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A government imposes a specific indirect tax on a product that has an inelastic demand curve.

What is the incidence of tax in this case?

12

The tax falls entirely on the consumer.A

The tax falls entirely on the producer.B

The tax falls to a greater extent on the consumer than on the producer.C

The tax falls to a smaller extent on the consumer than on the producer.D

What is an example of direct public provision of goods and services?13

a charity hospital funded by public donations that offers free treatment to the rural poorA

a mobile government library that travels to rural villages offering access to booksB

a private-sector pharmacy that provides treatment directly to the publicC

a private school that offers free places to children of low income familiesD

When is a minimum wage most likely to help reduce the problem of income inequality?14

Higher paid workers maintain pay differentials.A

Labour mobility is low.B

The informal economy is small.C

The minimum wage leads to increased unemployment.D

What is not true about subsidies?15

They are paid to firms.A

They have to be paid back.B

They reduce the cost of production.C

They shift the supply curve to the right.D
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The diagrams show the demand curve, D1, and the supply curve, S1, for a good that has a sales

tax of 10% applied to the final selling price.

Which diagram shows the impact of a reduction in the rate of sales tax to 5%?
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Which government policy is intended to correct a negative externality?9

guaranteed minimum prices for farmers producing certain agricultural productsA

imposition of taxes on factories releasing pollutants into riversB

rent controls on housing occupied by low-income individualsC

the provision of free books for children of poorer householdsD

Which policy is most likely to contribute to people ending up in a poverty trap?10

legal minimum wageA

means-tested benefitsB

prevention of cheaper importsC

proportional taxationD

11_9708_31_2025_1.6© UCLES 2025

6

Extra fishing boats start to operate from a local harbour which depends on fishing for its main

income.

Which action by the local authority is an example of nudge theory?

11

insisting that all fish caught are sold to local peopleA

increasing the licence fees for new boatsB

distributing leaflets about the need to safeguard fish stocksC

restricting the areas in which boats can fishD

The diagram shows the effect of introducing an effective national minimumwage (NMW) in a labour

market with a profit maximising monopsonist employer.
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What is the effect of the NMW on the deadweight welfare loss in this market?

It falls from RST to UVT.A

It falls from RSVU to UVT.B

It rises from UVT to RST.C

It rises from UVT to RSVU.D

What is an advantage of pollution permits, when compared with an alternative policy of taxes levied

on the quantity of pollutants emitted by firms?

13

firms cannot sell any surplus permitsA

no monitoring of firms’ emissions is requiredB

pollution levels can be reduced to zeroC

the reduction in the level of pollution is more predictableD
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What is a likely consequence of an increase in government spending on education?18

increase in the supply of unskilled labourA

increase in occupational mobilityB

increase in the rate of unemploymentC

increase in trade union powerD

A country’s trade balance has worsened. The country has a fixed exchange rate. 

Which additional changes for unemployment and price level are likely to follow?

19

the price level
the level of

unemployment

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD

What may prevent a government achieving a faster rate of growth of real GDP?20

The multiplier has a small value.A

The consumer price index is below its target set by the central bank.B

The economy is operating on the vertical section of the long-run aggregate supply curve.C

There is a large negative output gap in the economy.D

A fall in domestic investment leads to an increase in unemployment. 

Which other economic problem is likely to occur as a result?

21

an increase in interest rates on loans for house purchasesA

an increase in the current account balance of payments deficitB

an increase in the government budget deficitC

an increase in the rate of price inflationD
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The diagram shows the long-run total cost (LRTC) curve of a firm.7
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At which output is the long-run average total cost at its minimum?
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Assuming there are no externalities, where would a nationalised firm set output to maximise social
welfare?

8

where average revenue equals average costA

where average revenue equals marginal costB

where marginal revenue equals marginal costC

where marginal revenue is zeroD

There has been an increase in labour productivity.

Which combination of effects is most likely?

9

effect on wage rate
shift of supply
curve for labour

shift of demand
curve for labour

increaseinwardnoneA

decreaseoutwardnoneB

increasenoneinwardC

increasenoneoutwardD
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There is a decrease in the supply of female labour.

What will the likely effect on male and female wages be?

10

female wagesmale wages

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

A government introduces a national minimum wage.

What is not a benefit of this to the economy?

11

It boosts the morale of workers and enhances labour productivity.A

It raises incomes of poorer workers.B

It reduces government spending on welfare payments.C

It reduces structural unemployment.D

An increase in which variable would shift the supply curve for farm workers to the right?12

job securityA

the hourly wage rateB

the productivity of farm workersC

the qualifications requiredD

Which combination of policies is most likely to reduce the number of low-paid workers caught in
the poverty trap?

13

national minimum
wage in real terms

individual’s tax-free
allowance for income tax

increasedecreaseA

unchangeddecreaseB

increaseincreaseC

unchangedincreaseD
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There is a decrease in the supply of female labour.

What will the likely effect on male and female wages be?
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A government introduces a national minimum wage.

What is not a benefit of this to the economy?

11

It boosts the morale of workers and enhances labour productivity.A

It raises incomes of poorer workers.B

It reduces government spending on welfare payments.C

It reduces structural unemployment.D

An increase in which variable would shift the supply curve for farm workers to the right?12
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the hourly wage rateB
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There is a decrease in the supply of female labour.
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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?

16

expenditure on importsA

leisure time of workersB

nominal wage ratesC

the general price levelD
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In a two-sector economy, autonomous consumer expenditure increases by $100 billion, autonomous
investment expenditure increases by $200 billion, and the marginal propensity to consume is 0.5.

What will the increase in National Income be?

17

$150 billionA

$300 billionB

$450 billionC

$600 billionD

Which government policy is least likely to promote inclusive economic growth?18

increasing the national minimum wageA

investment in transport and infrastructureB

legislation reducing the power of trade unionsC

using taxes and transfer payments to redistribute incomeD

What is an example of a demand-side macroeconomic policy that would reduce cyclical
unemployment?

19

an increase in government spending on new infrastructure such as roadsA

an increase in government spending on retraining workersB

a reduction in the rate of tax on importsC

an increase in the rate of tax on goods and servicesD
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