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The unemployment rate in an economymay continue to rise even after the economy has recovered
from a recession.

Which explanation for this trend is not correct?
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Many foreign businesses have moved out of the country.A

The government has abolished the national minimum wage.B

An increase in net migration of low-skilled workers.C

Workers lose skills, making them less employable.D

In which situation is expansionary fiscal policy least likely to be effective?15

inflation is below its target rateA

lack of confidence in the economyB

there is a negative output gapC

unemployment is highD
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In these four diagrams, the money supply in an economy is initially at MS1 and the demand 
for money is initially at LP1.

Which diagram shows the effect of a policy of quantitative easing on the rate of interest?
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A government reduces both the income tax paid by all earners and the amount of means-tested
benefits paid to those receiving low or no incomes.

What is most likely to be its objective?
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a more equitable income distributionA

a reduction in the rate of inflationB

a reduction in the trade deficitC

an increase in the rate of economic growthD

What is not a likely feature of a customs union?24

common external tariffs with non-member nationsA

elimination of tariffs between member nationsB

elimination of quotas between member nationsC

shared common currency among member nationsD

A central bank officially lowers the price of its currency relative to an agreed rate in terms of other
currencies.

What type of central bank policy is this?
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appreciationA

depreciationB

devaluationC

revaluationD

Which combination of events would cause the biggest increase in real GDP per capita?26

general price levelpopulationGDP

fallsfallsrisesA

risesfallsrisesB

fallsrisesrisesC

risesrisesrisesD
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What might cause income inequality to worsen in a country?27

increased discriminationA

increased labour market participationB

increased skill level of workersC

increased welfare paymentsD

A multinational company is planning to invest in a new factory in a low-income country.

What is not a possible benefit to the low-income country?

28

acquiring improved technologyA

better training for the workforceB

extra tax revenue for the governmentC

increased competition for small domestic producersD

A country with fixed exchange rates faces a surplus on its current account.

Which policy is most desirable to maintain the fixed exchange rate?
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an increase in subsidies given to exportersA

the imposition of trade barriers on the import of non-essential goodsB

the sale of foreign currencies in the foreign exchange marketC

the use of expansionary monetary policyD

Which criticism of foreign direct investment (FDI) is least valid?30

It encourages competition, reduces prices and forces the less efficient domestic firms to leave
the market.

A

It brings workers from its own country and provides only low paying jobs to low skilled local
workers.

B

It is usually withdrawn quickly in case of a global crisis, making developing countries more
vulnerable to global shocks.

C

Its actions often result in environmental degradation, and over exploitation of natural resources.D
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