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A bridge is built over a river which enables journey times to be reduced.

The table shows costs and benefits of building the bridge.

9

$000

12

10

8

5

private benefit

private cost

external benefit

external cost

Which calculation represents social benefit?

$12000 – $10000 = $2000A

$8000 – $5000 = $3000B

$12000 + $5000 = $17000C

$8000 + $12000 = $20000D

What is not a role of the central bank?10

to act as the lender of last resortA

to hold deposits from the general publicB

to issue notes and coinsC

to manage the gold reserves of the countryD

The table shows the proportion of disposable income spent on three different goods by four different
households.

Which household is likely to have the lowest income?

11

holidays
%

transport
%

food
%

51550A

101835B

152030C

202520D
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A country has a falling birth rate and a rising death rate, while an increasing number of its working
age adults (16–60 years) are seeking employment abroad.

How is this likely to affect the numbers in the different age groups in the country?

26

over 60 years16–60 yearsunder 16 years

fallfallfallA

riserisefallB

risefallriseC

fallriseriseD

What is an advantage of international specialisation?27

Choice is limited.A

Countries become over-dependent on each other.B

Resources are used more efficiently.C

Transport costs are decreased.D

An economy raises its tariffs on imported goods.

What is the most likely result?

28

a fall in the rate of inflationA

an increase in consumer choiceB

an increase in domestic productionC

the current account of the balance of payments moves into a deficitD

Which combination of changes in export revenue and import expenditure is most likely to cause a
country’s exchange rate to depreciate?

29

import expenditureexport revenue

decreasesdecreasesA

increasesdecreasesB

decreasesincreasesC

increasesincreasesD
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The price of fish has increased from $3.00 to $4.80. The quantity supplied of fish has increased
from 100 units to 130 units.

What is the price elasticity of supply (PES) of fish?

7

2D1.8C1.3B0.5A

Which combination shows features of the mixed economic system?8

public
sector

private
sector

price
mechanism

yesnonoA

noyesnoB

noyesyesC

yesyesyesD

The diagram shows the equilibrium price for bread.9

price

($)

quantity

D

S

0

5

What will be the short-term effect if the government sets a maximum price below $5?

a shift in the demand curveA

a shift in the supply curveB

an excess of demand over supplyC

an excess of supply over demandD

Why do banknotes function as money?10

They are backed by gold.A

They are durable.B

They are generally acceptable.C

They have intrinsic value.D
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Monetary policy often involves a change in which variables?19

government expenditure or taxesA

interest rates or the money supplyB

labour market or trade union lawsC

tariffs or quotasD

Which supply-side policy measure is most likely to enable a government to achieve its aim of full
employment?

20

decreasing government spending on school buildingsA

decreasing the number of teachers in schoolsB

increasing taxation on private school feesC

increasing the provision of enterprise skills in schoolsD

Which policy decision is most likely to cause economic growth?21

an increase in corporation tax ratesA

an increase in interest ratesB

an increase in the amount workers can earn before paying income taxC

an increase in the government's regulations for starting a new businessD

A government uses the labour force survey method to calculate unemployment.

What is required under this method for a person to be classified as unemployed?

22

actively
seeking work

immediately
available
for work

eligible for
unemployment

benefits

yesnonoA

yesyesnoB

noyesyesC

nonoyesD
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The table shows the average wage in four countries, A, B, C and D.

In which country is there the greatest relative wage discrimination against female employees?

10

female
$

male
$

80100A

60120B

100140C

200300D

The diagram shows the average total cost curve (ATC) for a firm after a merger.11

costs

output
O

ATC

X
Y

Why is the movement from X to Y likely to result from this merger?

Consumer demand is rising.A

Marketing economies of scale occur at higher levels of output.B

The firm faces problems of co-ordination between departments.C

The firm is negotiating discounts through bulk buying.D

A restaurant employs two chefs who make all of the meals that are served to customers.

What is most likely to increase the productivity of the chefs?

12

a decrease in the number of customers in the restaurantA

a decrease in the chefs’ payB

an increase in the quality of the foodC

an increase in training for the chefsD
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The table shows the average wage in four countries, A, B, C and D.

In which country is there the greatest relative wage discrimination against female employees?

10

female
$

male
$

80100A

60120B

100140C

200300D

The diagram shows the average total cost curve (ATC) for a firm after a merger.11

costs

output
O

ATC

X
Y

Why is the movement from X to Y likely to result from this merger?

Consumer demand is rising.A

Marketing economies of scale occur at higher levels of output.B

The firm faces problems of co-ordination between departments.C

The firm is negotiating discounts through bulk buying.D

A restaurant employs two chefs who make all of the meals that are served to customers.

What is most likely to increase the productivity of the chefs?

12

a decrease in the number of customers in the restaurantA

a decrease in the chefs’ payB

an increase in the quality of the foodC

an increase in training for the chefsD

06_0455_12_2025_1.17© UCLES 2025

6

What are fixed costs?13

costs that are divided by the amount producedA

costs that are present when output is zeroB

costs that change according to the level of outputC

costs that decrease when output increasesD

The table shows the daily output and costs of four firms making chairs.

Which firm has the highest average cost of production?

14

variable costs
($)

fixed costs
($)

output (units)

1401006A

150309B

16020012C

33012015D

The only information known about a firm is the price it charges for its product and the quantity it
sells.

What else can be concluded from this?

15

its average cost and profitA

its average cost and total revenueB

its average revenue and profitC

its average revenue and total revenueD

If a very competitive market becomes a monopoly, what will be likely to increase and what will be
likely to decrease?

16

decreaseincrease

economies of scalebarriers to entryA

pricesconsumer choiceB

competitionlong-run profitsC

market shareoutputD
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What is not a factor of production?1

a 10 dollar noteA

a farm labourerB

a farm shopC

a tractorD

A person works at home making small cakes. She can make 30 cakes an hour and works for four
hours a day. The total cost of the ingredients is $50 and she sells the cakes for $2 each.

What is the opportunity cost if she takes a working day for a holiday?

2

$50A

$240B

30 cakesC

120 cakesD

An economy produces different types of goods using its limited resources. This can be illustrated
by a production possibility curve (PPC).

3

Xconsumer

goods

O capital goods

What does point X on the PPC show?

All resources are used for the production of consumer goods.A

More resources are allocated to producing capital goods than consumer goods.B

Resources are allocated to produce a mixture of consumer goods and capital goods.C

Total resources are not being fully utilised for production of these goods.D
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Section A

Read the source material carefully before answering Question 1.

Source material: Gabon’s industries and labour force

Gabon fact file 2022

GDP $22bn 

GDP per head $13 800

Oil output $6.6bn

Unemployment rate 23.2%

Youth unemployment rate 38.4%

Gabon is a small West African country. Its rainforests reduce air pollution, provide wood for timber 
production, protect against floods and reduce soil erosion. The Gabonese Government wants to 
conserve the country’s rainforests. It has created some national parks which has increased tourism, 
affecting the current account of the balance of payments.

The Gabonese Government wants to reduce the country’s reliance on timber production, oil production 
and agriculture. The country is Africa’s fifth-largest oil producer but its resources of oil are running out. 
The oil industry causes water pollution. The country has other natural resources, including gold. In 
2022, new deposits of gold were found in Gabon.

Gabon’s agricultural industry employs a high proportion of the country’s labour force. Fig. 1.1 shows 
the literacy rate and the percentage of the labour force employed in agriculture in six selected countries 
in 2022.

% of labour force
employed in
agriculture
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literacy rate (% of those aged 15 and over who can read and write)
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MauritaniaMauritania
TunisiaTunisia

South AfricaSouth Africa

Fig.1.1 The literacy rate and the percentage of the labour force employed in agriculture in 
selected countries in 2022

In recent years, Gabon has experienced a high rate of unemployment among 15–24 year olds. High 
rates of youth unemployment can result in young people not gaining the skills and experience needed 
to achieve high productivity. It can also have a harmful effect on their confidence. Some governments 
pay private sector firms to give work experience to unemployed young people. The quality of this 
experience can vary. 4
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The Gabonese Government wants to develop its textile industry, encouraging firms to grow in size. The 
output of the industry will be affected not only by possible government support but also by its use of 
technology and specialisation of workers.

Answer all parts of Question 1. Refer to the source material in your answers.

1 (a) Calculate the value of Gabon’s oil production as a percentage of Gabon’s GDP. [1]

 (b) Identify two external benefits of rainforests. [2]

 (c) Explain what effect an increase in tourism may have on Gabon’s current account of the 
balance of payments. [2]

 (d) Explain two reasons why the Gabonese Government wants to reduce reliance on oil. [4]

 (e) Draw a demand and supply diagram to show the effect of the discovery of new gold deposits 
on the market for gold. [4]

 (f) Analyse the relationship between the literacy rate and the percentage of the labour force 
employed in agriculture. [5]

 (g) Discuss whether or not a government should pay private sector firms to give work experience 
to unemployed young people. [6]

 (h) Discuss whether or not a growth in the size of firms in Gabon’s textile industry will reduce 
their average cost of production. [6]4
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 The shape of Colombia’s population pyramid is changing. The income distribution of this South 
American country, however, is not changing significantly. The country has one of the most unequal 
income distributions in the world. Some Colombians work in its footwear industry which produces 
shoes, sandals and boots. Although footwear is produced in the private sector, Colombia has a 
mixed economic system.

 (a) Define population pyramid. [2]

 (b) Explain two reasons why income may become more unevenly distributed. [4]

 (c) Analyse the influences on whether demand for shoes is elastic or inelastic. [6]

 (d) Discuss whether or not a mixed economic system will benefit the people who live in that 
economy. [8]

3 In recent years, the quantity of Latvia’s factors of production has changed. Since 2008, its capital 
has increased and its land has not changed significantly, but its labour force and its enterprise 
have decreased. Enterprise and conditions of supply can affect firms’ prices. In 2022, the Latvian 
Government increased the country’s national minimum wage (NMW). Its NMW did, however, 
remain one of the lowest in the European Union.

 (a) Identify the rewards to capital and land. [2]

 (b) Explain two causes of a decrease in enterprise in an economy. [4]

 (c) Analyse how changes in conditions of supply can affect a firm’s prices. [6]

 (d) Discuss whether or not a rise in a national minimum wage will harm an economy. [8]

4 In 2023, India became the country with the largest population. This may affect the government’s 
macroeconomic aims. In 2018, the Indian Government cut the country’s corporation (corporate 
income) tax rate from 35% to 25%. Between 2019 and 2022, India’s inflation rate averaged 6%. 
Some economists suggested that to achieve its central inflation rate target, the government should 
cut its spending.

 (a) Identify two macroeconomic aims of government that may conflict. [2]

 (b) Explain two reasons why a country may have a high population growth rate. [4]

 (c) Analyse how a cut in the corporation (corporate income) tax rate can increase economic 
growth.  [6]

 (d) Discuss whether or not a decrease in government spending will reduce inflation. [8]
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answers you may refer to the material and/or 
other examples you have studied.

2 One of the world’s more expensive roads opened in Montenegro in 2022. To build the road, the 
Montenegro Government was helped by a foreign commercial bank and another multinational 
company (MNC). This new road could help the Montenegro Government achieve its 
macroeconomic aims and increase Montenegro’s international trade. MNCs can have a significant 
impact on the host countries in which they locate.

 (a) Define international trade. [2]

 (b) Explain the importance of commercial banks to governments. [4]

 (c) Analyse how building roads can help a government achieve its macroeconomic aims. [6]

 (d) Discuss whether or not MNCs benefit host countries. [8]

3 The public sector in Andorra is focusing on developing the healthcare, biotechnology and sports 
industries. Andorra has the natural advantage of being a mountainous country. Several winter 
sports firms in Andorra have recently merged. This will affect the level of competition in the winter 
sports market in Andorra.

 (a) Define public sector. [2]

 (b) Explain two types of merger. [4]

 (c) Analyse how differences in healthcare can lead to differences in economic development 
between countries. [6]

 (d) Discuss whether or not competitive markets are beneficial for consumers. [8]

4 As cities experience economic growth, the buildings in the city become taller. This is driven by 
an increase in the willingness and ability of consumers to live in tall buildings. Changes in the 
conditions of supply have also increased the number of tall buildings being constructed. However, 
there is a limit to the height of buildings – above a certain height, the total cost of constructing the 
building will exceed the total revenue generated.

 (a) Define total cost. [2]

 (b) Explain two causes of an increase in the supply of a product. [4]

 (c) Analyse factors that can increase the willingness and ability of consumers to buy a certain 
product. [6]

 (d) Discuss whether or not economic growth will improve living standards in a city. [8]
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A country has large reserves of oil. It decides to produce a wide range of goods rather than specialise
in oil production.

What is not an acceptable reason in support of this decision?

27

Oil is a non-renewable resource that could be exhausted quickly.A

Producing a wide range of goods increases the benefits from free trade.B

Relying on other countries for vital goods and services makes a country vulnerable.C

The price of oil is volatile, making export revenue unstable.D

The US puts a 25% tariff on Chinese steel to protect jobs in the US steel industry.

Under which condition would this policy be most effective?

28

The price elasticity of demand for Chinese steel is –2.5.A

The price elasticity of demand for Chinese steel is –0.5.B

The price elasticity of supply for Chinese steel is 2.5.C

The price elasticity of supply for Chinese steel is zero.D

What might a central bank do to stop a fall in the value of its country’s currency?29

raise interest ratesA

reduce taxes on importsB

remove controls on currency outflowsC

sell their currency on the foreign exchange marketD

A government wishes to reduce the surplus on the current account of its balance of payments.

Which policy is likely to achieve this?

30

cutting government spendingA

devaluing its currencyB

increasing existing import quotasC

increasing import dutiesD
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Section A

Read the source material carefully before answering Question 1.

Source material: Population, household spending and poverty in Romania

Romania fact file 2022

Current account deficit on the balance of payments (percentage of GDP) 9%

GDP $300bn

Unemployment rate 5.2%

Economic growth rate 4.8%

Inflation rate 13.8%

Percentage of women of working age in the labour force 42%

Between 1990 and 2022, Romania’s population fell from 23 million to 19 million. The country’s birth 
rate and death rate both fell over this period. Some workers from other countries, including Sri Lanka 
and Vietnam, came to live in Romania. However, more Romanian workers left the country to work and 
live mostly in other European countries.

If the Romanian economy continues to grow at its relatively high rate, fewer of its people may emigrate 
and more immigrants may be attracted. Recent economic growth has been driven largely by increases 
in household spending. Romanians have become wealthier, more confident about their future and have 
experienced low interest rates.

In April 2022, the Romanian Government placed a maximum price on electricity. Romanians spend a 
relatively high proportion of their income on electricity and on food. Table 1.1 shows selected countries’ 
GDP per head and average spending on food as a percentage of total household spending.

Table 1.1 GDP per head and average spending on food as a percentage of total household 
spending in 2022

Country GDP per head ($)

Average spending 
on food as a % of 
total household 

spending

Belgium 52 100 13

Cambodia  1 800 42

Egypt  3 850 33

Ethiopia    960 56

Norway 89 200 11

Romania 15 000 26

USA 70 500  6

The poor are particularly affected by changes in electricity prices and food prices. Romania has a 
relatively high level of poverty. To reduce poverty, some economists have suggested that the 
government should attract more foreign multinational companies (MNCs) to Romania. More MNCs 
may affect poverty because of the possible effects on unemployment and prices.
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Another way to reduce poverty would be to encourage more women to work. The proportion of women 
in Romania who work or seek work has fallen in recent years. There is a range of influences on whether 
women enter the labour force. These include social attitudes, female education and whether childcare 
facilities and part-time work are available.

Answer all parts of Question 1. Refer to the source material in your answers.

1 (a) Calculate Romania’s current account deficit on its balance of payments in $s. [1]

 (b) Identify two reasons why Romania’s population fell between 1990 and 2022. [2]

 (c) Explain why immigration into Romania may increase in the future. [2]

 (d) Explain two reasons why household spending has increased in Romania. [4]

 (e) Draw a demand and supply diagram to show the effect of setting a maximum price on 
electricity. [4]

 (f) Analyse the relationship between GDP per head and average spending on food as a 
percentage of total household spending. [5]

 (g) Discuss whether or not foreign MNCs reduce poverty in their host countries. [6]

 (h) Discuss whether or not a higher proportion of women is likely to enter Romania’s labour force 
in the future. [6]4
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 South Korea makes use of both economic goods and free goods. Its output includes products with 
both elastic and inelastic supply. The country is building the world’s first floating city, estimated to 
cost $180m. This is to cope with rising sea levels caused by climate change. Governments take a 
number of measures to reduce greenhouse gases which contribute to climate change, including 
banning the burning of wood to heat homes.

 (a) Identify a difference between economic goods and free goods. [2]

 (b) Explain how opportunity cost will influence a government’s decision on whether to spend tax 
revenue on a large infrastructure project. [4]

 (c) Analyse the influences on whether supply of a product is elastic or inelastic. [6]

 (d) Discuss whether or not a government should ban the burning of wood to heat homes. [8]

3 Estonia’s factors of production are employed in a range of industries including education. In 2022, 
the country experienced a shortage of teachers. The government increased teachers’ wages to 
attract workers from other industries. Two of Estonia’s other industries are building and clothing. 
Estonia’s clothing industry has firms of different sizes. Estonia’s firms were affected in 2022 by the 
government increasing the money supply.

 (a) Define factor of production. [2]

 (b) Explain two reasons why building workers may not become teachers. [4]

 (c) Analyse how a small firm can compete successfully with a large firm in the same industry. 
 [6]

 (d) Discuss whether or not an increase in the money supply will benefit an economy. [8]

4 Nigeria has a mixed economic system. In January 2023, Nigeria had a high unemployment rate 
of 33% which created a number of costs. Its high inflation rate of 22% had several effects on 
the country’s firms. In 2022 and the start of 2023, Nigerians increased their demand for foreign 
currency.

 (a) Identify two costs of unemployment. [2]

 (b) Explain how the key resource allocation decisions are made in a mixed economic system. 
 [4]

 (c) Analyse the causes of an increase in the demand for foreign currency. [6]

 (d) Discuss whether or not inflation will harm a country’s firms. [8]
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Which person is most likely to make a microeconomic decision as part of their job?4

a government finance ministerA

the global administrator of the Human Development IndexB

the governor of the central bankC

the manager of a private sector firmD

What necessarily describes the market system?5

all resources used to produce consumer goodsA

an economy with both a private and a public sectorB

limited resources but unlimited wantsC

resources allocated through demand and supplyD

The diagram shows the demand for and supply of a product. The original equilibrium is at X.

Which point indicates the new equilibrium position if there is an increase in the price of a close
substitute for the product while other things remain the same?

6

price

quantity

B

A

C

D

X

D3

D1

D2

S3
S1

S2

O

A firm has the following supply schedule.7

quantity supplied
price
($)

10

20

5

10

What is the price elasticity of supply of the good as the price increases from $5 to $10?

+2.0D+1.0C+0.5B−0.5A
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Which economic question is least likely to arise as a result of scarcity?1

For whom will we produce?A

How will we produce?B

What will we produce?C

When will we produce?D

What is opportunity cost?2

the allocation of resources in an economyA

the cost to the individual when they consume a goodB

the lack of goods and services available to satisfy unlimited wantsC

the next best alternative forgone when making an economic decisionD

The diagram shows a production possibility curve (PPC) for an economy that produces two goods,
X and Y.

Which point shows the greatest opportunity cost of producing one more unit of good X?

3

O

good Y

good X

A

B

C
D

A period of bad weather leads to a failure of the rice crop.

What is the effect on the market for rice?

4

a shortage of rice and a fall in its priceA

a shortage of rice and a rise in its priceB

a surplus of rice and a fall in its priceC

a surplus of rice and a rise in its priceD
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