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Which statement about the quantity theory of money is correct?14

It suggests changes in liquidity preference lead to proportional changes in the price level.A

It suggests changes in the money supply lead to proportional changes in the price level.B

It suggests changes in the price level lead to proportional changes in liquidity preference.C

It suggests changes in the price level lead to proportional changes in the money supply.D

What is a part of Keynesian economic analysis?15

a liquidity trap below which interest rates are ineffectiveA

an equilibrium price that always clears the marketB

a small value for the government expenditure multiplierC

a vertical short-run aggregate supply curveD

What describes a Keynesian measure to reduce cyclical unemployment?16

adopting a supply-side policy to retrain unskilled workersA

allowing the private sector to take over the supply of merit goodsB

increasing the ratio of capital equipment to manual labour in productionC

using fiscal policy to increase effective demandD

The diagram shows liquidity preference (LP).

At which rate of interest does the liquidity trap occur?
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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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Which combination shows the most likely outcome if a government increases the level of direct
taxation?

21

balance of payments deteriorates and inflation increasesA

economic growth increases and balance of payments improvesB

inflation decreases and unemployment increasesC

unemployment decreases and balance of payments improvesD

In an economy, the price elasticity of demand for imported raw materials is 0.3, and the price 
elasticity of demand for exports is also 0.3.

Following a depreciation of the economy’s currency, what will the impact on inflation be?

22

change in inflation rate
due to

demand-pull factors

change in inflation rate
due to

cost-push factors

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

A government is aiming to reduce the unemployment rate in its country from 10% to 5%.

What is a likely effect if this aim is achieved?

23

a decrease in interest ratesA

a slow down in the rate of economic growthB

an increase in demand for exportsC

an increase in inflationD

Which statement is correct?24

Economic development is necessary for economic growth.A

Economic growth and economic development are directly proportional.B

Economic growth enables economic development.C

Economic growth is always sustainable.D
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Which method of government intervention may correct market failure caused by the
under-consumption of a merit good?

10

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?

12

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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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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Section A

Answer all parts of Question 1.

1  Resources in Brazil

 Between 2000 and 2020, Brazilian GDP, measured in US dollars ($), rose from $1.19 trillion to 
$1.89 trillion at constant prices (2015). In the same period GDP per head rose from $6745 to 
$8204 at constant prices (2015). 

 The strength of the Brazilian economy lies in the variety and quantity of its natural resources. 
For example, Brazil is one of the world’s largest exporters of agricultural commodities, mainly 
soya and beef. There are also significant exports of minerals. Brazil is the second largest iron ore 
producer in the world and extracts 3.4% of the world’s crude oil.

 World agricultural markets are dominated by four large commodity traders that buy and sell 
products such as grain and soya. They have grown through both horizontal integration and vertical 
integration. These traders own many large farms, they process farm produce and transport it to 
trade on international markets. In addition to buying and selling, the traders provide seed and 
fertiliser to farmers and supply storage for their products. They use agricultural by-products to 
produce items like biofuel. These traders also provide financial services to these markets.

 Commodity traders are very important to the development of complex global food markets. Food 
prices, access to scarce resources such as land and water, climate change and food security are 
all affected by the activities of traders. In Brazil, the output of 15 000 farmers is purchased by a 
single trader.

 In Brazil the development of agriculture, mining and oil extraction all contribute to environmental 
degradation. Both agriculture and mining have been accompanied by deforestation of the Amazon 
rainforest. Access roads to mining areas also lead to deforestation. Waste water from mining 
activity is frequently stored in reservoirs behind dams. On two occasions in the last 10 years these 
dams failed to hold back the water. This led to widespread flooding, the discharge of pollutants 
such as mercury into rivers, and deaths.

Sources: The Guardian, 23 August 2022 
Cereal Secrets, Oxfam Research Report, August 2012 

oec.world/en/profile, August 2023

 (a) Explain the significance of measuring GDP at constant prices. [3]

 (b) Explain one possible benefit of horizontal integration and one possible benefit of vertical 
integration. [4]

 (c) Describe how the market structure in which individual farmers operate is likely to differ from 
the market structure in which the commodity traders operate. [6]

 (d) Use the article to evaluate the impact of the development of the agricultural and mining 
industries on the standard of living in Brazil. [7]3
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Section B

Answer one question.

EITHER

2 Traffic congestion is a cause of allocative inefficiency.

 Evaluate, with the help of diagram(s) two policies that a government may introduce to reduce the 
problem of allocative inefficiency caused by traffic congestion. [20]

OR

3 The average wage of chief executives in large companies in a country is over 100 times greater 
than the average wage of their employees.

 Assess how economic theory can account for this variation in average wages. [20]

Section C

Answer one question.

EITHER

4 Evaluate the effect of a fall in the exchange rate on the achievement of the macroeconomic aims 
of a country. [20]

OR 

5 Evaluate whether the presence of multinational companies (MNCs) in low-income countries is 
always beneficial. [20]

3


