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What is an advantage for consumers from international specialisation?27

competition between firms results in lower pricesA

labour can move more freely between countriesB

less wealth is created throughout the worldC

multinational companies can increase their profitsD

Which government policy would encourage greater international trade?28

an increase in the level of domestic regulationA

an increase in the level of tariffs on importsB

the abolition of domestic subsidies for declining industriesC

the abolition of free trade agreementsD

The US currently trades in oil with the UK. The discovery of new oil and gas deposits in the US will
mean that its oil imports decrease and its oil exports increase.

From the initial equilibrium point of X, which letter indicates the new equilibrium point for the US
exchange rate?
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What is most likely to directly result from a persistent and large current account surplus on the
balance of payments of a country?

30

a lower exchange rateA

a lower standard of livingB

an increase in gross domestic productC

an increase in the unemployment rateD
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What is not likely to be included in a government budget?19

anticipated tax revenueA

changes in exchange ratesB

forecast government borrowingC

proposed government spendingD

Which combination of policy measures is most likely to increase total demand in an economy?20

exchange rateinterest ratemoney supply

revaluationdecreasedecreaseA

devaluationincreasedecreaseB

devaluationdecreaseincreaseC

revaluationincreaseincreaseD

Which supply-side policy measure wouldmost likely cause the greatest increase in labour productivity
in a country?

21

a decrease in the rate of corporation taxA

a reduced top rate of income taxB

improved education and training provisionC

privatisation of a state-owned industryD

How is economic growth of a country measured?22

by an increase in the monetary value of goods producedA

by an increase in the number of people in employmentB

by an increase in the real Gross Domestic Product (GDP)C

by an increase in the value of the Human Development Index (HDI)D
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In the diagram, D is the demand curve for the Chinese yuan and S is the supply curve of 
the Chinese yuan.

29
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The Chinese central bank wishes to set the price of the yuan at P1. 

Which action would it have to take?

buy XY yuanA

buy XZ yuanB

sell XY yuanC

sell XZ yuanD

The table shows the values of the items in a country’s current account in two years.30

year 2
($m)

year 1
($m)

item

0−30

−20−30

??

+10−50

balance of goods and
services

net primary income

net secondary income

balance of current
account

How did the value of net secondary income change between year 1 and year 2?

decreased by $10mA

decreased by $20mB

increased by $20mC

increased by $30mD
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Mining by multinational companies (MNCs) has both costs and benefits for the host nation.

Which activity is least likely to offer a benefit to the host nation?

28

developing courses for training in miningA

investing in infrastructure to export mineralsB

repatriating profits and dividendsC

using new technologyD

The table shows the retail price at which the same book can be bought in four countries.29

local currencyprice in local currencycountry

Australian dollars$14.99Australia

Canadian dollars$11.99Canada

New Zealand dollars$20.95New Zealand

GB pound£6.99United Kingdom

What additional information is required to make a meaningful comparison of the price of the book
between the countries?

direct tax ratesA

exchange ratesB

inflation ratesC

level of import tariffsD

What is a consequence of a surplus on the current account of the balance of payments?30

a decrease in GDPA

a decrease in unemploymentB

a depreciation of the foreign exchange rateC

deflationD
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The UK government increases the price of steel imported from Germany by increasing an existing
tariff.

Assuming steel has price-inelastic demand, what would be the effect on the revenues of German
steel producers and the UK government?

28

UK
government
revenue

German steel 
producers’ 
revenue

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD

The table shows the value of the UK pound (£) against the US dollar ($) in June and September.29

SeptemberJune

£1 = $1.32£1 = $1.48

What will be the likely consequence for the UK economy in the short run of the change in the 
exchange rate?

an increase in the budget deficitA

an increase in the price of exportsB

an increase in the price of importsC

an increase in unemploymentD
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Which statement shows two benefits for consumers from specialisation at a national level?27

decreased prices and better qualityA

decreased profits and high-quality raw materialsB

increased choice and high transport costsC

increased productivity and increased economies of scaleD

A multinational company (MNC) opens up a new factory in a host country.

What is a possible cost of this new factory to the host country?

28

increased access to modern technologyA

increased competition for host-country industriesB

increased employment for workersC

increased tax revenue for the governmentD

The diagram shows the change in the exchange rate market for country X’s $.29

O

exchange
rate

quantity of $

S

D1

D2

Which change in country X would have caused this?

a fall in its international competitivenessA

a fall in its level of interest ratesB

a rise in its exports of servicesC

a rise in its imports of goodsD
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What encourages international specialisation?27

a foreign exchange shortageA

diseconomies of scaleB

free tradeC

quotasD

A country wants to limit the number of imported cars to a maximum of 100 000 in a year.

Which measure is most likely to achieve this objective?

28

an embargoA

an import quotaB

an import tariffC

a subsidyD

29 The diagram shows a change in the exchange rate for the Indian rupee against the US$.

quantity of
Indian rupees

price of 
Indian
rupee
in US$
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D

What could cause the change in the exchange rate?

a decrease in the rate of inflation in IndiaA

an increase in demand for imports by people in IndiaB

greater foreign direct investment into IndiaC

greater purchases of its own currency by the Indian central bankD
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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 In 2021, the production point on the UK’s production possibility curve (PPC) changed. Average 
wages increased. The average annual wage of a waiter was $23,580 while that of a chief executive 
of a large commercial bank was $1,617,000. A rise in wages enables people to eat in restaurants 
more often. Some of the food sold in UK restaurants is imported. In 2021, the UK government 
signed free trade agreements, removing import restrictions, with a number of countries.

 (a) Identify two places where a production point could be located on a PPC diagram. [2]

 (b) Explain two reasons why someone may switch from eating in one restaurant to eating in 
another restaurant. [4]

 (c) Analyse why the wage of a chief executive of a large commercial bank is higher than that of a 
waiter. [6]

 (d) Discuss whether or not free trade will increase economic growth. [8]

3  The central bank of Madagascar intervenes in the country’s foreign exchange market. However, 
Madagascar has a largely market economic system. Nearly 70% of Madagascar’s population 
live in poverty. Most of the country’s industries are labour-intensive. In 2020, Madagascar had 
an economic growth rate of 6% and a deficit on the current account of its balance of payments 
of $0.6bn.

 (a) Define foreign exchange market. [2]

 (b) Explain two reasons why a firm may adopt labour-intensive production. [4]

 (c) Analyse how the macroeconomic aims of economic growth and balance of payments stability 
may conflict. [6]

 (d) Discuss whether or not a high level of poverty is likely to exist in a market economic system.
 [8]

4 In 2021, there were extensions and contractions in demand for a number of South African products. 
In that year, a South African court stopped a multinational company (MNC) exploring for oil along 
South Africa’s coastline. South Africa experienced an increase in output, driven largely by the growth 
in its tertiary sector. However, its unemployment rate was 35%, a long way from full employment.

 (a) Define an extension in demand. [2]

 (b) Explain two external costs that may be caused by exploring for oil. [4]

 (c) Analyse how growth in a country’s tertiary sector can increase its living standards. [6]

 (d) Discuss whether or not workers who lose their jobs are likely to stay unemployed for a long 
time. [8]
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