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Which method of government intervention may correct market failure caused by the
under-consumption of a merit good?
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minimum priceA

privatisationB

indirect taxationC

subsidyD

Some governments introduce rent controls (maximum prices) on houses rented from private
landlords. They impose such rent controls to improve living standards for individuals with low
incomes.

What might be the effects of rent controls in the long run?

11

The long-run supply of rental houses will contract.A

The number of unoccupied privately rented houses will increase over time.B

The price of owner-occupied houses will increase.C

There will be no effect on the supply of rental housing.D

To reduce the damage done by cigarette smoking, the government of a country increases the
indirect tax on cigarettes and makes it illegal to smoke in public.

Which combination of circumstances is most likely to result in government failure in its attempt to
reduce the damage done by cigarette smoking?
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government spending
on law enforcement

price elasticity of
demand for cigarettes

high> 1A

low> 1B

high< 1C

low< 1D

Which stage of the business (trade) cycle is most likely to be characterised by an increasing negative
output gap?

13

boomA

recessionB

recoveryC

troughD
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The diagram represents the demand and supply of labour in a competitive industry.14
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What is true about unit of labour L when they are paid wage W?

L is paid only economic rent.A

L is paid an element of economic rent and transfer earnings.B

L is paid below transfer earnings and leaves the industry.C

L is paid exactly transfer earnings and remains in work.D

What leads to an inflationary gap?15

Aggregate demand is greater than the maximum potential output of the economy.A

Investment increases at a greater rate than profits received by a firm.B

The economy is operating below its full capacity.C

Innovation results in increased productivity in the economy.D

An open economy has a positive output gap.

What is likely to be decreasing?
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expenditure on importsA

leisure time of workersB

nominal wage ratesC

the general price levelD
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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?
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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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