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Section A box

Answer all questions in this section.

@y one answer per question is allowed. \

For each question completely fill in the circle alongside the appropriate answer.

CORRECT METHOD E| WRONG METHODS ‘ X H @ H@H Qﬁ ‘

If you want to change your answer you must cross out your original answer as shown. JZ[

If you wish to return to an answer previously crossed out, ring the answer you now wish to select

\aishown. @ /

Which one of the following best describes mandated choice?

[1 mark]

A A limited range of options is provided
B Individuals are required by law to choose an option
C Options are framed to influence the outcome of decisions

D The option is selected automatically if an alternative is not chosen

o] [o] [o] o]

02

1B/M/Jun25/7136/3



Do not write
outside the
box

Figure 1 shows a production possibility diagram for an economy where goods and
services are produced in the private and public sectors. The economy is currently
producing at point Y.

Figure 1

Private sector
output

Public sector
output

Following a change in government, it is decided that the output of public sector goods and
services should be increased by VW.

What is the opportunity cost, in terms of private sector output, of this reallocation of

resources?
[1 mark]

A OS
B OT

C ST

o] Lo] o] [s]

D YZ

Turn over for the next question

Turn over »
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Which one of the following best describes how a social scientist would develop an box

economic theory?
[1 mark]

A Apply logic to make connections between normative and positive
economic concepts

B Create a hypothesis and test whether it can predict the behaviour of
economic agents

C Develop a number of policies and test whether they are successful in the
real world

D Form a set of value judgements and test whether they are supported by
statistical data

o] o o] [o]

0 4
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Which one of the following diagrams, A, B, C or D, shows the impact on an economy of a

permanent reduction in an indirect tax?
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[1 mark]
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Which one of the following is most likely to lead to an increase in the number of people box
who are frictionally unemployed in the UK?
[1 mark]

A A fall in the number of Jobcentres provided by the government EI
B A persistent fall in reported levels of consumer confidence El
C Arreduction in the rate at which Jobseeker’s Allowance is paid El
D A significant real terms increase in the National Living Wage El

Which one of the following is most likely to indicate that a government is trying to cause a
significant change in the pattern of economic activity?
[1 mark]

A A reduction in the rate of tax on income from retirement pensions
B A reduction in the tax on a good with positive consumption externalities

C An increase in the rate of an inheritance tax

o] Lo] [o] [o]

D Anincrease in the tax on a good with very inelastic demand

06
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n Table 1 shows the amount of capital, land and labour employed and the output of a firm

before and after it expands to increase its productive capacity.

Table 1

Before expansion

After expansion

Capital employed

500 units

800 units

Land employed

20 units

32 units

Labour employed

1 000 workers

1 600 workers

Output produced

200 000 units

350 000 units

Which one of the following do the data in Table 1 show has resulted from the expansion?

A Diseconomies of scale
B Falling labour productivity
C Increasing marginal returns

D Increasing returns to scale

o] Lo o] [o]

Turn over for the next question

[1 mark]
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An entrepreneur, and sole owner, has £300 000 invested in a firm. The same investment
would generate an annual rate of return of 35% if it was transferred to a different market.

Table 2 shows the firm’s annual total costs of production, not including the opportunity
cost of the capital the entrepreneur has invested, and annual total revenue in the current

market.

Table 2

Total costs of production

£370 000

Total revenue

£550 000

How much abnormal profit is the business making each year in its current market?

A £180 000

B £125 000

C £75000

o] Lo o] [o]

D £22 500

[1 mark]

0 8
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Land is an example of a resource that is in composite demand. Land can be used to
produce soya beans and for forestry. Between January 2019 and January 2024, the
market price of soya beans increased by almost 40%. This was largely driven by the rise
in demand for soya beans.

Which one of the following diagrams, A, B, C or D, shows the most likely effect of the
increase in demand for soya beans on the market for land that is used for forestry?

[1 mark]
A Pprice E

D,

d1 Q, Quantity

d1 Q. Quantity

D,

dz Q1 Quantity

dz Q Quantity

Turn over »
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Which one of the following best explains the operation of the accelerator process? box

[1 mark]

A An increase in investment leads to a larger increase in national income
B An increase in productive capacity leads to a larger change in investment

C The growth of productive capacity depends on the growth in investment

o] Lo o] [o]

D The level of investment depends on the rate of change in national income

IIE Figure 2 shows the long-run trend rate of unemployment and the actual rate of
unemployment in a country over a period of time.

Figure 2

Rate of
unemployment
(%)

Actual rate of unemployment

----Long-run trend

Time
At which one of the following points was the economy most likely to be in the recession

phase of its economic cycle?
[1 mark]

A Point A
B Point B

C PointC

o] Lo o] [o]

D Point D

170
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Iilzl Table 3 shows the value of the Human Development Index (HDI) for three countries in

2021 and figures from the index’s health and education dimensions.

Table 3
Education dimension
Count Human Development | Life expectancy
ry Index at birth (years) Expected years Mean years
of schooling of schooling
Finland 0.940 82.0 19.1 12.9
Ireland 0.945 82.0 18.9 11.6
UK 0.929 80.7 17.3 134

It can be deduced from Table 3 that in 2021

A Finland had a faster rate of growth than the UK.
B Finland’s Human Development Index was 1.1% higher than the UK’s.

C Ireland’s gross national income per capita was higher than Finland’s.

Source: Human Development Report 2021/22

D Ireland had a more equitable distribution of income than Finland.

Turn over for the next question

[1 mark]

o] [of [o] o]
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n Figure 3 below shows the supply curve (S) for cakes. box
Figure 3
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Which one of the following can be concluded from Figure 37?

The supply of cakes
[1 mark]

A is less price inelastic when price increases from £8 to £10 than when it
increases from £10 to £15.

B is more price inelastic when price increases from £8 to £10 than when it
increases from £10 to £15.

C s price elastic when the price increases from £8 to £10 and when it
increases from £10 to £15.

o] Lo [ o]

D is unitary price elastic when price increases from £8 to £10 and when it
increases from £10 to £15.

12
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outsido the
Figure 4 shows a market for houses to rent. The current average monthly rent in the box
market is R.
Figure 4
Average
monthglly Supply of houses to rent
rent

Demand for houses to rent

o] Quantity of rented houses

Why is this market in disequilibrium at an average monthly rent of R1?
[1 mark]

A Market forces are likely to encourage landlords to reduce the rent they charge

B Market forces are likely to lead to an increase in the average rent and fewer
houses available for tenants

C Some landlords who would like to rent houses out at R1 cannot find tenants

o] o] [of o]

D Some potential tenants who would like to rent a house at R1 cannot find a
house to rent

Turn over for the next question

Turn over »
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IIEl A large company experiences a significant fall in its year-end profits. Reports suggest it is box
a consequence of the divorce of ownership from control within the company.
Which one of the following is most likely to explain why the divorce of ownership from

control may have harmed the firm’s performance?
[1 mark]

A As part of their earnings, managers receive profit-related pay and share options
B Due to the satisficing principle, managers act in the interests of shareholders

C Moral hazard means shareholders take more risks to achieve greater rewards

o] Lo [o] [o]

D Profit maximisation is not the most important objective for all managers

1B/M/Jun25/7136/3
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Table 4 shows the index of consumer prices and the unemployment rate for an economy.
The data is for the end of each quarter in a particular year. The index of consumer prices
for the final quarter of the previous year was 120.9.

Table 4
Index of consumer prices Unemployment rate (%)
Quarter 1 123.2 3.6
Quarter 2 126.7 3.7
Quarter 3 127.7 3.9
Quarter 4 131.1 4.2

According to the data, it can be concluded that

[1 mark]

A prices were lower at the start of the year and employment was lower at the E
end of the year.

B the quarterly inflation rate fluctuated whilst the unemployment rate increased [=]

throughout the year.

C the relationship between the change in the inflation and unemployment rates was E
positive in each quarter.

D there was an inverse relationship between prices and unemployment in E
each quarter.

Turn over for the next question

Turn over »
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Which one of the following is most likely to be included in a broad measure of the money
supply but not in a narrow measure of the money supply?

A Commercial banks’ deposits with the central bank

B Notes and coins held by households

C Savings deposited with commercial banks that have more than a year

to maturity

D The total amount owed on credit cards that has been outstanding for

more than 28 days

[1 mark]

[=]
[=]

[=]
[=]

Table 5 shows the liquidity ratio and capital ratio for two, otherwise identical, banks.

Table 5
Liquidity ratio Capital ratio
Bank Y 0.03:1 12.1%
Bank Z 0.05:1 14.4%

All other things being equal, it is likely that

A Bank Y is less profitable than Bank Z and is less secure.

B Bank Y is less profitable than Bank Z but is more secure.

C Bank Y is more profitable than Bank Z and is more secure.

D Bank Y is more profitable than Bank Z but is less secure.

o] [of [o] o]

[1 mark]
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Figure 5 shows the average cost (AC), marginal cost (MC), average revenue (AR) and
marginal revenue (MR) curves for a firm in a perfectly competitive market. The entry of
new firms shifts the AR and MR curves from AR = MR, to ARz = MR..

Figure 5
Cost/ MC
revenue
(£)
AC
\\ /// A
\/ AR2 = MR2
O Output

All other things being equal, which one of the following combinations of statements would
be correct for a profit-maximising firm?

[1 mark]

Allocatively efficient

Productively efficient

Before and after new firms enter
the market

Before and after new firms enter
the market

Before and after new firms enter
the market

Only after new firms enter
the market

Only after new firms enter
the market

Before and after new firms enter
the market

Only after new firms enter
the market

Only after new firms enter
the market

o] o] D] [of

17
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Figure 6 shows the average revenue (AR), marginal revenue (MR) and marginal cost box
(MC) curves of a train-operating firm for peak-time and off-peak passengers. It also shows
the price (P1) that all passengers currently pay.

Figure 6

Peak-time passengers Off-peak passengers

Price Price

P P
MC
\\AR
MR
0] O Quantity

The train-operating firm introduces price discrimination to maximise profits. What is the
effect on consumer surplus?
[1 mark]

A Falls for both off-peak and peak-time passengers
B Falls for off-peak passengers and rises for peak-time passengers

C Falls for peak-time passengers and rises for off-peak passengers

o] Lo o] [o]

D Rises for both off-peak and peak-time passengers

1 8
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IZE Table 6 shows the size of the UK labour force and the percentage of the labour force
belonging to a trade union in 2012 and 2022.

Table 6

Size of the labour
force (millions)

Proportion of the labour force
belonging to a trade union

2012

29.6

26.1%

2022

32.8

22.3%

According to the data in Table 6, what is the percentage fall, to one decimal place, in the

number of workers belonging to a trade union between 2012 and 20227?

A 3.8%

B 5.3%

C 5.6%

D 9.8%

o] Lo] [o] [s]

Turn over for the next question

[1 mark]
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IZ@ Table 7 shows four situations in which one group of workers earns less than another and box
states the reason given by employers.

Which one is the best example of wage discrimination?
[1 mark]

Table 7

Situation Reason given by employer

A | A firm pays supermarket
shelf-stackers from one ethnic
group less per hour than
shelf-stackers from a different
ethnic group.

The firm negotiates pay rates with
trade unions and the two groups of
workers are represented by
different trade unions.

B | Full-time female workers for a firm Earnings include a bonus for each
earn less on average than male year of service and males have
colleagues performing similar roles. | longer service on average.

C | The average female teacher in a A larger percentage of the male
school earns less in a year than the | teachers work full-time compared
average male teacher. to the female teachers.

D | Workers in a factory aged under 20
are paid less per hour than workers | All workers in the factory are paid
aged over 20 who are performing the national minimum wage.

similar roles.

o] [ b [

Which one of the following is most likely to lead to individuals who are currently in relative
poverty remaining in relative poverty?
[1 mark]

A A major housebuilding programme helps to reduce the number of workers
who are geographically immobile

B Average earnings in an economy rise more slowly than the increase in
the national minimum wage

C The government changes the income tax system in a country to make it
more progressive

o Lo [ o]

D The rate of increase in the price of necessities, such as energy, is higher
than for all goods and services

2 0
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Country X and Country Y have identical amounts of the factors of production that can be
used to produce either canoes or rowing boats. Figure 7 shows the production possibility
frontiers (PPFs) for the two countries.

Figure 7
Canoes
80
Country X
60
Country Y
0 110 150 Rowing boats

Which one of the following is supported by the data in Figure 77
[1 mark]

A Country X has both an absolute advantage and a comparative advantage in
producing canoes

B In Country Y, the production of rowing boats requires two and a half times as
many resources as the production of canoes

C The maximum number of canoes and rowing boats that Country X and
Country Y can produce between them is 400

o] Lof o o]

D The opportunity cost of producing a canoe in Country Y is 25% lower than it
is in Country X

Turn over for the next question

Turn over »
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IZEl Figure 8 shows the domestic demand (D4) and supply (Sq) curves for paper in a country. box

Figure 8 also shows the world supply curve when the country does not have any
restrictions on imports of paper (Sw) and the world supply curve when a tariff of $10 per
unit is imposed on paper imported from the rest of the world (Sw).

Figure 8

Price of paper
(USS$ per unit)

)
30 /:
|
20 —— i
|
|

~

|
|
|
|
|
|
|
| i
: | : 1
0 125 220 275 335 500 Quantity of paper
(millions of units)

Following the introduction of the tariff, what is the change in the amount the country has to
pay to the rest of the world for the paper it imports?
[1 mark]

A US$2300 million
B US$3300 million

C US$4050 million

o] Lo [o] [s]

D US$5200 million

2 2
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outside the
Which one of the following is a supply-side policy that is most likely to lead to an box

improvement in the balance of trade in goods and services on the current account of the
UK’s balance of payments?

[1 mark]
A A significant and sustained reduction in Bank Rate by the Monetary Policy E
Committee of the Bank of England
B Deregulation that makes it easier for UK transnational corporations to E
invest abroad
C Increasing the supply of pounds on the foreign exchange market to reduce EI

the exchange rate and make exports cheaper

D Tax breaks for manufacturing firms that invest in upgrading their machinery and E
other capital goods

n Which one of the following statements regarding UK competition policy is correct?
[1 mark]

A An objective of competition policy is to reduce firms’ profits by preventing
firms from charging prices that are higher than their marginal cost of production.

B Competition policy aims to increase social welfare by discouraging existing
firms from entering new markets that have a low concentration ratio and are
already very competitive.

C Competition policy recognises that a monopoly may be preferable to many
small firms producing in a competitive market due to the existence of
diseconomies of scale.

o bf [ [

D High concentration ratios and consumer complaints are examples of indicators
which may suggest anti-competitive behaviour and prompt further investigation
by the Competition and Markets Authority.

Turn over for the next question

Turn over »
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A government announces that, over a 10 year period, it plans to reduce the number of box

tradable pollution permits it issues each year.

Which one of the following is the most likely response from firms in industries affected by
the announcement?

[1 mark]
A Firms are likely to delay investment into more environmentally friendly E
production methods
B Only the firms that generate the most pollution are likely to react at all EI
C Over time, more firms will have an incentive to reduce their pollution E

D The firms with the lowest costs of reducing pollution will buy the most permits E

All other things being equal, which one of the following is most likely to be a consequence
of inflation in the UK?
[1 mark]

A The amounts outstanding on households’ existing mortgages will fall in
real terms

B The nominal value of people’s incomes before tax will fall

C The price of all goods and services sold in the UK will increase

o] o] [o] [o]

D The real value of the money deposited in commercial banks will increase

2 4
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n Table 8 shows figures for the population (millions) and GDP ($ billions) of four countries.

Table 8
Count Population GDP
y (millions) ($ billions)
Country W 20 420
Country X 32 1200
Country Y 40 920
Country Z 200 4 900

What is the mean GDP per capita for the four countries?
[1 mark]

A $23 750
B $25479
C $26 500

D $30 250

o] Lo o] [o]

Turn over for Section B

Turn over »
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Section B box
Answer all questions in this section.

Refer to the Insert for Extracts A, B, C and D.

Total for this Investigation: 50 marks
The UK automotive industry
INVESTIGATION
Scenario

You are an economist working for an organisation that was established to examine and advise
governments on the performance of the manufacturing sector of their economies.

You have been asked to review the importance of the automotive industry for the UK economy and
how the UK Government can best support the industry.

As part of this investigation, you are to provide answers to three questions.

Referring to the Insert, study Extracts A, B and C, then use these and your knowledge of
economics to help you answer Questions 31 and 32. There is also a news report, Extract D, which
is to be used with the other extracts to help answer Question 33.

Elil To what extent, if at all, do the data suggest that the contribution the automotive industry
makes to the UK economy has declined significantly since 2015? You must use the data
in Extract B to support your assessment.

[10 marks]

2 6
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Elzl Explain factors that affect the UK’s balance of trade in motor vehicles.

[15 marks]
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E@ After considering Extract D, and the original evidence in Extracts A, B and C, would you box
recommend that the Government continue to subsidise firms to encourage them to set up
gigafactories to produce batteries in the UK?

Justify your recommendation.
[25 marks]

3 4
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There are no questions printed on this page
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Question Additional page, if required.
number Write the question numbers in the left-hand margin.

4 1

1B/M/Jun25/7136/3



42

Do not write

outside the
Question Additional page, if required. box
number Write the question numbers in the left-hand margin.
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