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SECTION A

Answer all the questions in this section. 

Write your answer for each question in the box provided.

1 Which of the following is a function of the World Bank?

 A To encourage the removal of trade barriers

 B To promote economic development

 C To provide short term finance to help countries overcome balance of payments problems

 D To stabilise exchange rates

 Your answer   [1]

2 A pharmaceutical company convinces thousands of customers to purchase medication it claims 
will increase life expectancy by ten years. Following its own research the company finds this claim 
to be false but does not tell its customers through fear of losing sales. Which of the following 
describes this situation?

 A Asymmetric information

 B Merit good

 C Moral hazard

 D Negative externalities of consumption

 Your answer   [1]

3 Which school of macroeconomic thought became dominant as a result of the Great Depression?

 A Austrian 

 B Classical

 C Keynesian 

 D Monetarist 

 Your answer   [1]
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4 Which of the following is illustrated in the diagram below?
 

Wage
rate

0 Quantity
of labour

W2

Q2 Q1

D1

S1
S2

W1

 A A monopsonist employer acting as the monopoly buyer of labour

 B A reduction in the National Minimum Wage

 C A trade union successfully engaging in collective bargaining

 D Workers emigrating to take up higher paid jobs abroad

 Your answer   [1]

5 Which change will cause the exchange rate to appreciate?

 A A decrease in the demand for exports 

 B An increase in domestic interest rates

 C An increase in interest rates abroad

 D An increase in the demand for imports

 Your answer   [1]
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6 Which of the following describes the free rider problem?

 A Individuals are unwilling to pay for public goods 

 B Individuals will over-consume goods that are provided for free by the government

 C There are competing wants for most goods, creating an opportunity cost

 D There are third party impacts that are ignored by the market mechanism

 Your answer   [1]

7 Four women in Togo, a small republic in Sub-Saharan Africa, take out a loan of US$500 to 
purchase supplies for a start-up cosmetics business. What is this an example of?

 A Debt relief

 B Microfinance

 C Overseas Development Assistance

 D Remittances

 Your answer   [1]

8 Which of the following is the most likely impact of a government decision to increase the top rate 
of income tax and make means tested benefit more generous? 

Lorenz Curve Gini coefficient

A Shifts left Decreases

B Shifts left Increases

C Shifts right Decreases

D Shifts right Increases

 Your answer   [1]
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13 In which circumstance would supply side policy be likely to be most effective? 

 A The economy is in recession

 B The economy is operating close to full capacity

 C There is a large negative output gap

 D There is risk of deflation occurring

 Your answer   [1]

14 In February 2016 global bank HSBC announced its intentions to keep its headquarters in the 
UK, having considered moving them to Hong Kong. Two months later it announced a new loan 
scheme for small and medium sized firms including small textile firms. In which sectors of the 
economy do HSBC and textile firms operate? 

HSBC Textile firms

A Primary Tertiary

B Secondary Primary

C Secondary Tertiary

D Tertiary Secondary

 Your answer   [1]

15 Which of the following explains how and why a central bank carries out the policy of quantitative 
easing? 

 A Purchases financial assets to prevent inflation falling below target

 B Purchases financial assets to prevent inflation rising above target

 C Sells financial assets to prevent inflation falling below target

 D Sells financial assets to prevent inflation rising above target

 Your answer   [1]
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16 An increase in the price of strawberries encourages a farmer to grow strawberries instead of 
potatoes in her fields. Which type of supply relationship applies in this situation? 

 A Competitive

 B Composite 

 C Derived

 D Joint

 Your answer   [1]

17 Which of the following is most likely to reduce uncertainty amongst economic agents? 

 A A central bank adopting a formal inflation target

 B A reduction in the basic rate of income tax 

 C Moving from a fixed to floating exchange rate system

 D Zero hours contracts being introduced in the public sector

 Your answer   [1]

18 In the UK the price level increased by 1.5% in 2014 and 0% in 2015. Which of the following terms 
describes what was happening between 2014 and 2015? 

 A Deflation

 B Disinflation 

 C Inflation

 D Hyperinflation

 Your answer   [1]
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19 What does the Laffer Curve show? 

 A Tax revenue will remain constant as the tax rate increases. 

 B The correlation between the tax rate and tax revenue changes as the tax rate increases.

 C There is a negative correlation between the tax rate and tax revenue. 

 D There is a positive correlation between the tax rate and tax revenue.

 Your answer   [1]

20 Which of the following is a need? 

 A Clothing

 B Holiday entitlement

 C Internet connection

 D Television 

 Your answer   [1]
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21

0 Real GDP

AS1

AD1AD2

Price
level

P1
P2

Y2 Y1

 Which of the following is the most likely explanation of what is shown in the diagram above?

 A An improvement in the availability and affordability of childcare 

 B An increase in the basic rate of income tax

 C A reduction in the interest rate

 D Research & development subsidies

 Your answer   [1]
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22 In 2016 Turkey was involved in negotiations attempting to gain membership of the European 
Union. One impact of it gaining membership would be the removal of the tariff currently charged 
on agricultural products imported into Turkey from France. The diagram below shows the effect 
of the removal of the tariff. Which area on the diagram would represent the net welfare gain from 
trade creation? 

 

0 Quantity

SFrance(with tariff)

SFrance(without tariff)

SDomestic

DDomestic

Price

Q3

P2

P1
a b dc

Q1 Q2 Q4

 A a + b + c + d

 B a + c

 C b + d

 D c

 Your answer   [1]
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23 In the diagram below, what does point X represent? 

0

Capital
goods

Consumer
goods

X

 A Allocative inefficiency

 B Opportunity cost

 C Productive inefficiency

 D Scarcity

 Your answer   [1]

24 Goods A and B are substitutes. Which of the following options describes what will happen to their 
demand curves if an excise duty is placed on good A? 

Good A Good B

A Contraction Extension

B Contraction Shift right

C Shift left Shift left

D Shift left Shift right

 Your answer   [1]
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27 If an economy is operating at point X in the diagram below, which of the following best describes 
the impact of an increase in consumer expenditure? 

0

Price
level

Real GDP

AD1

AS1

P1

Y1

X

Economic Growth Inflation Unemployment

A Decreases Decreases Decreases 

B Increases Increases Increases

C Increases Unchanged Increases

D Unchanged Increases Unchanged

 Your answer   [1]
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30 The rate of corporation tax in the economy is set to increase. Which diagram shows the most 
likely impact on the market for loanable funds of this anticipated change? 

A
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D

0

Real
interest
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Quantity
of money
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S1

Q1Q2

r1
r2

D2

 Your answer   [1]
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It is unlikely that any one policy measure alone would be sufficient to overcome this problem – nearly 
10% of GDP would need to be dedicated to public housing programmes if Latin American governments 
were to use tax revenue to provide enough affordable houses. Therefore, alongside increased public 
spending there is a need to incentivise more private providers to enter the construction industry. This 
is however likely to require further infrastructure spending as well as the development of more formal 
financial systems. 
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31 Using the information in Extract 1, explain how the problem of scarcity can be applied to the 
housing market. 

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..................................................................................................................................................... [2] 

32 Using the data from Fig. 1.1, compare what has happened to house prices and average earnings 
between 2000 and 2014. 

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..................................................................................................................................................... [2] 

33* Evaluate, using an appropriate diagram, the extent to which the policy reforms outlined in Extract 1 
are likely to improve the affordability of housing in the UK.  [15]

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................
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 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................
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 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................
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34 Using the data from Fig. 2.1, calculate the price elasticity of supply of new housing in 2014. 

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..................................................................................................................................................... [2] 

35 Evaluate, whether there is evidence of market failure in the market for house building.  [8] 

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................
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 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

36 Using the information in Extract 2, explain the impact on the government’s budget position in the 
short run and the long run of the HS3 rail project. 

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..........................................................................................................................................................

 ..................................................................................................................................................... [4] 
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