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The table shows selected statistics for a country.16

$bn

600gross domestic product at market prices

100indirect taxes

50subsidies

What is the value of gross domestic product at basic prices?

$700bnD$650bnC$550bnB$500bnA

GDP of a country measured at current market prices was $1000bn in year 1. This had risen to
$1100bn in year 2.

Over the same period the general price level had risen by 5%.

What has happened to real GDP?

17

Real GDP fell by approximately 5%.A

Real GDP fell by approximately 10%.B

Real GDP rose by approximately 5%.C

Real GDP rose by approximately 10%.D

A government spends money to provide an education for students.

Which type of spending is capital expenditure?

18

computers for classroomsA

grants for university studentsB

rent for school buildingsC

wages for teachersD

What is an example of fiscal policy aimed at increasing aggregate demand in an economy?19

increasing expenditure by firms on skills training programmes for unskilled workersA

increasing the commercial banks’ lending abilityB

reducing the rate of income tax for all income earnersC

reducing the rate of interest on loans to manufacturing companiesD
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The aggregate demand (AD) curve in an economy shifts to the left.

What is most likely to cause this shift?

20

a decrease in the exchange rateA

a decrease in the interest rateB

an increase in the budget deficitC

an increase in the current account deficitD

The diagram shows the AD and AS curves for a low income country. Oil and gas make up 90% of
its exports. The initial equilibrium level of national income is Y1.

What is the most likely new equilibrium point if the worldwide prices of oil and gas rise dramatically?

21

AD

AS

O

general
price level

Y1

national income

A
B

CD

What is not a government macroeconomic policy objective?22

economic growthA

income equalityB

low unemploymentC

price stabilityD
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What is the most likely reason for a government to introduce a progressive tax?24

to discourage the consumption of a particular goodA

to distribute disposable income more evenlyB

to increase the disposable income of householdsC

to reduce demand for healthcare servicesD

25 What is the least likely consequence of rapid economic growth?

high levels of pollutionA

large deficit on the current account of the balance of paymentsB

large deficit in the government’s budget balanceC

more congestion on the roadsD

A country with a floating exchange rate has a large deficit on the current account of the balance of
payments.

What is most likely to decrease as a consequence of this deficit?

26

competitiveness of the country’s productsA

level of employment in the countryB

prices of exports from the countryC

rate of inflation in the countryD

What will definitely lead to an improvement in the terms of trade?27

Export prices fall whilst import prices rise.A

Export prices rise by the same amount as import prices.B

Export prices rise slower than import prices.C

Export prices rise whilst import prices stay the same.D
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The following appeared in a newspaper article.1

‘The economies of the poorest nations have large international debts; the richest nations

should cancel the debts of these nations and reduce poverty.’

What is the nature of each statement?

richest nations should
cancel these debts to
reduce poverty

poorest nations have
large international

debts

normativenormativeA

positivenormativeB

positivepositiveC

normativepositiveD

What is meant by the division of labour?2

A process is split into a series of individual tasks.A

Some workers work part-time and others work full-time.B

The same amount of output per hour is produced by each worker.C

Wages are divided equally between workers.D

What would be an opportunity cost of growth in an economy?3

the faster growth of services than of manufacturingA

the need for an increased level of imported raw materialsB

the need for greater government interventionC

the reduction of consumption if growth requires investmentD

Which change in the way resources are allocated in an economy is consistent with moving from a
planned economy to a market economy?

4

A minimum price guarantee for apple producers is removed.A

A new government authority is established to monitor inefficiencies in apple production.B

The production of apples is subsidised to increase output.C

The sale of apples has a maximum price imposed.D
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The diagram shows three groups of people with four possible flows between them.

Which flow indicates that people have become discouraged from seeking work?

16

not in labour force

unemployed employed

A

B

D

C

What is required to prevent a rising price level due to an increase in aggregate demand?17

Additional productive capacity must be created.A

Government investment must remain at a constant level to stabilise supply.B

Greater reliance must be placed on imported goods to overcome any domestic shortfalls.C

Wage rates must change more frequently to maintain levels of employment and output.D

An open economy with a government is in equilibrium at a national income of $900 million.

Households spend $700 million and save $50 million.

Firms spend $100 million on investment.

The government spends $150 million and has a balanced budget.

How much is spent on exports and imports?

18

import spending
($ million)

export spending
($ million)

100100A

50100B

10050C

5050D
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Section A

Answer all parts of Question 1.

1				    Vietnam’s ‘Economic Miracle’

	 Thirty years ago, Vietnam was one of the poorest countries in Southeast Asia. Since then, its real 
GDP has increased rapidly. A series of economic and political reforms has been responsible for its 
so-called ‘economic miracle’.

	 Vietnam has benefitted from the increased protectionism in trade between China and the United 
States (US). For example, Vietnam has increased production of goods that are substitutes to 
those made in China to such an extent that Vietnam is popularly referred to as ‘China plus one’, in 
recognition of its similar comparative advantage to China. 

	 Rising export revenue is only one reason for Vietnam’s spectacular economic growth. With a 
rapidly growing population, Vietnam has invested heavily in its human capital and physical capital 
in the form of infrastructure, including cheap access to the internet. 

	 A third reason for this success is how Vietnam has moved towards trade liberalisation. This is 
shown through its free trade agreement with the US and its membership of organisations of 
countries that have agreed to trade freely with each other, such as ASEAN and the TPP. These 
initiatives involve the removal of tariffs and other tools of protection, increasing the potential for 
Vietnam to trade with other countries.

	 Nevertheless, there are possible dangers in this strategy. Vietnam’s economy is heavily dependent 
on its exports which in 2017 were over 90% of GDP. This reliance puts Vietnam at risk from 
downturns in the global economy and in the economies of its main trading partners. Even more 
worrying is the repeated threat from the US that it may put import tariffs on manufactured goods 
from Vietnam.

� Source: World Economic Forum, 2018

Table 1.1 Vietnam’s balance of trade in goods and services and real GDP growth, 
2009 to 2018

Balance of trade in goods 
and services (‘000 billion 

dong)1

Real GDP growth 
(% change from previous 

year)

2009 –188 557 5.4

2010 –177 215 6.4

2011 –114 887 6.2

2012 +113 697 5.3

2013  +77 350 5.4

2014 +128 965 6.0

2015  +33 169 6.7

2016 +115 342 6.2

2017 +140 282 6.8

2018 na 7.1

	 1 The dong is Vietnam’s currency.
� Source: Trading Economics, August 2019
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	 (a) 	 Using the data in Table 1.1, compare Vietnam’s balance of trade in goods and services 
between 2009 and 2011 with that from 2015 to 2017.� [2]

	 (b)	 (i)	 Explain the relationship you would expect between the annual change in the balance of 
trade in goods and services and the annual change in real GDP growth. � [2]

		  (ii)	 Consider the extent to which this relationship is evident in the data in Table 1.1.� [2]

	 (c)	 Using the information provided, explain one supply-side reason why Vietnam has experienced 
‘spectacular economic growth’.� [2]

	 (d)	 Assess the likely macroeconomic effects of pressure on the exchange rate of the Vietnamese 
dong arising from Vietnam’s increased exports.� [6]

	 (e)	 Assess whether Vietnam’s ‘economic miracle’ is likely to persist over the next few years.� [6]

Section B

Answer one question.

EITHER  

2	 (a)	 An economy contains just two sectors, an agricultural sector and an industrial sector. 

		  With the help of a diagram, explain how a production possibility curve (PPC) can be used to 
show the concept of opportunity cost and consider whether opportunity cost is likely to remain 
constant if resources are reallocated from the agricultural sector to the 	 industrial sector.� [8]

	 (b) 	 Assess whether the free market should be used to provide all types of goods in an economy. 
� [12]

OR

3 	 (a) 	 With the help of a formula, explain the meaning of price elasticity of supply and consider 
which factors are most important in determining whether the price elasticity of supply for a 
good is likely to be relatively elastic or relatively inelastic. � [8]

	 (b) 	 Assess the likely success of any two government policies to make the price elasticity of 
supply of all agricultural products more elastic.� [12]
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