,e-s and interest

Nov 2009/P12/Q30

Which is a normative statement?

Inﬂgtion can be reduced only by increasing the level of unemployment.

An increase in the rate of inflation will lead inevitably to an increase in unemployment.
Unemployment is more harmful than inflation.

If unemployment is reduced below a certain level, this will lead to higher inflation.

oOw>

June 2002/Q3, Nov 2007/Q2, June 2011/P12/Q3

| d
A Southem African government was concerned about the market influence of a large producer &
was keen to take control of the company.

What might be the possible result of this?

Q an ?ncrease in the role of the market

p an increase in public ownership

¢ an increase in the role of the consumer ’
an increase in the amount of competition Juneé 2008
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22 Basic Economic Ideas

The production possibility curve for an economy producing capital and consumer goods is
represented by the line PQ.

4
F)

capital
goods

consumer goods

What is the opportunity cost of producing OS of consumer goods?

A OR of capital goods
B PR of capital goods
c SQ of consumer goods
D SQ of consumer goods + PR of capital goods
Nov 2008/Q2
In which situation would an economist assume ceteris paribiis?
A when calculating the retail prices index
B when deciding what to include in a cost benefit analysis
C when making normative statements to advise the government
D when studying the effect of a price rise on demand
Nov 2007/Q3

Which of the following is a normative statement?

A If firms spend more on advertising, sales volume may not rise.
B If firms raise prices, profits will rise.
c The government should reduce taxes on spending so that economic welfare will rise.
D Export volumes will rise if the government lowers the exchange rate.
June 2008/Q3
In which types of economy might a government control prices?
A market and mixed only
g market and planned only

market, mixed and planned
D mixed and planned only

Nov 2008/Q3
What must be true of a positive statement?

AB Ilt IS one that can be shown to be correct or incorrect.
. tis one that deals with positive changes in economic well being.
5 It i IS one that is true by definition.

It is one with

which everyone is in agreement.

June 2009/P1/Q3
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economists 1o 497

calculate the monetary value of consumer surpius
distinguish between economic and free goods oments
aistinguish between normative and positive m_;b‘
isolate the eflect of one varsbie on another vanabie

car sssembly plant changed. Company MeIDers mesy

In the 20th century the nature of 8 typical
there were fewer firms, they operaied on lsrger sies and they had more automated mwm

robote
How 18 this change most likely 10 have affected the relative employment of factors of production v,
the industry? - 3
] ;a;mf;nsgd—r;i;;n;a ;se - decreased relative use

A | capial and enlerpnse labour and land

B | enterprise and labour land and capital

c land and capital enterprise and labour

D labour and land capital and enterprise

Nov 2007/Q4

Which action by an individual would not be considered an action of the factor of production labour?

oOw>»

leaving college 1o work on the land
moving from a labour-intensive industry to work in a capital-intensive industry
sefting up a new business in information technology

undertaking a training course in computer skills
Nov 2008/Q4

In a command economy, what is the basis for determining the allocation of factors of production?

A
B
c
D

the pattern of consumers' spending
the perceived needs of the country
the revenue from taxes

the size of public sector companies
June 2010/P120¥

Which statement about trade unions is normative?

A

B
C
D

Since trade unions exist to safeguard th the
e interest eserve
:9911 protection of the state. ’ s of their members, they d
Sni%ﬂrli;zm;ri:;r:\? l:)ﬂiOns are strong, income distribution is more equal.
different industries. mbership has resulted in a widening of the wage gap be

In iIndustries wh -
slower ere lrade unions are powerful, technical progress tends to be Muo"

tween

June 201
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Unit 24 Basic Economic Ideas

80. A worker can make 10 hats or 5 pairs of shoes in a day. In the market three hats can be sold at the
same price as two pairs of shoes.

The worker should make

A 4 hats and 3 pairs of shoes daily.
B 6 hats and 2 pairs of shoes daily.
C hats only.
D shoes only.
June 2010/P12/Q3
81. What is the central problem for an economy?
A to achieve maximum growth in production
B to allocate resources between alternative uses
Cc to ensure all resources are fully exploited
D to overcome inequalities in income distribution
Nov 2010/P12/Q1
82. What are most likely to be disadvantages found in a market economy?
A economic growth and state-owned companies
B merit goods and free competition
c public goods and economic specialization
D unemployment and external costs
Nov 2010/P12/Q2
83. The diagram shows the production possibility curve of an economy.

4

capital
goods
O consumer .
goods

Which statement explains the shape of this curve?

More efficient workers are drawn away from the production of consumer goods.
Resources cannot be switched between producing capital and consumer goods.
The economy is more efficient at producing capital than consumer goods.

The opportunity cost of producing capital goods increases the more capital goods are
made.

o0ow>

Nov 2010/P12/Q3
84

What distinguishes capital from other factors of production?

Capital exists only in capitalist market economies.
Capital results from the operation of the other factors.
The rewards earned by the owners of capital are uncertain.

Unlike labour or land, capital must be owned rather than hired or rented.
June 2011/P12/Q1

o oOow>
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85. What is likely to be greater in a planned economy than a market economy?
A efficiency
B fiexibility
c innovation
D stabili
R4 June 2011/p4 2Q;
86. The diagram shows the production possibility curves of two economies, X and Y.
Which statement about the two economies is correct?
4
2004
capital X
goods
1001
Y
0 T T »
0 100 200
consumer goods
A Both economies always have the identical opportunity GCEts.
B Both economies have the same future growth prospects.
c The opportunity costs are constant in both economies.
D The two economies can never produce the same combination of products.
June 2011/P12/Q30
87. An individual has an appointment with his bank manager.
He has a choice between travelling to the appointment by car, or leaving the car at home and

travelling by bus and then by train. The costs of the journey are given below.

—

bus fare
train fare

car parking charge

N AW N s

petrol

—_

car wear and tear costs

Given this informati i i
by bus and i tion, what is the opportunity cost to the individual of travelling by car rather tha"

A
$2 B $4 c $7
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26 Basic Economic Ideas

The curve PP in the diagram is the production possibility curve for a country producing goods X
and Y. The production of X is more labour intensive than the production of Y.

A

R
Q
P
S
goodY T
0 s TPRQ
good X

The working hours of the labour force are reduced by law.
Which curve could be the country’s new production possibility curve?

A

TT B SS Cc Gl D RR

Nov 2011/P12/Q2
In Economics, decisions are usually taken ‘at the margin’.

What does this mean?

A They are concerned with actions that occur in free market not planned economies.
B They are concerned with issues on the boundary between macroeconomics and
microeconomics.
c They are concerned with the choice between normative and positive actions.
D They are concerned with the effect of adding a further action to the current level of activity.
Nov 2011/P12/Q3
Which factor of production and example are correctly linked?
factor of production example
capital $10 000 in a savings account
enterprise a company accountant
labour a robot
| D land the flow of a river
Nov 2011/P12/Q4
What is an example of the factor of production capital?
A _ @ bank account held by a small firm to be used for future purchases
B a forest of hardwood trees ideal for furniture making
g the market value of a company's shares book
i i lete her new boo
word processing software used by a writer to comp Nov 2011/P11/Q2
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The diagram shows a production possibility curve for an economy.

4
X
consumer
goods Y
[ ]
O capital goods

Assuming that the production possibility curve remains unchanged, what is the most likely reason
for the movement from point X to point Y?

o0 w>»

a civil war causing a widespread loss of resaurces
a permanent fall in productivity in both capital and consumer goods
a rise in unemployment due to a recession

the exhaustion of a natural resource
Nov 2011/P11/Q1

Which statement is normative?

A
B
c
D

As a general rule, people are happier in more equal societies.
Despite a large increase in income per head, people are no happier today than they weré

50 years ago.
Happiness depends not on the absolute level of a person's income but on his relative

income.
The promotion of happiness is a more important goal than the maximisation of producilon
Nov 2011/P11/04
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Unit-2 Demand, Supply & Equilibriyp,

1. Which one of the following is not held to be constant when a demand schedule is drawn up?
A consumer’s tastes '
B consumer's money incomes
c the price of the good itself
D the price of the complementary goods
June 1980, June 1985
2. Which of the following might explain a simultaneous increase in both price and quantity traded in
the market for a normal good?
A the removal of an effective maximum price on the good.
B technological progress in the production of the good.
c the imposition of a tax on the good.
D the granting of a subsidy to producers of the good.
June 1984 , June 2003/Q14, Nov 2008/Q10
3. Which one of the following could not cause a shift in Smith's demand curve for commodity Z?
A a change in the price of Z.
B a change in the price of substitute commoadity.
Cc a change in Smith's income.
D a change in Smith's tastes.
Dec 1984 , June 2005/Q5
4, The demand curve for a product will tend to shift to the right if there is
A an increases in the demand for a complementary good.
B an increase in the demand for a substitute good.
Cc a fall in the price of the product on world markets.
D a reduction in the tax imposed by the government on the product.

Nov 2001,June 1989,Dec 1985

5. In diagrammatic terms, other things remaining the same, a fall in the price of a commodity will
normally shift

A the demand curve for the commodity to the right.
B the demand curve for a substitute to the left.

C the demand curve for a complement to the left.
D the supply curve for the commodity to the right.
June 1986, June 2001

g;e:;%ﬂiei demand equation for a good is given by Qd = 310 — 20p and the supply equation bY
10p, Where p denotes the price of the good.

What is the equilibrium price?

A b B 10 c 15 p

Dec 1986, June 2005/Q12
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in deriving the demand curve for a good, which of the following is allowed to vary?

A income

B the price of the good being considered.
Cc the price of all other goods.

D population

Nov 1981,Nov 1988 , Nov 1991
In calculating the short-run supply schedule for a firm , What is assumed to remain unchanged?

the number of consumers
the price of the goods
the quantity of all factors
the state of technology

oOmw>»

June 1989, Nov 2003/Q8

Which of the foliowing will not cause a shift in the market supply curve of a commodity?

arise in the price of commodity
a rise in the price of factor input.
a change in technology.

the introduction of a specific tax an the commodit:

ally.

oOm>»

June 1990, Nov 2005/Q9

Which of the following will cause the demand curve for domestically produced cars to shift to the
left?

an increase in the costs of production of domestically produced cars.
a reductions in the tariff on imported cars.
a reduction in the tax on petrol.

a reduction in taxes on the purchase of cars.

oOw>»

Nov 1990, Nov 2000, June 2011/P12/Q5

During a certain period, 10 000 units of a normal good are sold at a price of 20 ¢. During a later
period, 12 000 units are sold at a price of 22 c.
What could explain this change?

a reduction in consumers' incomes

an increase in the cost of raw materials

an increase in the price of a substitute commodity

an increase in the productivity of factors of production

June 1985, Nov 1990 , June 2004/Q7

ooOomr»

Which of the following would cause the supply curve wool for suits to shift to the right?

a reduction in a tariff on imported wool used in suit manufacture.

a successful advertising campaign by an association of suite manufacturers.
an increase in the prices of jeans and shirs.

an increase in the selling price of suites.

oow>»

Dec 1983,June 1991
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13, Inthe diagram, points X shows the equilibrium price and quantity for a fruit drink.
The government announces that the ingredients used in the drink can be harmful.
Which point, A, B, C or D, is most likely to represent the new equilibrium after consumers hear thig

announcement?

4
B .
B price

per
E liter
|
!71
|
s
° quantity(liter pe: pericd)
Nov 1983,June 1991
14. The demand for iliegal addictive drugs remains constant for scimie tinse in & country.

Which of the foliowing would an economist regard as the baal inds

stmdicator of the success of a
campaign to restrict the supply of addictive drugs?

A an increase in the quantity of drugs seized by the customs and excise sarvice.
B an increase in medical expenditure on rehabilitating addicts.
Cc an increase in expenditure on the enforcement campaign.
D a sharp rise in the street price of addictive drugs.
. June 1991
15. In the diagram, point X shows the equilibrium price and quantity for a fruit drink.

The government announces that the sweeteners used in t
cancer in rats.

Which labeled point is most likei
this announcement?

he drinks have been found to cause

y to represent the new equilibrium position after consumers hear

y D1 s
2
price T
per
pint
St
P1 f-.
D1
\ Do
D2
o

Q1 quantity(pints per ponﬁ

Nov 1991

utube.com/m

LEC

.megalecture.com

1

amScanner



www.youtube.com/megalecture

Unit 2

16.

17.

18,

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

32 Demand, Supply & Equilibrium

The diagram represent the market for coal.

ﬂh
S2
price
P2
P4
_ D
© Q2 Q1 quantity —

Which of the following could have caused an increase in the price from P, to P2?

A the opening up of new, highly productive opencast mines
B

a fall in the price of gas central heating

c an increased government subsidy 1o coal producers
D a rise in the wages of coal miners
‘ , Nov 1991
In the diagram ,D is the demand curve for a commoaity, Sy and S; are the supply curves before
and after intervention by the government.
price S1
S2

P4

P2 /

° Q@ Q quantity

What action has the government taken?

A It has given producers a subsidy to encourage greater output.
B It has given a subsidy to consumers.
Cc It has raised the price to consumers to ration the quantity available.
D It has imposed a tax equal to P2 — P4 to discourage production.
Nov 1991
Demand for a good is said to be effective only when it is associated with
A knowledge of the characteristics of the good.
B the existence of an adequate supply of the good.
c the satisfaction of a want.
D

willingness and ability to pay for the good.
June 1992, June 1998, Nov 2000
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33 Demand, Supply & Equillyy,

duce more of a good at every given price.

New technology makes it possible to pro y give
rice and output in a competitive industry?

What effect will this have on equilibrium p
Price Output
A Decrease Decrease
:B Decrease Increase |
Cc no change Increase I
D Increase Decrease )
i":' i Increase Increase J
o i June 1992

The diagram shows the market conditions for good X.
uld cause a shift in the supply curve from S1S1 to S2527

Which of the following changes O

F 3
S2 St

price

Sz
D

S1
3y

(o] guantity

an improvement in the method of producing good X.
an increase in the demand for goods which are produced in joint supply with good X.

a reduction in the rate of value added tax applied to good X.
the removal of a subsidy paid to the producers of good X.
Nov 1981,Nov 1992

Somw>»

s clock maker made a total of 15 identical carriage clocks. There are

An eighteenth century Swis
s of these clock. X, Y and Z. The table shows their demand schedules.

currently just three collector

Quantity demanded (units)

Price (£000) X Y Z
5 0 0 3
4 1 0 4
3 2 3 5
2 3 6 6
1 4 9 7]

X, Y and Z initially possess 5 clocks each. They then come together to trade bet;n;een themselves
s correct”

at the market clearing price (or equilibrium price) which of the following [

Xis a buyer; Y and Z are sellers.
Xand Y are buyers: Z is seller.
X and Z are buyers; Y is a seller.

Y and Z are buyers; X is a seller. Nov 1980, June 1994 s
ov ’
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34 Demand, Supply & Equilibrium
\oNurt\Dact:r;psdwedule shows the maximum price at which a firm would be able to sell any given level of
A demand scheduje
B marginal revenue schedule
C production scheduie
D supply schedule
Goods X and Y are substitutes. Hov 1998, June 1995
What will b t e ilibri i i i
of aood Y?e the effect on the equilibrium Pnice and quantity of good X of a decrease in the supply
Price of X Quantity of X _
A Decrease Decrease :
B Decrease | Increase |
Cc } Increase Decrease
x D Increase increase
June 1996

What would cause the demand curve for holiday accomm

odation in Mauritius to shift to the right?
A

a fall in the foreign exchange value of the Mauriti:

itius rupee.

B poor holiday weather in Mauritius.

c relaxation in planning controls on hote! consiriction in Mauritius.
D

removal of saie taxes on hotel accommedation in, s

Hius

el

. Nov 1996 , Nov 2004/Q6
The demand for video recorders increase, while the rost of pioducing them decreases.

What will be the effect on the price of video recorders and on the Guantity supplied?

Price Quantity

A fall Uncertain

B rise Increase

c uncertain Increase

D uncertain Uncertain

June 1997

Which of the following is a characteristic of goods that are perfect complement?
A joint demand
B joint supply
Cc Indivisibility in production
D Positive cross-elasticity of demand

June 1990, Nov 1997
A rise in the price of a good is accompanied by an increase in the quantity demanded.

What could explain this?

Consumers spend a high proportion of disposable income on the good.
The good is inferior and has several close substitutes.

The good's substitutes are all very much more expensive.

The price of the good is taken as an indication of quality.

oOmo>

outube.com/megalecture

L TURE

N TTIE £ | T

MEGA



www.youtube.com/megalecture

Unit 2

28.

28.

30.

31.

Online Classes : Megalecture@agmail.com 1
www.youtube.com/megalecture ’
www.megalecture.com

35 Demand, Supply & Equilibrig

se an increased demand by private motorists for petrol?

What would be likely to cau
oll charges.

an increase in the road t

A
B an increase in the price of second-hand cars.
c a reduction in bus fares.f ool
ion in the price of steel.
D a reduction in the p o 1999, June 2003
The diagram shows different demand and supply curves within a country for home-produced coal,
diagram from OP to OP4?

What could explain the fall in the price of coal in the
r

S

price

P2
P1

(o] auantity

a fall in the cost of oil-fired central heating
an increase in the duty on imported petroleur:
an increase in the industrial demand for ceal
a subsidy for the coal industry
June 1989,June 19%

oOmw>»

Which of the following will cause the demand curve for holiday accommodation in the UK to shift to

the right?

poor holiday weather in the UK.
reduced employment in the UK tourist industry.
a fall in the foreign exchange value of sterling.
relaxation in UK planning controls on hotel.
Nov 1999

oow>»

What is most likely to cause an increase in waiting lists for public sector rented accommodation?

an increase in house building.
an ?ncrease in the rents of public sector housing.
an increase in interest rates on loans for house purchase.
government subsidies for people buying their first home.
June 2000

oCOow>
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36 Demand, Supply & Equilibrium

An eighteenth century swiss clockmaker made a total of 12 identical camiage clocks. There are

currently just three collectors of ) A ;
_ arrr}? just e | ors oi these clocks, X. Y and Z. The diagram shows their respective

X. Y and Z initially possess 4 clocks each
They come together to Trade between themselves.

At the market clearing price (or equilibrium orice). which of the following is correct?
Buyer (s) Sellers(s)
A . Y and Z
= . N
B an A
o X oz
D Zz X F

June 2002/Q10

In the diagram below D, and S, represent the demand and supply curves of a Malaysian industry in

its home market. Equilibrium is at X.
The industry has to pay a large wage increase and at the same time faces increased competition

from imported substitutes.
Which point, A, B, C, or D, on the diagram couid represent the new equilibrium?

A 83
D, S

D,
Ds
price
D
S D,
Sz D:
O quantity
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Demand, Supply & Eq"’”lbph
34, The table shows observations of a competitive market in equilibrium in two periods.
Period market price quantity traded
1 50 cents 10 000 units
2 ~ B0cents ~ 12000 units

What could explain the change from period 1 to period 27

an increase in the price of a complement.

an increase in the price of a substitute.

the imposition of an indirect tax on suppliers.

the imposition of a minimum price of 60 cents by a government.

June 1992,Nov 1995 ,Nov 2004/Q13

oOw>

38. In the last ten years e-mail has increasingly been used in preference to postal services.

Which graph shows the changes in the market for postal services?

v
\\, N
_ ) price ’—f-'m\-\-rr‘m\
price. ¢ P \
2 ‘ ,/’/E\\
T D,
1
|

)

\D D, D. )
o gqa °ag
quantity quantity
C D
y 81 4 82
s, S,
. P
price P‘ pnce P2
2f =~ =
- D pd D
0 Q. Q —> >
e 0o Q,Q,
quantity ;
quantity

June 2004/Q5
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Unit 2 38 Demond. Suopre & Eowiisrmar
36. What ensures that demand for 3 product is effective?
g ;:Z consumer must be in the private sector of the economy.
c Liy consumer must havg sufficient income to buy the proguct.
c i € consumer must receive consumer Surpius.
he consumer must want to buy the product.
. ) Nov 2004/Q5 . June 2007/Q5
37. The table shows the ievels of eemand for silver in millions of ounces for dierent uses betweer
1999 and 2001.
1908 2000 2007
| Industrial use 3408 3771 3385
| Photography 2259 2185 2102
‘1 Jeweliery and silverware 2733 2814 2875
| Coins and medals 278 292 272
What can be conciuded about the diffierent demnands for silver betwesn 1998 and 20047
A All types of demand followed the same 1
B Industrial use had the greatest fail in « :
Cc Jewellery and silverware nad a continio c increase in demand.
D Total demand increased.
Nov 2005/Q5
38. Which piece of information would enable you 1o construs the market demand curve for 2 proguct?
A the equilibrium price of the product
B the number of consumers who would purchase the product at each price
C the number of firms in the industry
D the guantity that each consumer would be willing and able 1o buy at each price
June 2006/Q5
39,

The market demand for a product is made up of the demand from three firms. X.YandZ
The table shows the demand from each firm and the market supply.

price $ ' demand from X | demand from Y | gemand fromZ | market supply
7 3300 | 2300 ‘ 3300 3300
5 3100 | 2800 | 3100 6200
9 2600 1| 2500 ‘ 2600 f, 8200 |
10 | 2800 | 2100 | 2700 | 10000 |
What is the equilibrium price in the market?
A $7 B %8 c $9 D $10

Nov 2006/Q5
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Unit 2 39

40, The following might influence the demand for a good.
Which would not cause a shift in the demand curve for the good?

A a change in the price of a complement
B a change in the price of a substitute
Cc a change in the price of the good itself
D a change in consumers' incomes ‘
Nov 2007/Qs
41. The demand for a product is affected by a number of influences.
What will cause a movement along its demand curve? |
A a rise in consumers’ income |
B a rise in the popularity of the product
o a rise in the population
. D arise in the price of the product
; June 2008/Q5
42. A change in the price of a good causes an increase in the guantity of the good demanded.
L What would be the nature of the good and the direction of price change for this to be certain to
happen? .
nature of good price change ,
A inferior fall “
B inferior rige “
C normal fal f
D normal rse
Nov 2008/Q5
43. What is not held constant when aggregating individual firriis’ suppiy Ciives to give the market
supply curve?
A the number of firms in the industry
i B the price of the product
Cc the prices of factors of production
! D the state of technology
8 June 2009/Q5
3 44, A change in market conditions causes a reduction in supply. This results in a higher price for the
¥ product, which has a downward-sloping demand curve.
b What must be the outcome of this higher price?

an increase in the factors employed in the industry
an increase in producer’s revenue

a reduction in the quantity demanded

a reduction in the demand for substitutes

CoOom>»

Nov 2009/P12/G4
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a5 The table gives the shom-run supply schedules of three frme XV and 7 which comprise an
industry

price guanttty supohed (u

s
(5 N -1
frm Yy Ferr v firm 7
L 100
z 150 5C
3 200 B 70
< 25' 15(C

5C 100

\’Vhluh 15 2 DO”'11 on the Shon -run SUDD“’ schedule of the indust '\,

A Z 30
B & 35(
C 45
D é 15¢C
June 2003/011
46, The diagrams show & change in demand from D to D and @ change in supply from Sy to S5
four different goods. Which diagram illustrates the good 1o wh

v uses have been found and
which receives an increase in government subsidy”

price

price - / \‘ pnce
SoNp
N D DI‘D
O o C
Quanuty Quantity

Nov 2003/Q11
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41 Demand, Supply & gq "”M

‘ ice is a substitute for potatoes. o -
ﬁggeﬁﬂ;a;g;e;asse in the supply of potatoes. what is likely to happen to the market for rice in ty

short run?

A Demand will decrease and the p_rice vs‘fill‘decrease.

B Demand will increase and the price \A.II”. increase.

C Supply will decrease and the pnce vynll mcre:zg.

D Supply will increase and the price will decrease. Now g

The diagram shows the market for new houses.

4

price

© quantity

What would cause the change in the market equilibrium position from X to Y?

ini ise in building costs
A a fall in income tax and a rise In _ . o
B a fall in interest rates and an increased efficiency in hOU.btr,"-SL.‘an!d!lng
C a fall in population and a rise in taxes on building materiais
ise i ildi idi fall in incomes
D a rise in building subsidies and a June 2005

The diagram shows the demand curve, DD;, and the supply curve, 854, for eye operations

S
of

price

number of operations

The operations are provided free.
Which statement is true?

The equilibrium price is zero.

The equilibrium price is P,

The equilibrium price is indeterminate, because the supply curve is vertical.
Consumer surplus from the operations is ODD;.

Dowm>»
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42 Demand, Supply & Equilibrium
50. In the diagram, Sy and D, are the initial supply and demand curves for tea and X is the original
equilibrium. There is then a failure in the coffee harvest of a major coffee producer.
Which point would represent the equilibrium position in the tea market as a result of this failure?
4
price
O quantity
Nov 2006/Q11
51. Goods X and Y are complements.
What will be the effect on the equilibrium price and quantity of good X of an increase in the supply
of good Y?
equilibrium { Him 11
price of X Guantity of X
A decrease decrease
B decrease increase
Cc increase decrease
D increase increase
June 2007/Q11, Nov 2000
52.

The number of passenger journeys per week by train on a certain route is shown by the demand
curve in the diagram.

4
. Vv
T
fare
" v d d
eman
0 R S >

number of journeys/week

Initially the fare is OP, but it is then reduced by PW.
Which area measures the amount spent on the extra journeys resulting from the lower fare?

A VUT B PWTV C VRST D
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43 Demand, Supply & Eq"”lbn,‘

The diagram shows demand and supply curves for petrol. The present equilibrium is at X
What could be the new equilibrium if there were a large fall in the price of cars?

price

0 quantity
June 2001, Nov 2008/Q11

What is generally considered to be one of the advantages of using the nrice mechanism as a
rationing device?

A It ensures that goods are allocated in accordance with the nerds of consumers.
B It ensures that suppliers cannot make excessive profits.
C No one can be prevented from consuming a good if they are witiing and able to pay the
market price.
D The allocation of goods is determined by consumers’ wealth.
Nov 2009/12/Q10

The demand curve in the diagram shows the relationship between the number of car journeys and
the cost of a car journey.

cost of a
car journey

D

O .
number of car journeys

What would cause the demand curve to shift to the left?

a reduction in car tax

a reduction in petrol prices

a re;iuction in public transport prices
the introduction of tolls on motorways

ooOw>»

Nov 2009/P12/a1!
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Unht 2 44 Demand, Supply & Equilibrium
56. A speci_ﬁc tax. i§ placed on the sale of botties of lemonade. In the diagram, SS is the supply curve

before imposition of the tax and S,S; is the supply curve after tax.

{u
Sl
D
W S
price L X
st/ 5
) T
S
O -
Which distance represents the specific tax on each bottle?
A uT B WT C WU D WX
June 2003/Q12
57. The diagram shows a market subject to a maximum grice.
JL -\'
price
maximum price
O -
quantity

What will happen if the maximum price is removed?

A There will be allocation by a queuing system._

B There will be allocation by government rationing.

c There will be allocation by seller's preference.

D There will be allocation by the price system.
58.

Nov 2006/Q12
The diagram represents a market for a good, in which the equilibrium price is OU.

supply
\x 2/

maximum
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" Demoand, Supply & Equm,,.

A maximum price of OV is imposed by law.

What effect does this have on consumer surplus?

A It decreases by area VXYU.
B It increases by area WXV.
Cc It increases by area XYZ.

D It is not affected.

Nov 2003/Q13, June 2007]Q1:

The diagram shows the demand curve and supply curve for a good on which the government
imposes a specific tax. What will be the result of this tax?

A S

price

S

quantity

Most of the incidence of the tax will fall on the producer.
The new demand curve will be parallel to DD.

The price will rise by the fuil amount of the tax.

The quantity bought will fall proportionately to the tax rate.

o0 w>

June 2008/Q12

Between 2006 and 2007, the price of skimmed milk powder on the world market rose from $1000
per tonne to $2400 per tonne.

Assuming that the market is a free market, what will result from the price change?

A Consumers will buy more complements to skimmed milk powder.

B Farmers will increase the size of their dairy herds to supply more milk.

Cc Firms processing milk into skimmed milk will switch to producing substitutes.
D Governments will introduce a system of rationing.

June 2009/012
Between 2006 and 2007, the price of skimmed milk powder on the world market rose from $1000
per tonne to $2400 per tonne.

Assuming that the market is a free market, what will result from the price change?

Consumer_s vyill buy more complements to skimmed milk powder.
Farmers will increase the size of their dairy herds to supply more milk.

Firms processing milk into skimmed milk will switch to producing substitutes.
Governments will introduce a system of rationing.

o0Ow>
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46 Demand, Supply & Equilibrium

For price to act as a rationing mechanism, the effect of a rising price must be to

A attract new firms into the market.
B generate additional profits for producers,
c

reduce the quantity demanded by some individuals.

D signal the need for a reallocation of resources.

June 2003/Q13

The managers decide to rely on the price mechanism to allocate parking spaces at the hospital
most effectively.

/ S

price
P \
ND
o ,
number of spaces
What is required in order for this to work?
A Alternative means of transport must be provided for those unable to afford price OP.
B A survey will be needed to find out the am r\u.* uaels are willing to pay.
Cc The capacity of the car park will need 1o b i
D The price charged for parking spaces muzl e CF
June 2006/Q13
What is not correct when price acts as a means 1o ailocaie rescurces?
A Price determines the supply of public goods.
B Price operates in the markets for both goods and factors of production.
C Price recognises consumers' ability to pay rather than consumers’ needs.
D Price signals to producers which goods are most profitable.
Nov 2006/Q13

In a free market in disequilibrium, which combination of price and quantity will lead to a fall in price
and a contraction in output to reach equilibrium?

A

P

A P1Qy B P1Qs c PaQq D PaQa
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47 Demand, Supply & Eq”’”bﬂu,,

Which government policy might limit the rationing function of the price mechanism?

the imposition of tariffs on imported consumer goods
the levy of indirect taxes at varying rates on different goods
the payment of subsidies to food producers
the setting of maximum prices for rented housing
June 2008/Q

ooOw>»

The diagram shows the average world price of coffee in US cents per pound weight (Ib) between

1997 and 2005.
The price of coffee, 1997 to 2005

150 ]
125 *r\\ * ;
N |

100
\’\

US cents/Ib 75 \ i

|

|

l

|
50 e

N

\
L

\ 3

‘ | i :

25 - N —

| o

{ | |

0 e
1997 2001 2005

year

Which event is consistent with the price behaviour shown in the specified time period?

A a continuous rise in the price of tea between 1997 and 2001

B the entry to the market of new producers of coffee between 1997 and 2001
c a series of good coffee harvests between 2001 and 2005

D increasing health worries about drinking coffee between 2001 and 2005

Nov 2008/Q13
What is correct about market supply?

Market supply can increase only when all individual firms increase their output.
Market supply is effective when consumers have sufficient income to buy the good.
Market supply is the result of aggregating the supply of all individual firms.
Market supply of an inferior good falls as price increases.

ocoOow>»

Nov 2007/Q7
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Unit2 48 Demand, Supply & Equilibrium

69. In the diagram S451 and S:8S; are the supply curves for an agricultural product in years 1 and 2

respectively. DD is the demand curve in years 1 and 2.
Ig Pyear 1 the government purchases an amount necessary to ensure that the price is at the level

price P

1
[
|
|
I
i
1

Y

guantity
If the price is to be held at OP in year 2, how much must the government buy?

A oy B XW c WY D XY

Nov 2003/Q17
70. Brazil and Colombia attempt to control the supply of coffee in the world market to help stabilize

their incomes.What condition is essential for this t¢ starilise their incomes effectively?

A There must be large firms in the industry.
B It must be possible to store the coffee and reicase stocks when necessary.
c Other countries must supply a significant percanlage of the total market.
D The demand for the product must be elastic.
June 2004/Q17
71. The diagram shows the market for spectacles. Initially the market equilibrium price is P, and

quantity Q3 is bought and sold.

'y

price Po |
PM /
D
O Q'I Q-_; O_‘ Q;: O5
quantity

The government then sets both a maximum spectacle price of Px and a minimum price of Py,.
What effect will these measures have on the market for spectacles?

A create a shortage of spectacles equal to Q41Qs
B create a surplus of spectacles equal to Q2Q4
Cc create a surplus of spectacles equal to Q3Q4
D

leave the quantity bought and sold unchanged
Nov 2004/Q17
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49
The diagram shows the market for wheat.

4 S

3N PRTRR N :

R T SRR >
price
. : : D
© X Y z
quantity

What quantity of wheat must the government buy if it wishes to raise the market price from P4 to

Py?

A oz B XY o XZ D YZ

June 2005/Q17, Nov 2009/P12/Q16

The diagram shows the original market clearing price is P4. The government then imposes a
maximum price of P, on the industry.

price

o quantity

What will result from this?

A a higher price and output
B a shortage

C a surplus

D

an unchanged price and output
Nov 2005/17
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Unit2 50 Demand, Supply & Equilibrium
74. The diagram illustrates a market for wheat The government sets a maximum price of OP
t s
P
price
D
L.
o -
quantity
What could cause the maximum price to have an impact on the market?
A an increased wheat harvest
B a fall in the price of rice
Cc an advertising campaign for bread
D an increase in subsidies to wheat farmers
June 2006/Q17, Nov 1998
75. The diagram shows the market demand and supely curves for an agricultural product. The
government allows the price paid by consumers ie be determinsd oy the market, but guarantees
producers a price of OP,.
y 1opty
P \ :
I - (A
y =
l
LW demand
|
|
@] quantity
Which area in the diagram represents the total subsidy payments made by the government to
producers?
A w+y+z
B y+z
c X
D X+y+2z
Nov 2006/Q17
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51 Demand, Supply g, Eq"”’bnq

The diagram shows the market for apples. A government maintains a minimum price P, by binng
apples.

price

0

guantity
Which area shows the amount of money the government has to spend to maintain the price P5?

A P.WYP, B P.VQ40 C P.WQ-0 D VWQ,Q4

Nov 2008/Q17

The government places a maximum price P1 on an agricultural product. Th=z supply and demand
conditions for this product are shown.

1 S
e
price
D
O —-

quantity
What will be the outcome in the market for this product?

There will be an equilibrium price and output.
There will be a surplus of the product.

There will be higher than expected profits.
There will be shortages of this product.

ooOow>»

Nov 2009/P12/Q17
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Unit 2 52 Demand, Supply & Equilibrium
78. In the diagram, S48, and DD represent the original supply and demand curves for an agricultural
product. Bad weather then reduces supply to S,S,.
The government does not allow the price to rise above OP;.
‘ D S,
S.
price
P, 5
S, |
S1
O Qo Q
quantily
How much of the product will the government have to supply from a buffer stock if demand is to be
met?
A OQ1 B Q1Q3 C Q1Q: D Q?QE
June 1996, June 2003/Q18, Nov 2010/P12/Q18
78. A government introduces a maximum price for house rentals (maxPh) and a minimum price for
cleaning services (minPc).
Which diagram shows that the maximum price will he #ffective sod the minimum price will be
ineffective in the respective markets?
ﬂ; A \ B
S N S
/
maxPh \ v minPe [ / -
price pnce {
‘ maxPh
minPc
/ AN o / N
— O v
O quantity quantity
| c D
S S
N /
maxPh = V4
minPc
price prce
maxPh
o D
0 uantit ] w
quantty O quantity

June 2005/Q18
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Unit 2 53 Demand, Supply & Equlllb,;,,“

80. A government intends to introduce a minimum price for rice, a maximum price for heating oil anq 5
tax on chewing gum.
Who, in each market, is meant to benefit from these policies?

{ { market for rice market for heating oil | market for chewing gum
A consumers government producers
B government producers government
c producers producers consumers
D producers consumers government
Nov 2006/Q18
81. The diagram shows the imposition of a maximum price (OM) on a product.

An organisation buys up the total supply at the maximum price and then resells it iliegally to gain
maximum revenue.

1 supply
5 T
u N\
price
M s \
demand
0 X Y
quantity
What is the organisation’s revenue? .
A OMVY B ORUX Cc ORWY D OSTX
June 2008/Q18
g2. The market price of an agricultural commodity was so low that the government fixed a minimum

price for it above the market equilibrium price. However, the government did not buy any of the
commodity itself. What would happen as a result?

A There would be an equilibrium in the market but the change in farmers’ incomes would be
uncertain.

B There would be a shortage on the market and farmers’ incomes would rise

C There would be a surplus on the market and farmers'’ incomes would fall '

D There would be a surplus on the market but the change in farmers’ incorﬁes

would be uncertain.
June 2009/P1/Q18
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Demand, Supply & Equilibrium

The diagram sf;ow_s the demand and supply curves for an agricultural commodity.
A govemment ecides to set a minimum price in the market of £3 per kilo to be maintained by
intervention purchases,

What would be the govemment's financial outlay on such intervention?

price A D 5
(£ per kile
4 -
O N S
2 e ____
!
1 e — e e o |
| __lh_r__
| D
| L
1 i | i N L
© 1 2 3 4 5 [3
auantity(kilos million)
A £6 million
B £10 million
C £12 miliion
D £18 million

June 1988, June 1991

In the diagram the initial equilibrium in a market for a gcod is given by the point X.
A government imposes a specific tax of $; per unit, and a new equilibrium is established at point F.
Which area measure the tax revenue obtained by the government?

N S
price
S

by

A P4P; FX
B P:P.FG
C P:KJG
D P.FJK

Nov 1991
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Unit 2 55 Demand, Supply & fqulll%

butter from rising above OP per tone, by drawip,

85. A govemnment decides to prevent the price of X )
from its stockpile and to prevent the price from failing below OP per tone by adding to its sto(;kpile’
as shown in the diagram. ”

If the original supply curve was USs, what will be the new market supply curve:
price t 5
per S1
tonne /
Q R

P1 T

P2 /v )

U —

o) tonnes of butter
UP,0T C P2.QRS D P2VRT
A UP2S, B ? June 1986, Nov 1991

86. Point X on the diagram shows the initial equilibrium point in which the government has imposed a

specific tax 10 cents per unit. N o '
The tax is then double to 20 cents per unit, shifting the equilibrium point from X to Y.

Government tax receipts change from.

S
% H H D
o) ~ — = >
90 100 quantity

Government tax receipts change from

A zero to $4.50.
B zero to $5.

Cc $5 to $10.

D $10to $18.

Nov 1993
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Unit 2 56 Demand, Supply & Equilibrium

87. The table shows the demand and supply schedule for a good before and after the imposition of a

tax.
Price $ Quantity Quantity supplied Quantity supplied
Demanded Before tax After tax
20 80 600 320
19 120 440 240
18 170 400 170
17 200 320 130
16 240 240 90
15 400 170 50
14 600 130 20
What was the amount of tax imposed?
A $1 B $2 C $3 D 34
Nov 1991
88. The diagram illustrates the effects of placing a specific tax to JM on good.
Which area represents total tax receipts?
price 4
X
Y
z
o) quantit?
A XJKY B XJLY c XIMZ D JKM
Nov 1994
89. In the diagram S is the original supply curve for books in Europea. On joining at trading

community, Europea is compelled to impose an ad valorem tax on books.

Which curve represents the new market supply curve for books?

. ‘b
price

0 quantity

utube.comimeg
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Unit 2 57 Demand, Supply & Equilibriy,

r an agricultural commodity.

90. The diagram shows the demand and supply curves fo )
p o ual to OP+ and pays producers the difference

The government sets a minimum guaranteed price eq
between the guaranteed price the market clearing price.

What will be the quantity supplied and the market clearing price?

b

price W S

= \

D
0] M1 - M2 quantity
Quantity Price I
A oM, op, |
B OMy oP, |
C OMz OP‘! _:
D ‘OM2 OP, 2
June 2000
91. The table demand and supply schedules forced peppers. The equilibrium price is initially 15 cents
per kg.
Price per | Amount demanded | Amount supplied
kg cents kg (thousands) kg (thousands)
30 11 22
25 12 19
20 13 17
15 15 18
10 17 13
5 | 20 11
The government pays a subsidy of 10 cents per kg to producers.
What will be the new equilibrium price charged to consumers?
A 20 cents B 15 cents c 10 cents D 5 cent-;o
Dec 1984, Nov 20
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Unit 2 58 Demand, Supply & Equilibrium
92. A specific tax is placed upon each bottle of perfume sold, In the diagram, SS is the supply curve
before tax, SiSi the supply curve after tax.
price ? Sy
S
R [roms-mmemeees .
Q fromee e
: :
A T
St R
0 = T >
Y Z i
quantity
Which area represents the revenue received by the government farm the tax?
A ORWY
B PQUT
c PRWT
D QRWU
Nov 2009/P12/Q8
93. The table shows the demand and supply schedules for a good before and after the imposition of a
tax.

What was the amount of the tax?

price quantity quah_ln_)'f‘s_l}pplund quantity suppled
($) demanded bofore tax after tax
20 340 440 380
19 340 430 340
18 340 410 290
17 340 380 230
16 340 340 160
15 340 290 80
14 340 230 0

A $1

B $2

c $3

D $4

Nov 2003/Q9
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Unit 2 59 Demand, Supply & fq.,,,,%

94. The diagram shows the market supply and demand curves for corn.
} o s
3

-] ISR W/ DU

price

o
x————-—..—.___
—
Of------4-_

output

What should a government do if it is to maintain a minimum price OP>?

A buy quantity KR
B boy quantity LR
Cc sell quantity KL
D sell quantity OL
June 2004/P3/Q15
95. The diagram shows the demand and supply curves of a commcetity befere and after a

specific tax is removed.

quantity
What is the tax per unit of output and what is the price after the removal of the tax?

tax per unit ,eﬁ{féf?? trhtg ?ax
A 6 6
B 6 8
c 4 6
) 4 8

Nov 1997, Nov 2005/013;“
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Unit 2 60 Demand, Supply & Equilibrium
96. The diagram shows the demand and supply curves for an agricultural commodity.
The government sets a minjmum guaranteed price equal OP and pays producers the difference
between the guaranteed price and the market clearing price.
Which area measures the cost of this scheme to the government?
© quantity
A utv+w B UHVHwWHx+y C VAW+X+Y D VHWHX+Y+Z
June 2002/Q13
97. The table shows the market supply for a raw material and the individual dernand of the three firms.
X, Y and Z, which are its only buyers.
price narket demand | demand | demang |
[ | supply byX | byY by Z |
(per kilo) | (000s) (000s) | (000s) (000s) |
7 30 13 27 20
8 40 12 25 18
9 50 " 23 16
10 60 10 20 15
What is the equilibrium market price of the raw material?
A 37 B $8 o $9 D $10
June 2010/P12/Q4
98. In 2008 the demand curve for new cars in the European Union shifted to the left.

Which change could have caused such a shift?

an increase in real disposable income
an increase in the cost of borrowing
an increase in the price of new cars
an increase in the price of train travel

oO0Omw>»

June 2010/P12/Q5
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61 Demand, Supply & fq,,m%

Worldwide, the film industry has increased its expenditure to over $1 billion each year on
successful anti-piracy measures which it finances by charges on DVD products.

How would this be shown in a demand and supply diagram of the market for legally produceq
DVDs?

demand curve | supply curve
A shifts left shifts left
B shifts left shifts right
c shifts right shifts left
D shifts right shifts right

June 2010/P12/Qg
In 2008 a disease killed a significant number of sheep used to produce wool.

How would the short-run effect be shown on a demand and supply diagram for wool?

a movement down the existing supply curve
a movement up the existing supply curve

a shift to the left of the supply curve

a shift to the right of the supply curve

oOow>»

June 2010/P12/Q9
The government imposes a maximum price of P, on a product.

0 QZ Q1 Q3

quantity
What will be the position after this action?

an equilibrium with price P, and quantity Q4

an equilibrium with price P, and a quantity between Q5 and Q3
an oversupply in the market by Q,Q5

a shortage in the market of Q,Q;

OOW>»

June 2010/P12/Q10
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Unit2 62 Demand, Supply & Equilibrium
402.  The diagram shows the demand and supply curves of a good.
A
S
price
J __________________________
D
0 guantity
The government sets a maximum price of OJ for the good.
How will this affect the consumers and producers of the good?
‘ l effect on consumers ]‘ affact on preducers ‘
e |
A All consumers will gain. & Producers will lose. ‘,
B All consumers will gain. | Pioducers will gain.
C | Some consumers will gain and some will fose. x Froducers will gain. |
D | Some consumers will gain and some will luse. _iMA Praducers will lose
June 2010/P12/Q17
103, What might shift an individual's demand curve for petrol to the left”?
A a fall in the price of parking
B a fall in the price of petrol
c a rise in the price of cars
D a rise in the price of public transport
Nov 2010/P12/Q5
104. The table shows the market demand for a product and the individual supply of the three firms X, Y
and Z in the industry.

What is the equilibrium market price?

A $40

markel supply supply supply 1
price demand by X by Y by Z
(000) (000) (000) (000)
40 60 50 10 20
30 70 41 11 18
20 80 34 10 16
10 90 30 9 11
B $30 Cc $20

outube.c

om/imegalecture

D

$10

Nov 2010/P12/Q9
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63 Demand, Supply & Equl[M

Unit 2

d that its profits had been reduced by price infla
ome. on
for its products?

105. Domino Pizza, the largest US pizza chain, said tha :
on ingredients and by a reduction in consumers’ disposable inc
How would these changes affect the demand and supply curvé

" demand supply
move to the left ;

move to the left

move to the left move to the right

move to the nght move to the left |

move to the right

o O m »

move to the right _

Nov 2010/P12/gy

the amount of consumer surplus that would occurina

106. Which area in the diagram represents
fiective maximum price?

market if a government enforced an e

4
supply
i
price g h
| ! K
maximum orise
demand
0 quantity
A fonly
B f+g+honly
c f+g+ionly
D f+g+h+i+j+k

Nov 201 o/p12/aft

107. The supply of an imported good is shown by curve S.
What will be the new supply curve if an ad valorem (percentage) tariff is imposed on the good?

price

quantity
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Unit 2 64 Demand, Supply & Equilibrium

108.  Rising demand for oil from China and other countri

es is leadi
world shortage of oil ng to concerns that there may be a

How should a change in the price of oil prevent such a shortage developing?

A Pr!ce should fall to reduce demand and encourage a search for more oil,
(B: Srlce should fall to reduce supply and encourage a reduction in fuel use.
D rnce should rise to reduce demand and encourage a search for alternative fuels,

Price should rise to reduce supply and encourage a switch to alternative fuels.

Nov 2010/P12/Q12

109. What is consistent with an individual demand curve that slopes down from left to right?
A As pripe falls, a person switches away from rival products towards the product,
B As price falls, a person's willingness and ability to buy the product will decline.
g As price rises, a person becomes less sensitive to price changes.

As price rises, a person's opportunity cost of purchasing the product falls.

June 2011/P12/Q4

110. The diagrams show changes in the market for a good.
1 2 3
4 4 5 A S
S < | 3
\,
\ \
N\ N
price price \\ N\ price
\\
\ N
p D p D
O guantity O gquantity O quantity

Which diagrams represent ‘a change in the quantity demanded'?

1and 2
1and 3
1 only
3 only

oOw>»

June 2011/P12/Q6
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Unit 2 65 Demand, Supply & sq.,,,%

1. In the diagram D and S are the demand and supply curves of a good.

t S s,
price
/ D -
O quantity
What could cause the supply curve to shift in the short run to S47?
A a change in consumer preferences
B a decrease in the price of a complementary good
o a fall in the cost of raw materials
D a government warning that consumption of the good can damage health
June 2011/P12/Q8
112. The diagram shows the demand and supply curves for a good.
quantity
The government fixed a maximum price of OP;.
What would this have achieved?
A the guarantee of supplies of 0Q,
B the market equilibrium of quantity OQ
c the need for a government subsidy of PP
D the rationing of the product for consumers to 0Q,
113 June 2011/P12/Q11

Global stocks of cod are currently under threat due to over
of the less popular Alaskan pollock.

How might the price mechanism operate to limit the depletion of fish stocks?

-fishing whilst there are plentiful supplies

The pr?ce of both cod and Alaskan pollock will fall.

The price of both cod and Alaskan pollock will rise.

The price of cod will fall whilst the price of Alaskan pollock will rise.
The price of cod will rise whilst the price of Alaskan poliock will fall.

ooOom>»

June 2011/P12/Q12
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Unit 2 66 Demand, Supply & Equilibrium

114. In the diagram S and S, are the su

\ : Pply curves for an agricultural product in years 1 and 2
respectively. D is the demand curv 9 procu y

einyears 1 and 2.

In year 1 the government purchased an amount necessary to ensure that the price was OP.

? S s,
(year 1) (year2)

price

0 WX Y 2 i
quantity
The price is held at OP in year 2.

How much more must the government buy in year 2 than it bought in year 1?

A WX
B XY
c XZ
D YZ
June 2011/P12/Q17
115. During a period of falling incomes in Germany in 2004, demand for jeweliery declined. There was,

however, a rise in demand for frozen foods.
How would the effect on the demand for the two products be illustrated?

jewellery frozen food
A a movement downwards a movement upwards
along the demand curve along the demand curve
B a movement upwards a shift to the right of
along the demand curve the demand curve
Cc a shift to the left of a shift to the right of
the demand curve the demand curve
D a shift to the right of a movement upwards
the demand curve along the demand curve

Nov 2011/P12/Q5
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5 Demand, Suppiy & Equmwm,,,

In a free market in disequilibrium, which combination of price and quantity will lead to a fall in pyi
and a contraction in output to reach equilibrium? ICe

quantity

A P1Q; B P1Qa C 30y D P3Qs

Nov 2011/P12/Q7
The table shows demand and supply schedules for red peppars. Tne equilibrium price is initially 15
cents per kg.

price per kg amount demanded | amount supplled—,
| cents kg (thousands) kg (thousands)
30 11 22 I
25 12 19
20 13 17 '
15 15 15 ‘
10 17 13
L S 20 11

The government Pays a subsidy of 10 cents per kg to producers.

A 5 cents
B 10 cents
c 15 cents
D 20 cents

Nov 2011/P12/Q9
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Unit2 68 Demand, Supply & Equilibrium

118.  The diagram shows the market for new houses.

4

price
O — -
quantity
What would cause the change in the market equilibrium position from X to Y?
A a fall in income tax and a rise in building costs
B a fall in interest rates and increased efficiency in house-building
c a fall in population and a rise in taxes on building materials
D a rise in building subsidies and a fall in incomes
Nov 2011/P12/Q10
118. When demand for a good falls, its price falls.
What is the function of the price fall?
A to eliminate shortages
B to reduce consumer surplus
c to send a signal to producers
D to stimulate a further fall in demand
Nov 2011/P12/Q12
120. The diagram shows the market demand and supply curves for rice.
4 S
10 p-------- xc----------- 5 l
price gl oD
(S) : : i
| | '\ ND
O 01 Q’/ QQ -

quantity
What would happen if a government imposed a maximum price of $107?

The government would need to supply Q4 to Q.
The quantity sold would be Q;.
The quantity sold would be Q..
The quantity sold would increase from Q2 to Q.

ooOowm»
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Unit 2 69 Demand, Supply & Equ’ﬂbﬂ,,m

121.  The diagram shows a demand curve for a good.

price

O quantity
Which statement describes the nature of this demand curve?

A A fall in price is the result of a fall in demand.
B A greater or smaller quantity is demanded as price Cchansesn,
Cc As demand increases so does price.
D uantity changes in proportion to the change in price.
Nov 2011/P11/Q5
122, How would an economist establish the market demand curve for a private good?
A by adding consumer surplus to total expenditure
B by combining individual demand curves horizontally
c by combining the price elasticity of individual demands
D by multiplying price by quantity demanded
Nov 2011/P11/Q6
123.  What could cause a shift in the supply curve of good X and a movement along its supply curve?
shift in the curve movement along the curve
A a change in consumer preferences an increase in the price of a substitute good
a decrease in factor productivity the imposition of a tax on good X
c an increase in the price of a an increase in factor productivity
complementary good
D an incre.ase in the wage rates a change in consumer preferences
in the industry I
11/Q7
Nov 2011/P
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unit2 70 Demand, Supply & Equilibrium
124 An industry is comprised of three firms, R, S and T which produce product X
price of X \ output of X
$ l firm R firm S firm T
36 ‘ 80 59 85 |
|
23 73 48 6 |
22 \ 52 0 68
B?’)?;’W much is a rise in the price of product X from $22 to $36 likely to increase the market supply
0
A 27 B 77 o 104 D 224
Nov 2011/P11/Q¢
125.  The diagram shows the effect on the market for rice of a change in government policy that causes
a shift in the supply curve from S to S:.
\.\ /S
\ e /S‘
\ 4
\ L f"/ ) S/
price Kp--m-=-mmee A e
A /
//‘ \\ll R
D -
O guantity
What does the area JKLM represent?
A the additional saving to importers of the removal of a tariff on rice
B the cost to the government of a subsidy to rice growers
C the increase in consumer surplus from the introduction of a maximum price for rice
D the loss in government revenue from the reduction in a lump sum tax on rice
, Nov 2011/P11/Q12
128, What must a government do to stabilise the price of an agricultural commodity?

] when demand exceeds supply when supply exceeds demand T
A | add the excess demand 1o a buffer stock | release an amount equal to the
excess supply from a buffer stock
B meet excess demand by running purchase the excess supply and
down a buffer stock add it to a buffer stock
c subsidise production impose a tax on consumers
D tax consumers of the commodity subsidise production

outube.c
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| Q T Ans. [Q | Ans. | Q |Aus. | Q | Ans. | Q | Ans. | Q | Ans. | Q m
| 1 Cc |20 D [39]| C 58 D [ 77 A [ 9 | B [115] ¢
| 2 A |21 D |[40] C | 59 A |78 B 97 ] C [116] p
| 3 A |21 A 41 ] D | 60 B [79] ¢ |9 | B [117] p
| 4 A 23] D [42] C | 6l B |8 [ D [ 99 | C |[118] A
| 5 | B [24] A |43 | B | 6 | C |8 | D 100 C J119] C
| 6 B (25| C |44 ]| C 3 D [8 ] D [ 101 ] A [120] ¢
| 7 [ B 26| A [45] B | 64 A [ 83| A 1102 D [121] B

§ | D [27] D 146 ] C [ 63 B [ 84 | D 105 C [122] B |

9 | A [28] D |47 | B 66 D [8 | D 104 B [123] D |

10 | B [29] A 48| A | 67 B |8 | D [105] A [124] ¢C

11 C [30] Cc [49[ B | 68 C [ 87 C [106] C [125] B

12 ] A |31 ¢ 150] ¢ | 69 D [ 8 | C 107 A [126] B

3] D [3] D |51 D | 7 B |8 | I | 108 | C

14| D [3| D |52] D | 7 D [ 90 | U 109 A

15| D [34| B 53| B | 7 C 1o ¢ TnolD

16 | D [35] A [354] C 73 D [ 92 C |11 ] C

17 | A [36] B [355] C | 74 cC 19| ¢ 2] B
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unlit3 72 Elasticity
1. If the price elasticity of demand for a commodity is unity, an increase in its price will
A increase marginal revenue.
B Increase total expenditure on the commodity.
C leave the quantity purchased unchanged.
D decrease the quantity purchased.
Nov 1990
2. A spepiﬁc tax of 30c per unit on a commodity produced in a perfectly competitive industry causes,
the price paid by consumers to rise by 30c.
If it is known that the demand curve is downward sloping, then this industry is characterized by
A decreasing costs.
B increasing costs.
C a perfectly inelastic supply curve.
D a perfectly elastic supply curve.
Nov 1990
3. The diagram shows the demand for an agricultural crop togather with the crop vyields in five
successive years.
In year |, the government introduced a buffer stock scheme 1o mainiain constant price of $50 per
tone. What was the maximum size of its buffer stock?
4
price per
tonne 570 . S: St ST 82 &
60 -
50
40
30
20 -
10
T Y T
© 1 2 3 4 5 & 71 8
tonnes per year (millions)
A 1 million tones B 2 milliontones C 3 miliontones D 5 million tonnes
Nov 1990
4.

If the cross-elasticity of demand for coffee resulting from changes in the price of tea is %, what will
be the percentage change in demand for coffee if the price of tea rises from 20c to 22c per kilo?

A 6.6% B 7.5% Cc 10.0% D 12.5%
Nov-1990
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In the diagram, D1Dy and DD, are two demanded curves

price
D2
D1
M
D2
N
D1
o) quantity )
Which of the following statements is correct?
A D2D- is more elastic that D1D+ at point M.
B D2D; is more elastic than D1D+ at point N.
(o The elasticity of demand is the same on both curves at point N.
D The elasticity of demand increases on moving doewn both curves.
June 199

An excise duty imposed on a single commodity falls entirely uson the consumer if the

A supply curve is perfectly elastic.
B demand curve is perfectly elastic.
c demand curve is of unitary elasticity.
D supply curve is of unitary elasticity.
Nov 1987, Nov 1982,Nov 1996,June 1991

The supply function for a good can be written as Q=2p+10, where Q is the quantity supplied in kilos
and P is the price per kilo in pounds.

The price rises from £10 to £15 per kilo. The value of price elasticity of supply for this price
increase lies in a range from
D ? to1

to 8
June 1 991

o

o lw
N
w o
Bl w

A to B to

[« Y
L =Y

A government purchasing agency buys the first 1 million of wheal farmers at a guaranteed pricé

tones ar!d quantities above this at 50% of the guaranteed price.
Which diagram represents the total revenue of farmers in this situation?

A B c D

total revenue
|

total revenue

total revenue

total revenue

‘; T > ¢ | T —_—
wheat 1 wheat ,  wheat wheat
(m tonnes) (m tonnes) (m tonnes) . (m tonnes,

—_
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Unit 3 74 Elasticity
g What is the formula for the cross-elasticity of demand of good Y with respect to good X?
% change in price of good X
A % change in price of good Y
5 % change in price of good X
% change in quantity demanded of goodY
c % change in quantity demanded for good X
% change in quantity demanded of good Y
D % change in quantity demanded of good Y
% change in price of good X
Nov-1991
10. An increase in the supply of wool would not lead to a change in the price of wool if the demand for
A lamb were perfectly price elastic.
B lamb were perfectly price inelastic.
c wool were perfectly price elastic.
D wool were perfectly price inelastic.
June 1992
11. Which curve on the diagram represents ibe constant unitary elasticity of demand?
4:
price
(o
June 1992
12. The price elasticity of demand for a product unity for all price changes
What would be the effect of an increase in price?
A an equal proportionate decrease in the amount demanded
B an equal proportionate decrease in the price of substitute products
C a decrease in the percentage of total income spent on the product
D no change in the amount of the product demanded
Nov 1992
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The diagram shows a supply curve. |
Which statement describes the price elasticity of supply along this curve?

A

L

Price
S

el

0 Quantity
It is constant and greater than unity at all quantities.
It is constant and Iess than unity at all quantities.
It is equal to unity at all quantities.
It is diminishes as quantity increases.

oow>»

June 1985, June 1993
The price elasticity of demand for a commodity is 0.5. The price ¢f the commodity is initially $5 and

the initial quantity sold is 100.
By how much would the price have to be reduced to increase sales by 20 units?

A $0.50 B $1.00 C B2 a0 D $2.50
Nov 1993

The supply of a particular product will be more inelastic

A the longer it takes to produce the good.

B the longer the good can be stored.

C the greater the number of firms in the industry.

D the greater the amount of spare capacity in the industry.

Nov 1993
Which of the following groups would be expected to have the highest price elasticity of demand for
rail travel?

A air travellers using a rail link from a city centre to an international airport
B business executives

C commuters working in central business districts of major cities

D students returning home for the weekend

June 1994
The table shows the income and cross-elasticities of demand for two commodities, X and Y.

income elasticity cross-elasticity in relation to
each other
Commodity X +0.5 105 —
Commodity y 0 +05

Income rises by 10% and the price of Y falls by 10%.
If the price of X remains unchanged, what will happen to the quantity of X demanded?

A It will fall by 10%. B It will remain the same.
c It will rise by 10%. D It will rise by 20%.
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76 Elasticity

The diagram shows a supply curve for four products.

Which product has unitary elasticity of supply?

{\
B c

price

I]
|
1]
o

o quantity supplied

Nov 1994

The price elasticity of demand for a good is unity. What will increase as a result of a reduction in
the price of the good?

expenditure on the good
expenditure on substitutes
marginal revenue

guantity demanded

ooOomw>

June 1995

In which circumstances will an indirect tax fail entirely upon the producers of a commodity?

when the demand curve is perfectly inelastic.

when the elasticity of demand is unity at all points on the demand curve.
when the elasticity of supply is unity at all points on the supply curve.
when the supply curve is perfectly inelasticity.

oOw>r

June 1995, Nov 1999, June 2002/Q15

Which diagram shows a supply schedule with an elasticity of supply equal to unity?

T A 4 B 1L c ‘ D
3 g s g H
T I o a S
S
/s
0 Quantity > o Quantity . © Quantity © Quantity

June 1980,Nov 1992, June 1995
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77 Elamw

ard-sloping straight line along which a change jp

of 200 units.

The demand curve for a commodity is a downw:
y of demand is equal to -1, what are Pricg

i i i i antity
price of 1 penny is accompanied by a change In quanticy.
At the point on the demand curve where the price elasticit

and quantity?

. Quantity
Price g
(units)
(pe1"5°e) 7000
A 20 6000
s 25 5000
g 30 4000 B

June 1983,June 1991,June 1995

The diagram shows the demand and supply curves for cars.
A

o)

Which area represents the producer surplus?

B abp Cc pbc D abc
Nov 1996

For which pair of commodities are the cross price elasticities of demand most likely to be negative?
A cinema tickets and videos.
B first and second class rail tickets.
o petrol and cars.
D salt and sugar.
Nov 1996

A cbgo

In 1992 it was estimated that bread had an income elasticity of -0.04.
What can be concluded about bread from this information?

A It is a Giffen good.
B It is an inferior good.
c It has many complements.
D It has many substitutes.
Nov 1996
When is the price elasticity of demand for a good likely to be high?
A When expenditure on the good is a small part of total expenditure
B When the good has few uses
Cc When the good is habit-forming
D When there are many substitutes for the good

Dec 1985, June 1997
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78 Elasticlty

The diagram shows a firm's demand curve.
Wt:at tczjam be deduced from the demand curve about the firm's total revenue as it increases its
output”

A

price

D -
0 quantity .

A It will rise continuously.
B It will fall continuously.
Cc It will rise initially then fall.
D It will fall initially then rise.
) Dec 1981, June 1997
28. The diagram shows an industry’s supply curve.
What can be deduced about the elasticity of supply as output increases?
A
S
price
0 quantity%’
A It is elastic throughout.
B It is inelastic throughout.
c It is elastic initially, then becomes inelastic.
D It is inelastic initially, then becomes elastic.
B _ Nov 1997
29, Initial sales of two newspapers, The Daily Informer and The Moon, are 300000 and 250000
respectively.
The Daily Informer raises its price from 25 pence to 30 pence with The Moon'’s price unchanged at
26 pence. As a result, sales of The Moon rise to 280 000.
In which range does the cross-elasticity of demand between the two papers lie?
A 0.0-0.29
B 0.3-0.49
C 0.5-0.69
D 0.7-0.89
i utube.com/megalec
g
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It was estimated in 1998 that milk has an income elasticity of demand of -0.6,

What can be concluded about milk from his information?

It accounts for only a smart proportion of household expenditure.

A

B It has very few substitutes.

(o} Household expenditure on milk will increase if the price of milk increases
s .

It is an inferior good.
June 2002107, 18y,
In the diagram the rectangular hyperbola DD, represents the demand curve for g °°mm0dity
4r D

price

D

>

quantity o

What can be deduced from the diagram?

An increase in the quantity supplied censuses a fal |
( _ all in tota
Marginal revenue is equal to zero. revenue.
The price elasticity of demand decreases as w
_ € move down the ¢
Total expenditure on the commodity decrease as the price falls IS s

Oow>»

June 1998

I he diagra”l ShOWS the relationShi n i a m
M'I . I p betwee total ex n fitiara oy Y & i | |
i tat £ rect’ PEnRiiira G aco mOdlty and its price.

|

total
expenditure

total expenditure

0 = —>
price

:,f-t:lz :zcc::gme elasticity of demand for the commaodity is unity.
The pri emel' elas_’nmty of demand for the commodity is zero.
The price e astgc!ty of demand for the commodity is unity.
price elasticity of demand for the commodity is zero. Nov 1998
ov

oOOm>»
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Ly Elasticity

A fall in the price of cameras causes the demand .
gemand between cameras and films ig .2 1 it e b 205 Tne cross- fasly
Which change in camera prices has brought this about?

from { To

A $60 | $50

8 $55 l $45

c $50 ’ $45

. D $50 | $40

' ion i June-2002/Q9, Nov-1998
The information in the table relates to an individual's demand for good X.

[ price of X Individual’s money Individual’s expenditure
(cents) Income onX
(3) ($)
S0 | 100 5.00
60 | 105 ] 4.20

Given that the individual's demand for X is price inelastic, what can be deduced from the table
about good X?

A It is a Giffen good.
B It is an inferior good.
Cc It is 2 normal good.
D it is a superior good.

Nov 1998
A manufacturer progressively reduces the price of his product in an attempt to increase total
revenue.

The table shows the outcome of this policy.
What is the price elasticity of demand for the product?

Price ($) | Total revenne000’s ($) \
10 - R
9 ; /50
8 i 90 ]
A perfectly inelastic B relatively inelastic
c perfectly elastic o unitary elastic
Nov 1998
Total expenditure on good X rises if its price falls, but decreases if income falls.
What can be concluded from this information”
price elasticity of income elasticity of W
demand for good X demand for good X
A Elastic Negative
B Elastic Positive
C Inelastic Negative
D Inelastic Positive
June 1999
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37 & product is an mfenor good with no ciose substitutes. It is also a complement to product S,
Which product maiches the descnobon of this product? _ Tastici
price elasticity income elasticity | Crossé d'ty
Product of demand of demand of deman
A 2 +2 5 + 7
- 4" { “ !’
B -2 > | ‘ |
= l
-1 -_: -1
D Z 2 |
_ ' Nov 193¢
3e. The demanded for 2 commodity is perfecily elastic. A firm producing this commodity currently sells
100 units 2t 85 each. _ ) A
VWnzt will be the revenue obizined by the firm. if it increase its price to S 67
A z210 B S 450 C S 500 D $600
December 1880, Nov 2000
39. The table shows change in 2 consumer's expenditure on various goods when his income increases
from $20 000 1o $24 000.
- income § 20.000 income § 24, 000 |
| Amount spant | Amourt spent B
Gond l On good {S) ! On gued ($) |
w . 100 | 95 ,
X I 100 00 1
f Y [ 200 s Z24
Lz | 200 | 248
fssuming all else remains unchanged, for which of these goods is the consumer's income elasticity
of demand greater then 1.07
A W only. B Zonly.
c W and Z only. D W, Y and Z only
. . Nov 2000
40. Th? price elagucny of demand for a product' is constant and equal to unity.
Which curve in the diagram shows the relationship between total expenditure on the product and its
price? P
A
total ’ A
expenditure B
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unit 3

in the diagram DD is the demand curve for an agricultural commodity, S1, is the supply curve n

4. period 1 and S: is the supply curve in period 2. The broken curve is a rectangular hyperbola.

The government operates a buffer stock scheme fixing the price at OP 4 in period 1 and OP2in
period 2. How do output and farm revenue in period 2 compare with period 17

\ S1
price T :

P2

© quantity
Output \ Farm revenue J
A higher \ same 1.
B higher \ higher 4\
C lower J higher J
D lower \ same 4\

Nov 1992, June 2001
42. A theatre increase the price of its tickets from 35 ¢ $10. As a result, its total receipts increase from

$2500 to $ 4000. » _
Within what range does the price elasticity of dermiand for theaire tickets lie?

A 0.2t0 0.5 B 06t 075
C 08101.0 D 121025
Nov 2001

43, In which of the following situations is the demand for a product said to be price elastic?

A The quantity demanded responds to a change in price.

B An increase in price brings about a decrease in the quantity demanded.

c An increase in price induces consumers to spend more on the product.

D A decrease in price brings about an increase in revenue.
4 June 1982,Nov 1995,Nov 2001

A firm’s elasticity of supply is 0.5. At the original market price of $10 the quantity supplied by the
firm is 500 units.

The market price hen rises to $11.
What will be the firm’s revenue after the rise in the price?

A $5000 B $5250 c $5500 D $5775

, June 1994, Nov 2001
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Unit 3 83 Hm&M

45, In the diagram area OP4M;Q; is equal to area OP2M2Q2

What is the value of the price elasticity of demand if the price is halved from P4 to P;?

&

price

Pq pees

P2

D

0 a1 Q2 quantity

zero
0.5

1
Infinity

ooOow>»

June 2002/Qs
46 In the diagram OS¢ and OS; are two straight-line supply curves.

4

Price

S1

Quantityﬁ

As price increase the elasticity of supply

decreases along both OS; and 0S.,.
increases less rapidly along OS; than along OS,.

increase more rapidly along OS; than along OS..
is constant along both 0S; and 0S,.

OO w>»

13
Nov 1999, June 2002/Q12, Nov 2010/P12/0
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Elasticity

o) 5 ,
Q. Qs quantity
Which area measures the resulting deadweight loss?
A P4P2JK
" B JKQQ, c JKM D JKN
. Th , , ’ June 2003/P3/Q15
48 e diagram shows the relationship between a firm s total revenue and the quantity of goods sold.
4
revenue \
N
\ TR
0 Quantity
What is the price elasticity of demand for the good?
A Zero B between zero and one
c one D between one and infinity
Dec 1980, Nov 1995,Nov 2003/P3/Q13
49,

A silversmith sells 100 sets of carryings per week at a price of $5. As a direct result of a price
inc;rease to $6, the total revenue from sales rises by 8%?7?

Within which range does price elasticity of demand lie?

under 0.4

greater then 0.4 and less than 0.8

greater then 0.8 and less than 1.2
over 1.2

ooOwo>»
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50, The diagram below shows the demand and supply curve for 8 commodity.

m?
)

o |

> . 2 ) NN Y oo 2 &' r "
Given that the market s in equilibnum. the shaded arez PXY represents.

A consumer's sumius.
B progucer's surplus.
C SCONOMIC rent. .
D Quasirent.
51. The diagram shows the damanad cunve for 2 produc:.
If the rectangie OLMIN is squa! to arez 10 the rectangie OPQR. which statement is comract?

e} L ] quantity

Total revenue falls by MSQ if the pnice rises from OR to ON.

Consumer surplus fal! by RSMN if the price rises from OR to ON.

The price elasticity of demand is unitary for ali changes in price.

A nse in price from OR 10 ON results in the same proportionate fall in quantity
demanded.

oOw>»

June 1990, June 2004/Q6, Nov 2008/Q7
52. What is most likely to make the demand for Good X inelastic?

Good X is a luxury good.

Good X is habit-forming.

The proporiion of income spent on Good X is very high.
There are a large number of substitutes for Good X.

OOm>»
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Unit 3 86 Elasticity

53. A fall in the price of cars causes the demand for petrol to rise by 20 %. The cross-elasticity of
demand between cars and petrol is 2.

Which change in car prices has brought this about?

from to
A 36000. $5000
B $5500 $4500
C $5000 $4500
D ___ 55000 $4000
Nov 2007/Q6
54, The table shows the demand for tickets for a concert.
price of tickets quantity
$ demanded
20 6000 |
30 5000
40 4000
50 3000
The capacity of the concert hall is 6000.
What price should be charged to maximise total revenue?
A $20 B $30 c 340 D $50

June 2009/P1/Q6

55. The table gives estimates of own-price and cross-price elasticities of demand for tea and instant

coffee.

Other things being equal, what would be the change in the quantity of instant coffee demanded as
a result of a 1% decrease in the price of tea?

elasticity with respect to the price of
commodity tea instant coffee
tea =0.48 +0.11
instant cofiee +0.13 -0.67
A -0.13% B -0.11% c +0.11% D +0.13%
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56. The demand for a commodity has unitary price elasticity.
Which diagram shows the relationship between total expenditure on the commodity and itg ..
. s pflce?
A B
4 y\
total total
expenditure expenditure
o price o price
c D
AP A
total total
expenditure expenditure
o) price O price

June 2010/P12/Q7, Nov 2004/Q7

57. The market for tractors is supplied by two firms, X and Y. each initially having 50% of the market.

A 10% increase in the price of tractors leads to an increase in output irom firm X of 10% and from
firm Y of 20%.

What is the price elasticity of supply of tractors in this market?

A 1 B 1.5 C 2 D 3
June 2005/Q7

58. Over the last ten years the price elasticity of demand for tea in many countries has risen.

What is the most likely cause of this change in price elasticity?

A a decrease in the incomes of consumers

B a decrease in the number of complements to tea

Cc an increase in the number of substitutes for tea 7

D an increase in the supply of tea Nov-2005/Q
59. The price elasticity of demand for good X is 1. At a price of $12, quantity demanded is 4000 unfts

What will be the price when the quantity demanded is 20 000 units?

D $20.00

A $2.00 B $2.40 c $2.66
00, June 200607

June 1987, Dec 1989, June 20
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\ go? 88 Elasticity
From the table below. in which price range is demand for product X inelastic?
product X

—‘\—

] \‘
price

S quantity demanded

— =
12 250
1 450
10 500
o 600

L & 650

A $12-11 B $11-10 c $10-9 D $9-8

61.

62.

. . Nov 2006/Q7
A businessman had intended to borrow $5000 at 8 % per year for house purchase. When the
interest rate rose to 10 % he decided to borrow only $4000.

Within what range is his interest elasticity of demand for loans?

A 0.0to-0.3
B -04to-0.7
C =0.8to=1.2
D -1.3t0-1.7

' . June 2007/Q7
A good has unitary price elasticity of demand and at a price of $25 it sells 100 000 units.

Which price must the firm charge if it wants o sali 125 000 units of the good?

A $22 B QA0 ¢ $18 D $15
June 2008/Q7

The table gives estimates of own-price and cross-price elasticities of demand for tea and instant
coffee.

Other things being equal, what would be the change in the quantity of instant coffee demanded as
aresult of a 1% increase in the price of tea?

, elasticity with respect to the price of
| commodity ’ tea instant coffee

tea -0.48 +0.11

instant coffee +0.13 ] —0.67
A -0.13%
B -0.11%
c +0.11%
D +0.13%

Nov 2003/Q7
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and for four goods and services.

ice elasticity of dem
The table shows the pnce y ould the total expendityrg

If the price of each item increased by 1%, for which of these items w

increase?
Price elasticity
motor cycles 1.6
telephone calls 1.0
football tickets 0.3
light bulbs 0.0
A football tickets only
B motor cycles only
C football tickets and light bulbs
D motor cycles and telephone calls

Nov 2009/12/q

Two goods, X and Y, are complementary goods. Column T1 of the table shows the market Situation
at time period i and column T2 shows the situation following an increase in the price of good Y.

T1 T2 1
price of good X 10 10 T
quantity demanded 50 40
price of good Y 20 30
quantity demanded 80 60
The value of the cross elasticity of demand for good X lies between
A -1.7and -2.6
B -0.8and -1.3
c -0.3and-0.8
D +0.3 and +0.6

_ Nov 2009/P-12/Q.7
The diagram shows the demand curve for commodity X.

t

price

D
(o] —>
quantity

Which of the following statements is correct?

g;nand is less ela_stic at higher prices then at lower prices.

s sur|r1er'e?(pend|ture on the commodity always rises whenever price falls.
ice e ast!c!ty of demand is different at every price.

Price elasticity of demand eguals ope at e price

oom>»
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\ 0 Elosticity

In 2002 it was_ proposed that car
1L Fares On public transport would g|
public transport and that congestio

owners should pay a charge travel into the centre of London.

SO be reduced. |t
o vasih made of
N would decrease. oped that more use would be

What price elasticities of demand woulq be necessary for this policy to succeed?

" Price elasticity of demarng T 5=
tor travetlyb g::'land Price elasticity of demand for travel j
- b H
A elastic L pUblE';:ZnsP ort J
| = |
B elasti
— - ‘i\_ Inelastic J
Cc Inelastic = Elastic J
D inelastic i Inelastic J
i i : June 2004/Q9
68. The diagram shows four different straight line supply curves.
What can be concluded from the diagram?
F'y s, S
|
‘ S.
|
| | S.
price
O guantity
A Sq has unitary elasticity.
B S, has zero elasticity.
C S; has a constant elasticity.
D S. has infinite elasticity.
Nov 2004/Q9
69. When demand for a good increases, equilibrium price stays the same.

What is its elasticity of supply?

A -1

B zero

C +1

D infinite

June 2006/Q9
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: odels of car.
70. The table gives information about the market for two m
ticity of demand with
number of cars sold | cross elas _
model per week respect to the price of petrol
-0.25
1200 cc 10 000 .
2000 cc so0 | P80
If the prices of the cars remain unchanged, but the price of petrol increases by 100 %, what will e
the effect on the number of cars sold per week?
A increase by 5000
B no change
c decrease by 5000
D decrease by 15 000
June 2007/Qg
71. The government imposes a sales tax to reduce consumption of good X.
With which combination of price elasticity of demand and price elasticity of supply will this have the
greatest effect?
A elastic demand and elastic supply
B elastic demand and inelastic supply
c inelastic demand and elastic supply
D inelastic demand and inelastic supply
Nov 2007/Q9
72. What would increase the price elasticity of supply of a firm’s products?
A a decrease in the period of time that stocks can be kept
B a decrease in the time that it takes to produce the products
(o an increase in the cost of capital goods employed by the firm
D an increase in the level of employment in the area
June 2008/Q9
73. in the UK, attempts to encourage people to change from road to rail travel by the introduction ofa
system of road pricing were forecast to fail because ‘people like using their cars to0 much’.

How would this forecast be explained?

The price elasticity of demand for cars is high.
The price elasticity of demand for petrol is high.
The price elasticity of demand for rail travel is low.
The price elasticity of demand for car travel is low.
June 2009//Q8
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74 Elasticity

The table gives estimates of the price eiasticities and cross-elasticities of demand for bus and rail
ravel.

'| elasticity with respect to
service | price of: |
! bus travel | rail travel |
bus travel | 037 | +0.13 |
___ rail travel | +0.16 | -0.43

What would be the change in the volume of rail trave! resulting from a 1% increase in bus fares?

A an increase of 0.16 % B

) an increase of 0.43 %
c a reduction of 0.13 % D

a reduction of .37 %

June 2004/Q10, June 2011/P12/Q10
The table refers to exoonts of sugar from Jamaica in 1998 and 2000.

| 1 Exports of sugar | Exports earnings from |
’_ 1 (tonnes) . sugar (USS millions)
| 1998 | 177522 | 95.7¢
| 2000 | 180481 | 83.8 B
What can be deduced from the data?
A The demand for sugar is price-elastic.
B The income elasticity of demand for sugar is negative.
C The price of sugar in USS fell between 1998 and 2000.
D The supply of sugar is price-elastic.
Nov 2004/Q10
The diagram shows the suapiy and demand curves for a product.
4 S
Price
LT
!
D
0 Quantity i

The government imposes an indirect tax on the product.

What will be the outcome of this for the producers’ revenue and the incidence of the
tax burden?

effect on revenue | main incidence of tax
A fall consumer
B fall producer
c rise consumer
D rise producer

June 2005/Q10
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The table shows changes in a consumer's expenditure on various goods when his ine

77.

increases from $20 000 to $24 000.
‘ | mcome ncome
f | 820000 ‘ 524 000:
| 990C | amountspent | amount spent
' | ongooc on good
1 ($) ’3)
j w | 100 96
Lo 100 100
| | (
Y | 200 224
z | 20 248
Assuming all else remains unchanged, for which goods is the consumer's income elasticity o
demand greater than 1.0?
A W only B Zonly C Wand Z only D wy ang;
78. The table shows the maximum price a consumer would be willing to pay for successive cans of
fruit juice,
L cans j first f second | third fourth fifth
[ f |
Lpices) | 12 | 10 | & . 3
The price of a can of fruit juice is $4 and. having bought three cans. the consumer decides to buy 2
fourth. ‘
How does buying the fourth can affect his consumer surplus?
A It leaves it unchanged. B It lowers it by 2.
c It raises it by $4. D It raises it by 324,
' Nov 2009/12/Qs
79. The diagram shows a consumer’s short-run and long-run demand Cliives for coconuts. Initially, the
consumer purchases quantity Qo at price Pg.
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Elastiolty

If the price of coconuts increas
(ong-1un response, 1 the pyiee zz;::m Po. the consumer's short-run response is greater than his

Fun response. ases from Py his short-run response Is smaller than his long
What is the consumer's short-run demand curve?
A VYW
B . vz o XYZ D XYW

The diagram shows the demand for and supply of a product, duné 2002/5,Nov 2010/26

4 D

price
S
O ——
quantity

What can be deduced about the product?

A It has infinite price elasticity of demand.

B It has no substitutes.

o It is an inferior good.

D It takes a large proportion of consumer income.

. . Nov 2003/Q5, Nov 2010/P12/Q6
A government wishes to impose a tax on a good so that the consumer and not the producer pays

most of the tax increase.
Which type of elasticity would best achieve this zin?

A high price elasticity of supply

B low price elasticity of supply

C unitary price elasticity of supply

D perfectly inelastic price elasticity of supply

Nov 2009/12/Q5
The table shows a consumer's expenditure on a range of goods at different levels of income.

For which good does the consumer have an income elasticity of demand greater than zero, but less
than one?

consumer's income (~S) B
40 50 100
good consumer's expenditure ($)
A 10 18 40
B 10 1 20
C 10 10 10
D 10 8 6
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"'m,’
Assume the price elasticity of demand for best-quality French wine is zero.
What would be the effect in New Zealand if the New Zealand government imposed 5 tarifs
wine? on Sty
A The price of the wine would rise by an amount less than the tariff.
B Demand for the wine would fall.
(o Expenditure on the wine would rise.
D Sales of the wine would cease.
June 2006/Q11, Noy 2019 Piy,
@
Which of the supply curves shown in the diagram has unitary price elasticity?
t A B
/ C
price /
D
© quantity S
. . c.. June 20
In the diagram, S, is the original supply curve and D s the original demand curve. -
4
w
price
0 M N quantity —
If supply shi i .
Pply shifts to S,, which area represents the change in consumer surplus?
A PQVT
B PQW c PRVT D VW

June 2006/Q12
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96 Elasticity

The diagram shows the demand and supply curves for a product.

4

price Wh oo oo oS ,
1
1
\Y : D
|
@] 7 *
guantity

Which area measures the total amount consumers would be willing to pay for the equilibrium leve!
of output?

A owyZ B OXYZ c ovYz D XYV

June 2004/Q13
What is necessary for consumer surplus to be zero?

A Demand is perfectly inelastic.
B Demand is perfectly elastic.
o Supply is perfectly inelastic.
D Supply is perfectly elastic.
June 2005/G13, Nov 2011/P11/Q13
In 2003, some tobacco companies in the US wanted to raise prices but & spokesman said the

tobacco industry was no longer in a position where it could increase reveri
What might be concluded from this statement?

oy iaising prices.

A The price elasticity of demand for tobacco is lower than it used o be.

B The price elasticity of demand for tobacco is likely to be greater than unity.
c The price of tobacco is too low.

D The profit of tobacco growers does not depend on the price system.

June 2007/Q13
The table gives an individual's demand for four goods at two income levels.

Over this range of income, for which good does the individual have an income elasticity of demand
=1?

units of goods demanded
income level
A B Cc - D
$1000 50 50 S0 50
$1100 50 55 60 100

June 2003/Q8
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The cross-elasticity of demand between two goods will be higher

e difference in price between the two goods.

A the greater th

B the greater the income elasticities of demand for the two goods.
C the greater the price elasticities of demand for the two goods.

D the more they are regarded as similar by consumers.

, Nov 3
The diagram shows how the quantity demanded of_four goods changes as income Cmm%s'()lwqe
Which good has an income elasticity of demand which is always +17?

3
4 A B c

income

S~

(o] guantity of good

June 2005/Q8

The price of Good X rises by 20 %. As a result, the demand for a substitute Good Y rises by 10 %
What is the cross-elasticity of demand for Good Y with respect tc Good X? '

A +2 B +0.5 c -0.5 D -2

_ _ _ _ . Nov 2005/Q8
The diagrams show possible relationships between income and ity quantity of a good purchased.
Which diagram shows an inferior good?

A B
450 4
income income
O quantity O quantty
purchased purchased
c D
$ ¢
income income
o quantity O quantity i
purchased rchased
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Y e Elasticity

uct R is an inferior good wi
u prod 800d with no cloge Substitutes. It is also a complement to product S

Which describes product R?
:7 iNcome elasticity of demand | COSS elasticity of demand i
. ——— | withrespectto product S
A negative o |
| | positive ’
| B l‘ positive negative |
C negati ) |
X 'l 9"?“'”9 negative
Positive positive |

June 2003/Q10, Nov 2006/Q8

g5, A manufacturer's ability to increase supply in the short run will be greater

A if labour is immobile.

B if the product is perishable.
c if there is spare capacity.
D if unempioyment is iow.

June 2007/Q8

96. The 1able shows how an individual's consumption of cola and nuts varies with income
iﬂCf_JTe (S cola (cams) | nuts (packets) {
50 z ! 0 :
100 4 | ’ |
Which statement about incon= zizsticity of demand over the range of income shown is true?
A For cola it is less than 1.
B For cola it is greater than 1.
c For nuts it is greater than 1.
D For nuts it is zero.
o7 June 2008/Q8

The price of good X rises by 10 %. As a result, the demand for a substitute good Y rises by 20 %.

What is the cross-elasticity of demand for good Y with respect to good X?

A +2
B +0.5
c —0.5
D -2

Nov 2008/Q8
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table below show
lementary goods. Column 1 of the ‘ IOWS the o,
Two goods, ;( ;a’n; ;(;er;:r‘i’c’;’ép 1 and column 2 shows the situation following an increage ; r:'ﬁ:';a'
market situatio
B - 1 2
[- price of good X 10 10
r quantity demanded 50 40
B price of good Y 20 30 |
F q@tity demanded 80 60 [

The value of cross elasticity of demand for good X with respect to the price of good Y fieg beMeen

-1.7 and -2.6.
-0.8 and -1.3.
—0.3 and -0.8.
+0.3 and +0.6.

Som»

Nov 2009/p17q

The diagram shows the demand curve for an agricultural commodity that has unitary elasticity. S,
is the supply curve if there is a bad harvest and S is the supply curve if there is a good harvest

4

S;

price

Pl--eokaad

I

1

|

]

:

|

|
© Q quantity

What should the government do in order to stabilise the incomes of farmers?

allow the price of the commodity to be determined by the market
fix the price paid to farmers at price OP
introduce a quota on production equal to OQ
subsidise farmers in bad years and impose a tax on farmers in good years
Nov 2005/Q18
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100 Elasticity

The table gives information about the market for two models of car

model number of cars sold | cross elasticity of demand with
per week respect to the price of petrol

1200 cc 10 000 -0.25

2000 cc 5000 -050 B

If the prices of the cars remain unchanged, but the price of petrol increases by 100 %, what will be
the effect on the number of cars sold per week?

A increase by 5000
B no change

(o decrease by 5000
D decrease by 15 000

June 2010/P12/Q8 (Repeated Q # 70)

The diagram shows a demand curve for journeys on a toll road.

'y

toll per
journey ($)

L R .

demand

+ t >
1000 20[00 number of journeys per day

If there is a reduction in the toll from $5 to $3, what is the resulting increase in the daily consumer
surplus?

$1000
$2000
$3000
$4000

oom>»

June 2010/P12/Q11
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El,%

product with unitary price elasticity.

The diagram shows the demand curve for a

1

price

0 guantity

What will happen with such a curve?
A fall in price will bring about an increase in expenditure on the product.

A
B A fall in price will bring about an increase in sales but a fall in expenditure on the Product
c As the price rises, expenditure on the product stays the same. -
D As the price rises, expenditure on the product rises and then falls

June 2011IP12/Q7

A refinery which processes oil into petrol (gas) is faced with the following conditions.

1 It is working at full capacity.

2 lts petrol storage tanks are full.
3 It has received delivery of a new fieet of petrol tankers to transport its petrol.
4 |t requires six months to train new workers to qualify in safety procedures.

Which of the conditions will tend to make the supply of petrol relativeiy price inelastic?
D 3and4

A 1and?2 B 1and4 (o 2anc 3

June 2011/P12/Q$

It was estimated in 2010 that milk had an income elasticity of demand of -0.6.
What can be concluded about milk from this information?

It accounts for only a small proportion of household expenditure.

A
B It has very few substitutes.
C Household expenditure on milk will decrease if the price of milk increases.
D It is an inferior good.
Nov 2011/P12/Qb

A manufacturer has estimated that the price elasticity of supply of ice cream is +1.5
If the demand for ice cream rises and price increases by 10 %, how much more will the

manufacturer supply to the market?

0.15%
1.5%

15 %
")
> 2011/P12/08
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Wn! 102 Elasticity

diagram, S is the original " )
05 n the aiag ginal supply curve and D is the original demand curve.

price

O M N quantity

If supply shifts to Sz, which area represents the change in consumer surplus?

A PQVT B PQW c PRVT D TVW
Nov 2011/P12/Q11
107. When s a rise in the price of a product likely to cause more resources to be allocated to its
production?
A if demand increases when the supply curve is perfectly inelastic
B if the demand curve shifts to the right when the supply curve is inelastic
(o if supply increases when the demand curve is perfectly inelastic
D if the supply curve shifts to the left when the demand curve is elastic
Nov 2011/P12/Q13
108. The price of good X rises by 10 %. As a result, the demand for a complementary good Y changes
by 20 %.
V\);hat is the cross elasticity of demand for good Y with respect to good X?
A +2
B +0.5
c -0.5
D -2

. Nov 2011/P11/Q8
108. A firm estimates that the price elasticity of supply of its product is 0.4.

Should the firm be concerned by this figure?

No, as it implies that the firm will be able to raise revenue by raising price.
No, as it suggests there are few substitutes for the product.
Yes. as it indicates that the firm is not able to adjust supply easily when demand changes.
Yes, as it means that demand for its product is increasing at a slow rate.
Nov 2011/P11/Q10
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\
110. The diagram shows three supply curves.
T s
price S,
S,
o quantity "

What can be concluded about the price elasticity of supply of the curves?

A
B
o
D

As price rises, the price elasticity of supply of S, will increase.
At any price, the price elasticity of supply of S1 will be less than that of Ss.
At any price, the price elasticity of supply of S, will be higher than that of S;.

The price elasticity of supply of all three curves will be the same.
: Nov 2011IP11IQ11
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1. Which condition must be satisfied if a good is to be supplied through the market’

A Consumers have perfect knowledge of the ch:haracteristic of the good.

B There are a large number of buyers and sellers.

c There are not external benefits from the consumption of the gocid, ;

D Those unwilling to pay for the good can be excluded from the bene its. ,
2. A socially efficient tax on urban road use is oné which would

A maximize road use.

B maximize government revenue.

C leave demand for road use unaltered.

D reduce congestion to an optimal level.

g statements is true for 2 good which gives rise to external benefits and which

3. Which of the followin
is produced under conditions of imperfect competition?
A social costs of production exceed private costs.
B output of the good is below the socially optimum level.
c The factors used in the industry are overpaid.
D The consumers of the good are paying too little.
4. In the diagram, = is the marginal profit derived by a firm from successive units output.

E Indicates the external cost in the form of pollution on inflieted the rest of society by successive

units of output,
In the absence of negotiations between the affected parties, which cutziits will be produced in the

circumstances indicated in the table?

A
profits,
external costs

: S
0 Qs (32\ 7ou’tput
~
" Firm has a legal Publi
! ic has a legal
" Right to pollute Right to prevent Pollution
~ 0Qq 0Q;
B _0Qq 0Q,
C I =]
0Q;
- Zero
A = -

amScanner
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Market Follure
an giriine acknowiedges an extemally when it provides
A first-class and economy class areas.
B smoking and non-smoking areas.
c fiights with or without meals_
0 special rates to large groups of travelers
June 1991

A government taxes @ good X with the

g e aim of discouraging consumption of ood. Atthe same
4me. the govemment itself supplies an ract pion of the gooc.

other good Y, which wouid otherwise not be supplied

in to which categories of goods do X and Y fall?

X Y
A gemertt ' merit
B demerit pubiic
c | mert demernt
D ment pubiic

Which of the following staiement is correct when 2 competitive firm's production involves an
exiemnal cost?

A The firm fails to maximize profits.

B The firm’s output of the good is too large from society's viewpoint.
C

D

() €
Q
Q
Q

Ths market: price of the i is too high from society's viewpoini.
The opiimal outbut of such 2 good from society's viewpoint Is zero.
Nov 1983

students in fuli-time higher education with a scheme of

A government replaces cash 2 paid to st
neir future income earnad with the country.

ioans to be repaid by the stugziis fom th

a decrease in the oppatunity cost of higher education to the student.

a decreases in the private rzie of return on invesiment in higher education.
reduced emigration on the parl of graduaies.

a switch in demand by students away from job-related courses.

oo mw>»

June 1999, June 1994

In 2 country, the socialiy optimum ievel of pollution is greater than zero.

Assuming poliution is at its socially optimum level, what does this imply?

A It is technicaliy impossible to reduce poliution to zero. _ _

B The marginal social cost of poliution is greater than the marginal social benefit of pollution
reduction? - - .

c The cost of reducing pollution exceeds the revenue firms would receive from increased

5 sales,

The social benefit from reducing poliution would be exceeded by the opportunity cost of
diverting resources to poliution reduction.

Nov 1994

tube.co cture



www.youtube.com/megalecture

e £

1.

1z

13.

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

N
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a@:mmmmnad Dy e consumer 8 gxiendedtpan CONSUmery

2 gooc Tt Te ooweTT T DSISVES CONSUMETS aCCorung to merit. :

2 gooc et Te goveTTeT D2ieves consumars will buy too little of if it Provided b,

Orusts STETrEs & TEeE ONces Y

z gooc whers e oWEs Denefits ¢ consumng the good exceed its sodia] benefits
June 20020/13, Nl;v 199‘

O oo»

Vituc of the followrg = 2n ext=mainy ansing out o professional football matches?

A revenue eames Dy O0Er30S runnIng Sxirz trains
E bormses paid 1o pizves on e winnmg side
C p2yments m2os by footsal Ciubs 1o meet the cost of policing
D Gz2mage C2useC Dy SUDDONETE 10 $N00s nesr football grounds
Nov 19g;
The dizgram shows the suoDly curve 2nd the demand curve for o good.
The curve l2belied MSC enows tne marginz! sodial cost of producing the good.
WWhich erez measures the soczl cost of progucing output 0Q7?
'
f MSC
?
i
|
price,
costs |
|
|
| =0
|
4 I
I
l —
(o} output Q
A b4
B y
c z
D X+y+2z
June 2002/P1/Q16

Students have shown that the private rate of return to students from higher education iq the UK is

above the social rate of return to the community as a whole.

What helps to explain why this is the care;

Access to higher education is restricted.
Graduates pay a higher proportion of their income in tax than non-graduates.

Student fees are paid by the state. . Hable 10
The differential between graduate and non-graduate earnings is only partly attributa

higher education.
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Market Failure
What is the socially optimal level of emissions from g factory chimney?
A Where the difference betw i . _ ) _
maximized. €en marginal social benefit and marginal social costs is
g \\,/Vv‘r:::: ::: ?oett :)eneﬁt tothe 90"“““,”“)' from a further unit reduction in emissions is zero.
D 2610 al cost of reducing emissions is equal to the total benefit to the community.
June 1996
When is a good defined as a public good?
& when consumption of the good by one individual prevents consumption by another
individual.
B w:en '.t ,°°“f9FS 'beneﬁts On consumers which are greater than they themselves perceive.
g when it is supplied by the government and financed out of taxation.

when the benefits it confers on consumers can be extended to other at zero cost.
Nov 1996

A gohvemment reduces the speed limit on major road from 100 kilometers per hour to 70 kilometer
per hour.

Which costs should be excluded from a social cost-benefit evaluation of the new reguiation?

A the increase in the average journey times for private motorists.

the_increase in congestion on minor road resulting from a diversion of traffic form the
major roads.

the increase in polled manpower require to enforce the new speed limit.
the loss to the government resulting from a reduction in revenue from petrol duty.

Nov 1996
Which of the following is likely to result from an increase in subsides for pubiic transport in cities?

B
c
D

an increase in local taxes.

an increase in traffic congestion.

a reduction in distances travelied to work.
lower occupancy rate on buses.

o0 m>»

Jine 1983, June 1998

Which of the following is provided by the government entirely because of marker faiiure?
A agricultural supply

B free health services
C retirement benefits
D street lighting.

Which item of expenditure should be disregarded by the government when deciding whether to
close or continue railway services on particular line?

fuel for locomotive operation.

interest on debt incurred to finance past railway station improvements.
maintenance of track and signaling equipment.

wages of locomotive drives.

ooOowo>»

Nov 1998
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20 Which of the following would be a valid economic argument for subsidizing the provision o highs
. r

education?

A The cost of providing higher education is rising in real terms.

B The retum to society exceeds that the individual )

C The opportunity cost of higher education increases in times of high unemploymery ama,
oung people. - _

D ')I"he market is incapable of providing higher education.

June 2000, Nov 1998 N°V199
1

The introduction of charges on motorists entering a city result in a significant reduction in traffic

21.
congestion.
Which group definitely suffers a net loss in welfare?
A car users who abandon their journeys altogether.
B car users who continue to enter the city center.
C car users who switch to public transport.
D existing bus passengers
Nov 2009
22. Which of the following measures is specifically designed to reduce divergences between private
and social costs?
A equal pay legislation
B minimum wage legislation
c the abolition of tuition fees paid by university students
D the introduction of ‘bus only’ lanes in city centre
June 1987, Nov 2001
23. The diagram sows an industry’s supply and demand curves.

The government initially restricts the level of output to OQ.

In the absence of externalities, which area in the diagram measures the net gain in economic
welfare if this restriction were removed?

4
price
S
u v
w
x
D
o) Q Q1 quantity
+X
A u B u+v c V+w D viw

1
June 1995, Nov 20°
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110 Market Failure

which of the following goods is excludible byt non-rival?

air defense.

public libraries.
street lighting.
television broadcasts

SO®W>P

June 2002/Q17

In what circumstances will the entry of additi

onal fishi i ingi tina
e loss " welfare? ing boats into the fishing industry result i

A This entry of the new boats reduces fish caught by other boats

B The entry of the new boats reduces the profits of other boat owners.

c The value (_)f the increase in the fish caught is less than the loss in value of output
elsewhere in the economy.

D The entry of the new boats reduces the over all fish stock.

June 2003/Q16

Which combination shows examples of the private and external costs of the particular activity?

Activity Private cost External cost
A Car journeys Traffic police costs Labour mobility
B Foreign holidays Crowded beaches Airport taxes
C Jet flights Night flight disturbance Landling
D Pop concerts Admission Noise intrusion

Nov 2004/Q14
What is implied by the existence of a negative externality?

Individuals are not the best judaes cf thair own well-being.
Output is below its optimuim el

Producers are not profit maxiitisers,

There is a divergence betwesn private and social costs.

o0 mw>»

What will happen if a firm is subsidized by an equivalent to the external benefits that it confers on
the rest of society?

Resource allocation will be improved.

The firm will produce less.

There will be a misallocation of resources.
There will be no effect upon production

OO w>

Nov 2005/P3/Q1
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Marl,"

' ' inal cos
The diagram shows a person's ma;gel'? .
How many tnps will the person make: |

4

costs, _
benefits marginal cost
(s) N\

marginal benefit

| | | |

1 2 3 4

—

number of trips

None, as each extra trip reduces marginal benefit.
One, as this maximises the excess of marginal benefit over marginal cost.

Two. as this maximises the net benefit of making trips.
Three, as all trips have a positive marginal benefit.
Nov 2009/P12/Q3

DOow>»

What explains why the social cost of developing tourism on a remote island is greater than the

private cost?
the costs of building extra hotels on the island

A
B the extra costs of providing the tourists with food
C the travel costs paid by tourists who visit the island
D the harm to the environment caused by the tourists
Nov 2003/Q14

In the diagram, Q1 is the quantity produced of a good as the result of market forces.

t

S, (social cost)

price S. (private cost)

) Q.
quantity
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What concept is present at output Q,?
A a government subsidy
B a negative externality
c excess supply
D price instability
June 2004/Q14

The growing of flowers in a private garden results in g positive externality.
What can be concluded from this?

External benefits exceed private costs.
External costs exceed private costs.
Private costs exceed social benefits.
Social benefits exceed private benefits.

oOOm>»

June 2005/Q14

_ln some countries in the last twenty years the amount of freight traffic carried by roads has
increased and the amount carried by railways has decreased.
Recently, there has been an attempt to reverse this trend.

What could be the most likely reason for this attempt?

A The external benefits of road transport are higher than the external benefits of rail
transport.

B The private benefits of road transport are high.

Cc The private costs of road transport are low.

D The social costs of road transport are higher than the social costs of rail transport.

Nov 2005/Q14
In which situation are there definitely positive externalities?

A Private benefits exceed private costs.
B Private benefits exceed social benefits.
C Social benefits exceed private benefits.
D Social benefits exceed private costs.

June 2006/Q14
What is an external cost of building new houses in a city centre?
A the cost of compensating residents for mud on local roads
B the cost of city centre traffic congestion resulting from the building
c the cost of obtaining planning permission
D the cost of painting the outside of the new houses

Nov 2006/Q14

A financial investigation by a private firm finds that a new railway line would not be profitable.
A cost-benefit analysis finds that the line is worth constructing.

What could explain this difference?

A There are external costs not included in the financial investigation.

B There are external benefits not included in the financial investigation.
C A higher rate of interest is used in cost-benefit analysis.

D Cost-benefit analysis uses a higher estimate for wage costs.

June 2003/Q15
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What would not be included in a cost-benefit analysis of a proposed new university?

the costs of building the new university' .
the extra income eamed by the new universt

the future staffing costs of other unive_rsitigs .
the future staffing costs of the new university five years into the future

ty's graduates

OOm>»

The table shows the expected costs and benefits from four government projects. The g,Jo\,t:‘.mment

can afford only one project.

Which project should the government choose?

private benefits | external benefits private costs external costs
Sm Sm Sm | Sm
|
A 40 200 60 | 70
B 60 160 100 ; 20
c 100 210 100 | 120
|
D | 150 | 90 120 140

June 2004/Q15
Prior to an election, the government proposes to build a new urban motorway.

In a cost-benefit analysis, what would not be included among the prospective benefits?

A the lower operating costs of public transport
B the lower running costs incurred by private motorists
C the value of time saved by commuters
D the improved chance of the re-election of the government
June 2005/Q15
When is cost-benefit analysis most likely to be used?
A by a firm when deciding whether to relocate
B by a firm when deciding to purchase new machinery
c by a government when choosing between two road schemes
D by a local authority when deciding its tax rate
Nov 2005/Q15

Correct use of cost-benefit analysis should produce an outcome where
A social costs are minimised and social benefits are maximised.
B social benefits are in excess of social costs.
C marginal private benefits equal marginal social benefits.
D marginal social benefits equal marginal social costs.

June 2006/Q15

Which consequence of building an underground railway line would be classified as an externality?

a reduction in road accidents

the gain in profit for the train operators

the revenue from foreign visitors travelling on the line

the saving in travel time by passengers who travel on the line

CoOow>»
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Market Failure

What is an advantage of using cost-benefit anaivsis i - . .
private costs and private benefites ysis in demsnon-maisnng rather than using only

A It does not require detailed Calculations.

B Itis easier to calculate socia| Costs than private costs
c It speeds up the decision-making process A
D It takes into account a :

wider range of efiects.

Nov 2006/Q15
Which of the following statements is correct?

A Educgtlon ig 2 public good because the government subsidises schools.
B Healthcare is a public good when provided free of charge.
c Law ana order is a public 900d pecause it is provided by the government.
D Street lighting is a public g00d because no one can be prevented from enjoying the
benefits.

June 2003/Q16
Which of the foliowing is the best example of a public gnod?
A education
B medical care
C postal services
D radio broadcasts

Nov 2003/Q16

What is always a characteristic of 2 public good?
A Consumption of the good by one individual prevents consumption by any other individual.
B It confers benefits on consumers that are greater than they themselves realise.
(ol It is supplied by a voluntary organisation.
D The benefits it confers on consumers can be extended to others at zero cost.

June 2004/Q16
Why do governments often subsidise the cost of entrance to museums?

A Museums are a pure public good.

B Social benefits are less than social costs.
c Social benefits exceed private benefits.
D Social costs exceed private costs.

Nov 2004/Q16
What are the characteristics of a private good?

A non-rivainess and excludability
B non-rivalness and non-excludability
c rivalness and e:»«:ludabilitybl
' n-excludability
D rivainess and no Sune 200511
Which of the following is a public good?
A defence
B education
c electricity supply
D health services

June 1983, June 1998, Nov 2005/Q16
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(]
A lighthouse is considered to be a public good.
Which characteristic contributes to this?
A It gives external benefit.
B It causes external cost.
C It is non-excludable.
D There is rivalry in its use.
June 2006/Q1g
What is an essential characteristic of a private good?
A Consumption of the good by one user diminishes the quantity available to others.
B Consumption of the good by the user has no external effects on the consumption of
others.
c It is produced by the private sector.
D The user has to pay for it.

Nov 2000, June 1991, Nov 2006/Q16

The costs and benefits of building a bridge have been calculaiad as follows.

S milion |
building cosis 100 ]
disturbance tc people nearby 10 {
time saved by using the bridge 90 |
less congesticn on other routes 30

Which of the following is true?

A The external cost exceeds the private costs.

B The private benefit exceeds the private costs.

C The social benefit exceeds the social costs.

D The exiernal cost exceeds the external benefits.

June 2007/Q16

A government decided to approve a private airport-building scheme because it was socially
beneficial. In making its decision it calculated private costs at $700 m, private benefits at $800 m
and external costs at $200 m.

What does this suggest must have been true about the external benefits of the scheme?

A External benefits equalled private benefits.
B External benefits exceeded $100 m.

C External benefits exceeded external costs.
D There were no external benefits.

Nov 2007/Q14

What will be the result, from society’s view, if the market price for a product does not reflect the
negative externalities in its production?

too much consumption and too much production
too much consumption and too little production
too little consumption and too little production
too little consumption and too much production

ocoOmw>
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Market Failure
A firm owns a bridge and cha
5. rees all vehicle users who cross |t.
How might the charge be classified?
A an external benefit and an e
xte

B an gxtema| benefit and a privat::nzl):? o

c a private benefit and an external cost

D a private benefit and a private cost

Nov 2008/Q14

A government is planning to inte [

6. B a loei rvene in a market to fix output at the economically desirable level
MSC
costs/
benefits
MSB
Lo MPB .
o) R W .
output
To achieve its objective, what should be the subsidy per unit?
A ST B SX c Il P o0
June 2009/Q14

s7.  The government is considering building flood defences along a river. [t has caloulated e cosis

and benefits as follows.

| Benefits \
B ! i _%m
private ' 260
I ik A R
external | a0 ( 190

According to cost-benefit analysis, which decision and reasoning about flood defences is correct?

decision ' reasoning J
A Build. External benefits are greater than extern:a\ costs._‘
B Build. Social benefits are greater than private benefits.
C Do not buildj Private costs are greater than externgl benefits. J
D Do not build. | Social costs are greater than socialzbeneﬂts. J

Nov 2009/P12/Q13
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58. In cost-benefit analysis the term net soclal benefit refers to

A private benefit plus social benefit.

B social benefit minus private benefit.

c social benefit minus private cost.

D social benefit minus social cost.

ov 20

59. An increase in tuition fees paid by students has no effect on the number of students e"tenng°7’°‘

higher education.
What will be the effect on the private rate of return obtained by students from higher education :
Nd

on the social rate of return to society as a whole?

( J private rate of return | social rate of return
A decrease increase
B decrease uncertain
(o increase increase
D increase uncertain

June 2008/Q15

60. A town council estimated the costs and benefits of operating a bus service in 2006 and 2007
These are shown in the table.
2006 2007
S000 $000
privaie costs 2000 2200 ,l
external costs 500 ane ’
|
private benefits 1500 ( 2300 ]
external benefits 1000 C 800 Jt'!
What can be concluded from the table?
A Between 2006 and 2007, social costs fell and social benefits rose.
B Between 2006 and 2007, social costs rose and social benefits fell.
C In both years, positive externalities exceeded negative externalities.
D In both years, social costs equalled social benefits.
June 2009/P1/Q15
61. Despite much opposition, the local government in a popular tourist resort built a leisure centre and

swimming pool which is open to everyone. Many tourists visit the centr '
charged a reduced entry fee. ® bocal residents are

How would economists classify this service?

A Itis a demerit good because some people objecte
B It js a mgrit good because the entryF;eeFi)s redjt.lceddf;? lg]c?aldree‘;?g;pnr?sem.
C It IS a private good because there is an entry fee for all users. .
D It is a public good because it is open to everyone and provided by the local government.
A 009/P 12/Q14
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Advances in technology are turnin

a numb i lie
goods (for example, television brog er of goods which are usually thought of as publi

adcasting and road use) into private goods.

Why might this be so?

Consumer surplus is being increased.
The costs of production are being reduced.
It is becoming easier to exclude non-payers.
The technology is increasing the number of people consuming the goods.
Nov 2007/Q16

ooOm>»

The government has to choose the best one of four possible sites to locate a port.

The benefits and costs of each site are shown in $m in the table.
Which site would be chosen?

private exiemal private extemal

benefits benefits costs costs
A 900 600 10 50
B 700 1100 20 5
c 800 1100 80 40
D 1000 800 100 200

June 2008/Q16, Nov 2004/Q15

The table shows, for two different quantities of good X, the total amount consumers are willing to
pay and the total external benefits that are generated.

quantity of good X consumers’ willingness total external boneits |
(units) 1o pay (S) (8 1

s a6 i

3 240 54 }

4 280 68 B

What is the additional social benefit when 4 units rather than 3 units are produced?

A $14 B $40 C $54 D $348
Nov 2008/Q16, Nov 2011/P11/Q15

When would cost-benefit analysis definitely indicate that a government project should be
approved?

if it eliminated all external costs

if it gave a higher rate of return than a private sector project
if it maximised net social benefit

if it minimised total social cost

o0Om>

June 2009/Q16
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What can be provided only as a public good?

road use

security services

street lighting

TV broadcasting Nov 2009/p
12’Q1s

oOoOomw>»

; ?
What does not happen when price acts as 2 means to allocate resources:

Price determines the supply of public goods.
or both goods an

Price operates in the markets fi
Price recognises consumers’ ability to pay rather tha
Price signals to producers which goods are most profitable

d factors of production.
n consumers’ needs.

June 201 0/P12/qy,

ooOom>»

James grows fruit trees in his garden. They attract butterflies and bees.

What is not an externality of this?
A Neighbours may be stung by the bees that pollinate the trees.
B Neighbours may buy fruit more cheaply from James than the local supermarket.
c Neighbours may enjoy better air quality as the trees naturally improve the atmosphere.
D Neighbours may like to watch the activity of the wildlife at no cost.
June 2010/P12/Q13

The table shows some of the costs when a firm produces a good.

—

total cost to society I external cost
output S 5

23 316 16 |
24 322 18 |
What is the additional cost to a firm of producing the 24th unit?
A $2 B %4 c $5 D $8
June 2010/P12/Q14
What makes it particularly difficult to take decisions using cost-benefit analysis?
A External costs are difficult to estimate accurately.
B Governments have no method of valuing time savings.
Cc Market forces have no influence on the outcome.
D Private costs can vary from one day to the next.
June 2010/P12/Q15
Which good is excludable but non-rival?
A air defence
B public libraries
c street lighting
D television broadcasts
June 2010/P12/Q16
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120 Market Failure

ot is the most likely reason economists will give to explain why large hospital projects aré often
\g: ded by govemments'?

Governments usually control the construction industry.

A Hospitals benefit many people who do not use them.

Hospitals are non-excludable.
¢ Hospitals are an essential service.
) Nov 2010/P12/Q14
How would net external benefit be calculated?

external benefit minus external cost
A external benefit plus private benefit
c private benefit plus social benefit
D social benefit minus private cost

Nov 2010/P12/Q15

What will make it more likely that road tolls will reduce traffic congestion?

A Cross-elasticity of demand between private and public transport is zero.
B Demand for car use is income-elastic.
c Demand for car use is price-elastic.
D Supply of public transport is price-inelastic.
Nov 2010/P12/Q17

The table shows some of the costs and benefits at a given level of production of a good.

5 costs ]» $m h benefits i $m E

1 private ' 80 'l private 1 90 1

| social | 200 | external | 100 |

What is correct at this level of picduction?

External benefits excee axiernal costs.
Private benefits excead a=rernal costs.
Private costs exceed = nenefits.
Social costs exceed social benefits.

ooOw>r

June 2011/P12/Q13

The consumption of a good generates external benefits. Its market equilibrium is E.

Which diagram shows the change in the equilibrium (E to E4) necessary to reflect the correct value
of the good to society?
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Marke,
N

What is an advantage, rather than a disadvantage, of cost-benefit analysis in deciding or, a
government investment project?

ace different values on external costs and external benefits,

A Economic agents pl
fits are included.

B Estimates of external costs and external bene
C Forecasts of future costs and benefits vary over time.
D

Miscalculations of the costs are financed by the taxpayer.
June 2011,P12’°1s

What is a distinguishing feature of a public good that is not found with private goods?

Consumption depends on the ability to pay.

A

B It creates negative externalities.

C ve an effect on other consumers.
D

its consumption by one consumer can ha
Its consumption by one consumer does not restrict consumption by other consumers

June 2011/P12/Qqg

A congestion charge of £10 per day has been imposed on motorists taking their cars into Centra|

London.
What is it about driving into Central London that provides the economic justification for this charge?

The external benefits are greater than the external costs.

A
B The private costs are greater than the external costs.
c The social benefits are greater than the private benefits.
D The social costs are greater than the private costs.
Nov 2011/P12/Q14

A cost-benefit analysis of a proposed underground railway produced the following statistics.

|

Q et TaTe)
ORI L

annual costs and benefits

|
annual capital cost ! 10

[93]

operating and maintenance costs

fare revenue

savings to private travellers

o o0 o

savings to business

~

other economic benefits |

What can be concluded from the statistics?

If undertaken by the private sector there would be a loss of $13m.
If undertaken by the private sector there would be a profit of $3m.
If undertaken by the public sector there would be a net social benefit of $15m.
If undertaken by the public sector there would be a net social cost of $1m.
Nov 2011/P12/Q15

oow>»
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A govemr'f‘e"t admits that building a new bridge would produce a positive net benefit to society.

o a lack of public funds, the brid

ing t
owing y, that would charge the public

compan

g€ would have to be built and operated by a private
to use the bridge.

private companies insist that building the bridge would not be profitable.

what could explain the companies’ unwillingness to build the bridge?

A private company will be unable to obtain the consumer surplus of the users.
g Building the bridge will give rise to negative externalities. ®
c The demand for bridge crossings is price-inelastic.
D The potential benefits are non-excludable.

. Nov 2011/P12/Q16

What is a merit good?
A a good or serv'!ce whi_ch has higher social costs than private costs
B a good or service wh!ch has no opportunity cost
c a good or service which is both non-excludable and non-rival
D

a good or service which has a greater value than individuals recognise
Nov 2011/P12/Q17

In a free market in equilibrium, the production of the good illustrated below imposes an external

cost upon society.
B S (marginal
\ . private cost}

4

price

! ' D (margina!
R ‘ ? private benefit)
o _ -

output

Which letter could represent the total cost of producing the free market equilibrium output?

Nov 2011/P11/Q14
What is a merit good?

A

a good that is made available to consumers according to merit

a good that the government believes consumers will buy too fittle of if it is provided by
private enterprise at market prices

a good where any benefit obtained by one consumer is extended to all consumers
a good where the private benefits of consuming the good exceed its social benefits

Nov 2011/P11/Q16

B
c
D

Which good or service is excludable but non-rival in consumption?

fish stocks
national defence
street lighting

TV broadcasting

oo o>
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Unit-2 AD & AS

in the diagram, AD1 and AS; are an

e ) « ege
What will cause the aggregate dem conomy’s initial aggregate demand and supply curves.

and curve to shift to AD,?

T
price
level AS,
AD,
AD,
.. o Output

A an appreciation of the currency B an increase in government spending
C an increase in interest rates D an increase in the price level

June 1299
The diagrams shows aggregate demand and aggregate supply curves in four economies.
In which economy will an increase in government expenditure leave the level of national output
unchanged?

A B Cc D
4 AS 4 AD T .
rice rice price price
Ipevel revel AS level AS  evel \
\ / / AD ( \ AS
\ \ AD
AD / o 3
i o > Toutout . 9 utput
o Output O output . © Qistpist Outp

Nov 1999
The diagram shows an economy'’s short — run aggregaie iemand and aguregate supply curves.
What could cause the aggregate supply curve to shift from A5 0 Ase?

A

price A5,
level AS,

AD

(o] national output "

an increase in the money supply_ _
an increase in trade union bargaining power

an reduction in the price level _
an increase in the number of women available for work Nov 2000
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125 4 4
%
' d and aggre
In the diagrams, AD and AS, are a country's initial aggregate deman ggregate mey
gurves. e i ‘ an increase in th b
The country experience in the cost of its imported raw materials and e Money
supply.
i d aggregate su
Which diagram shows the resulting changes in aggregate demand and aggreg pply?
B c D
A ' )
i AS rice AS
1 s AS rice 1 s p 1
price AS2 AS, ::'::,7 2 AS, revel AS; level s,
AD, Ap
AD, 2
AD?DZ AD, AD; | AD,
— _x’
o omput . © Output o Output o Output
i : d and aggregate supply curves.
he diagram shows an economy s aggregate deman : ‘
.\;V;at wi?l be the effect on the price level and the level of output of an increase In the money
17
supply” .
AS
AD
price
level
.M‘.,,‘_._;:,.
o Cuipest
] Price level Output
A Increase increase
B Increase Unchanged
c Unchanged Increase
D Unchanged Unchanged
Nov 2000
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The diagram shows an economy's aggregate demand and aggregate supply curves.
What will be the effect on the price level and on the level of output of an increase in the level of
government spending?

1\
AD
price
level
AS
0 Output
Pric:e level Output
A B Increase Increase
B Increase Unchanged
c Unchanged Increase
D Unchanged Unchanged

June 2001
The diagram shows an aggregate demand and aggregate sunply cu
What could cause the aggregate supply to shift from ASq to ASL7

vas

ves for an economy.

ﬂl
AD
AS,
AS
price 2
level
o Output

an increase in consumption

an increase in interest rates

an increase in raw material prices
an increase in labour mobility

oOw>

June 2001
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m would in an increase in government expenditure leave the price leve) Unchy

8. In which diagra ’
¢ D
A . Ty A
1 1 AD rice price
prioy r o price AS r;vel AS jevel
level level

N SENC
Nw 4 .

o Outpl.T (o] Output > o ouput -~ © m‘
June 20g
9. In the diagram AS; to shift to AS;?
4
AS, AS,
price
level
0 national outpu?
What will cause AS; to shift to AS,?
A an increase in consumer spending
B an increase in inflation
Cc an increase in productivity
D an increase in next exports.
Nov 2001
10. In the diagram AD; and AS4 are an economy’s initial aggregate demand and aggregate supply

curves.

price
level AS,

utube.com/ megalecture
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AD & AS

ot willcause the aggregate demand cyrye 1 shift to AD,?
2!

OOW>

In

inﬂation-

price level

the diagram an economy IS initiall
. The government increases spendin

a depreciation of the currency
an increase in the price leye|

an increase in the real wage

a reduction in the money supply

Nov 2002/P3/Q17

Y in equitibrium at poi
8 On education. T s coine

his coincides with an increase in wage rate

real output

June 2003/P3/Q23

12 An economy is currently in equilibrium at point X.
Government expenditure is increased on retraining programmes for those out of work. This raises

the productivity of the trainees.

Which point shows the new equilibrium in the economy?

4

price level

@) output

Nov 2003/P3/Q23, June 2007/P3/Q23
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ly?
e in aggregate supp
13 What s likely to cause a decreas
| decrease in consumption e;p_endnture
" :n increase in labour productivity  panelt
; a decrease in rates of unemployrr_;er} b
g an increase in wage costs per unit o p e OHPEIAZE Noy 2007[%’0?
{

In the diagram an economy is initially in equilibrium at point X.
14.

he government increases spending on education. At the same time there is a decrease in Mong,

.
wage rates.

Which point shows the most likely new equilibrium of the economy?

price level
o] real output
Nov 2008/P3/Q17
15. The diagram shows an economy's aggregate supply curve.
i
AS
price
level
O —

output

What is likely to cause the Curve to shift to the left?

improvements in technology

:tr:]t}ir;es to Increase the geographical mobility of labour
an ease in mvestme.nt due to a reduction in interest rates
ncrease in the marginal rate of income tax

ooOow>»
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80 AD & AS

Q [Ans | Q | Ans
I B | 20
2 | A | 2]
3 D | 22
4 | A | 23
S | B | 24
6 | C | 25
7 | D | 26
8 | D | 27
9 | ¢ | 28 -
10 | D | 29
11 | C | 30
12 ] A | 31
13 | D | 3
14 | A | 33
15 | D | 34
16 35
17 | 36
18 | 37
19 38 N
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Money,

b over the period of one year?

Production has fallen.
The standard of living has fallen.
All goods and services have become cheaper.

The purchasing power of money has risen.

Which country experienced a fall in its real rate of interest between 1988 and 1989?

What does this data show?

A
B
C
D
2.
3.
A
B
C
D
4.

Money ,inflation, Laboy, & Une, "

"™,

Inflation, Labour & Unem

ded if the index of retail prices falls from 20q o 14
0

June 1986, No, 19

The table shows annual inflation rates and interest rates for five countries.

Rate of inflation

Interest rate

-

r Country
1988 1989 1988 1989 |
A | USA 4.1 48 77 91 |
B | Germany 1.2 2.8 43 7.0
(o Japan 0.7 2.3 3.7 4.9
D UK 4.9 7.8 103 13.9

R - 5
1982 Deig;eber gzm — {
1983 Dei:nmeber M_Eé - _]‘
1983 Dei:rrlleber *i ? J

Living standards rose throughout the period.
Prices were at their highest level in June 1982.
Real wages fell throughout the period.
‘The inflation rate was lowest in the year ending June 1983.

tran‘spon intheratio2:1:4:3.
During the course of a year, the price of food falls by 2%, the price of clothing increases by 4%, the

price of accommodation increases by 10% and the price of transport remains constant.

Assuming that the weights of a price index reflects the ex
is the increase in the index over the year?
2.5%.

A

MEG

B

S

4%.

ctur

o

Nov 1993

The data in the table represents year-on-year percentage changes in the UK index of retail prices,

June 1994

The average consumer divides his expenditure between food, clothing, accommodation and

penditure of the average consumer, what

10%.

ww.youtube.com/megalecture
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The figures pelow are extracted from the UK average industrial earmings index 1988 =
H’”— Mechanical agriculture and
engineering forestry

January 1989 104.9 06.4
June 1989 110.6 103.2
114 4 104.3

P
January 1990

L ———

Which conclusion is correct?

A Average eamings were highest in coal.
B in June 1989 average earnings were the sam
In January 1990 average earnings in mechanical engine

eering and coal.

: ical engin i
e in mechani 9 10.1% higher than in

ering were

c

agriculture and forestry. .
D The increase in average earnings over the period was most rapid in coal. June 1996
Over a period of a year, the annual rate of inflation falls from 10% t0 6%.

which statement is correct.

The cost of living has increased.

B The purchasing power of money has increased.
c There has been a reduction in the Retail Price Index.
The standard of living has increased.
P ’ June 1997, June 2011/P12/Q24

g a retail price index, all goods and services are placed in one of the three categories in

In calculatin
the table below.
T |
food 5 l 110
clothing 3 \ 120
all other goods 2 1 130 J

What has been the percentage increase in the price index since the base year?

A 17% B 20% C 7% D 120%
. June 1988, Nov 1998
The table shows the index of retail prices for a country on Janiszy 7 i successive years.
year (Jan 1st) Retail price index |

1994 7 6 |

1995 80 |

1996 100 |

1997 B 125 \

1998 } 160 |

During the course of which year was the rate of inflation at its highest?

A 1994 B 1995 c 1996 D 1997

June 1999
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d between bread, meat, milk and yg

Suppose the average consumer's expendituré is divide

in the ratio 4:3:2:1.
ncreases by 10%, the price of meat falls by 1,
%

rice of bread i
ase by 20°

getables incre

What is the increase in the averageé price level during the year'?
B 7% C 125% D 159,
June 199s

rse of a year, the p )
0.

During the cou
f both milk and ve

and the prices O

A 6%
Which of the following would result directly in an increase in the Consumer Price Index?

n of the foreign exchange rate.

A an appreciatio .
B an increase in the standard rate of income tax.
C a reduction in unemployment benefits. .
D a reduction in income tax accompanied by increase in value added tax.
. , Nov 1
The table shows index numbers of output for selected manufacturing industries. %%
(1990 = 100)
Industry 1990 | 1991 1992 | 1993 1994 | 1995
///__/_,___.___._—___,_
textiles 100 91.8 89.6 916 93.7 98.3
Moo 00 | s20 | 801 | 840 | & 1| 863
“vehicles
chemicals 100 100 100.6 | 108.3 114.9 | 120.1
___,_,—-»__,,_,._//_,____,___
metals 100 100 | 103.2 104.7 | 108.2 113.2
What does this data show?
Chemicals produced the highest output of these industries.
B In textiles output in 1995 was less than in 1990.
C Productivity improved in metals over this period.
loyment was in motor vehicles
Nov 1999

The greatest fall in emp

A school shop sells only two drinks, tea and coffee. The prices arid
___e__’

D
total expenditure on tea and

coffee in month 1 areé shown.
price per Cup total expenditur
(cents) (cents)
8 4000 |
coffee 16 4000 |

in month 2, the price of a cup of tea increases to 12 cents and the price of a cup of coffee falls 10

14 cents.
What happened to the general price of drinks between months 1and 2?7

It fell by less than 5%.

It stayed the same.
It rose by between 10% and 20%.

It rose by less than 10%.
Dec 1988,

o0Ow>»
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o Money can be easily acquired and disposed of without high costs and with relative certainty as to
' its value.

Which characteristic of money does this describe?

A acceptability.
B durability.
c liquidity.
D Purchasing power.
June 2001
14 Relative weights are used in Calculating the index of retail prices to reflect the different
A amounts of money spent, b

_ Yy consumers on each good.
levels of prices for each good.

B
o numbers of people buying each good.
D rates of change in price of each good over time.

June 1990, Nov 1996, Nov 2001

15. In what circumstances will the real rate of return on non-interest-earning money holdings be
positive?
A Interest rates are falling.
B The money supply is falling.
(o4 The price level is falling.
D The rate of inflation is faliing.

June 1982, Dec 1986, Nov 2001

16. Average post-tax incomes rise bt 20% in a year when the index of retail prices rises by 15%.
What does this imply?

A The cost of living has fallen.

B Average post-tax real earnings have fallen.

Cc The standard of living has fallen.

D Average real disposable income has increased

Dec 1982, Dec 2001
17. Assuming the demand for oil is price-inelastic, what will be the effect on demand-pull inflation and

on cost-push inflation in an oil importing country of an increase in the world price of oil?

effect on demand-puli | ffect on cost-push T
inflation. | inflation

A Increase “_Wd! _ncrease \

B Increase T Reduce “

C Reduce l Increase T

D Reduce \ Reduce j

& June 2002/Q29

The table shows a country’s consumer price index for March and April 2000.
March 2000 148.6
April 2000 151.3

Which statement correctly describes what happened between these two months?

There was an increase in the annual rate of inflation.
There was an increase in the standard of living.

There was a decrease in real interest rates.

There was a decrease in the purchasing power of money.

oOow>»

June 2002/Q25
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18. Suppose the average consumer’s expenditure is divided between braes, meant, milk anq
vegetables in the ratio 4:3:2:1.
During the course of a year, the price of bread falls by10% , the price of ment increadee by 20
and the prices of both milk and vegetable increase by 10%. A
What is the increase in the average price level during the year?
A 5% B 7.3% C 10% D 1250
June 1981, Dec 1987, Nov 1982, June 20().2,é24
20. The table shows information about a country whose consumers spend their income on three
commodities, P; Q and R.
. index of prices in index of prices in consumers’ expenditure in
Fa mmodity year 1 ) year 2 year 1
[P 100 } 160 | $100 million
[ Q 100 [ 80 | $300 million
| R 100 | 100 | $100 million
Between year 1 and year 2 how has the general level of prices changed?
A It has risen by 40%.
B It has risen by 10%.
Cc It has remained the same.
D It has fallen by 5%.
June 1982, fov 1990, Nov 2002/Q24
21. In an economy real national income increases more rapidly than the inzrease in employment.
What could account for this?
A a decrease in the general price level.
B an improvement in the country’s terms of trade.
c an increase in the size of the labour force.
D an increase in labour productivity.
Nov 2002/Q23
22. What is the most abundant form of money (measured by value) in a developed economy?
A bank deposits.
B cash.
C cheques.
D credit cards.
Dec 1980, June 1994, June 2003/Q4
23. In what circumstances will money lose its value?

The economy experiences a period of deflation.
The general level of prices is falling.
The rate of inflation is positive.
The growth of money supply falls below the growth of output.
June 2003/0%5
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Which factor will cause cost-push inflation?

A a higher level of consumption.
B an increase in trade union power.
c an increasg in labour productivity.
D an appreciation of the exchange rate.

June 2003/Q25
The asvgrgge consumer divides his expenditure between food, accommodation and clothing in the
ratio 9:3:4.

During the course of a year, the price of foo

i d rises by 10° [ commodation remains
constant and the price of ciothing falls by 5 y 10%, the price of ac

%.

Assuming that the weights of a price index refie

: . : | cts the expenditure of the average consumer, what
is the increase In the index over the year?

A 2.5% B 4%, c 5% D 6%

o June 2003/Q24
Which of the following is a measure of labour productivity?

total output

. quantity of labour employed
B total cost
quantity of labour employed
c total wage cost
quantity of labour employed
> total profit
quantity of labour employed
June 2003/Q23
The table shows the average annual perceniage change in labour productivity.
Whole economy | Masufacturing |
1960s 25 | 35 |
1970s 1.8 | 22 \
1980s 23 \ 49 |
1990s 19 | 22 |
What can be deduced from the data?
A Manufacturing output increased faster then that in the rest of the economy over the entire

period.

productivity growth was at its highest in the 1980s.

Output per worker increased faster in manufacturing in the rest of the economy.
Economic growth was at its lowest in the 1970s.

oow

Nov 2003/Q24
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The table shows the price indices and weights for three

calculation of a country's cost of living index. by
commodity group index weight
X 300 4
Y 140 3
Z 80 3

By how much has the cost of living increased since the base year?

86% o 186% D 198y

Nov 2004/Q24, Noy 20t

A 52% B

What will cause an immediate rise in the size of a country's labour force?

A an increase in the birth rate.
B an increase in the age of retirement.
Cc an increase in the school leaving age
D an increase in the number of redundancies.
. o — o Nov 2003qy,
When will a reduction in unemployment result in an increase in inflation?
A when a high percentage of the increase in income is saved.
B when the economy reaches its production possibility curve.
o when the jobs created are unskilled.
D when the newly employed buy mainly imported goods.
June 2004/Q
in an economy, both employment and unemployment rose over a ten year period.
What must have risen?
A birth rate.
B life expectancy.
c unemployment benefits.
D working population.
June 2004/Q23

A non-interest bearing asset is index-linked.
During a period of inflation, how will its money value and its real value change?

money value real value
Rises rises
Rises stays constant

étéys constant falls

stays constant

stays constant

Nov 1994, June 2004/Q25
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The diagram gives details of differ
. . , enc
3 Which ?e.dobr In the UK best fitg theeda:spce plon "o ouctiy inthe US and UK
productivity but which is legs pro dUCtivity th:Dpon a sec_tor with a relavatively fast growth rate in
| Nits US equivalent'?
productivity growth in the UK by sector 1973-05

(% per annum) productivity by sector in US relative to UK, 1995
(US = UK at 100)

A agriculture |
agriculture |- 0 d
B utilities N
utilities [ 7 20 e |
C manufactunng |’ |
manufacturing ; J
D construction
construction LR
—_— ez
23 4 50 100 150
h L June 2004/Q24
34 The figures show the consumer price index (CPI) of a country (1971 = 100)
~ CPI
1998 200
1999 ) 204
2000 2086
2001 - 209
What can be deduced from the data?
A There was hyperinflation between 1971 and 1998.
B The rate of inflation rose in 2000.
C The rate of inflation in 1898 was 4%.
i A4 inflation in the three years down to the end of 2001.
D The country experienced inflation i the y Nov 20041025
fer the LK LISA and Japan for 2000 and 2001.

35. The graph shows the unemployment rates 1

6.0 1

snemployment | R T
rate (%) 45 - .
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What can be concluded from the graph?

Each economy experienced a rising trend of unemployment,

A .
B Japan went from the lowest to the highest number of unemployed,
c There was a trend towards more similar unemployment rates.
D The UK had a higher number of unemployed than the USA,
NOV 2004,
The table shows the share of a worker's income spent on three classes of
change in the prices of the goods over a year, good and the pe,%%g.
share of income | change in prices of
Spent on goods goods
clothing Vi +059%
food 1 +50%
fuel Ve _:25% —

Over the same period the worker's money income rises by 25%.
What happens to the worker’s real income?

A It falis by 25%.
B It falis by 50%.
c It rise by 25%,.
D It is unchanged.

June 1998, June 2005/Q

The diagram shows the annual rate of inflation in a country between 2000 and 2003.

4
10—
8 =
rate of
inflation %
4 =
2 B!
0 T —
2000 2001 2002 2003

year

Which statement is true of the period 2000 to 20037

The cost of living feel.
The price level rose.

The retail price index fell.
The value of money rose.

OO w>»

5, June 2009/025
|

amScanner
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Which combination of events is most Jike to cause inflation?

exchange rate | direct taxes money supply
A falling Falling falling
B falling Falling rising
c rising Rising rising
D rising Rising falling

June 2005/Q26

The chart shows changes in employment by sector for a country between 1998 and 2003.
6 —

4

27
% change in
employment 0

2|

tertiary

secondary

primary

4

-6 |
Which statement about the period 1998 to 2003 must be true for this country?

The primary sector lost more workers than the secondary sector.
Unemployment stayed constant.

Employment in service industries increased.

There was no change in the total working population.

oOom>»

June 2005/Q23

A government announces that it has achieved its target of 2.5% inflation per annum and that it

expects to maintain it.
How might such an announcement reduce inflationary pressure?

by encouraging the government to reduce its spending.

by putting downward pressure on the country's exchange rate.
by putting pressure on the central bal.r\ {0 reduce interast

by reducing worker's’ expectations of “uture infiation,

OCOwm>»

Nov 2005/Q26

The data given below refers to money supply and prices in the year 2301 and 2004 in four

countries A, B,C and D.
Between 2001 and 2004, in which country was the rate of inflation the highest?

] 2001 2004
Money supply Price index Money Price index
($ million (2000=100) ($ million) (2000=100)
A 60 104 78 153
B 65 112 12- 248
c 70 101 213 157
D 172 105 360 210

youtube.com/meg
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Unit 6
d the annual output of an industry. )

year 3
1430 |

mber of workers an

e

ductivity increases in year 2 and in year 3.
Labour productivity increases in year 2 and then decl
Labour productivity is at its highest_ in year1.
Labour productivity is at its lowest In year 3.

Nov 2005,%

ows the nu

Workers in 000s

correct?

42. The table sh

Which statement is
ines in year 3.

Labour pro

oOom>»

er three years in the UK consumer price index.

2002 2003

e
114 109
146

141
M L —
203

199

43. The table shows the weights used oV

motoring expenditure 7
housing
leisure goods

48 48

What can be deduced from the table?
ding in 2003 thanin

sing was a bigger proportion of the average UK household’s spen

A Hou
2002.
B The average UK household ate less in 2003 than in 2001,
Cc The average UK household spent more on motoring in 2003 than in 2001.
D The price of leisure goods remained unchanged betwesn 2002 and 2003.
Nov 2005/Q24

What will cause an immediate rise in the size of a country's iabxour forca”?

an increase in the birth rate.

an increase in the age of retirement.

an increase in the school leaving age.
crease in the number of redundancies.

June 2006/Q23, June 2009/Q23, Nov 20

OO0 w>»

anin

03/Q23
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oW
:;,h %nge Shows the year on year percentage changes for a country's Retail Price Index from 1999
\
___Year | % change
| 1999 18.0
2000 | 117
2001 86
_— U :
2002 46
2003 49
2004 6.1
2005 45
Which statement about the price level is correct?
A

It fell over the first half of the period.

B It was at its highest at the start of the period.
c It was at its lowest at the end of the period.
D It was at its lowest at the start of period.
June 2006/Q24
What is most likely to cause demand-pull inflation?
A an increase in indirect taxes.
B an increase in interest rates.
Cc a reduction in direct taxes.
D a reduction in the money supply.

) June-2006/Q25
Which characteristic of money is essential, if it is to be used as a medium of exchange”?

A It must be durable.

B It must be legal tender.

o It must be limited in supply.
D it must have intrinsic value.

Dec 1883, Nov 1998, June 2002/Q5, Nov 2006/Q4
The table shows a country's rate of inflation for four vears.

Year 1 m&;&!;{-ﬂ)m:%w‘
— e
2001 BEA
2001 25 |
2003 2.0 |

What fell between 2000 and 20037

A average prices.

B the cost of living.

c the exchange rate.
D the value of money.

: o rarmimecalactre 2006/Q25
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48, The data in the table taken from a country's labour market statistics
Millions
adult population 7 100
number of persons in employment 45
number of persons unemployed 5
What is the unemployment rate and the participation rate?
unemployment rate participation rate
%o %
A 5 - 45
B 10 50
C 10 45
D 5 50
50. The diagram shows rates of inflation as measured by the Consumer Price Index (CPI) between
1997 and 2004.
services and goods CPl infiation
% year on year
5
4 services
3
2
goods
0
-1
-2
-3
-4
-5

Which conclusion can be drawn from this data?

The prices of goods fell in 1999.

OOwm>»

1997 1998 1999 2000 2001 2002 2003 2004

The prices of goods rose between 2000 and 2001.
The prices of services fell between 2002 and 2004.
Between 1997 and 2004, services cost more than goods.
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The diagram shows the annual percentage " he
USA between 1984 and 1989, ge changes in consumer prices for Europe, Japan and t
key
#%1 — Europe
---- USA
6% m—— Japan

consumer prices 49, 4"
annual percentage

change .
9 2%4 ™

1984 1985 1986 1987' 1988 1989

Which of the following statements is correct?

In 1986 consumer prices were falling in Japan, the USA and Europe.

B in the period 1984-1987 consumer prices fell more quickly in Europe than in the USA.
C In the period 1987-1989 the USA had the highest consumer prices.
D

In the period 1984-1989 Japan had the lowest consumer price inflation.
Nov 2003/Q26

What is not a possible cause of cost-push inflation?

an increase in firm's profit margins.
an increase in the supply of money.
an increase in the trade union power.
an increase in world oil prices.

oOmw>

Nov 2006/Q26

Which combination is likely to result from demand-pull infiation?

R

1) ‘\is‘ﬁ ‘

B

!.Sim }

balance of trade

Worsening

e "'I

|

Improving rising

Worsening faliing

oj0|m| >

Improving falling *1

June 2007/Q25, Nov 2011/P11/Q25

What would be likely to increase inflation in an economy?

an increase in consumer saving.

an increase in inferest rates.

an increase in labour productivity.
_ an increase in taxes on imports.

oo m>»
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55. The table shows the retail prices index for four countries for years 2 and 3.
(Year 1 index = 100 for all countries.)
Which country had a higher rate of inflation in year 2 than year 37

Country Year 2 index | Year 3 index
A 100 115
B 110 132
C 120 144
D 130 150
E
3 _ June 2007,
§ 56. Company X reduces its workers from 250 to 200 and as a result its output decreases from 5000 4,
i 4800 units per day. ' '
Company Y increases it workers from 800 to 1000 and as a result its output increases from 20001,
2200 units per day.
What happens to labour productivity of the workers in the two companies?
i company X company Y
' A ~ Falis ~ Rises
B Rises Falls
o Rises Rises
D Falls Fals |
) June 2007/Q23
57. Which one of the following is likely to be the worst store of value during @ period of rapid inflation?
; A antiques.
B fixed interest government debt.
] c houses.
D land.
58. What would be likely to increase inflation in an economy?
E
: A an increase in consumer saving.
B an increase in interest rates.
c an increase in labour productivity.
D an increase in taxes on imports.
June 2007/Q26 (Repeated Q # 54)
59. A country experienced an annual inflation rate of 4 % for three successive years.

Which statement is correct for the three-year period?

The price level rose by 12 %.

The price level rose by more than 12 %.

The real value of money rose by 12 %.

The real value of money rose by more than 12 %.

Sow>»

Nov 2007/Q25

utube.com/megalecture ‘
MEGA LECT amScanner

w.me ecture.com


www.youtube.com/megalecture

60-

61.

62.

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

145 Money ,infiation, Labour & Unemployment

gefore 1999 the Brazilian govermment ¢

set target rates within an upper ang Iowei:: ggh:g;tray a desired target rate of inflation. From 1999 it

diagram shows the inflati
;‘:s 26 093. rate of inflation between 1994 and 2003 and the target rate between 1999

Infation and inflation targets in Brazil, 1894 to0 2003

I government target
and range

%] rate of inflation

What can be concluded from the diagram?

A The Brazilian government achieved its target in each year from 1999 to 2003.
B The inflation target was continuously reduced.
(o4 The lowest level of

_ _ inflation was achieved when an inflation target was used.
D The inflation rate was more stable after inflation targets were introduced.

, L June 2008/Q25
When is labor productivity in a firm most likely to increase?

when a firm employs more people

when a firm employs more capital

when a firm doubles all factors of production

when a firm replaces payment by results with hourly wage rates

OO w>r

Nov 2007/Q24

A country’s Consumer Price Index increased from 100 to 200 over a five-year period.
What can be deduced from this?

The economy experienced creeping inflation.
The standard of living halved.

The cost of living fell by 50 %.

The purchasing power of money halved.

oOmw>»

June 2008/Q24

.youtube.com/megalecture

MEGA LECTURE

Ctu )T


www.youtube.com/megalecture

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

Unit 6 147 Money ,inflation, Laboyy 4 Une
63. The figures were taken from the consumer price indices of retail prices for three COUNtrigy
| country | 2006 [ 2007 |
X 100 120
Y 140 150
Z 90 99
Between 2006 and 2007, what is correct?
A Country X has the highest growth in the purchasing power of money.
B Country Y has the highest growth in the purchasing power of money.
Cc Country Z has the lowest rate of inflation.
D Country Y has the lowest rate of inflation.
Nov 2008/024
64. What is the average weighted price change illustrated by the table below?
product percentage of income price c'hange !
spent on product % I
P 10 +8
Q 15 +6
R 25 +4
S 50 -9
A 9.0 %
B 7.2 %
c 45 %
D -1.8%
June 2009/P1/Q24
65. The graphs show consumer prices and employment for Ireland.

3
consumer prices \ //
% increaseona 2 _ _

year earlier \//
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7.0~

6.0~

unemployment
as%of 5904—
labour force V\
4.0 —% 03-234567800
1 I I !

! r
2002 03 04 05 06 07
What can be concluded from the graphs?

g‘ g:?;icezrg%? il?rzlgx‘sr%e%%?mem and prices moved in the same direction.
Cc Prices rose continuously over the period.
D The number of unemployed workers fell over the period.
) Nov 2009/P12/Q24

What is correct about the causes of infiation?
A Cost-push inflation can be caused by a rising exchange rate.
B Cost-push inflation can be caused by lower indirect taxes.
c Demand-pull infiation can be caused by a rising exchange rate.
D Demand-pull inflation can be caused by lower direct taxes.

Nov 2008/Q25
What may cause cost-push inflation?
A an appreciation of the exchange rate
B a higher level of consumption
C an increase in labour produciivity
D an increase in trade union power

Nov 2009/P12/Q23

The diagram shows changes in the numbers empioyad in four different indusiries in a city between
2002 and 2007.

60 - .
N finance

50 4

40 — manufacturing
employment
(000s) 30 _/ education

20 4 leisure

10 —

.youtube.com/megalecture

ME G A L E CTURE amScanner

2 Ctu )T



www.youtube.com/megalecture

Unht &

68.

70.

71.

72.

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

149

Money ,Inflation, Laboy, &y

What can be concluded from the diagram?

rgest employer.

i s always the la
Finencs W y wth rate in employment.

A
Leisure had the fastest gro ' .
g Me:nufacturing was the only industry to show signs of dett;,]lme. "
D Total employment in the four industries decreased over the period.
June 2010,p12
I

The average consumer divides his expenditure between food, accommodation and Clothing oy d
R

ratio 5:3: 2.
During the course of a year, the price of food rises by 10 %, the price of accommodation, remay
constant and the price of clothing falls by 5 %. s

What is the increase in the Consumer Price Index over the year?

A 2.5% B 4% c 5% D 6

June 2010/P121Q23
Which statement about inflation is correct?

Cost-push inflation is likely to occur when the government increases its expenditure.

A
B Demand-pull inflation is likely to occur when the country’s exchange rate appreciates.
c The Quantity Theory of Money predicts that changes in money supply can cause inflation
D When inflation is unanticipated real values remain unchanged. '
June 2010/P12/Q
The table shows a country’s rate of inflation for four years.
rate of inflation

year o,

2005 4.0

2006 3.0

2007 25

2008 2.0
What fell between 2005 and 20087
A average prices
B the cost of living
C the exchange rate
D the value of money

June 2010/P12/Q25

What is a correct statement about money?

Its functions mean the characteristics that it possesses.

Its liquidity means its use as legal tender.
Its supply means the total value of banknotes in circulation.

Its value means its purchasing power.
b °P . 2010/P12/04
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what must fall when the rate of unemployment riges”?

the effectiveness of the yge of

the level of labour productivity resources
the number of workers in @

the size of the labour fomemp"’ymem

ooO®™>

Nov 2010/P122Q22
The table shows the percentage price ch ; . , e B
(P in the year to 1 June 2008, anges in some items in the UK Consumer Price index

item % change in priceJl
rents, electricity and gas 9.0
education 47
transport 4.0
restaurants and hotels 3.2 {
health services 2.9 J

The increase in the overall CPI over the same period was 2.5 %.

What can be concluded from the data above?

The CPI is not an accurate measure of infiation.

Some prices must have falien.

The average price increase of other items was less than 2.5 %
The real value of money rose by more than 2.5 %.

ooOwm>»

Nov 2010/P12/Q24

In Year 1 the price of a barrel of oil increased from $60 to $110.
In Year 2 there was a further increase to $115 a barrel.
Assume that oil price changes have an immediate impact on the general level of prices.

What will be the effect of the changes in the oif price on & country's Consumer Price Index and on
its inflation rate in Year 2 compared with Year 17

effect on thie l effont on the
Consumer Price index rate ,T iyl \31. N

A decrease ‘ decrease

B decrease \ increase

C increase decrease

D increase. inc,;r:ease

Nov 2010/P12/Q25
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76. The table shows inflation rates, unemployment rates and changes in money wage rat
2008 and 2009 for a number of countries. o bm‘ﬂen
inflation unemployment money wages
country % % %
France +0.2 9.4 +3.0
Germany +0.2 8.3 +2.7

UK +1.8 7.8 +2.5
uUsS -0.3 94 +2.5 ’

What can be concluded from the table?

A On average, those in employment in the UK had an increase in real incomeg
B The same number of people were unemployed in the US and France. '
(o4 The same product would have the same price in France and Germany.
D Unemployment was highest where inflation was highest.
June 2011IP121022
77. The diagram compares the inflation rates of Paraguay and Argentina between 1950 and 2005
120
100
. 80 key
inflation — Paragua
(%) 60

40 =2 Argentina

‘ /\‘\/\.--/\/\

35
0 f - T T

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

2047

What can be concluded about inflation rates in the two countries in the period 1950 to 2005?

A Argentina'’s prices fell rapidly between 1992 and 1995
B Argentina stabilised its price level between 1973 and 1992.
Cc Paraguay was always more successful than Argentina at controlling its inflation rate.
D Paraguay was most successful at controlling its inflation rate between 1962 and 1970. .
June 2011/P12/Q2
0,
78. At the start of 2009, a worker earned $100 a week. In 2009, the Retail Price Index (RPI) rose 4 %

and his average wage rose 7 %. In 2010, the RPI fell 3 % and his wage fell 2 %.

What happened to his real wage between the start of 2009 and the end of 2010?

A It fell by less than 5 %.

B It fell by more than 5 %,

C It rose by less than 5 %.

D It rose by more than 5 %. Nov 2011”,12/025
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ble shows the rate
Theta of unemployment ang Population for selected countries in 2009.

—

Country | U"®Mployment |  popylation
\& (millions)
Brazil 8.1 7 196
Indonesia 8.1 237
Malaysia 4.0 26

What can be concluded from this information?

A A higher proportion . . .

in India. prop of those willing and able to work are in employment in Malaysia than
g T]l_"r? labour force of Thailand is smaller than that of Malaysia.
D © Same humber of workers were unemployed in Brazil and Indonesia.

There are more people employed in Thailand than in India.

: . Nov 2011/P12/Q23
80. Unemployment is usually divided into two cate ories: long-
term (less than 12 months). g - long-term (more than 12 months) and short-

The diagram shows the long-term unemployment rate as a percen
' t
l four countries between 2002 and 2007. P Bt

70~
y Te—
60 \nq-_\""\‘\
"\_‘,\'{
50 - & ‘
long-term 40 S L Y
unemplioyment T //
(% of total) 30 L»(\
/Y—-—/ E—
20
. MZ
ﬂ 1
5 0

I 1 1 Rl 1

T
2002 2003 2004 2005 2006 2007

What is correct about unemployment from the diagram?

Country W had the lowest percentage of short-term unemployment.
Country X was least successful in reducing the percentage of long-term unemployment.
Country Y was least successful in reducing the percentage of shori-term unempioyment.
Country Z had the highest percentage of long-term unemployment.

Iﬁ Nov 2011/P11/Q23

ooOw>
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81. The table shows the annual percentage change in an index of prices. \
country 2008 2009 |
China 6.3 -1 .2“
Pakistan 24.3 11.2
Saudi Arabia 10.9 10.7
United States 56 -1 L.I

What can be concluded from the table?

Pﬁees were lowest in the United States in both 2008 and 2009
%t:ces were most stable in Saudi Arabia.
e fall in inflation between 2008 and 2009 was greater in China th '
The price of all products sold by Chinese firms fell in 2009. an Saudi Arabiy

Com»>»

Now 2011IP11IQ24
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Mone

Y, Inflation, Labour & Unemployment

Ans. L] 3 -
P? D 2% Ags. ECES Q Ans. Q. Ans.
= | ¢ |2 39 | C [ 38 D [ 77| D
ﬁ; D =5 D | 40 [ D [ 30 B 78 C
y = A 4] B 60 D 79 A
[ 4 [ B I3 [7¢c T4 ATy B | 80 | A
[ 3 D 24 B & | A & b s ¢
[ 6 A 25 B 2 B & 5 o -
| 7 A | 26 A 45 D 64 D 83
| 8 | A [271C 4 ¢ 6 ¢ =t
| 9 | B 2T B 47 ¢ 6 D 5
[ 10 D 29 | B | 48 D &7 5 Y
| 11 B | 30 B | 49 B | 68 | B | &
| 12 | C [31 [ D [50 ] A & B | 8
| 13 c | 32 B | 51 D | 70 C 89
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| 15 | C [ 3 | D [ 5 | A | 72 D
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unit 7

Y

Y
country M country N
50 140
— X
o 100
0 ETRe
What will be the effect of an agreement between -
1Y for 3x? Mand N to exchange the commodities at 5 rat

ooOowm>»
(@]
pm |
<
8
| =
3
3é5s
p=d
g
Q
)
=
o
4]
8
c
w
(0]

| | N can produce more of both commodities than M.
Neither country will gain, because th '

_ ey both have a comparative advantage in the
production of the same commodity,

June 199, Nov 1995, June 2002/21 June 2006/Q1g

Which of the following could be expected to result

living standards, even thought the volume of good

in an immediate improvement in a country’s
remains unchanged?

S and services produced within the country

A an improvement in its term of trade.
B An improvement in its balance of trade.
C An increase in public expenditure.
D An increase in investment.
Nov 1990
(Repeated Q # 2)

The diagram shows a market for a good which is supplied partly from demestic production and
partly from imports. S;, represents domestic supply and S, represents imports.

4
S

h
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what will be the level of consumption and the associated volume of imports?

consumption Volume of imports
A oT RT
B oT oT
C ov RT
D ov RV

990, Nov 2003/Q12
If the terms of trade of a country have deteriorated. then its Nov

A currency has appreciated.

B balance of payments has improved.

c gold and foreign currency reserves have fallen

D exports have become cheaper in relation to its'imports.

June 1991

The table shows the production possibilities for two economies, Urbania and Ruralia, which
produce two goods, machinery and wheat.

Urbania Ruralia

100 machines or 20 tonnes of wheat 800 machines or 400 tonnes of wheat

Assuming constant production costs and zero transport costs and that each country specilises in

the production of the good in which it has comparative advantage, which of the following exchange
rates will makes trade mutually beneficial?

1 machine = 11—0 of a tonne of wheat.

1 machine = ¥4 of a tonne of wheat.

1 machine = ¥2 of of a tonne of wheat.
1 machine = 1 tonne of wheat.

o0 W >

Nov 1991
Other things being equal, which of the following wouid improve the Biritish ierns of trade?

devaluation of the pound sterling.
revaluation of the German mark.

a fall in the size of the balancing item.

a rise in the average price of British exports.

o0 w>

Nov 1991

According to the law of comparative advantage, under which of the following initial conditions would
it be impossible for a country to gain from international trade?

The country has a deficit on its balance of payments.

The country has as absolute superiority in the production of all goods.
Foreign prices are distorted by monopolis and taxation.

Price ratios in the country are identical to those in the rest of the world.

ooOowr

June 1982
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following situation must the terms of trade be moving in a country's tg,, o

In which of the

i« an increase in its official reserves.
e Tﬂh‘:r': :: : s:nplus in its visible balance of payments figures.
: both its import and export prices.

is a fall in "
et t a slower rate than its export prices.

g Its import prices are rising a |
The diagram illustrates the production possibility curves of two economies X and Y. June 1992 E
f these curves, which of the following statements is correct? |

Given the nature 0

4

food
(units)
10 000 | X
|
l
4000 N ’
Y X R
o 4000 5000

machines (units)
Country X will export machines to country Y.
Country X will a less efficient producer than country Y.

Country X will specialize in food production.
Country Y has an absolute advantage in both goods.

O0Ow>»

June 1981,Dec 1985, Nov 1897
The diagram shows the amounts of wheat and clothing that can be produced in countries X and Y
with a given quantity of resources.

1
units of
wheat
100 country X
50
country Y
0 200 1000

' units of clothing
What does the diagram indicate about the production of these two commodities?

Both countr?es have an absolute advantage in the production of clothing.
Both countries have a comparative advantage in the production of clothing. '
Country X has a comparative advantage in wheat and an absolute advantage in clothing.

Country Y has both an absolute and a comparative advantage in clothing.
June 2007/Q19, June 2001, June 1897, June 1993

ooOw>»
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© tab|: shows the amount of goods X and Y per unit of resources than can be produced by two
oountne

12
country good X good Y J
P 10 4 \

If specialization and trade between the two were possible, which of the following situations might
hold?

) 1

spzc::li]:lggt'i’on s:e%lil:Iti;ya:i)on \ possible terms of tradej‘
A good x good y \ 3y for 12x _\
B good x goody | 3y for 10x |
c good y good x \ 3y for 14x —\
D good y good x L 3y for 10x

On the diagram, the per-trade domestic price of good X is Pd

and the domestic supply curve is Sx.

June 1987, Nov 1993

, the domestic demand curve is Dx

A
Price of
good X Sx
Pd
Pr \\ -
PFT — ‘ _.-..\:..\. - s'w
/' H »_.\\\
U=
: H : H S O S
o J K N M N Qu'mt w of good X

With free trade, the price of good X is PFT and the world supply curve is Sw with trade and a tarift

on good X, the price of good X is PT.

By how much does the tariff increase domestic production of good X,compared to the free trade

situation?

A JK
B KL
c LM
D MN

.youtube.co

June 1982, June 1986, Nov 1993
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4
dities.
roduce two commod
The table shows the abilty of &¥0 .
production of commodity

"] Z per person

[ 1600

| country P 2000

country Q
. n . .

Which statement is coect” einz and Q has a comparative advantage in Y,
- e o al;ss;lztt: :g::m:ge in Z and Q has an absolute advzntage in Y
. ledphs rative advantage in Z and Q has an absolute advantage iny.
c P has a compa five advantage in Y and Q has an absolute advantage in Z.
o] P has a compara June 1981, Nov 1990 Jung 4
In a world economy there are two goods, guns and butter, and two countries, Xand Y . Coypy, |

ns and butter with fewer resources per unit than country Y, but country x o
2

can produce both gu '
highgr oppoltunity cost in the production of guns than country Y.
Which statement is correct?

i t not in guns.
A X has an absolute advantage In butter but not
B X has an absolute advantage in guns but not in butter.
C X has a comparative advantage In butter.
D X has a comparative advantage in guns.

Nov 1994, Nov 2003/q

The diagram depicts the market for a particular good in one country.
What implied by the diagram?

4
Domestic supply
Price
/ \ World supply
Domestic demand
0 Quantity i

At the world price, domestic production of the good exceeds quantity demanded.
Domestic producers cannot affect the world price by altering their own output.
The government has imposed a tariff on the import of the good.

The price of the good in the home market is above the world price.

oOw>

Nov 1994
What is the different between a customs union and a free trade area?

Only the customs union has a common external tariff with the rest of the world.
Only the customs union requires fixed exchange rates between member countries.
Only the free trade area needs to eliminate tariff between member countries.

Only the free trade area requires freedom of movement for labour and capital between
member countries.

oQow>

9g1, Nov 1994
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International Trade

In the diagram, JJ represents the producti

. A . On possibijj
1 represent the production Possibility curye of alr:cnhs oilty curve for one country, juridicia, and LL,
According to the theory of internationg trade €r country, Lilliput,
4
sealing
wax
L
3
]
!
o L 5 —
e cabb
A Jt_.lfldlCla should specialize in sealing wax. "9es
B L!I!put has an absolute advantage in both goods ]
C Liliput should import cabbages. ' 1
D Liliput should import sealing wax. 4
Y Dec 1987, June 1995
18. In a simple model of international trade there are two countries X and Y and two commodities, tea
and cotton.
Which each country divides its resouices equally between the products they produce as foliows.
1 ‘=aieq;t,;) \ cotton(unisﬂ
country X 300 1| 200 '
country y 400 | 400
Assuming constant returns to scale, if each country were to specialize in the production of the
commodity in which it has a comparative advantage , what would be the change in total output of
the two commodities?
) change in output of change in output ofj
tea (units) cotton (units)
A Zero +100
" B +100 +100
C -100 +200
D -200 +100
Nov 1996
\
i
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1
The diagram shows the production possibility curves XX and YY" between cars and by, for
by

countries X and Y.

4

Y

v

0 x‘ Y.'
butter

Which of the following statement is correct?

o0 w>

Country X has an absolute advantage in producing both goods.

Country X has comparative advantage in producing cars.

There are increasing returns in the production of butter in country Y.

The two countries have identical factor endowments and teciiriological conditions.

Dec 1984, Nov 1997

A third world country produces one major staple export commodity.
The country’s real standard of living increases, even though the volume of goods and services it
produces remains unchanged.

What could explain this?

oO0Ow>»

The table shows indicators of a country's economic performance over a two year period.

a depreciation of its currency.

a rise in its inflation rate.

an improvement in its terms of trade.
an increase in the price of its imports.

June 1998

Year exchange rate volume of volume of balance of
___index exports index | imports index trade ($)
100 100 100 | zero

__ 2 100 90 100 | +500 million

Which of the following is consistent with the above information?

oow>»

There has been a fall in the price of exports.
There has an improvement in the terms of trade.

There has been an increase in the price of imports.

There has beer no change in the level of real income per head.
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A car manufacturer faces a quota on its exports to a large foreign market.
Which strategy would help to increase sales to this market?

establishing and subsidising a dealer network in the foreign market.
improving the quality of the cars it produces.

reducing the pnce of exports to that market.

setting up @ manufacturing plant in the foreign country.

oom»

Nov 1995

The table shows a country’s trade and inflation figures for 1995, expressed in index number form
(1990 = 100).

i volume of exports 102.3
51 volume of imports 101.7
unit value of exports 126.6
unit value of imports 1284
index of retail prices 127.1

What were the country’s terms of trade in 19857

A 97.8
B 9.4
c 1271
D 128.0

June 1999
The diagram shows the domestic supply curve for a product Sg and the world si:gply curve Sw.
The domestic demand curve is shown by the line D.

A

Price
Sd

; S1
J K/ s
— L M i\ v

D

X Y Quantity

Thg government imposes a tariff on the product which shifts the world supply curve to S;.
Which area measures the government revenue raised by the imposition of the tariff?

FGYX
OEGY
FGNK
FGML

oom>»

Nov 1999
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i
Jota is imposed which reduces the imports of a good.
5 matis likely to be the effect on domestic output and the price of the good?
Domestic output | Price of imported good
A ) fall fall
B fal rise |
C rise fall
D rise rise
_l June 1998

2k The diagram represents the production possibility curves of two economies X and Y.

agricultural goods
(units)

0 500 1000
manufactured goods
(units)
As a result of soil erosion in econormy X, the production possibility curve shifts from X to X.
According to the law of comparative advantage, what should country Y do following this change?

cease to trade with countrs X

export agricultural goods tu couniry X,

export manufactured goods (o country X

import both agricultural arnd manufaciured goods from country X.

ooOw>

Nov 1598, Nov 2002, Nov 2005/18, Nov 2008/Q19

25.  The table below shows the indices of export prices and import prices for a certain country.
year 1 year 2 year 3
index of exports prices 100 105 110
index of imports prices 100 100 120
Which one of the following statements about the terms of trade during the period correct?
A Year 2 had the least favourable terms of trade.
B Year 3 had the most favourabie terms of trade.
c From year 1 to year 2 there was a favorable movement in the terms of trade.
D From year 1 to year 3 there was a favorable movements in the terms of trade.
Nov 1998
.youtube.com/megalecture
k -

MEGA LECTURE

e com amScanner


www.youtube.com/megalecture

w,g7

2.

30.

3.

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

164 International Trade

¢ diagram shows the outputs of tractors ' 1 ‘
.an;iven quantity of resources. and cars that can be produced in countries X and Y with

T
800
cars
200

—
>

o 100 200
What would be 2 mutually beneficial exchange rate?

tractors

one car for one tractor.
two cars for one tractor.
three cars for one tractor.
four cars for one tractor.

o0 m>»

June 1997, Nov 2000

The table shows the price index numbers for a country's exports and imports.

F \ Year 1 \ Year 2 ‘_\
‘— exports \ 100 \ 88 J
‘ imports 1 100 J 92 _\

What were the country’s terms of trade for year 27

A 0.04
B 4.0

C 95.6
D 104.5

Nov 2000

Which of the following would not be a reason fora government to impose a quota on imports?

to prevent damping.
to raise tax revenue _
to retaliate against other countries.

to support a strategic industry. June 1993, June 2001

ooOow>»
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ws the demand and supply curves for computer chips in country X an dey

. The diagram sho . e ey u
32 with the prices in the two countries measure in a y merI
country X . country Y
@ | s

price s |

P1 price / \‘-

P D

> o ‘*’
o] quantity quantity

initially, there is ban on trade in computer chips. When the ban is lifted trade in chips between x

and Y commences at price OP.
There are no transport costs and the exchange rate is fixed.

What is the result of international trade?

A Country X exports chips and its producers receive a higher price.
B Country X imports chips and its consumers pay a lower price,
C Country Y exports chips and its producers receive a lower price.
D Country Y imports chips and its consumers pay a higher price.
June 2001
33. The diagram shows a country’s pre-trade (LM) and post-trade (LN) consumption possibilities of

goods Y and X.

}

600 N
good Y
M
500
- .
O 200 good x

The country’s consumers prefer Y to X.

The country’s consumers prefer X to Y.

The country enjoy a comparative advantage over its trading partner in the
production of Y. ion of
The country enjoys a comparative advantage over its trading partner in the production

X. 1
June 1988, NoV 200

O oOowm>»

.youtube.com/megalecture

MEGA LECTURE

Clu )T


www.youtube.com/megalecture

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

UM? 166 International Trade

Which reason for an import contro| g
#  _qvantage in a particular good?

a quota that protects jobs in g ge
a short — term tariff that protects
a tariff that improves an industry’
a embargo on goods with negati

pressed region.
an infant industry.
S terms of trade.
Ve externalities.

oOO®W>

Nov 2001

iagram shows a ' . N
3. zgss?;:wge o and export sc:ountry s domestic supply of and demand fora commodity it both

The world price changes from WP, to WP .
What are the resulting changes in domestic consumption and exports?

price
S
WP2
WP
/] ~op
\ o w Y X z quantity¢
| Domestic consumption Quantity of exports \
A OXt00Z | OY to OX \
B OX to 07 . OYtoz )
c OY to OW N  YXtoWzZ \
D OY to QW ]1 YX to OZ l

Nov 1996, Nov 2001
36.

A developing country imposes a tariff to protect a new domestic industry.

Which arguments would provide an acceptable economic case for this?

A It is believed that the industry will always need government assistance to compete
internationally. _ . . '

B It is believed that the industry will compete effectively when it achieves economics of
scale.

c The country wishes to reduce the rate of inflation.

D

The country wishes to lower its terms of trade.

Nov 2002/Q20
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LM is the production possibility curve of a country that has a COMparagj

37. In the diagram "
¥ in the production of good Y. "
4
: R
°
quantity
of good X
o > -
quantity of good Y

What might enable the country to consume the quantity of X and Y indicated by point R?

A increased specialization in the production of good X.
B international trade.
o a reduction in unemployment.
D increased specialization in unemployment in the production of good Y.
Nov 2002/Q4, June 2009/q1g
38. The table shows the levels of output which three countries can produce.
country X 25 tonnes of maize or 5 tractors
country Y 75 tonnes of maize or 15 tractors
country Z 225 tonnes of maize or 45 traciors
Which of the following would be the most likely outcome?
A Country X will specialise in maize and country Y in tractors.
B Country Y will specialise in maize and country Z in tractors.
c Country Z will specialise in both maize and tractors.
D There will be no gains from trade between the countries.
June 2003/Q20
39. Country X joins an existing customs union, comprising Y and W, which has a common external

tariff gqual to X's initial tariff.
After Joining the customs union, X imports cars from Y which it previously imported from country V.
How will this affect the price of cars in country X and the cost of producing the cars imported into

country X? -
' price cost of production
A lower lower
B lower : higher
L c no effect lower
L D no effect : higher
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The index for a country's terms of

trade
What could have caused this chg chan

nge? ged from 100 in year 2001, to 104 in year 2002.

a fall in export prices with i .
g a fal in invisible eamings. MPort prices unchanged.
c an appreciation of the countny
D arise in the value of imponsr_y ® currency.
June 2003/Q22
A particular goods in the Barbados

: market i :
in Trinidad & Tobago, or Producers in the ch:\lda:);ehsupphed by domesfic producers, or producers

e following prices in US dollars.
Original Ba

rbados had a 20% ag valorem d ‘
, uty on imports from Trinidad & Tobago and USA.
Efa%ao/?os then formed a custom union with Trinidad & Tobago, with a common external tariff, also
From which countries would Barbag

. 0s import the i nion
and after formation of the cUStoms union’?p good, before the formation of the customs uni

\g’lgin of production \ price

L\ Barbados $1.00

‘ Trinidad & Tobage | $0.85

| usa | 5075
l\ ; before ‘ after l1
A USA | USA ‘1
‘1 B ‘ USA E Trinidad & Tobago R
‘ c ! neither ‘\ USA \l
| D “, neither ‘ |

Trinidad & Tobago |

Dec 1981, June 1996, June 2003/Q21
Country X has a comparative advartage in production wheat and country y in producing cars.
However, the countries choose not ¢ specialize and trade.
What is a valid reason for this behaviour?

There is immobility of factors of production between the countries.
Trade is based on absolute rather than comparative advantage.

Transport costs are high relative to the opportunity cost difference
between the countries.

A The exchange rate lies within the countries opportunity cost ratios.
B

c

D

June 1998, Nov 2003/Q22, Nov 2007/Q19
y likely to experience a deterioration in its terms of trade?
When demand for its exports increases.

When the trade weighted value of its currency depreciates.
g When the interest rate is increased.

When there is a fall in the average price of its imports.

When is an econom
A

2003/Q21
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44, \What will be the immediate effect of the removal of tariffs on imported consumer goods
A a decrease in the cost of living
B a decrease in free trade
c an increase in customs revenues received by the government
D an increase in the level of domestic employment
Nov 20081%
45, A group of countries introduce a single common currency to replace their national Currencigg
What will result from this policy?
A easier price comparisons between countries
B higher transaction costs
Cc increased interest rate differentials
D identical prices in all countries
Nov 2003/Qy
46. The World Cup in 2002 caused a rise in demand by Japanese fans for football shirts made in
Brazil, and increased travel to Japan by Brazilian fans using Japanese airlines.
What would be the effect on Brazil's balance of payments?
imports of
exports of goods Sarvices
A decrease decrease
B decrease increase
c increase decreace
D increase increase
June 2004/Q21
47. The diagram shows production possibility curves for two countries, X and Y.
4
good A
O -
What can be deduced from the diagram?
A Both countries can benefit by specialization.
B Country X has a higher opportunity cost than Y in producing good B.
C Country Y has a comparative advantage in both goods.
D Trade between X and Y will not take place. Nov 200 4/Q19
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- argument against trade protection i that it wiy in
Crease

competition for domestic
S domestic price levels. ndustries.
the cun'ep_t account deficit.
D opportunities for domestjc infant industries
in which situation must the terms of trade be moving in a count':yov f2 004’:'?220 June 201IPAZINS
s favou
A Its import prices are rising at
B There is a fall in both its l?npo?t 2gg?tr rate than its export prices
c There is an increase i S export prices.

N its officia| reserves.

Onts is increasing more than the volume of its imports.
June 1995, Nov 2004/Q22

D The volume of its exp

What is present in a customs union pyt not in a free trade area?

a common monetary system
a common external tariff with the r
a common system of taxation

the free movement of all goods, services and factors of production

est of the world

oOwm>»

June 1998, June 2002/ Nov 2004/Q21

The table shows the numbers of goods X and Y

i which two countri e. Each country uses
half of its resources to make each good. tries produc ry

country 1 | country 2
good X 100 300
good Y 200 400

Later, each country specialises in the product in which it has a comparative advantage.
Which rate of exchange would be suitable so each country gains from trade?

A 1X=1Y B 1X=1.5Y o 1X=2Y D 1IX=3Y
June 1980, June 2004/Q22

In which of the following situations will a county's teims of irade worsen?

A The prices of its imports rise by mare than te prices of its exports.

B The total value of external payments rises by more than the total value of external
receipts. _

C The value of its imports rises by more than the value of its exports.

D

The volume of its imports rises by more than the volume of its exports.
June 1984, June 1993, June 2004/Q20

Why would a government introduce tariffs and quotas?

to increase the level of international competition
to increase the demand for home-produced goods
to reduce the price of home-produced goods

to reduce the price of imports

ooOmw>

June 2005/Q20
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In August 2002, the US President signed a trade agreement which allowed more duty-fr
to the US market for Latin American and Caribbean countries. c8 aCcagq

Who might benefit in the short run from this agreement?

A Caribbean countries, because they may export to Latin America
B Latin American businesses, because they may be able to sell more in the Us
C Latin American governments, because they will not have to pay so much duty
D the US, because it may export more to Latin America
June 2004/Q3
Which method of protection raises revenue for the government?
A domestic subsidies
B embargo
c quota
D tariff
June 2004/Q1g

The world consists of two countries, Sealand and Fantasia, both of which produce just two goods
Xand. T

The production of X is land-intensive and the production of Y is labgiir-intensive.

Sealand has plentiful supplies of both land and labour. Fantasia has a relative scarcity of labour.

What can be deduced from this?

A Fantasia is likely to have a comparative advantage in X.

B It is unlikely that Fantasia can compete with Sealand in the production of either X or Y.
C It is unlikely there would be any benefit to Sealand from trading with Fantasia.

D

Sealand is likely to have an absolute advantage in both X and Y.
June 2005/Q19, Nov 2011/P11/Q19

The ‘terms of trade’ of a country refers to

the system of tariff rates levied by the government of the country.

the relationship between average import prices and average export prices.
the rate at which domestic currency can be sold in foreign exchange markets.
the difference between the value of exports and the value of imports.

oOom>

June 2005/Q22

In some parts of the world economic unions have been established. These have introduced @
common currency.

What could be an economic disadvantage of introducing such a common currency?

Absolute and comparative cost advantages would disappear as a basis for trade.
Devaluation of a member's currency would no longer be possible.

Prices of goods and services would be the same over the whole union.
Trade creation would take place.

ooOom>»

June 2005/621
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n export of services in Jamaica's current account?

Wwhat is @
A an inflow of funds to Jamaica to buy shares
B earnings from l_J_S tourists visiting Jamaica
c earnings of Haitian workers in Jamaica sent to Haiti
D the export of Jamaican coffee
Nov 2005/Q22

Which of the following will increase a country’s protection against imports?

] 60'
A an appreciation of its exchange rate
B an increase in its inflation rate
o) a reduction in the size of existing import quotas
D a reduction in subsidies to domestic producers
Nov 2005/Q20
¢.  When will there be a favourable movement in a country's terms of trade?
A when the prices of its exports fall by more than the prices of its imports
B when the prices of its imports rise by less than the prices of its exports
C when the volume of its exports increases by more than the volume of its imports
D when the volume of ifs irnports increases by more than the volume of its exports
June-1990, Nov 2005/Q21
62. The supply of an imported good is shown by curve S.
What will be the new supply curve if an ad valorem (percentage) tariff is imposed on the good?
A A
B
S
v
D
price
0 quantity
June 2006/Q20
What would encourage the growth of the international division of labour?
Q an improvement in transport systems
c Instability in international exchange rates
D restric;tions on the movement of rgsources
the widespread introduction of tariffs
: June 2006/Q4
N
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The table refers to @ particular country.
__________,—————-’____,___—-———
index of import index qf export
year prices pncies; "
(2000 = 100) (2000 = )
[
-
1995 48.1 57.0
2005 122.4 120.8
rect?

Which statement about the period 1985 to 2005 is cor

The balance of trade improved.
The balance of payments worsened.
The terms of trade worsened.

h rate appreciated.
The exchange PP Dec 1982, Nov 2002, June 2005/q;

oOw>

A country’s terms of trade index currently stands at 120 (base year 2000).

increased by 25 %.

Since 2000, the average price of its imports has ' _
the country has received for its exports over this

What has been the change in the average price
period?

A -10 % B +5 % C +45 % D +50 %

Nov 2006/Q21
What would reduce an economy’s protection against the import of cars?
a lower exchange rate
a higher quota of imported cars

a higher tariff on imported cars

a higher subsidy for domestic car producers
Nov 2006/Q20

The table shows the output per unit of input of two goods, X and Y, in two countries, 1 and 2.

output of X output of Y "

per unit of input per unit of input l

|

Country 1 70 30 !
Country 2 50 25 |

Which statement about the data in the table is correct?

A Country 1 has absolute advantage in the production of X and comparative advantagé in
the production of Y.

B Country 1 has absolute advantage in the production of Y and comparative advantagé in
the production of X.

g Country 2 has no absolute or comparative advantage.

Country 2 has comparative advantage in the production of X and no absolute advantagé
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ntry's terms of trade inc
A country reased from the bgse year value of 100 to 120 in the following year.
ft prices would have caused this?

expon prices

import prices

decreased 10% increased 10 %

| B increased 10%
E increased 20%
D l unchanged

Whic:\tsrgethod of protection would a government be most likely to use to increase the country’'s
exports”

decreased 10%
unchanged

decreased 20 %

June 2007/Q21

A exchange control B

C subsidies D quotas

tariffs

, _ June 2007/Q20
Why might establishment of a customs union lower economic welfare?

A The exchange rate is realigned.
B Labour mobility is increased.

C Trade is created.

D trade is diverted.

Nov-2002/Q19
When must the terms of trade of a country change?

when the volume of exports falls and the volume of imports rises
when the total value of exports falls and the tota! value of imports rises
when the balance of trade moves from deficit to surmius
when the average price of exports rises and the average piice of imports falls
Nov 2007/Q21

o0 w>X

What would be an economic benefit to a country of imposing & tarif on imported goods?

A It would increase global productivity. -

B It would make the country’s exports more competitive.

C It would put pressure on foreign suppliers to reduce their prices.
D It would reduce the prices paid by consumers for imported goods.

Nov 2007/Q20
A country has the correct climate for growing tea, which is produced very cheaply and exported.

Fruit is also grown, but this costs more as the climate is not as suitable. o .
Fruit can be sold at a higher price than tea so Some of the land used for tea is switched to fruit.

What will definitely happen as a result?

There will be an increase in spe;ialisation by the country.

Thete will be an increase in the imports of tea. .
There will be an opportunity cost of the loss of the tea production.
i ign in |i ith absolute advantage.

oow>
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been protecting its domestic car industry with a quota on imponed car

74. A govermnment has ‘ \
rer%oves the quota and replaces it with a subsidy to domestic car producers. How wjy fhiss' It the,
affect the price of cars and the level of consumer choice? chaﬂge

- f price of cars level of choice
A decrease decrease
B decrease increase
C increase decrease
;ﬁ D increase Increase
: _ Nov 2009/p,,,
§ 75. When would the sale of cheap exports definitely be classed as dumping? Q1
A if the exports were produced profitably at a low price in the exporting country
B if the exports were the result of a surplus caused by favourable weather conditiong
(o if the exports were the result of improved technology that led to capital-intensjye
production
D if the exports were the result of government subsidies to producers that made l0Ss-maki
sales profitable ng
June 20
76. A government removes the tariff on a product. 08/Q20
1 D domestic supply

——————————————————— world supply with tariff
e G ittt world supply without tariff

T
i
|
|
|
|
|
}
|
|
|
|
|
|
:
|
+ - =

domestic demand

' o

| |
| I
I I
| |
| |
| I
I !
I |

@)
<
=
N
<
N

quantity

What will be the change in domestic production?

A a reduction of WV B a reduction of XV
c a reduction of XW D a reduction of ZY
June 2008/Q21, Nov 2011/P12/Q19
77. In which situation must the terms of trade be moving in a country’s favour?

Its import prices are rising at a slower rate than its export prices.
There is a fall in both its import and its export prices.

There is an increase in its official reserves.

The volume of its exports is increasing more than the volume of its imports.

Nov 2008/Q22

oOw>»
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wrich feature is found in both a customs union ang g free trade area?

a common currency
a common external tariff

freedom from intemal trade barriers
uniform tax rates

OO m>P

. 1Q21
Which statement about economic Integration is correct? Nov 2008

A customs union has a common ay

A customs union has a common externa| tariff.
A free trade area has internal trade barriers.

A free trade area has no external trade barriers.

rrency.

o O m>P

June 2009/Q21

since 2000 a country’s export prices have increased on average by 50 % and its import prices by
25 %.

what is the current figure for the country's terms of trade (2000 = 100)

A 75 B 83 c 120 D 125

June 2009/Q22

Japan introduces import quotas on consumer durables imported from Malaysia. These goods have
a high price elasticity of demand.

What effect is this likely to have on the prices paid for these goods by Japanese consumers and on
the revenues received by Malaysian producers?

| T
change in prices paid

change in revenues

by Japanese | received by Malaysian Z
consumers | producers ‘;
A decrease l.i uncertain “1
B decrease “ ncrease ‘g
| ‘
o increase ‘ decrease
D increase ) o centain
June 2009/Q20
What will cause an improvement in a country’s terms of trade?
A a fall in incomes abroad
B a fall in its exchange rate
c a rise in its inflation rate
D a rise in the price of its imports
Nov 2009/12/Q20
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emat’bnaf r
83. The diagrams show the change in a country's production possibility curve between v,
Year 2 ar1an
Year 1 Year 2
150
consumer 100 consumer
goods goods
0 50 0 g0
capital goods capital goods
What can be deduced from the diagrams?
A Future growth prospects have been harmed.
B The level of unemployment has falien.
c The opportunity cost of consumer goods has risen.
D The proportionate growth in production is greater in consumer goods.
June 2010/P12/Qf
84. The diagram shows production possibility curves for two countries, X and Y.

|

good L

O good M

What can be deduced from the diagram?

Both countries can benefit from specialisation.

Country X has a higher opportunity cost than Y in producing good M.
Country Y has a comparative advantage in both goods.

Trade between X and Y will not take place.

oom>»

June 2010/P1 2/Q18
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International Trade
¢ statements that follow relate to possible i
m S i s least cerlain 10 regulr? gains from an increase in free trade.
A Increased speciahsatiqn leads to improvements in productivity
8 Trade extends the choice of goods available to consumers.
c Trade leads to an increase in the number of jobs '
D Trade leads to a reduction in costs of production .
June 2010/P12/Q19
A group of countries decides to change from being a i i economic union.
What additional feature will this give the group? 2 cusloms umen o bemg an
A a common external quota on imports from non-members
B a common external 'ta.rlff on imports from non-members
c the removal of restrictions on the movement of capital and labour between members
D

the removal of tariffs and quotas on products exchanged between members

] June 2010/P12/Q20
gr.  Steelis produced in a number of countries, including China, Japan and the US. It is used in the

manufacture of cars. The US protects its domestic steel industry by imposing high tariffs on foreign
steel imports.

Which two groups would benefit from the removal of the US tariffs?

|
&
|
j
|

A Chinese steel producers and Japanese car manufacturers
B Japanese steel producers and US car manufacturers
X c US steel producers and Chinese steel workers
D the US government and Japanese steel workers
Nov 2010/P12/Q19 ‘
88. What is found in a customs union but not a free trade area?
f A a common currency
1 B a common external tariff
t c fixed exchange rates
; D free movement of labour
i Nov 2010/P12/Q21 ?
1 1]
8 The table shows how much rice and wheat two countries, X and Y, can grow when each country '
divides its resources equally between growing rice and wheat.
| X v |
| country X | country |
. |
| rice (units) ‘ 900m 100m
l wheat (units) | 300m 50m |

Assume that each country now specialises according to comparative advantage and trades with the
other country. .
Which terms of trade would benefit both countries?

1 wheat = 5rice
1 wheat = 3 rice
1 wheat = 2.5 rice
1 wheat = 2 rice

oOow>»

Nov 2010/P12/Q22
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I
fad
?

Each diagram shows the production possibility curves of two economies, X and v Which
food and clothes. DroduCe

In which diagram would both economies benefit b

Y specialising in the good in Which the
comparative advantage and trading at an exchan

ge rate of 1 unit of clothes to 1 5 units Ofr;gve
0

d?
A 5 B 5 c .
4- 44 44 4-
34 \
food 2\, food food v food Y
R -
) X
X
0 1 0 0
AR 0 Rt T T S
clothes clothes clothes Clotheg 4

June 2011 Q18
A country’s terms of trade

Since 2000 the average p
What has been the chang

currently stands at 150 (base year 2000 = 100).

ri;e the country has received for its exports has increased by 20 %.
€ In the average price it has paid for its imports?

A —25 % B -20 % Cc +20 % D +259,
o o ' June 2011/P12/Q2g

Country X joins an existing customs union comprising countries Y ang 7 ountry W remains

outside the customs union.

Both X's initial tariff and W's tariff are at the same level as the customs LnIoN’'s common external

tariff.

What is likely to be the effect on trade flows when X joins the customs union?

trade between X and W | trade between Y ang Z—]
A unchanged decrease ]
B decrease decrease
Cc unchanged increase
D decrease increase ]

Nov 2011/P12/Q20
of price changes which may affect a country's terms of trade7.
must cause an improvement in the country's terms of trade”

The table shows four combinations
Which combination of price changes

average pr:ice of equrts ] average price of importsj
A falls falls
B falls rises
Cc rises falls
D _rises rises J
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hich measure would encourage domestic Production?
A reducﬁon in

the safety standards for importg

é the size of import quotas.
the subsidies on home produced gq
i ods.
g the time taken to process import F?aper\sfvork
Nov 2011/P11/Q20
,’5 V}/?i:z :gmbmatlon of export and import prices will cause the greatest change in a country’s terms
# ftrade”

export prices import prices

decrease by 1% increase by 1%

decrease by 2% no change

increase by 1% decrease by 1%

o O w >

no change increase by 2%

Nov 2011/P11/Q21
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Ime'""fionol

Q |Ans. | Q | Ans Q | Ans. | Q | Ans. | Q. [ Aps )
1 A 20 B 39 B 58 B 77 A
2 A 2] C 40 C 59 B 78 C
3 A 22 B 4] B 60 C 79 B
4 D 23 D 42 D 61 B 80 C
5 D 24 A 43 B 62 A 81 C
6 B 25 C 44 A 3 A 82 C
7 D 26 D 45 A 64 C 3 C
8 D 2 A 46 D 65 D 84 D
9 D 28 D 47 D 66 B 85 C
10 C 29 C 48 B 67 B 86 C
11 D 30 C 49 A 68 C 87 B
12 D 31 B 50 B 69 C 88 B
13 A 32 A 5] B 70 D 89 | C
14 C 33 D 52 A 71 D 90 C |
15 C | 34 B 53 B 72 C [ 911 B |
16 B 35 C 54 B 73 C 92 | B
17 A 36 B 55 D 74 B 3 C
18 C 37 B 56 A 75 D 94 B
19 C 38 D 57 B 76 A ] 95 C
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Exchange Rate

Exchange Rate

r things being equal, what wi -
og;zs I els in the USA by th;‘tm"l‘|"‘e‘”:t‘5‘Dpen if a British company raises the sterling (£) pric® of
g ent of a depreciation of sterling against the US doliar?

The demand for the ¢ :
A ompany's goods will rise i
A me gg\nqa;d f‘or the company’s goods wil flasllei;ntthheeLlJJSS: |
c e pany's earnings in the USA wi i | i
T ompany's camine will remain constant in pounds sterling.
b gs in the USA will remain constant in US dollars.
June 1990

hich of the following does not di [
\Q’,rrency market? irectly increase the supply of pounds sterling on the world

A Lower interest rates in the United Kingdo
: _ i m.
B Higher interest in rates in the United gtates.
c ﬁ: ::c;z:: c|ind|nvestment opportunities for foreign capital in Latin America.
D emand for United Kingdom exports in the United States.

Nov 1990

The US devalues by 10% but US firms keep the doll i i hanged. The
elasticity of demand for US exports is 0.5. P ol price of thefr exports T .

What will happen to US export earnings measured in dollars?

They will rise by about 20%.
They will rise by about 5%.
They will stay the same.
They will fall by about 5%.

o0 m>

Nov 1991

In the absence of off-setting changes, what would be the effect of an appreciation in @ country’s
exchange rate?

A An increase in the cost of imported raw materials.

B An increase in the level of ungmployment.

c An increase in the rate of domestic inflation.

D An increase in the volume nf nanufacturing exports.

Nov1994

The table shows the price elasticities of darmand for the exports and imports of three countries.

ttienecks, in which of these countries would a depreciation of the

Assuring there are no supply bo
trade?

currency result in an improvement in the balance 10

A Country 1 only

B Countries 2 and 3 only

c Country 3 only

D All three countries Now 1898

5

MEGA LECTURE

Alecture.com


www.youtube.com/megalecture

Unit B

10.

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

183

Following a 10% depreciation in the $ value of the £ sterling a UK manufacturer legye the

of the goods he sells in the US market unchanged. | D,
Other things being equal, what will be the effect on the revenue measured in sterling Obtain
8d

the manufacturer from his sales in the US?

A It will increase.
B It will decrease.
Cc It will be unchanged.
D It will depend on the elasticity of demand for the manufacturer's goods in the us.
, . N
Who would benefit from an appreciation of the £ sterling against the US $? i 1997
A A British pop, group paid in US $s for a North American concert tour.
B A UK unit trust investor with large holdings of North American equities.
c British holidaymakers visiting Florida.
D US students studying in the UK.
_ : : June 1993
The diagram shows demand and supply curves of the £ sterling against the US doliar.
4
Price of
£ sterling
in$ U.S. S
DZ
D,
@) quantity of £ sterling
What is likely to cause a shift in the demand curve from D+ to D5?
A An adverse balance of payments in the UK .
B An increased demand for UK goods in the USA.
c An increase in UK tourists visiting the USA.
D An increase in US interest rates.
Nov 1999
An appreciation of X’s currency lends to an increase in its foreian curensy earnings from tourism.
A It is income elastic.
B It is price elastic.
C It is income inelastic.
D It is price inelastic.
Nov 2000
What would result from a devaluation of a country’s exchange rate?
A An increase in the foreign currency price of imports.
B A reduction in the domestic currency price of imports.
c A reduction in the domestic currency price of exports.
D A reduction in the foreign currency price of exports.
June 2001
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hat would resultfrom a devaluation of & counyy exchan
ge rate?

ft An increase in the foreign ¢y :
A A reduction in the domestic Crlr;rr;t:‘y o oFimports.
B A reduction in the domestic curren?;y price of imports,
8 A reduction in the foreign Currency gn%gcgfzxit?ns'
s.
June 2001
o would benefit from a depreciation of ; :
. Wh v s s he sterling against the Malaysian ringgit?
i : Studying in the U
g British holidaymakers visiting Malays::
C A Malaysian manufacturer exporting to the UK
0 A Malaysian property company owing DTOPeI‘tiés in central London.
Nov 2001
is likely to be the effect iati
ke \What is likely of a depreciation of a country’s currency?
f A An improvement in its terms of trade.
\ B An increase in unemployment.
c A decrease in the profit margins of exporters
D An increase in the rate of inflation, .
Jun 2002/Q30

1", in the United States a representative basket of goods costs $4000.

At the current actual exchange rate between the US$ and the £ sterling the same basket of goods
in the UK would cost $ 5000.

The £ sterling is 25% over-valued against the USS$.

The £ sterling is 20% under-valued against the USS.

The purchasing power parity exchange rate of the £ sterling is $1.25 to the £.
The purchasing power parity exchange rate of the £ sterling is $.80 to the £.

June 2002/Q28

oo mw>

Which of the following combinations indicates that a country has a freely floating exchange rate?

- Nominal 1 Foreign
exchange rate '1 Currency reserves

depreciates by 20% | Decrsase by $1 bitlion J

Unchanged

Unchanged Decrease by 51 billion

Unchanged

A
B |  depreciatesby20% |
c |
D | |

Unchanged
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16. In the diagram D, and S; are the initial supply and demand curves of the pound sterling (£) on the
foreign exchange markets.
4
Priceof | D1 D2 S s,
£ sterling
(in$)
quantity of £ sterling
What will cause the demand curve to shift to D, and the supply curve to S,?
A a depreciation of the pound sterling
B a decrease in UK interest rates
C an increase in the price levels of other countries.
D an increase in the level of UK import tariffs.
June 2002/Q2g
17. Which of the following combination of changes indicates that a country is operating a managed
float?
Nominal Foreign
exchange rate Currency reserves
A Depreciates by 20% Decreases by $ 1 billion
B Depreciates by 20% Unchanged
C Unchanged Unchanged
D Unchanged Decreases by § 1 hillion
Nov 2002/Q29
18. What do weights used to calculate a country's trade-weighted exchanye rate reflect?
A The relative importance of different goods in a country's balance of trade.
B the relative size of a country’s trade with different countries.
c the relative importance of trade as a percentage of a country’'s GDP
D the relative size of a country's trade as a percentage of world trade.
19. A representative basket of goods costs $ 2500 in the United States. The same basket of goods

costs £ 2000 in the UK. What can be deduced from this?

The £ sterling is 25% over-valued.
The £ sterling is 20% under-valued.
The purchasing power parity exchange rate of the £ sterling is $0.80 to the £.

The purchasing power parity exchange rate of the £ sterling is $ 1.25 to the £.
Nov 2002/Q26

CoOow>»
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86 Exchange Rate

o diagram D1 and S, are the initial ge
'f‘;,ﬁan exchange markets. Mand and supply curves of the UK pound (£) on the

h

Price of Dz D1 S1
£ sterling S2
(in$)

>
—

quantity of £ sterling
What will cause the demand curve to D2 and the supply. curve to S,?
2

A an appreciation of the pound
B an increase in the price level in the US
c an increase in incomes in the US
D a decrease in UK interest rates
Nov 2002/Q25
In the diagram, curves D4D; and SS ing i i
e o 1D4 relate to the demand for and supply of £ sterling in the foreign
Price of
£ sterling D,
in$ U.S. S
DZ
Py
N
8 \ D,
D2
o .

quantity of £ sterling

What may cause the demand curve to shift from D1D4 to DoDy?

an appreCIatlon of the pound

an increase in the price level in the US
an increase in incomes in the us
a decrease in UK interest rates.

June 19891, June 2003/Q29
i .youtube.com/megalecture
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22. In the diagram, DDy and S8, are the initial demand and supply curves of the poungd Sterling (%)
on the foreign exchange market.
4
price of
£ sterling in
SUS
S
Zs.
o} . A . o
quantity of £ sterling
What will cause the demand curve to shift to D,D; and the supply curve to S$,S,?
A an appreciation of the pound
B an increase in UK interest rates
c a reduction in the level of UK import tariffs
D a reduction in the quality of UK goods
Nov 2003/Q28
23. The table shows alternative

price elasticities of demand for exports and imports of country X.
There is a depreciation of the currency of country X.

combination expors | imports
A 0.5 0.5
B 0.8 1.2
c 1.5 1.5
D 2.0 0.5

Assuming there are no supply bottienecks, which combination

of price elasticities offers the best
prospect for an improvement in the balance of trade?

June 1993, Nov 2003/Q29
nt account of its balance of
Wing two years is shown in

24, A country at the beginning of a given period seeks to improve the curre

payments by devaluing its currency. The effect of this policy in the follo
the diagram.

Which of the following statements is likely to explain this performance?

1 Current account

surplus
current +0 —_
balance - P 12 8 24
deficit months
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Exchange Rate

The elasticity of demand for im

The domestic inflation rate fe|| a?tg? 1d 2iminished after 12 monthes.
In the short run, the price elasticity of dmonths before having the desired result.

The policy was ineffective ang :
current account. other factors must have led to an improvement in the

TSOW™P

Dec 1986, Nov 1992, June 2003/Q30, Nov 2011/P11/@30
in an open economy with a fiexible exchange rate, the rate of interest is increased.

other things being equal, what will be the effect of this increase?

There will be a capital outflow.
The exchange rate will appreciate
Inflation will rise. '

Imports will become more expensive

o NeR b g

Nov 2003/Q30

The value of the S_wiss franc changes against the US doll
Which statement is consistent with this information? =1 (F) fom $0.60 10 50,55

Swiss visitors to the US will now be worse off.

The cost to the US of maintaining its embassy in Switzerland will decrease.
The dollar has depreciated against the Swiss franc.

US exports to Switzerland will now be more expensive.

ooOwm>

Nov 2004/Q29

A depreciation of the exchange rate of the pound sterling against the US dollar from £1: $1.50 to
£1:%$1.00 must mean that

the pound will be undervalued.

B US imports from the UK will become more expensive.
c UK imports from the US will become cheaper.

D dollars will become more expensive in terms of pounds.

>

Nov 2004/Q29
Which is most likely to cause country X's zxchange rate to depreciate?
A an increase in country X's demand fur impons
B an increase in country X's irereat ate
C an increase in foreign demand for country X's exports
D an increase in tourist visits country X
Nov 2004/Q28
Which factor determines the purchasing power parity of a currency?
A relative costs of living
B relative rates of interest
c the volume of trade creation
D he visible balance of payments
the visible bala Py Nov 2004/Q27
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Unit 8 189 P
X
Chang, N
30. What combination is most likely to cause a surplus in a country's trade in goods and sepy;
lCes?
inflation currency
A high strong
B high weak
c low strong
D low weak
June 2005IQ27
31. The demand for US imports in Japan is price-inelastic.

Assuming there is no change in their doliar price, what would be the effect of a de

yen on the total value of US goods imported into Japan? Preciation i the

B Value measured in yen B VaILTe measured in $
A Decrease Decrease
B Decrease Increase
C Increase Decrease
:D Increase Increase
June 1996, June-2005/Qza
32. The British monetary authorities are committed to maintaining the exchange rate of the UK £

against the Euro between P, and P, on the diagram.

N
A Py
N

O

price of £
(in Euros)

quantity of £

What might they do if demand changes from D to D,?

impose controls on UK investment overseas
increase interest rates

sell Euros out of foreign exchange reserves
sell £ on the foreign exchange markets

ooOomw>»

Nov 2002/Q27, June 2005/Q29
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‘,ﬂ Exchange Rote

nthe diagram the foreign exchange market js initially in equilibrium at X

at could be the new equilibrium ositi , _
holidays in Europe? Position after an InCrease in demand from US residents for

price
of § (in
Euros)

quantity of $
Nov 2005/Q29, Nov 2011/P11/Q28

% Why is a balance of payments deficit a potential problem for an economy with a fixed exchange

rate?

A Domestic money supply will increase.

B Rival producers may react with trade protection measures.
C The economy'’s foreign exchange reserves may run down.

D The economy'’s short-run standard of living will be reduced.

Nov 2005/Q28

3. The diagram shows the number of LiS doliars (3) and Furos (€) which exchanged for one pound
sterling (£) between 2002 and 2004.

18# T er _I

1.7
1.6

1.54

1.4 -

€ perk

1.3 T !
2002 I 2003 2004
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What happened to the exchange rate of the $ against the £ and € during this period?

$ exchange rate $ exchange rate
against £ against €
A appreciated appreciated
B appreciated depreciated
C depreciated appreciated
D depreciated depreciated

) , June 2006/Q28, Nov 2010/p1
Increased international competition leads to a worsening in a country’'s current account balan

In the absence of any offsetting factors, how is this likely to affect domestic inflation and the
exchange rate?

2IQyy
ce.

inflation exchange rate
A increase appreciate
B increase depreciate
Cc decrease appreciate
D decrease depreciate

, . June 2006/
The diagram shows the demand for sterling and the supply of sterling in the foreign exchange “

~markets.

4 S

£
exchange
rate

O quantity of £

Other things being equal, if UK interest rates increase, what is likely to happen to the demand and
supply curves in the diagram?

demand curve supply curve
A shifts to left shifts to left
B shifts to night shifts to right
Cc shifts to left shifts to right
D shifts to night shifts to left
) June 2006/Q29
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Exchange Rate

i hows the suppi

The diagram € PPly and dema

with the initial US dollar ($) price of the £ Q:irfg ggunds sterling (£) in the foreign exchange market
1.

D,

1
O Q1 Q2
quantity of £s
What will increase the $ price of the to OP,?

A large capital inflow into the UK.

A large deficit on the UK current account.

A reduction in interest rates in the UK

A speculative sales of £s in the foreign exchange market.

OOw>»

June 1997, Nov 2006/Q29

In which of the following circumstances will devaluation of the external value of a country’s currency
have the greatest beneficial effects on its balance of trade?

A There is full employment in the country.
B The government has implemented expansionary fiscal policies.
C The demand for its imports is price-inelastic.
D There is a high price elasticity of demand for iis exports,
Nov 2006/Q30

Turkey can produce a good but also imporis some of the geed tom Egypt The Turkish currency
depreciates against the Egyptian currency.

How might this affect production of this good in Egypt and in Turkey?

productio:n in Egypt production in Turkey
A decrease decrease
B decrease increase
C increase decrease
D increase in:crease

Nov 2006/Q28
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Exch,
"ﬂ! qu

According to the Purchasing Power Parity theory, what determines the rate of

two countries? ®XChangg bety,
h

A relative price levels in the two countries

B the bargaining power of the respective governments

Cc the comparative advantage of the two countries

D the size of their foreign currency reserves

| JUne 2007’Q
In the UK in the summer of 2002 the Euro was worth 4

£0.62. In the summ
worth £0.72. er 0f 2003 the g, ey

How was this change likely to have affected the UK?

higher demand for imports
higher imported infiation
higher priced exports
higher unemployment

oo w»

June 2007/qy,
The diagram shows the market for £ steriing which is in equilibrium.

S

price of
£in US%

quantity of £s
(billions)

What must the UK government do to achieve an exchange rate of £1 = US$2.50?

buy £10 billion sterling
buy £20 billion sterling
sell £10 billion sterling
sell £20 billion sterling

oow>»

Nov 2007/0%0

There is a rise in the exchange rate of the US$.
Which would cause the greatest increase in the US current account deficit?

a high level of domestic unemployment

a high price elasticity of demand for imports
a low price elasticity of demand for exports
a low rate of domestic inflation

ooOom>
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Exchange Rate

t tf;et“gir:;ﬁ'i:ls'irf“;: ::2:223 ;‘;})a';timprovement in the trade balance is satisfied in
run, bu ' orts are slow to res i
nent devalues its currency to reduce its trade deficit ponc foprice changes. The

curve indicates the probable behaviour of the trade balance?

\Which

A A

trade
balance

time
Nov 2007/Q28, Nov 2010/P12/Q28

The table shows observations of the exchange rate of an economy and its current account balance
OVer six years.

Sxenange rate | current account balance
year Og%;r;f;z:g’cfﬁie“n”;‘y) (billions of US dollars)
1 2.0 -3
2 1.5 -5
3 1.5 —4
4 1.5 -3
5 1.5 0
L 6 1.5 +3

Wh.
'°h concept does the data in the table illustrate?

exchange rate appreciation
Purchasing power parity
the J-curve effect

trade-weighted exchange rates

oo w>

June 2008/Q29, June 2011/P12/Q28
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What is the likely effect on the volume of exports and imports if a country with a fixed exchg

rate experiences a higher rate of inflation than its trading partners? nge
exports imports
A increase decrease
B decrease Increase
C increase increase
D decrease decrease
June 2008/Q2¢

Under a system of flexible exchange rates, what determines the foreign exchange value of a
currency?

A the overall supply of and demand for a currency
B the purchasing power of the currency relative to the purchasing power of foreign
currencies
c the surplus or deficit on the balance of payments on cuirent account
D the differential between domestic and foreign interesi r&izs
Nov 2008/Q28

What is most likely to cause Australia’s exchange rate to depracisie?
A an increase in Australia's demand for imports
B an increase in Australia's interest rate
Cc an increase in demand for Australia’s exports
D an increase in tourist visits to Australia

June 2008/Q28

A country has a large current account deficit. Its government decides to devalue its currency.
In which circumstance would such a measure reduce the deficit?

price elasticity of price elasticity of
demand for exports demand for imports
A 0.0 0.0
B 0.0 0.5
Cc 0.5 0.5
D 05 1.0
June 2009/P1/Q:30

With an exchange rate of 5 Egyptian pounds (EGP) = 1 US dollar (3), an American product sells in
Egypt for EGP100.

Assuming that the dollar price remains unchanged, what will be the price of the product in EgYP! if
the Egyptian pound appreciates to EGP4 = 1 US$?

A EGP 75 B EGP 80 C EGP120 D EGP125
Nov 2008/Q29, Juné
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196 Exchange Rate

ovemment with a floating exchange rate wishes to encourage a rise in the international value of
2 currency. What should it do?
fts

Lower the level of domestic interest rates.

g Reduce the am_ount of foreign currency available 1o its citizens.
c Reduce subsidies to its exporters.
D Remove trade barriers on imports.
; : Nov 2009/P12/Q29
country X trades with only two countries, the USA and Japan.

B g0 % of the country's trade is with the USA and 10 % is with Japan.
The original value of the trade-weighted exchange rate index is 100.

The value of country X's currency against the US$ rises by 10%. The value of country X's currency
against the Japanese yen rises by 50 %.

What will be the value of country X’s new trade-weighted exchange rate index?

A 114 B 115 C 130 D 160

June 2003/Q28, Nov 2009/P12/Q28

g Whatis the likely effect on the volume exports and imports if a country on a fixed exchange rate
experiences a higher rate of inflation than its trading partners?

‘ —{ Exporis ' T-,‘_ imports ‘
‘ A l Increaze ‘! Decrease
l B \ Decrease ] increase
.
C \ Increassa | increase \
D ‘ Decrease \ Decrease j
% The diagram shows the market for Japanese Yen.
f §
Sy
S,
price of Yen
In terms of
other
currencies
D
‘» O o

guantity of Yen

What Could have caused the change in the supply of Yen from S, to S5?

a reduction in the level of international investment into Japan
a reduction in the level of Japanese tariffs

a reduction in the value of foreign goods imported into Japan
a reduction in the value of Japanese goods exported

June 2004/Q28 , Nov 2009/12/Q27
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of for
problem?

eign currency. When would it be likely to consider a defigiy
on

A government has low reserves

current account to be @ serious
eriencing 8 period of high, sustained growth

A when the country is exp ith @ surplus
i s reqularly with @
g ng :2: g:gg: Ztgéneit: the gum of errors and omissions in the balance of paymen.
A in the country is low
ternational confidence In
D When the level of in Nov 20101p12,02

Assume the Chinese monetary authorities are committed to maintaining the exchange rate of
Chine's currency the Yuan against the US$ between P and P2 on the diagram.

price of Yuan 2
(inUSY)

 J

O guantity of Yuan

What might they do if demand changed from D4 to D;?

A Impose controls on Chinese investment overseas.
B Increase interest rates.

(o Sell US$ out of foreign exchange reserves.

D Sell Yuan on the foreign exchange markets.

Nov 2010/P12/Q28

A country experiences changes in the value of its exports and imports of goods and services and
its inflow of incomes and transfers. Thes€ are shown in the table.

Which set of changes is most likely to cause a depreciation in its floating exchange rate?’

1

' net inflow of ‘

export value import value incomes and |

transfers }
A fall fall fall
B fall rise fall
(o rise fall rise
D rise ~ rise rise

utube.com/megalecture

MEGA LECTURE



www.youtube.com/megalecture

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.megalecture.com

198
ot s Exchange Rate
at is likely to happen if there is a rise in the i :
N Wh - he international valye of a country's currency?
a fall in the foreign currency price of i ’
; a fall in the volume of its exp‘éns of its exports
c arise in the domestic currenc ric o
0 a rise in the domestic price Ie\);e‘l3 ® ofits imports
o ] June 2011/P12/Q27
The diagram shows the exchange rate for th .
0 o change rate is at E. & UKE in terms of the USS. The original equilibrium
What will be the new exchange rate equilibri : .
rates and a rise in US interest rates? Autibrium of the UKE following a reduction in UK interest
A S,
price of £
(in USY)
O gsantity of £s
June 2011/P12/Q29
B1. The graphs show the changes in the exchange rates of the £ sterling between 1998 and 2003.
USS per £ £ per Euro (€)
1750+ ; 0.725 | |
1700~ | [ 0700 1 —
1650 ; % AL 06754\ |} S S SR
s ALal At
1.550-\‘ | AR
15004 — | I 062597}
wod o |\ . ) s - |
\ : |
1.400_F ; : l - | 0.575 | T T ! l
1989 2000 2001 2002 2003 1999 2000 2001 2002 2003
What happened to the value of the £ sterling between 2001 and 20037
A Thef a i inst the $ and the €.
ppreciated agains _ ‘
2 The £ appreciated against t:e g ang ?heepéeC'ated against the €.
The £ depreciated against the » an - : ~
D The £ depreciated against the $ and appreciated against the €. Niov 304 1P 121028
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199 Exchange Rate

any raises the sterling (£) price of

British comp .
ainst the Pakistan rypegs

i enifa -
what will happ: depreciation of sterling ag

Other things being equal,
by the full extent of 2

goods it sells to Pakistan

will fall in Pakistan.

's goods . i
e company's g || remain constant in pounds sterling.

The demand for th

A .
B The company’s earnings in Pakistan wi ! ! '
c The comganz's eamings in Pakistan will remain constant in Pakistan rupees.
D The profit margin on sales to Pakistan will decline.
Nov 201 1/P12/Q29
A country’s floating exchange rate falls and its export revenue declines.
What could explain this?
A Demand for its exports is inelastic.
B Supply of its exports is elastic.
c The exchange rate is in disequilibrium. .
D The price of exports, in terms of foreign currency, rses.
Nov 2011/P11/Q27

In 2004, when international demand for oil was high, Bolivia encouraged investment by foreign

firms in order to exploit its oil and gas resources.

What impact would.this have on the balance of payments of Bolivia?

definitely favourable, as Bolivia could increase its exports of gas and oil
definitely unfavourable, as the foreign companies would transier profits out of the country

uncertain, as there would be inflows and outflows of currency
zero, as Bolivia itself would use the gas and oil produced
Nov 2011/P11/Q28

ooOm>»
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Exchange Rate

Unit 8

Exchange Rate

Q Ans. Q Ans.
S ) ns § Ans. Q Ans.
1 0 D 39
1 D 58 B
3 D 21 D 40 B
2 59 B
3 B 22 B 4
2 A 60 C
4 B 23 C 42 B
3 D | 24 | ¢ 3 o B
- 2 - 43 A 62 C
_2 B 44 B 63 A
5 C 26 C 45 B 64 C
8 | B 1271 D [ 26 | C | & ]
9 D 28 A 47 B 66
10 D 29 A 48 A 67 |
‘, 11 D 30 D | 49 A 68
12 A 31 C 50 D 69
13 D 32 D 5] B 70
14 A 33 | D 52 B | 71
.‘ 15 B 34 | C | 33 A 72
| 16 C 35 | D | 4 B 73
r 17 A 36 D | 53 C 74
| 18 | B |37} D | 3% | D [T
E 19 D | 38 A 15T D 76
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Balance Of PaymentS

y ents are
1. The principal items in the UK balance of paym |
X Current balance. _vilities
Y Net transactions in UK external assets and liabilit P,d
4 Balance item. ‘#1
What is the relationship between these items? :
A X+Y+Z=zero 8
B X+Y¥=2Z {
C X+Z=Y )
D X-Y=Z June 1952
2. The following data relates to the UK balance of payments in 1988. _ \
£ billion

“Deficit visible trade B ) 20.8

Surplus on trade in services 4.2

Net transfers tooverseas | 3.2

Net receipts of interest, profit and dividends from overseas - 5.6

Direct investment overseas by UK residents - 1582
What was the UK current account deficit in 19887
A £ 7.4 billion B £ 13.0 billion
c £ 14.2 billion D . ‘£ 16.6 billion '

' June 1993

3. Which of the following items would not appear in the current account of a country’s balance of
payments?
A The export of cars,
B The import of machinery.
C The payment of dividendslby a foreign company.
D The setting up of a subsidiary by a foreign company. ]
Nov 199

4. A Government may seek to improve the curren ' ing eithel
: . t account bal i cing et
expenditure reducing or expenditure — switching policies ance of payments by introductd
Which of the following is an expenditure-reducing policy'}

Government subsidy on home

Rive i mony eubi produced products.
Devaluation of the currency

The imports

ooOm>
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Balance Of Payments
Wwhich of the following is an invisible export of the UK?
Expenditure by Arab visitors in g London
Q Expenditur;a bnyK bsoldiers on duty in Ge'::‘;:rant
payment ot profits by a Japanese e . .
c Tokyo. lectronics plant in South Wales to its company in
| D Repayment of an IMF loan by the Uk Treasury
| June 1995
| remaining unchanged, which i ,
3 g;llee&s:? 9 of the following would result in an outflow of capital funds from
A Fall in the UK rate of inflation.
B An expected appreciation of the £ exchange rate
c An increase in foreign interest rates. '
D An increase in foreign prices.
Dec 1996
1 Which one of the following would appear as a debit item on the invisible trade account of the U.K.
Balance of payments?

A The sale of foreigners of shares in U.K. oil companies.
B The payment of di\_/id'ends to foreigners on shares they already hold in U.K. oil companies.
(5 The purchase of oil rigs fraim foreigners by U.K. oil companies.
D The payment of dividends by foreigners to U.K. citizens on shares hold abroad.
Dec 1996
. Which of the following represents an invisible export in the UK balance of payments?
{ A Payment of dividends to Japanese share holders of Nissan (UK).
‘ B Spending by Japanese tourists in London on hotel accommodation.
| c The purchase of an overseas company by british film.
D UK government foreign aid to developing countries.
l | June 1997
S Why might a reduction in domestic interest have an adverse effect on a country’s balance of
payment on current account?
| A It will cause a rise in the exchange rate. -
B It will make the country’s industry less conjp_etmvg. _ _
C The resulting higher-level of economic activity is likely to increase imports.
D i of capital the country.
There will be an outflow p June 1998
1 . P
" an economy is experiencing a balance of payments deficit and high inflation.
What would be appropriate government policy response?
A Increase interest rates
c “increase the money supply
b Reduce direct taxes _
f Remove import tariffs Nov 1999
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15.

A An appreciation of the country’s currency.
.B An increase in import tariffs

Cc A reduction in government spending.

D . Areducing in the level of interest rates.

What will be the immediate and subsequent effects on the UK’s balance of payments? .

T Immediate effect Subsequent effect t
On capital account On current account %
] A " Credit ) : Credit -
B _ Credit ~Debit |
c | Debit t " Credit R |
) Debit e | |
. - Debit
—_— | . _ .
, — Nov 2007/Q27
Which of the following ite, i - ' ' |
 payments? g lems is not included in the Current account of g country's balance of
Interest on foreign loans.
Invisible exports. C
Profits from foreign investments.

cow>»
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203 Balance Of p, .
Nty

mf{'ﬁauwf ?;elt)é the long-run impact on the UK's visible trade balance and on its currep
balance? Visible trade balance | Invisible trade balance

"y Worsen Worsen

B Worsen Improve

c lmprové Worsen

D Improve Improve

- _June 200303,
Country X and country Y are trading partners. The rate of inflation in country X is greater than the
rate of inflation in country Y.

What can be deduced about thé effect this will have on country X?

A A rise in its balance of payments current account surplus.
B A fallin its purchasing power parity exchange rate.

Cc A fallin its terms trade.

D A rise in its net export.

June 2000

Which policy measure would tend to reduce both the rate of inflation and a balance of payments
deficit?

Nov 2000 -
A UK resident buys shares in a Spanish company. '

The purchase of foreign assets, -
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strengthening the exchang

€ rate of the Mauritian rupee.

. Nov 2002/Q22
The table gives information about the trage between Sj

_ Ingapore and N i i 1.1
first year after they signed a free trade agreement. The values are iveW ﬁtak:a.ndst_iunng 200} .‘me
(55) and New Zealand dollars (ng). SWven boff n Singapore dofiars

S$m NZ$m | Percentage change

— - | from 2000

Singapore exports to New Zealand 508 618 | +20%

Singapore imports from New Zealand 331 | 403 | -17%

| | -
What can be concluded from the table?
A New Zealand gained more than Singapore from the trade agreement.
B New Zealand's trade position with Singapore improved in 2001.
c Singapore had a trade surplus with New Zealand in 2001,
D The exchange rate in 2001 was aporoximately NZS1 = S81.2.
June 2004/Q27

The World Cup in 2002 caused a rise in Gemand by Japanase fans for football shints mads in
Brazil, and increased travel to Japan by Braziliar: fans using Japanese airiines.

What would be the effect on Brazil's balance of payments?

Exports of goods Imports of Services |
A Decrease Decrease "
B Decrease Increase ’;
c Incre:—;se : Decrease i _
D Increase B Increase ?

June 2004/Q21

. . . . _ . - ,)
What is most likely consequence of an increase in a country’s balance of payment deficit?

A An increase in the foreign value of the currency ?‘fthe o
B An increase in the level of income within Fhehwu Hztry
g A reduction in the quantity of money within the €o '

A reduction in unemployment within the country. Nov 1990, Nov 2004/Q26

i i ?
hich policy would reduce a balance of ;_)a_yments def:gt on the current account in the short run?
A A reduction in government subsidies to exports.

g A reduction in the rate of interest.
D A rise direct taxation. _
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Unit 9 205 Bal,
ance OfP%!'m
21. What combination is most likely to cause a surplus in a country's tr ade in goods and Servicegs
Inflation Currency
A High Strong
B High Weak
c Low Strong
b D Low Weak J
I . . . June 2005/Q27
4 22, Why might a 10% devaluation of a country’s currency fails to improve its balance of trade defict
E A Other countries devalue their currencies 15%.
E B Other countries revalue their currencies by 15%.
c The demand for the country’s imports is elastic.
D The supply of the country’s exports is elastic.
June 2005/Q3g
23. Which policy would be most likely to reduce a balance of payments current account deficit?
f A Reducing income tax rates.
= B Reducing subsidies to domestic industries.
7 C Reducing the external value of the currency.
D Reducing the level of tariffs.
Nov 2005/Q30
24, What is an export of services in Jamaica's current account?
A an inflow of funds to Jamaica to buy shares
B . earnings from US tourists visiting Jamaica
C earnings of Haitian workers in Jamaica sent to Haiti
D the export.of Jamaican coffee
: ‘ Nov 2005/Q22
25. A Japanese company builds a factory in the UK to supply both the UK market and the market in the

rest of Europe. . ‘ . : ' .
What is likely to be the long-run impact on the U_K’s balance of trade in géods and on its current

balance?” -
balance of trade in goods | current balance
A worsen : uncertain
B worsen . improve
c ~_improve . uncertain -
D improve - improve ]
- _ , o  Nov 2005/Q27, June 2011/P1210%
26, Wh)g is a balance of payments deficit a potential problem for an economy with a fixed exchangé
rate” - ) : ) _
A Dormestic money supply will increase.
B Rival producers may react with trade protection measures
c The economy's foreign exchange reserves may run down.
D The economy's short-run standard of living will be reduced
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Balance Of Payments

€ of pa
Customs duties Payment accounts?

Export earnings of nationalizeq industrieg

C Interest received from propert
D Payments to internationg| %an{(s "ned abroag

imports from Ching

£ billion

imports from Japan

Lt @XDOMS to Japan
800 - P

4004 - _.-"""=~._.---exports to Ching

R e e e = P

0 e —

2003 i 2004 B

How did the trade balance of the UK change betw

A There was a fall in the trade surplus with China.
B There was a fall in the trade surplus with Japan.
: g There was a rise in the trade deficit with China.

There was a rise in the trade deficit with Japan.

What-will improve Cuba’s current account balance immediately?

a Cuban buying sports equipment produced in the US
a US resident investing in property in Cuba _
a US multi-national company building a new factory in Cuba

What might explain an increase in the volume of a country’s imports?
an appreciation of the country’s exchange rate

an increase in the country’s tariffs

a recession in the country

a rise in the country’s rate of income tax

oowr

ww.youtube.com/megalecture

MEGA LE o
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een the start of 2003 and the end of 20047

Nov 2006!_(222

June 2006/Q22

June 2006/Q26
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Increased international competition leads to a worsening in a country’s current account balance_

In the absence of any offsetting factors, how is this likely to affect domestic inflation and the

exchange rate?

inflation Exchange rate
A increase appreciate
B increase depreciate
c decrease appreciate
D decrease depreciate

June 2006/Q27

In an attempt to correct a balance of trade deficit the government of Indonesia has decided to
employ expenditure-dampening methods.

Which policy would best fit this description?

o0Ow>»

The table shows items from the balance of payments for countries A, £,

is excluded from the Financial Account.
Which country has the greatest disequilibrium on its balance of payments”?

introducing quotas on imported goods
raising income tax rates
subsidising home-produced goods
taxing imported goods

June 2006/Q30

~

C and D. Official Financing

Current Account |, Capital Account Financial Account
$m $m $m
A -41 - 13 28
B - 44 12 25
(o -32 -5 -37
D - -15 -17 4
| | | | | " Nov 2006/Q27
The table shows the balance for four items in a country's current account for two years. '
visible -inv[sible_: income transfers
year 1. -72 84 12 B} -24
year 2 - -87 46 -3 44

What can be concluded about the changes between year 1 and year 27

ooOw>»

Income has moved from a net inflow to a net outflow.
The difference between the value of ex
The value of exported goods has fallen.
Transfers into the country have increased.

ported and imported services has increased.

June 2007/02
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o Balance Of Payments

of the following would be classified in the UK
g ngt ) omal assets? balance of payments accounts as a change in

jmports of machinery by UK firms.

Q Expenditure by foreign tourists in the UK.
A purchase of a bond by US resident from a UK res;
g A payment of a divided by a British resident.
% in which situation must a country’s balance of trade in goods and services improve?
A Export orders rise more than import orders.
B Export prices rise more than import prices.
C Export revenues rise more than import revenues.
D Export volumes rise more than import volumes.
June 2007/Q27
. A country with a freely floating exchange rate has a persistent deficit on the current account of its
palance of payments.
_ Which policy can be used to correct this disequilibrium?
A devalue the currency
B increase government spending
c increase tax rates
D reduce tariffs on imports :
. June 2007/Q30

38. Which measure to correct a balancs of payments current account deficit would be classified as an
expenditure-dampening policy?

a reduction in interest rates

an increase in direct taxes

an jntroduction of foreign exchange controls
an upward revaluation of the currency

o0 w>

‘Nov 2008/Q30

39,

A developed country has a price-inelastic demand for oi, all of which it imports. The. oil-producing
countnes decnde to provide more 0il t0 the market.

. What i hkely to happen as a result in the developed country to inflation, lts balance of trade and
the quantity of oil demanded'7

inflation balance of trade Quantity of oil demanded
less likely improves rises

less likely worsens rises

more likely improves falls

more likely worsens ) falls -

June 2009/P1/Q.26
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209 Balance of Payrn%
Why is it that a country’s balance of payments must always balance?
A Exchange rate changes will correct any deficit or surplus.
One country's deficit is matched by another's surplus. '
c The current account is balanced by the capital and financial accounts.
D he government must act to correct any disequilibrium.
June 2009’P1IQ27

The table gives details of some parts of a country’s balance of payments.

In which year did the country have its largest visible trade deficit?

VaIL_le of exports of value of imports of | value of net incomes
goods($m) . goods($m) and transfers($m)
A 3914 3005 +110
B 3950 4073 +80
C 4774 4781 85 |
D 5226 5102 -101
Nov 2009/12/Q25

The table shows the balance in $ million for four items in a country’s current account for two years.

visibles invisibles income 1 transfers ]
Year1 | 72 84 3 -
Year 2 87 9% 2T a4

What can be concluded about the changes between Year 1 and Year 27

A Income has moved from a nei inflow to a net outflow.

B The difference between the valye of exported and imported services has increased.

C The value of exported goods has fallen. :

D Transfers into the country have increased: i :
. |  June 2010/P12/021

When is a deficit on the current account of the balance of Payments likely-to

worsen?

when the government adopts a deﬂationary macroeconomic policy
when the government devalues the currency R
when thg prices of imported products that are demand-inelastic increase significantly
when tariffs are placed on imported products that are demand-elastic
‘ o o ' " June 2010/P12/026
~ What would identify a country with a balance of payménts disequilibrium?
A alternate annual deficits and sur, i
B a continually growing balancing i?laurrslgs " {he current acount
C a Iarge_ short-term outflow of foreign direct investment
D a persistent rise in foreign currency reserves 27
une 2010/P12/4
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#9

the chinese government was under pressure from other countries to reduce its current
In 2 \ surplus on its balance of payments.

F S\ﬁdﬂ combination of Chinese measures would help to reduce China's current account surplus?

Chinese rate of tarrifs Chines subsidies to the
country’s exporters
A increase decrease
B increase increase
C decrease decrease
/ .
L-—Bf decrease increase

Nov 2010/P12/Q30
overnment wishes to present its final balance of payments account. It has calculated the current
é. Account balance, the capital account balance and the financial account balance.
3vnat additional information is required to complete the task?

change in foreign currency reserves
B foreign aid o
c net errors and omissions
D speculgtlve currency flows June 201/P12/Q21
g. Thetable shows all of the items on the current account of a country’s balance of payments.

$ million
exports of goods 143
imports of gocds 156 :
exports of services 75
imports of services 2 .
net transfers +5 J ' | .
What is the value of the current account balance?
A $13 m deficit B $10 m deficit = C $5 m deficit D  $3 msurplus

. - - Nov 2011/P12/Q22.
The table shows itefn,s from the balance of payments for countries A, B, C and D. :

Official Financing including changes in reserves is excluded frc;m the ﬁ:‘rtjsa;\cial Account.
Which country has the greatest disequilibrium on its balance of payments”

Current Acéount C;pital Account | Financial Account
$m &m $m
A —41 13 28
B | 44 12 25
o -32 -5 =37
D 15 -17 4

MEG
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- the current account of a country’s bal
Whatm fasurplusint f
t must be the necessary result 0 ance

payments”?
A a depreciation of the currency
B an improvement in the terms of trade .
c an increase in foreign exchange reserve e
D an increase in net holdings of foreign ass
Nov 2011/p1y,
i Q27
o)
When will a country’s balance of payments current account deficit be reduced?
A when it raises its rate of income tax
B when it reduces tariffs on its imports
c when it revaiues its currency
D when it removes export subsidies
Nov 2011/P12/Q3g

An Indian multinational company receives profits from its factories based in the UK. It then buys g
US-owned firm based in the UK.

How will these transactions appear in India’s balance of payments?

the purchase of the US-owned firm

the remittance of profitﬁ

a credit item in the current account a debit item in the finzncial account
a credit item in the financial account | ' a debit item in the cuirent account

a debit item in the current account a credit item in the financial account

O 0O o >»

a debit item in the financial account | a credit item in the current account

.Nov 2011/P11/Q22

In 2008-9 American households reduced their consumption of domestic and imported goods and
used part of the money to pay back some of their debts.

Which outcome could be consistent with this change?

a decline in the US trade deficit -
a decrease in savings p
a decrease in the US terms of trage
a decrease in unemployment

ooOow>»
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212 Balance Of Payments

Balance Of Pa ments

Q Ans. Q Ans. Q Ans.
1 A 20 c | 39 A
2 C 21 D | 40 C
3 D 22 A 41 B
4 B 23 C 42 B
5 A 24 B 43 C
6 C 25 % 44 D
7 B 26 C 45 A
8 B 27 A 46 | C
9 C 28 C 47 C_
10 A 29 D 48 B

: 11 C 30 A 49 D

% 12 B 31 D 50 A
13 C 32 B 51 A

' 14 C 33 B | 32 A
15 D 34 L } ................
16 B 35 1L i
7 [ c 36 ¢ [ ]
18 | D | 37 cC | _
19 C 38 B

F |}
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1 India is feiling to reach its full economic potential because of poor rail, road and electricity
infrastructure, and a lack of skied civil engineers.

Which factors of production need to be increased?

A

B
c
D

capital and land
enterprise and capital
labour and capital

land and enterprise

2 The fundamental economic question is how to meet uniimited wants with limited resources.

What is an example of limited resources?

A

B
c
D

insufficient consumer goods in the local shops
insufficient jobs to allow full employment
insufficient machinery to produce electrical goods

Insufficient tax revenue to finance building a school

3 Which statement is not a positive economic statement?

A

B
c
D

An increase in the rate of income tax decreases the wish to save.
An increase in the rate of income tax has a greater impact the greater the level of income.
An increase in the rate of income tax causes more hours of work to be supplied.

An increase In the rate of income tax is the fairest way to finance the national health service.
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4 The diagram shows a production possibility curve (PPC). It indicates the combinations of
consumer goods and capital goods produced by an economy using all its available resources.

514
units of
consumer 40— o X
goods

30+

204

PPC
10+

I
O 4 2 3 4 5
units of capital goods
What does position X indicate?

A alower ratio of capital to consumer goods is necessary to achieve economic growth
B increasing levels of unemployment

C insufficient factors of production are available

D

too many consumer goods are causing a fall in economic growth

5 The tariff on Indian goods entering the US falls from 10% to 5%.

What will be the most likely effect on the producer and consumer surplus In the US?

US producer US consumer
surplus surplus
A decrease Increase
B decrease no change
c increase increase
D increase no change
© UCLES 2019 9708/11/M/M0 [Turn over
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6 The diagram shows the demand for, and supply of, carrots.

) S
price

P|""

D

o

0 quantity

What is true at price P47

A

B
c
D

There will be a shortage of carrots.
There will be a surplus of carrots.
There will be an increase in the sale of carrots.

There will be market clearing of carrots.

7 The diagram shows the market for hand-made fumiture.

1
price of

hand-made
furniture

supply

demand

o Q -
quantity

Which area of the diagram represents the producer surplus?

A

B
c
D

area X
areax+y
areayY

area¥+Z

© UCLES 2019 o708/11/M/JH18

utube.com/megalecture

MEGA LECTURE


www.youtube.com/megalecture

Online Classes : Megalecture@agmail.com
www.youtube.cam/meqgalecture
www.meqaiecture.com

8 How is the market supply of a product in a competitive market obtained?

A by aggregating the supply of all firms producing the product

B by averaging the supply of ail firms producing the product

C by calculating the supply of the typical firm producing the product
D by estimating the supply of the largest firm producing the product

9 The diagram shows the demand curve for luxury cars.

i

price

D,
D,

o quantity ]

The shift in the demand curve D, to D; can be explained by
A a decrease in air travel.

B anincrease In advertising by luxury car manufacturers.
C anincrease in income.
D

an increase in the price of petrol.

10 What is cross elasticity of demand?
A the responsiveness of price of good X due to a change in demand of good Y
the responsiveness of quantity demanded of a good due to a change in its price

B
C the responsiveness of quantity demanded of good X due to a change in quantity of good Y
D

the responsiveness of quantity demanded of good X due to a change in the price of good Y
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11 Consumers receive an increase in their incomes.

Which circumstances will cause the quantity of the product sold to increase the most?

nature of the product suzgf; ;I?ﬁgcgtr:';g; ot
A inferior good price elastic
B inferior good price inelastic
Cc normal good price elastic
D normal good price inelastic

12 An unstable disequillbrium is when a market does not return to an original equilibrium point from
a disequiibrium position. The diagram shows a market with two equilibrium points.

PO/QO is the original market equilibrium.

At which price is the market in an unstable disequilibrium?

price

quantity

® UCLES 2019 27081 1/M/JH8
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13 The table shows the quantity of a product supplied at two different prices by four firms, A, B, C
and D.

Which firm has a price elasticity of supply equal to 1 when the price falls from $10 to $87?

price of product ($)

10 8
A 500 300
B 500 350
C 500 400
D 500 450

14 To improve its financial position a government decided to reduce expenditure on investment in
the public sector. Despite this, there was not a fall in economic growth.

What was the most likely effect of the government’s action?
A An original budget deficit was reduced.

B An original budget surplus was reduced.

C Consumer expenditure decreased.

D Public sector productivity decreased.

15 An economy has a 20% housing shortage. The government builds 10% more houses for poorer
families and fixes the rent below the equilibrium for the market.

Which effect will this direct provision have on the market?

A A greater imbalance in the market in private housing will develop.
B Housing waiting lists for poorer families will be cleared.

C The supply of government housing will fall short of demand.

D The supply of private housing for rent will fail by 10%.

16 Which statement about nationalised and privatised industries is correct?
A A privatised industry is usually less competitive than a nationalised industry.
B A profitable private company cannot be nationalised.
C Privatisation is a form of monetary policy.

D Privatisation is a way of raising money for the government.
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17 What is not true about subsidies?

A They are paid to firms.

B They have to be paid back.

C They reduce the cost of production.

D They shift the supply curve to the right.

18 What is unlikely to occur with an increase in the provision of public goods?
A consumer non-excludability
B improved use of resources
C opportunity cost
D

reduction in tax

19 The diagram shows aggregate demand and aggregate supply curves for an economy.

[l
general
price
level

0 national output

What would cause a change in the aggregate demand from AD to AD,?

A adecrease in the budget surplus

B consumption of domestic instead of foreign goods

C government campaigns to encourage household savings
D

investment in knowledge-based enterprises

20 What would cause a shift in the short-run aggregate supply curve but not the long-run aggregate
supply curve?

A advances in technology

B achange in the money wage rate

C emigration of people of working age
D

gross investment exceeding depreciation
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21 Which effect of inflation is descri Te SHEscom

A the improvement in the terms of trade

B the increased reluctance of people to hold money
C the inconvenience of frequently changing prices
D

the loss of purchasing power of people on fixed incomes

22 |n which situation wiil a country's terms of trade worsen?

A The prices of its imports rise by more than the prices of its exports.

B The total value of external payments rises by more than the total value of external receipts.
C The value of its imports rises by more than the value of its exparts.
D

The volume of its imports rises by more than the volume of its exports.

23 Industrialised countries X and Y trade with each other. Country X imposes a general tariff of 20%
on imports from country Y.

In which circumstances would the imposition of the tariff be unfavourable to country X?
A ifcountry X is seeking to protect its infant industries

B if country X lacks the capacity to produce import substitutes

C ifimports from country Y have been dumped in country X
D

if imports of manufactured goods from country Y are price elastic
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24 The diagram shows aggregate supply and aggregate demand curves for an economy.

A
general SRAS,
price
level SRAS,
Y
AD,
AD,
=
0 real output

What would cause a movement from X to Y?

A adecrease in income tax and in the cost of production

B a decrease in interest rates and increase in the cost of production
C anincrease in income tax and in the cost of production
D

an increase in interest rates and decrease in the cost of production

26 The table shows changes in the population, price level and Gross Domestic Product (GDP) of a

country.
year 1 year 2
population (milons) 50 55
Consumer Price Index 100 120
nominal GDP ($ billions) 400 480

What happened to real GDP and real GDP per head between year 1 and year 2?7

real GDP ':’:r' 2%
A no change fell
B no change rose
c rose fell
D rose rose
© UCLES 2019 9708/11/M/J10
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trade it goods -30
trade in services +10
primary Income balance +10
secondary income balance -8
capital & financial flow +15

What was the country's current account balance in 20167

A 33 billion

B -$10 billion

C -%18 billion D %20 billion

27 What does the Marshall-Lerner condition state must be present for a depreciation of a currency to
cause an improvement in the current account balance?

A The price elasticity of demand for exports and the price elasticity of demand for imports are
both greater than one.

B The price elasticity of demand for exporis and the price elasticity of demand for imports are
both less than one.

C The sum of the price elasticity of demand for exports and the price elasticity of demand for
imports is greater than one.

D The sum of the price elasticity of demand for exports and the price elasticity of demand for
imports is less than one.

28 What is most likely to be increased by a policy of increased direct taxes and lower government

spending?

the balance of payments deficit

B the budget deficit

C the rate of inflation

D the level of unemployment
© UCLES 2019
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29 To encourage people fo work, a government increases the minimum income level at which
people start to pay income tax.

Which types of macroeconomic poficy are being followed here?

fiscal monetary | supply side
policy policy palicy

A v X v

B X v v

c v v s

D v v X

30 A country with low unemployment and a managed floating exchange rate has a persistent current
account deficit on its balance of payments.

Which palicy to reduce this deficit is most likely to keep unemployment low, but cause inflation?

A depreciating its currency

higher direct taxation

hig

B
C higher import tariffs
D
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1 A production possibility curve for a country is shown,

A
consumer P
goods and
services P,
4
=
O P, P
capital goods

What would cause the shift from PP to P,P;?

A

B
c
D

application of more machinery used in manufacturing
productivity decreases
scientific methods applied to farming

switch from production of consumer goods to capital goods

A government wants to move its economy away from central planning towards a market

economy.

Which policy would be consistent with this aim?

A

B
c
D

introduce tariffs on imperted goods
privatise the ownership of electricity generation
provide free education for primary school pupils

reduce prices of foods such as wheat and rice

3 What would be a determinant of a country's production possibility curve boundary?

A

B
c
D

the capital invested in infrastructure
the level of price and wage inflation
the level of unemployed labour

the volume of imports and exports
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1 A production possibility curve for a country is shown.

A
consumer P
goods and
services Py
'
-
0 P, P
capital goods

What would cause the shift from PP to P1P4?

A application of more machinery used in manufacturing
B productivity decreases

C scientific methods applied to farming

D

switch from production of consumer goods to capital goods

2 A government wants to move its economy away from central planning towards a market
economy.

Which policy would be consistent with this aim?

A introduce tariffs on imported goods

B privatise the ownership of electricity generation
C provide free education for primary school pupils

D reduce prices of foods such as wheat and rice

3 What would be a determinant of a country's production possibility curve boundary?
A the capital invested in infrastructure
B the level of price and wage inflation
C the level of unemployed labour

D the volume of imports and exports
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4 What justifies government intervention in the provision of a merit good such as education?

A People who pay for education value it more than those who cannot pay.
B Private schools have more merit than state schools.
C Social costs of providing education outweigh social benefits of education.

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

8 The diagram shows the supply of limestone from quarry X and quarry Y at two prices.

:

price of Sy
limestone

quantity supplied

What Is the measure of the responsiveness of supply as the price increases from P, to P;?

Sx Sy
Al o >1
B | <« 1
c 1 <1
D | > 0

6 What is a perfectly contestable market?
A amarket in which the costs of entry and exit are zero
B a market in which there are high barriers to entry
C a market that has high sunk costs
D

a market that uses price discrimination
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7 The diagram shows the demand for and supply of cream. The original equilibrium is point X.
Strawberries and cream are complementary goods.

If the price of strawberries falls and tre cost of producing cream increases which point represents
the new equilibrium?

price
of cream

quantity
of cream

8 Hunters in Mozambique want to extract wild honey from beehives. They find the beehives by
following birds known as honeyguide birds who want the beeswax that is also found in the
beehives.

What does this suggest?

A Hunters and honeyguide birds are rival consumers.
B Wild honey and beeswax are free goods.

C Wild honey and beeswax are it joint supply.

D Wild honey is the opportunity cost of beeswax.

9 What follows if the income elasticity of demand for a good has a value of -0.27
A When income rises less of the good is bought.
B When Income rises more of the good is bought.
C When price falls more of the good is bought.
D When price rises less of the good is bought.
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10 The diagram shows the relationship between price (P) and demand (D) for a nermal good G.

i
S
price of
good G
Pl----mee--s -
! D,
| D
o) Q >
quantity demanded
of good G

What would cause a shift to D4?

A adecrease in the price of a substitute good
B afall in the level of advertising for the good G
C arise in the price of good G
D

an increase in the incomes of consumers

11 What is most likely to cause an increase in the consumer surplus in the market for a normal
good?

A anincrease in consumer incomes

B anincrease in the number of substitute goods

C anincrease in the price of a complementary good
D

an increase in the price of the good

12 The cross elasticity of demand between two products, X and Y, is negative.

What would be the immediate effect of a rise in the price of product Y?
A Quantity demanded of product X will fall.

B Supply of product X will rise.

C The cross elasticity of demand will rise.

D

The price of product X will rise.
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13 Which combination of events is most likely to leave the demand curve for a normal good in the
same position?

A adecrease in consumer incomes and an increase in the price of a substitute good
B a decrease in consumer incomes and an increase in the price of the goad

C anincrease in consumer incomes and an increase in the price of a substitute good
D

an increase in consumer incomes and an increase in the price of the good

14 Which of the following is a transfer payment?

A the advertising expenditure of a firm

B the allowance given by a parent to their child while at school
C the rent paid to a land owner by a tenant farmer
D

the wage paid to a worker in the government service

15 Too much sugar causes an increase in a consumer's weight. A government has introduced a
‘sugar tax’ on the consumption of soft drinks that have a high sugar content.

How might this policy help to reduce the number of overweight people?
A Consumers switch to cheaper brands of soft drink with a high sugar content.
Consumers switch to other high-sugar substitute goods, such as alcohol or sweets.

B
C The price elasticity of demand for soft drinks is inelastic.
D

The tax revenue is spent on education about the dangers of soft drink consumption.

16 A govemment intends fo introduce a minimum price for rice, a maximum price for heating oil and
a tax on chewing gum.

Who, in each market, is meant to benefit from these policies?

market for rice market for heating oil | market for chewing gum
A consumers government producers
B govemment producers government
Cc producers producers consumers
D producers consumers government
® UCLES 2019 8708/12/M/JH9
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17 A Southern African government was concemed about the market influence of a large producer
and was keen to take control of the company.

What might be the possible result of this?

A

B
c
D

an increase in the role of the market
an increase in public ownership
an increase in the role of the consumer

an increase in the amount of competition

18 What describes a regressive tax?

A

B
c
D

All taxpayers pay the same proportion of income in taxes.
High-income earners pay a lower proportion of income in taxes than low-income eamers.
High-income earners pay less in taxes than low-income eamers.

High-income earners pay more in taxes than low-income earners.

19 A country has a fixed exchange rate.

Which combination of problems would be most likely to cause the country’'s government to
reduce taxation and lower interest rates?

A

B
c
D

demand inflation and a balance of payments current account deficit
demand inflation and a low level of investments
high unemployment and a balance of payments current account deficit

high unemployment and a low level of investment

20 How can a change in consumption that increases unemployment be illustrated on an aggregate
demand and aggregate supply diagram?

OO0 m P

effect on the aggregate demand curve effect on the aggregate supply curve
movement down the demand curve shift outwards
movement up the demand curve shift inwards
shift inwards movement down the supply curve
shift inwards movement up the supply curve

® UCLES 20189 97081 2/MIIM 8 [Turn over



www.youtube.com/megalecture

Online Classes : Megalecture@agmail.com
www.youtube.com/megalecture
www.meg@alecture.com

21 What is not an item in a country's current account of its balance of payments?
A exports of primary commodities
B money received from banking services
C overseas investment
D

profits sent back by companies overseas

22 A country decides to remove all its tariffs and engage in free international trade.
What will be the final decision the country has to make before free trade takes place?

A deciding which resources to allocate to the production of goods and services for international
trade

deciding which goods and services should be provided for international trade

identifying the opportunity costs of production of goods and services which might be used for
international trade

D setting an appropriate exchange rate for the intemational trade of goods and services

23 What is assumed to be constant when drawing an aggregate demand curve?
A government tax revenie
B interest rates
C the level of unemployment
D

the money supply
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21 What is not an item in a country's current account of its balance of payments?
A exports of primary commodities
B money received from banking services
C overseas investment
D

profits sent back by companies overseas

22 A country decides to remove all its tariffs and engage in free international trade.
What will be the final decision the country has to make before free trade takes place?

A deciding which resources to allocate to the production of goods and services for international
trade

deciding which goods and services should be provided for international trade

identifying the opportunity costs of production of goods and services which might be used for
international trade

D setting an appropriate exchange rate for the intemational trade of goods and services

23 What is assumed to be constant when drawing an aggregate demand curve?
A government tax revenie
B interest rates
C the level of unemployment
D

the money supply
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24 The diagram shows the imposition of an import tariff.
Sw is world supply.
Sw + tax is world supply after the tariff is imposed.

4 S

domestic
price
S, + tax
P N W
TN Sw
b P D
0 6,0, Gaq, -

quantity

Which statement is not correct?

A Domestic demand will fall from g to qa.

B Imports will change from q,q, to q.qa.

C Imports will fall from q4 to Q.

D Supply of domestic goods will increase from q, to q..

25 An economy is experiencing a period of deflation.

What must be happening?

A The average price level is falling.

B The output of the economy s falling.
C The rate of inflation is falling.
D

The real value of money is faliing.

26 A British citizen buys a house in the US which he rents to American citizens in order to receive an
income for himself.

Where will the initial purchase and then the rent be recorded on the UK balance of payments?

initial purchase rent
A capital account export current account import
B capital account import current account export
c current account export capital account import
D current account import capital account export
© UCLES 2019 97081 2/M/JH10 [Turn over
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27 ::Jl:'lr?:rl"cay ?system of fww%mg &B?Wﬁlﬁrglaﬁlgﬁm exchange value of a

A

B
c
D

the overall supply of and*dednd
the purchasing power of the currency relative to the purchasing power of foreign currencies
the surplus or deficit on the balance of payments on current account

the differential between domestic and foreign interest rates

28 A country with a balance of trade deficit raises interest rates.

How may this help to reduce the deficit in the short run?

A

B
c
D

by increasing the inflow of foreign direct investment
by lowering the foreign exchange rate
by raising the level of domestic capital investment

by reducing the level of domestic aggregate demand

29 An economy is currently in the position PY shown on the diagram.

SRAS
price
level

AD

o Y

real GDP

Which short-run effects is government spending on education likely to have on unemployment
and inflation?

unemployment inflation
A fall fall
B fall rise
c rise fall
D rise rise
© UCLES 2019 8708/12/M/J/18
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30 The diagram shows the AD/AS curves for an economy.

price
level

-
]
N\

B e T

o Ny N, national

output

Which policy would reduce the price level from P, to Pz as shown?

A

B
c
D

depreciating the currency to make imports more expensive
imposing tariffs an imports to encourage expenditure switching
Increasing labour productivity through training

raising sales taxes on goods to discourage consumption
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1 What is the opportunity cost to a person of spending $20 on a new pair of sports shoes?

A all the other things the person could have bought

B the cost of getting to the sports shop

C the current value of his old pair of shoes

D the next best thing that could have been bought with the $20

2 Which statement is correct?
A In the short run all factors of production are fixed; in the long run ail factors are varied.
B Inthe short run at least one factor is fixed; in the long run all factors can be varied.
C Inthe short run at least one factor is varied; in the long run all factors are fixed.

D In the short run at least one factor is varied; in the long run at least one factor is fixed.

3 What is correct at any point along an economy's production possibility curve?

existing resources existing technology
are fully employed is fully used

A correct correct

B cormrect false

C faise correct

D false false

4 'The local government of Tokyo should use a policy of taxation to reduce traffic congestion in the
city centre.’

What can be concluded about this statement and the type of economic policy?

statement type of policy
A normative macro
B normative micro
Cc positive macro
D positive micro
© UCLES 2018
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5 Which statement about market disequilibrium Is correct?

A Price Is llkely to change.

B Supply is equal to demand.

C The government must intervene.
D

There must be shortages.
6 In the diagram, D, and S, represent the demand for and supply of luxury watches. Equilibrium is
initially at point X,

The cost of raw materials for manufacturing watches rises, At the same time the incomes of the
rich increase.

Which point on the diagram is most likely to represent the new equilibrium?

i

price

quantity

7 The equation for the quantity demanded (QD) of a product is QD = 400 - 20P where P = price in
dollars. The quantity supplied (QS}) is given by QS = 100 + 40P,

What can be concluded about the market when price is $57

A Consumers will face a shortage.

B Government will intervene in the market.

C Producers will have a surplus of the product.
D The market will be in equilibrium.
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8 When is the supply curve for aWﬁ?ﬁ%@é%&%oﬂ likely to be price elastic?

A when the firm finds it difficult to recruit new labour

B when the firm has a large quantity of stock
C when the firm is operating in the short run
D

when the firm is operating near to full capacity

9 The diagram shows a market for wheat.

100+
price of
wheat S
P,
P
0 )
0 100

quantity of wheat

What is the response of demand for and supply of wheat when the price of wheat falls from P,
to P,?

demand supply
A elastic elastic
B elastic inelastic
c inelastic elastic
D inelastic inelastic
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10 The table shows the demand schedule for avocados in a market on a particular day.

The supply of avocados was fixed on that day.

$ per quantity
avocado demanded
2.60 500
2.40 640
2.20 740
2.00 820
1.80 900

Which statement is correct?

A If the supply was 490, at a price of $2.60 there was an excess demand of 10 avocados.
B If the supply was 650, at a price of $2.40 there was an excess demand of 10 avocados.
C Ifthe supply was 810, at a price of $2.00 there was an excess supply of 10 avocados.
D

If the supply was 880, at a price of $1.80 there was an excess supply of 10 avocados.

11 The diagram shows the demand and supply curves of a nommal good (X). Q,P, is the Initial
equilibrium.

quantity

Other things being equal, what may cause the change in the market equilibrium to Q.P,?
A afall in household incomes and an increase in interest rates

B arise in workers' real wages in all sectors of the economy

C anincrease in income tax and a rise in the specific tax levied on X

D anincrease in the price of a substitute product for X and a fall in the costs of producing X
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12 The diagrams show the supply curves in four different markets.

In which market is the price elasticity of supply always equal to one?

A B
)
price price S
S
0 quantity © quantity
C D
A
price S price 5
0 quantity 0 quantity

13 The diagram represents the market for electric cookers.

price S

D,
D,

o quantity

What is most likely to explain the change in the equilibrium from paint X to point Y?
A afallin the price of electric cookers

B anincrease in a specific tax on electric cookers

C anincrease in the number of households

D anincrease in the price of electricity
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14 The diagram shows the effect on the market for rice of a change in government policy that
causes a shift in the supply curve from S to Ss.

)
price

I

0 quantity

What does the area JKLM represent?

A the cost to the government of a subsidy to rice growers

B the extra saving to importers of the removal of a tariff on rice

C the increase in consumer surplus from the introduction of a maximum price for rice
D

the loss in government revenue from the reduction in a lump sum tax on rice

15 Which statement is not an argument in support of the process of privatisation?

A Private companies are motivated to make the best use of their resources.

B Privatisation allows more firms to enter an industry, increasing competition in the market.
C Privatisation can create companies that exploit the consumer.
D

Selling state-owned assets to the private sector raises significant revenue for the
government.

16 Governments are trying to reduce the burden of transfer payments in economies with an ageing
population.

Which palicy would help to achieve this aim?

A infroducing financial support for university students
B linking pension increases to the consumer price index during inflation
C raising the retirement age

D reducing state pensions to finance an equal rise in unemployment benefit
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17 Doctors are concerned about the negative health effects of sugary drinks.

When would a tax on sugary drinks be least effective in improving health?
A when the demand for sugary drinks is income elastic

B when the demand for sugary drinks is income inelastic

C when the demand for sugary drinks is price elastic
D

when the demand for sugary drinks is price inelastic

18 The diagram illustrates what happens to aggregate demand (AD) and aggregate supply (AS) in
an economy during a year.

i AS
general

price level

P,
P

real output

What explains the rise in the general price level?
A boom in consumer spending

B higher taxes on company profits

C reduction in government-financed projects
D

rising costs of raw materials

19 How is a rate of inflation that Is lower than that expected likely to affect lenders and borrowers in

an economy?
effect on lenders effect on borrowers
A beneficial beneficial
B beneficial harmful
Cc harmful beneficial
D harmful harmful
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20 A country devalues its currency IWARY-DGRAGRKSHATE deficit on the current account of the
balance of payments will be reduced.

What is necessary to make this happen?

A any tariff on imports must be matched by a subsidy on goods to be exported

B the elasticity of demand for imports and the elasticity of demand for exports must both be
greater than 1

the rate of domestic inflation is equal to the rate of inflation in the foreign market

the sum of the elasticities of demand for domestic imports and the foreign demand for
exports is greater than 1

21 The current account of the balance of payments for Nigeria changed from US$899m in 2014 to
US$ -15763m in 2015.

Assuming that nothing else changes, what Is lkely to be the impact in 2015 on GDP and the
exchange rate in Nigeria?

GDP exchange rate
A falls appreciates
B falls depreciates
c rises appreciates
D rises depreciates

22 Australia's aggregate demand decreased over the last year.

What might have been the cause of this?

A areduction in consumer saving
B a reduction in direct taxes
C areduction in imports

D a reduction in investment
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23 The diagram shows the effect of introducing an import quota on the market for good X.
A
S S

domeslic

domestic + quota

price
of X

Pgt------=-----

P ! i \ Sword
i i E i Ddcmsﬂ:
el
0 9 9 9% G
quantity of X

What is the change in domestic supply and the size of the Import quota?

change in size of
domestic supply import quota
A 192 g2Qs
B Q193 Q1G4
c Q104 Q102
D 4293 QaQ«

24 Country X joins a customs union with country Y and will remove the tariff on its imports of good M
from country Y.

Under which conditions will trade creation in country X be the smallest?

existing size of pice elasticity
country X's tariff on of demand for
imports of good M good M in country X
A large -0.8
B large -1.4
c small -0.8
D small -1.4
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wstralian mining company

Four students, A, B, C and D, are asked where these transactions appear in the current account
of Australia's balance of payments.

Which student is carrect?

Nzﬁi‘g::l;?_l d coal to China
A service export good export
B service export good import
Cc service import good export
D service import good import

26 What is likely to be the least effective store of value during a period of rapid inflation?

A

B
c
D

antique furniture
fixed interest government securities
houses

shares of irdustrial companies

27 Anincrease in what will shift the aggregate demand curve in an economy to the right?

A

B
c
D

budget deficit
consumer savings
general price level

interest rate

28 A country's balance of payments current account is in deficit.

How can this be restored to equilibrium, assuming the Marshall-Lerner condition holds?

A increase the exchange rate
B reduce income tax
C reduce primary income
D subsidise domestic producers
© UCLES 2018 9708/13/MIIHE [Turn over
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29 Monetary policy does not usually work immediately.

Which time lag is likely to be the least concern to a government whose priority is a rapid
domestic impact?

(=B I

the time it takes for policymakers to recognise the cause of a problem
the time it takes for the econamy to respond to the introduction of the palicy
the time it takes for the foreign exchange rate fo respond to the effect of the policy

the time it takes to pul the chosen policy measure into place

30 What is the best example of an expansionary supply-side policy?

the Argentinian central bank’s decision to cul the interest rate in 2018
the US president's plan to cut income tax rates in 2017

the UK govermment’s plan to build 500 new schools by 2020
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1  Which outcome depends upon the division of labour?

A adecrease in boredom at work

B a decrease in comparative advantage
C a decrease in efficiency
D

a decrease in opportunity cost

2 'Anincrease in consumption by one person leaves the benefits available to others undiminished'.

Which good does this statement define?

A a demerit good
B a merit good
C a private good
D a public good

3 The diagram shows a production possibility curve for a farmer. The original position is X,

If the farmer switches some of his land from producing pears to producing apples, which point
represents his new position?

[ 1
pears

o apples
4 A student buys a flute for $80 but then is unable to leam to play it. It has a resale value of $50,
while the shop retail price of the same type of fiute has risen to $95.

What is the present opportunity cost to the student of keeping the flute?
A $30 B $50 C $80 D %85
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price

-

o quantity

What explains why the supply curve for beef slopes upwards?

A

B
C
D

An increase in the demand for beef will bring about an increase in supply.
Farmers' productivity rises as the price rises.
Increased production leads to a reduction in costs.

The cost of additional beef production rises as output increases.

6 A theatre Increases the price of its tickets from $10 to $15. As a result, its total receipts decrease
from $10000 to $6000.

within what range does the price elasticity of demand for theatre tickets lie?

A

B
C
D

0.2t0 0.5
0.6t01.0
11t01.4
1.51t02.0

7 Ataxi firm raises fares at its busiest times by as much as five times the normal fare. Taxi drivers
and customers are notified of the changes by mobile (cell) phone.

What will result from this policy?

A

B
C
D

© UCLES 2019

It will be less likely that there is a market equilibrium.
Potential customers will have less perfect information.
The market surplus will become a shortage.

The supply of taxl rides will become more price elastic.
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8 The table shows Shanaz's and Sunil's price elasticity of demand for restaurant meals and theatre
tickets.

Shanaz Sunil

restaurant meals 0.8 -1.2
theatre tickets -1.3 0.7

There Is a rise in the price of restaurant meals and a fall in the price of theatre tickets.

What can be concluded after these price changes?

A Restauratt owners will receive more income.

B Shanaz will spend more money on both theatre tickets and restaurant meals.
C Sunil will spend more money on both theatre tickets and restaurant meals.
D

Theatre owners will receive less income.

9 The diagram shows the demand curve for a normal product.

price W
X
demand
Y
Z -
O quantity

Which two points indicates a move from a price inelastic point to a less inelastic point?

A WtoX B XtoW C YtoZ D ZtoY
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10 In the diagram, the supply of a produclincressakeeihilte thendemand curve does not shift.

[ S 1

price

gquantity

Which row correctly identifies the resulting impact on consumer and producer surplus?

consumer surplus producer surplus
A has fallen has fallen
B has fallen has risen
c has risen has fallen
D has risen has risen

11 The diagram shows the market demand and supply for a good. Which statement Is not valid?

D, S,

D,

quantity

At price OP,, UV represents the market surplus.
Al price OP3, PsX represents the quantity that consumers would like to buy.

If price were to fall from OP; to OP;, the extra quantity demanded would be equal to the extra
quantity supplied.

D Price OP; is the market equilibrium price.
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12 For which supply curve is the value of price elasticity of supply not the same at all points an the

curve?
R Sy S,
rice
P /83
/ S
4
0 quantity ]
A S B S C S D S,

13 Producer surplus is the difference between

A the consumer surplus from the good and the producers' total cost of supplying the good.

B the highest price that the consumer would be willing to pay for the good and the price the
producer actually sold it for.

C the lowest price that the producer would accept for the good and the price the producer
actually sold it for.

D the quantity that the producers manufacture in a week and the amount sold to consumers in
that week.

14 A government wishes to raise the incomes of farmers without raising the price of food to
consumers.

Which policy should it use?

A amaximum price below the market price for food
B a minimum price below the market price for food
C a payment of a subsidy to farmers to produce food
D

a release of government food stocks onto the market
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15 The diagram shows the demand and supply of rice. Supply increases from S, to S..

50- 1 B2
price of
rice per
kg (cents)

35

32

30

27

kgs rice

What is the change in sales revenue received by the rice farmer?
A 24 cents

B 60cents
C 600 cents
D 700 cents

16 Money is paid by the government to an unemployed worker in the form of a benefit.
Why is this called a transfer payment?
A The payment is from taxes paid by employed workers.
B The payment is made from government savings not current income.
C The payment is made without the production of goods and services taking place.
D

The payment must be spent as directed by the government.

17 What describes a regressive tax?
A low income eamers pay a higher proportion of their income in tax than high income earners
B marginal tax rates exceed average tax rates
C the cost of collecting the tax exceeds the revenue raised
D

the marginal rate of tax is higher for high income earners than for low income earners
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18 A government is concerned that foreign-owned companies are responsible for a high proportion
of the economy’'s output. Therefore it nationalises timber extraction, which is controlied by a
foreign-owned company.

What benefit will the economy gain from the change in ownership?
A forestry workers will become the new owners

B profits will no longer be sent abroad to foreign shareholders

C social costs arising from forestry will be eliminated
D

the market for timber will become more competitive

19 What will definitely lead to an improvement in the terms of trade?
A Export prices fall whist import prices rise.
B Export prices rise by the same amount as import prices.
C Export prices rise slower than import prices.
D

Export prices rise whilst import prices stay the same.

20 In the diagram S, is the domestic supply of a product, S, is the world supply and Dy is the
domestic demand for the product.

Sy

price
($)

204----====-2

%

0 4 8 13
quantity (m)

Sy

|/

Dy

After operating a free trade system the country bans all imports.

What will be the effect on the revenue of domestic producers and world producers of the ban?

domestic producers | world producers
$m $m
A gain 120 lose 50
B gain 120 lose 90
C gain 160 lose 50
D gain 160 lose 90
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21 The diagram shows the value of the Nigerian naira against the US dollar between June 2015 and
June 2016.

b
naira per 2604 —
dollar
197
June Juhe i
2015 2016

Which term is used for the change in the value of the naira in June 20167

A appreciation
B depreciation
C devaluation
D revaluation

22 Countries M and N produce the world supply of machines and textiles. The table shows what
each country produces when it divides Its resources equally between the twao products.

machines textiles
country M 1000 500
country N 800 300
total 1900 800

What should happen according to the principle of comparative advantage?
A Country M should preduce both machines and textiles.

B Country M should specialise in the production of machines, country N should specialise in
production of textiles.

C Country M should specialise in the production of textiles, country N should specialise in
production of machines.

D Country N should produce both machines and textiles.
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23 The diagram shows an aggregate syRRIVEHE BN agaregate demand curves.

'l

AS
price
level
AD,
AD,
0 o

national income

What would cause a decrease in aggregate demand from AD, to AD,?
A anincrease in income tax

B anincrease in the price of electricity

C anincrease in the tax on goods
D

an increase in wage rates

24 Two countries trade with one another without any forms of protection. They also Impose a
common external taiff on the imports from all other countries.

What have these two countries formed?
A acustoms union
a free trade area

B
C a monetary union
D

an economic union

26 The terms of trade of a developing country fell from 90 in 2010 to 80 in 2015.

Assuming the index of its import prices remained constant at 110 between these two years, what
happened to its index of export prices?

A fellby 10
B fell by 11
C increased by 10
D increased by 30
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26 Which type of import odNMI\Mu}@hlﬁblb@ &Qﬁi}é@ﬁgﬁﬁllﬂﬁﬁparallve advantage in a
particular good? www.megalecture.com
A a quota that protects jobs in a depressed region

B a short-term tariff that protects an infant industry
C atariff that improves an industry's terms of trade

D an embargo on goods with negative externalities

27 The diagram shows aggregate demand (AD) and aggregate supply (AS) in an economy. The
initial equilibrium is at point E.

price P,
level P

P,

o}

national output

What causes shifts in the aggregate supply curve from AS to ASs and from AS to AS;?

shift from AS to AS; shift from AS to AS,
A change in AD from E to W change in AD from E to X
B increase in price level from P to P, decrease In price level from P to P,
C increase in productivity of capital fall in the returns to capital
D shortages of skilled labour improvements in training of workforce

28 Which action might be part of an expansionary economic policy?
A reducing the budget deficit
B reducing tre level of government spending
C reducing the money supply
D

reducing the rate of interest
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29 A government is faced with rising inflation. It wishes to reduce inflationary pressure while avoiding
a fall in output.

Which action is most likely to meet its needs?
A anincrease in laws to promote competition
B anincrease in taxation

€ anincrease in the budget surplus

D

an increase in the exchange rate

30 Why may a government seek to reduce a current account surplus on the balance of payments?
A to lower inflation

B to lower unemployment

C to raise the economic growth rate
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