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What is an example of primary income in the current account of the balance of payments of Pakistan?27

dividends received by a Pakistani resident from shares in a domestic firmA

profits of Pakistani businesses exporting goodsB

rent received by a Pakistani resident from a property in another countryC

salary received by a Pakistani engineer from a foreign-owned producer operating in PakistanD

What is meant by comparative advantage?28

One country can produce a product at a lower opportunity cost than another country.A

One country can producemore of a product than another country, using a given level of resources.B

One country has lower barriers to trade than another country.C

One country is making more efficient use of factors of production than another country.D

An economy specialises in the production of one product. It exports this product to obtain another
product.

Which type of diagram can show the combinations of these products?

29

the production possibility curveA

the aggregate demand curveB

the principle of absolute advantageC

the trading possibility curveD

The main export of country X is oil. The world demand for oil is price inelastic. The world supply of
oil is reduced by the major oil producing countries, including country X. Imports into country X are
unchanged.

What are the effects of this action by the major oil producing countries on the terms of trade and
the current account of the balance of payments in country X?
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current accountterms of trade

increasesincreasesA

decreasesincreasesB

increasesdecreasesC

decreasesdecreasesD
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The diagram shows the demand for and supply of eye tests provided by opticians.14
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Which policy would enable the government to increase the number of eye tests from OQ1 to OQ2?

a maximum price of OP3 per testA

a minimum price of OP2 per testB

a subsidy paid to opticians of P3-P2 per testC

a subsidy paid to opticians of P3-P1 per testD

What is an example of a transfer payment?15

a household moving savings from one bank account to anotherA

a monthly repayment on a loan used to buy a new cookerB

the amount paid to transport goods from one city to anotherC

grants paid to students by the governmentD

Which statement correctly describes an increase in real GDP?16

Nominal GDP rising faster than nominal income.A

Nominal GDP rising faster than the rate of inflation.B

The rate of inflation rising faster than aggregate demand.C

The rate of inflation rising faster than nominal income.D
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The table shows the amount of tax paid on three different levels of income.

Which combination shows a proportional income tax system?

25

tax paid on annual
income of $40000

tax paid on annual
income of $20000

tax paid on annual
income of $10000

100010001000A

200015001000B

400020001000C

800025001000D

Why does the value of a country’s terms of trade have no monetary units?26

It cannot be calculated accurately enough.A

It includes more than one currency.B

It is a ratio of two index numbers.C

It measures change over time.D

Which statement correctly describes a tariff?27

It is a complete ban on imports.A

It is a minimum price for domestic producers.B

It is a payment to exporters.C

It is a tax imposed on imports.D

A country has a persistent deficit on the current account of its balance of payments. 

What is most likely to improve the situation in the long run?

28

a lowering of the level of import dutiesA

a reduction in the level of income taxB

the introduction of expansionary monetary policyC

the use of grants to encourage new investment by firmsD
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Farmers 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?

10

Farmers and honeyguide birds are rival consumers.A

Wild honey and beeswax are free goods.B

Wild honey and beeswax are in joint supply.C

Wild honey is the opportunity cost of beeswax.D

An indirect tax is imposed on good X.

Which situation is most likely to result in producers bearing a higher burden of the tax?
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price elasticity of demand is elasticA

price elasticity of demand is inelasticB

price elasticity of supply is elasticC

price elasticity of supply is inelasticD

What would not be included in the calculation of an individual’s wealth?12

the house owned by the individualA

the savings in the individual’s bank accountB

the stocks and shares owned by the individualC

the wages earned by the individualD

Why might governments provide free education for children aged 4 to 16 years old?13

Consumers are not fully aware of the benefits of education.A

Education in a free market system would be over consumed.B

Education is a public good and there would be many free riders.C

The private costs of education exceed the private benefits in a free market.D
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