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What is an example of a normative statement?1

Indirect taxes are cheap to collect.A

Indirect taxes are taxes on income.B

Indirect taxes are unfair.C

Indirect taxes increase inequality.D

A country with a market economy changes to a mixed economy.

When is this change likely to achieve the largest improvement in resource allocation?
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Gini coefficient
value for the
country

number of demerit
goods in the
country

0.4manyA

0.7manyB

0.4fewC

0.7fewD

The diagram shows a production possibility curve for an economy that produces capital goods and
consumer goods.
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Why is the production possibility curve drawn concave to the origin?

Capital goods are a more labour-intensive output than consumer goods.A

Consumers always seek to maximise their satisfaction from consumption.B

Profit maximisation for firms always ensures efficiency in production.C

Some resources are more efficient in production of some goods than others.D

11_9708_11_2025_1.8c© UCLES 2025

2

What is an example of a public good?4

A ferry that takes members of the public across a river.A

A fish farm that is owned by the government.B

A fishing boat that is owned by all members of a village.C

A lighthouse that warns boats of dangerous rocks.D

Which merit good is likely to be under-consumed the most?5

subsidy received
by producers

level of imperfect
information among

consumers

yeshighA

nohighB

yeslowC

nolowD

Which statement defines market equilibrium?6

when ceteris paribus no longer appliesA

when quantity demanded equals quantity suppliedB

when quantity demanded is equal to priceC

when supply can no longer expandD
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The table shows the price of a good and total expenditure on the good during specific periods when
the market is in equilibrium.
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total expenditure
($)

price
($)

period

96000

40000

64000

80000

32000
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10

4

1

2

3

4
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What can be deduced from this data?

The good has constant opportunity cost.A

The good is an inferior good.B

The price elasticity of demand is equal to one.C

The price elasticity of supply is equal to zero.D

What is an example of direct provision by a government?10

The government introduces a subsidy on renewable fuels to help the environment.A

The government introduces a unit tax on cigarettes to discourage consumption.B

The government sets a maximum rent on housing to protect tenants.C

The government takes over a private library to improve local services.D
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What is an example of a normative statement?1

Government expenditure is an injection into the circular flow of income.A

Government expenditure in India in 2022 was 29% of gross domestic product.B

The best policy measure to reduce inflation is a reduction in government expenditure.C

The United States of America is the country with the highest military expenditure.D

A public good must both be non-rivalrous in consumption and have the characteristic of
non-excludability.

Which situation meets both of these conditions?

2

a former nationalised rail network which has been privatisedA

a good that has an opportunity costB

the building of a new toll road which charges all users the same tollC

the provision of street lighting which improves a localityD

What is not a characteristic of a planned economy?3

Consumers have limited influence on what is produced.A

Profit is the motive for increasing output.B

Resources are owned by the government.C

There is limited competition in the market.D

A student chooses to study for a degree in engineering at university rather than take a job working
as an apprentice engineer. The apprenticeship lasts five years and involves training while working.

What will decrease the opportunity cost of this choice?

4

a decrease in the wages paid to apprentice engineersA

a decrease in the number of students studying engineering degreesB

a decrease in the number of top grade engineering degrees awardedC

a decrease in the length of an engineering apprenticeship to four yearsD
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The diagram shows a production possibility curve (PPC) for a country that produces two goods, X
and Y. The initial PPC is given by ST.
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What is the effect on the PPC when the productivity of workers producing good X increases?

The PPC shifts from ST to SV.A

The PPC shifts from ST to SW.B

The PPC shifts from ST to UT.C

The PPC shifts from ST to UW.D

What is consumer surplus?6

the amount of a consumer’s income less the amount paid in income taxA

the amount of a consumer’s income less the amount paid for goods and servicesB

the amount of a consumer’s income received in bonuses and overtime payC

the amount a consumer is willing to pay for a product less the amount actually paidD
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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 a production possibility curve (PPC) for an economy that produces two goods,
X and Y. Both goods require labour to produce. The initial position of the PPC is at PPC0.
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What is the effect on the PPC following the emigration of a large number of workers?

the PPC remains at PPC0A

the PPC shifts from PPC0 to PPC1B

the PPC shifts from PPC0 to PPC2C

the PPC shifts from PPC0 to PPC3D

A good is provided by the government. Consumption by one person does not affect the amount of
the good available for others.

Which type of good must this be?

6

complementary goodA

merit goodB

private goodC

public goodD
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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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