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The graph shows the total economic welfare derived by citizens from a government’s expenditure
on health and education services.
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If the government has $60 billion of its budget to allocate between health and education services,
which allocation will give its citizens the highest level of welfare?
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A government gives a subsidy to a producer of a product.

What will be the likely effect of this?
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a shift to the left in the demand curve and a rise in equilibrium quantityA

a shift to the left in the supply curve and a rise in equilibrium quantityB

a shift to the right in the demand curve and a fall in equilibrium priceC

a shift to the right in the supply curve and a fall in equilibrium priceD
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In 2020, there was a worldwide pandemic. High-income countries quickly developed a vaccine.
Low-income countries built high-tech factories to manufacture large quantities of the vaccine for
export.

What explains this international division of labour?
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low-income countrieshigh-income countries

lower costs of productionavailability of specialists in
research and development

A

over-supply of
unskilled labour

scarce human resourcesB

many people tended to
catch the disease

many people tended to
avoid the disease

C

strict government control
over resource allocation

no government control
over resource allocation

D

How can a public good become a private good?5

Consumers are dissatisfied with the performance of state-run services.A

New technological developments make the good excludable.B

The government privatises the industry producing the good.C

The price of the good increases so it becomes more profitable.D

What is not a function of the price mechanism?6

to act as a signal to firms when allocating resourcesA

to maximise consumer surplusB

to provide an incentive to firms to produce goodsC

to ration scarce resourcesD
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9	 The diagram shows the market for oil. The original equilibrium price is P. 
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	 There is a reduction in world oil supplies due to war in some supplying countries. At the same time 
some importing countries are much colder than usual. 

	 What will be the equilibrium price of oil after these changes?

	 A	 P1		  B	 P2	 C	 P3	 D	 P4

10	 The demand for a good falls at the same time as its costs of production decrease.

	 What will be the combined effect of these changes on the price and on the quantity supplied of the 
good?

price quantity supplied

A decrease decrease

B decrease uncertain

C uncertain decrease

D uncertain uncertain

11	 A government imposes a specific indirect tax on a product.

	 When will the tax cause the greatest reduction in consumer surplus for the buyers of the product?

	 A	 When the product has price elastic demand and price elastic supply.

	 B	 When the product has price elastic demand and price inelastic supply.

	 C	 When the product has price inelastic demand and price elastic supply.

	 D	 When the product has price inelastic demand and price inelastic supply. 
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