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SECTION I 

(a) State ONE reason why it is necessary to make economic choices. [1 mark ] 

(b) State THREE major questions that must be asked when deciding what goods and services 
should be produced. [3 marks] 

(c) Susan uses the two hours available to her to answer her email messages rather than study 
for her Economics examination. 

(a) 

(b) 

(c) 

What is the cost to her of choosing to read her email messages rather than study for her 
Economics examinations? Briefly explain your answer. [2 marks] 

Total 6 marks 

Use the information in the following table to construct a production possibilities frontier 
(PPF). 

TABLE 1 

Pineapples M angoes 

0 500 
200 450 
350 375 
425 275 
475 125 
500 0 

[3 marks] 

Mark the point (300,300) on your diagram. [1 mark ] 

State why this point does not represent an efficient use of resources. [1 mark] 

(d) What does the shape of the PPF you have drawn say about the opportunity costs of 
producing ONE more unit of pineapples or mangoes? [1 mark ] 

Total 6 mar ks 

(a) L ist TWO factors that affect the demand for coffee. [2 marks] 

(b) Explain how ONE of the factors listed in (a) above affects the demand for coffee. 
[4 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
02116010/CAPE 2005 
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4. The followi ng table shows the demand for and supply of milk. 

(a) 

(b) 

(c) 

TABLE 2: DEMAND FOR AND SUPPLY OF MILK 

Price of Quantity Quantity 
pint of milk Demanded Supplied 

$ 

21 1 000 5 000 
18 2000 4000 
15 3 000 3 000 
12 4000 2000 
9 5 000 1 000 

Draw the demand and supply diagram for milk. [3 marks] 

On the diagram drawn in (a) above, show the equilibrium price and equilibrium quantity. 
[2 marks] 

Define the term 'equilibrium' . [1 mark ] 

Total 6 m arks 

5. The following diagram shows the Marginal Cost Curve (MC), the Average Total Cost Curve 
(ATC), and the Average Variable Cost Curve (AVC). 

MC ATC 
$ 

5 

4 

3 

2 

I 

0 10 20 30 40 50 60 70 80 90 100 
~--~--~--~--~--~--~--~~~~--~---- Q 

(Output) 

(a) What is the difference between the Average Total Cost Curve (ATC) and the Average 
Variable Cost Curve (AVC)? [1 mark ] 

(b) Why does the Marginal Cost Curve (MC) cut the Average Total Cost Curve (ATC) and the 
Average Variable Cost Curve (A VC) at their lowest points? [2 marks] 

(c) Explain why point 'A' is the shut-down point of the firm. [3 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
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9. 

10. 

(a) 
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SECTION II 

State TWO ways in which a firm in monopolistic competition differs from a monopolist. 
[4 marks] 

(b) 'Monopolistic competition produces inefficiently even in the long-run because it has excess 
capacity. ' 

(a) 

Explain this statement. [2 marks] 

Total 6 marks 

What is the difference between price leadership in an oligopoly and a cartel arrangement? 
[4 marks] 

(b) Give an example of a successful cartel arrangement and state why you think the example 

(a) 

chosen is successful. [2 marks] 

Total 6 ma rks 

How do oligopolists believe their competitors will respond to price rises and price 
reductions that result in a kinked demand curve? [4 m~lrks] 

(b) What do the beliefs explained in (a) above suggest about the elasticity of demand for the 
product? [2 marks] 

Total 6 marks 

(a) List TWO examples of 'public goods' . [2 marks] 

(b) Name TWO characteristics of public goods. [2 marks] 

(c) Briefly describe ONE of the characteristics named in (b) above. [2 marks] 

Total 6 marks 

(a) Define the tenn 'externalities ' . [2 marks] 

(b) List ONE example of an external good or benefit and ONE example of an extemal bad or 
cost that occur in your country. [2 marks] 

(c) Explain how the external good or benefit and the external badorcostyou listed in(b) above, 
affect efficient resource allocation. [2 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
02116010/CAPE 2005 



- 5-

SECTION III 

11 . Jack's Inc. pajd wages in the amount of $20 000, rent $2 000 and interest $1 500. The business 
realised a profit of $5 000. 

(a) What was Jack's Inc. cost of production? [2 marks] 

(b) Link EACH of the facto rs of production, namely, land, labour, capital and 
entrepreneurship, with the dollar amount paid by Jack's Inc. [4 marks] 

Total 6 marks 

12. A farmer went to the city to purchase a new tractor and some fertilizers. He also bought a loaf of 
bread, cheese and milk for his family. 

(a) For which of the goods purchased by the farmer are the demands considered 'derived 
demands ' ? [2 marks] 

(b) Explain why you consider the demands for the goods in (a) above 'derived demands' . 
[2 marks] 

(c) List TWO other goods for which the demands can be considered 'derived demands'. 
[2 marks] 

Total 6 marks 

13. (a) List TWO basic human needs. [2 marks] 

(b) Define the following terms: 

(i) Absolute poverty [2 marks] 

(ii) Relative poverty [2 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
02116010/CAPE 2005 
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Wage
 Rate
    $

The diagram above shows the demand (DL) and supply (SL) curves for labour. 

(a) What is the equilibrium wage and how many workers are employed at that wage? 
[2 marks] 

(b) Calculate the following if a union representing workers negotiates a wage rate of $22. 

(i) 

(ii) 

The number of workers who will be employed 

The number of workers who will be laid off 

15. A large number of workers are leaving Country A for jobs in Country B. 

[2 marks] 

[2 marks] 

Total 6 marks 

(a) How will this movement of labour affect wage rates in Country A and Country B? 
[2 marks] 

(b) Sick persons are persons more likely to buy health insurance than persons who are healthy 
and persons with fire insurance are less likely to take proper precautions against frre. To 
which of the following do the behaviours described above refer? 

(i) Asynunetric information 

(ii) Moral hazard 

(iii) Adverse selection [4 marks] 

Total 6 marks 

END OF TEST 
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SECTION I 

Answer ONE question from this section. 

1. The following table shows labour inputs for different levels of output at John and Sons Ltd. 

(a) 

Average Marginal Average 
Physical Physica l Variable Marginal 

Labour Output Product Product Cost Cost 
(L) (Q) (APP) (MPP) (AVC) (MC) 

0 0 0 0 0 0 

l 30 - - - -

2 70 - - - -

3 120 - - - -

4 200 - - - -

5 260 - - - -

6 300 - - - -

Annual wages, which are the only variable costs (VC), amount to $ 10 000 annually. T he 
price of the product is $200. 

Copy the table above in your answer booklet and complete it. [12 marks] 

(b) Define EACH of the following OR write the fo rmula for calculating it. 

(i) Average physical product (APP) 

(ii) Marginal physical product (MPP) 

(iii) Average variable cost (AVC) 

(iv) Marginal cost (MC) [8 mar·ks) 

(c) State what happens to average physical product (APP) and marginal physical product 
(MPP) as output increases. [2 marks] 

(d) State what happens to average variable cost (AVC) and marginal cost (MC) as output 
increases. [2 marks] 

(e) (i) How will output be affected when a variable input is added to a fixed input? 
[4 marks] 

(i i) How do increasing levels of output affect costs? [4 marks] 

(f) Draw a diagram showing the marginal cost curve (MC) and the price ($200) of the product. 

(g) What level of output will the firm produce? 
State how you arrived at your answer. 

02116020/CAPE 2005 

[12 marks] 

[6 marks] 

Total 50 m arks 
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(a) Define the following terms: 

(i) Demand 

(ii) Supply [4 marks] 

(b) Briefly explain the difference between a 'change in demand' and a 'change in the quantity 
demanded'. [2 marks] 

The diagram below represents the demand for digital cameras. 

(c) 

(d) 

(i) 

Price of 
cameras 

$ 

s D 
O L---~--~7---~--~7---~~~6~0--

Quantity 

Copy the diagram above in your answer booklet. [2 marks] 

(ii) Identify the equilibrium price and state the quantity of digital cameras traded at that 
price. 

[2 marks] 

(i) List FIVE factors that will influence the demand for digital cameras. 
[5 marks] 

(ii) Explain how FOUR of the factors I is ted in ( d)(i) above, will affect the demand for 
digital cameras. [12 marks] 

(e) With the aid of a diagram show how an increase in ONE of the four factors in (d) (ii) above 
will affect the demand curve. [6 marks] 

(f) (i) List FIVE factors that will influence the supply of digital cameras. 
[5 marks] 

(ii) Explain how FOUR of the factors li sted in (f)(i) above will affect the supply of 
digital cameras. [12 marks] 

Total 50 marks 

GO ON TO THE NEXT PAGE 
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SECTION II 

Answer ONE question from tbis section. 

(a) Define the term 'market structure'. [3 marks] 

(b) List FOUR types of market structures that exist in the CARICOM region and give ONE 
example of EACH type. [8 marks] 

(c) Select TWO of the market structures listed in (b) above and compare them with respect to 
EACH of the following: 

(i) Barriers to entry 

(ii.) Number oftirms and buyers 

(iii) Nature of the goods they produce 

(iv) Market power and control over price 

(v) Profit in the long-run [25 marks] 

(d) (i) Define the following terms: 

(a) 

(a) 
(b) 
(c) 

Efficiency 
Consumer surplus 
Producer surplus 

(ii) Discuss the efficiency with which resources are used in 

(a) a monopoly 

(b) perfect competition. 

Define the term ' market failure ' . 

[6 marks] 

[8 marks] 

Total 50 marks 

[2 marks] 

(b) 'The price of oil is rising due to political instability in some oil-producing countries.' 
Explain why this is NOT an indication of market failure. [6 marks] 

(c) Define EACH of the following and explain how EACH causes market failure. 

(i) Monopolistic power 

(ii) Externalities 

(i ii) Public good [24 marks] 

GO ON TO THE NEXT PAGE 
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(d) Explain EACH of the following: 

(a) 

(b) 

(c) 

(d) 

(i) How regulation can be used to remove the effects of monopoly power 
[6 ma rks] 

(ii) How taxation or subsidy can be used to remove the effects of externalities 
[6 ma1·ks] 

(iii) How government intervenes to ensure optimal production of public goods 
[6 marks] 

Total 50 marks 

SECTION Ill 

Answer ONE question from this section. 

Explain the meaning of EACH of the following terms: 

(i) Functional distribution of income 

(ii) Inequality 

(iii) Gini co-efficient 

(iv) Lorenz curve [8 marks] 

(i) What is the range of values of the Gini co-efficient? [3 marks] 

(ii) What do the values of the Gini co-efficient indicate about the equal OR unequal 

(i) 

distribution of income? [6 marks] 

L ist THREE measures that government can take to achieve an equal distribution of 
income. [3 marks] 

(ii) Explain how EACH of the measures listed in (c)(i) is used to achieve the goal of 
income equity. [9 marks] 

(i) Define the term 'poverty' . [3 m arks] 

(ii) What is the difference between absolute poverty and relative poverty? 
[6 marks] 

(e) How does the unequal distribution of income affect the standard of living of the citizens 
in a country? [6 marks] 

(f) Discuss the role of education in the elimination of poverty. [6 marks] 

Total SO marks 

GO ON TO THE NEXT PAGE 
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(a) Define the term 'social welfare'. [2 marks] 

(b) List FOUR services that governments in the region provide for their citizens free of charge 
OR at below cost. [8 marks] 

(c) Discuss how EACH of the following influences governments' decision to provide the 
welfare services li sted in (b) above. 

(i) Vote getting 

(ii) Welfare equity 

(i ii ) Beneficial externality [15 marks] 

(d) Define EACH of the following. Give an example of EACH. 

(e) 

(i) Asymmetric information 

(ii) Moral hazard 

(i ii) Adverse selection [15 marks] 

(i) Define the term 'minimum wage rate'. [2 marks] 

(ii) Discuss TWO effects that the minimum wage rate may have on the welfare of 
workers. 

[8 marks] 

Total 50 marks 

END OF TEST 
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1. Tele Cellnc. provides telecommunication services to consumers in your country. The services 
include land and cellular phones, facsimile (fax) and internet. Tele Cellnc. is a subsidiary of a 
transnational company with its head office in a metropolitan country. The agreement between Tele 
Cel Inc. and the government of your country includes exclusive rights to supply the services 
demanded in the domestic market for a long duration, but the global environment is now in favour 
of open, global competition. 

(a) State the Jaws of demand and supply. [4 marks] 

(b) The following table gives the output (Q), price (P), and total cost (TC), of the firm. 

(c) 

Complete the table by computing the firm' s total revenue (TR), marginal revenue (MR) and 
marginal cost(MC). 

(i) 

Total Marginal Total Marginal 
Output Price Revenue Revenue Cost Cost 

(Q) (P) (TR) (MR) (TC) (MC) 

0 132 - - 12 800 -

100 124 - - 18 400 -

200 116 - - 21 800 -

300 108 - - 23 600 -

400 100 - - 24400 -

500 92 - - 24800 -

600 84 - - 25400 -

700 76 - - 26800 -

[8 marks] 

Using the information from the table above calculate the elasticity of demand 
between prices 84 and 76. [5 marks] 

(ii) Using the marginal revenue (MR) and marginal cost (MC) data, state what level of 
output maximizes profit. [3 marks] 

Total 20 marks 

GO ON TO THE NEXT PAGE 
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Name the mak:et structure in which Tele Cel Inc. operates. Give a reason to support your 
answer. [3 marks] 

(b) List THREE other types of market structures and state which of the three listed is MOST 
different from the market structure in which Tele Cel Inc. operates. 
Give a reason for your answer. [6 marks] 

(c) A regulator is established to ensure that Tele Cel Inc. is efficient, while making enough 
profit to remain in business. The regulatory solution is to set the price where average cost 
equals average revenue. 

(a) 

(b) 

(i) Define the term 'normal profit'. [2 marks] 

(ii) State whether the firm would be making normal OR abnormal profits. 
Give a reason for your answer. [4 marks] 

(iii) Define the term 'efficiency'. [2 marks] 

(iv) State whether the level of output is efficient. Give a reason for your answer. 
[3 marks] 

Total 20 marks 

(i) Define the term 'labour force ' . [2 marks] 

(ii) Discuss TWO ways in which the economy of the host country benefits from the 

(i) 

(ii) 

presence of Tele Cel Inc. [8 marks] 

How does the presence of Tele Cel Inc. affect the distribution of income in the 
country? [3 marks] 

Will the Gini co-efficient increase or decrease? [1 mark] 

(c) Explain how the regulation of the prices of the services provided by Tele Cel Inc. can be 
affected by the problem of asymmetric information. [6 marks] 

Total 20 marks 

END OF TEST 

02116032/CAPE 2005 
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1. 

Country A 

Country B 

Country C 

Country D 

Country E 

Country F 

Country G 

(a) (i) 

(ii) 

- 2 -

Government Budgets for Selected Countries: 2002 

l 

I 

I 

c= 
I 

I 

I 

I I 

-14 -12 -1 0 -8 -6 -4 -2 0 2 4 6 8 10 12 14 

(Percentage surplus or deficit of GDP) 

Name the countries that had budget sw·pluses. [2 marks] 

Name the countries that had budget deficits. [5 marks] 

(iii) Which country had the biggest deficit in relation to its Gross Domestic P roduct 
and what was the size (percentage) of the deficit? [4 marks] 

(b) (i) How can the national debt be a burden to future generations? [5 m a rks] 

(ii) List TWO effects of prolonged government deficits on an economy. 
[4 marks] 

Total 20 marks 

GO ON TO THE NEXT PAGE 
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The list below contains BOTH microeconomic and macroeconomic issues. From the list 
select TWO macroeconomic issues. 

• 
• 
• 
• 
• 
• 

(i) 

Tax revenues 
Specialization and the market 
Demand and suppl y 
Budget deficits and surpluses 
Market structures 
National debt [2 marks] 

Explain the meaning of EACH macroeconomic issue you selected in (a) above. 
[14 marks) 

(ii) State TWO ways in wh ich the national debt of a country can be measured. 
(4 marks] 

Total 20 marks 

(i) Explain the term 'debt rescheduling'. [3 marks] 

(ii) Discuss the role of the International Monetary Fund in the rescheduling of external 
debt. [5 marks] 

(b) Name THREE ways, other than debt rescheduling, by which the external debt burden faced 
by Caribbean countries can be reduced . [6 marks] 

(c) Several CARICOM countries have a high external debt burden. Discuss TWO ways in 
which a high external debt burden can affect the development of CARICOM countries. 

[6 marks] 

Total20 marks 

END OF TEST 
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SECTION I 

(a) Explain briefly why scarcity affects both the rich and the poor. [2 marks] 

(b) List TWO of the major choices that a country must make because of scarcity. 
[2 marks] 

(c) A country can build two schools and thirty miles of roadway or three schools and twenty 
miles of roadway. 

State the opportunity cost of building the third school. [2 marks] 

Total 6 marks 

2. The table below shows the quantity of compact discs demanded and the quantity supplied at 
different times. 

Table 1: The Market for Compact Discs (CO's) 

Price in Quantity Quantity 
Dollars Demanded Supplied 

$1 10 2 

$2 8 4 

$3 6 6 

$4 3 8 

$5 2 10 

(a) Calculate the slope of the supply curve. [2 marks] 

(b) Determine the equilibrium price using the data in the table above. [2 marks] 

(c) Explain why there will be a shortage of compact discs if they are sold at a price of $2.00 
each. [2 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
02116010/CAPE 2006 
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When the price of compact discs changes from $4.00 to $3.00, the quantity of compact 
discs demanded changes from 3 to 6. Calculate the elasticity of demand for compact 
discs using the mid-point formula. [2 marks] 

(b) Determine whether the demand for compact discs is elastic, inelastic or unit elastic. Explain 
your answer. [2 marks] 

(c) List TWO factors that determine the elasticity of demand for compact discs. 
[2 marks] 

Total 6 ma1·ks 

(a) Define the term 'marginal utility'. [2 marks] 

(b) Explain how the purchase of additional units of a commodity will affect the following: 

(i) Total utility 

(ii) Marginal utility [2 marks] 

(c) Explain why a consumer may purchase more of a commodity if its price is less than its 
marginal utility, all things being equal. [2 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
021160 1 0/C APE 2006 
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5. The table below shows the production costs of sugar in a certain country. 

1 2 3 4 5 6 

Total Total Total Total Average Marginal 
Output Fixed Costs Variable Costs Costs Total Costs 

' 000 tons $000 $ 000 $000 Costs 

0 5 0 

1 5 8 

3 5 18 

7 5 26 

9 5 32 

10 5 37 

Complete columns 4, 5 and 6 in your answer booklet. 
Total 6 marks 

SECTION II 

6. (a) Define the term 'market structure'. [2 marks] 

(b) In a market there are many firms producing identical goods. Explain whether this is a 
case of monopolistic competition or perfect competition. [2 ma rks] 

(c) In which market structure are there price leaders and price followers? [2 marks] 

Total 6 marks 

GO ON TO THE NEXT PAGE 
02116010/CAJPE 2006 
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7. The diagram below shows the operation for a perfectly competitive firm. 

8. 

Price 
and 
Cost 

6 

5 

4 

3 

2 

(a) (i) 

(ii) 

$ 

Average Total Cost 

Average Revenue 

+-----~:...,_-7'----;i-~----- Demand 

Marginal Revenue 

0 
1 2 3 4 5 6 7 Quanti ty (Output) 

State the level of output at which the firm is producing. 

Which intersection, A, B, C or D indicates the output level? [2 marks] 

(b) Explain whether the firm is likely to experience normal profits, economic profits or a 
loss . [2 marks] 

(c) Explain what will happen to output in the long run. [2 marks] 

Total 6 marks 

(a) Define the term ' multinational corporation'. [2 marks] 

(b) List TWO resources that a multinational corporation may contribute to your country or 
to any member state of CARJCOM. [2 marks] 

(c) State TWO reasons why a multinational corporation might want to establish itself in any 
CARICOM country. [2 marks] 

Total 6 marks 
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10. 

11. 

12. 

- 6 -

(a) Define the term 'market failure'. [2 marks] 

(b) State TWO factors that account for market failure. [2 marks] 

(c) State the type of market structure in an industry that is likely to 

(i) produce greater output 

(ii) charge a higher price. [2 marks] 

Total 6 marks 

(a) List TWO measures of industrial concentration. [2 marks] 

(b) Explain how ONE of the measures, listed in 10 (a) above, is calculated. [2 marks] 

(c) Explain why a good with positive externality should be subsidised. [2 marks] 

Total 6 marks 

SECTION III 

(a) Explain briefly the difference between interest and profits. [2 marks] 

(b) John told Jane that the price of sugar is an important factor influencing the price of land 
on which sugar cane is planted. Explain why this may be so. [2 marks] 

(c) List TWO factors of production and explain how the reward of any ONE of them relates 

(a) 

to the cost of production. [2 marks] 

Total 6 marks 

Define the term ' value of the marginal product of labour' (marginal revenue product of 
labour). [2 marks] 

(b) Explain why a perfectly competitive finn will pay a wage equal to the value of the marginal 
product of labour. [2 marks] 

(c) A worker's wage may be divided into (i) transfer earnings and (ii) rent. Defme the terms 
'transfer earnings' and 'rent'. (2 marks] 

Total 6 marks 
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(a) Define the following terms: 

(i) Labour supply 

(ii) Labour force participation rate [4 marks] 

(b) Identify TWO of the following who are NOT included in the labour force. 

(i) Self employed persons 

(ii) Housewives 

(iii) Bus conductors 

(iv) Discouraged workers 

(v) Maids [2 marks] 

Total 6 marks 

(a) Explai n how relative poverty differs from absolute poverty. [2 marks] 

(b) List TWO causes of poverty in your country. [2 marks] 

(c) The Gini coefficient for land distribution in your country is 0.65 and that for functional 
distribution of income is 0.56. 

(a) 

Explain whether land is more or less equally distributed than income in your country. 
[2 marks] 

Total 6 marks 

Explain the following terms: 

(i) Moral hazards 

(ii) Adverse selection [4 marks] 

(b) State TWO measures which the government of your country can implement to alleviate 
poverty. [2 marks] 

Total 6 marks 
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2. 

- 2-

SECTION I 

Answer ONE question from this section. 

(a) Define the following terms: 

(i) Equilibrium ptice [2 marks] 

(ii) Pareto efficiency [2 marks] 

(iii) Price ceiling [2 marks] 

(b) Discuss FOUR main factors that influence EACH of the following: 

(i) The demand for beef [12 marks] 

(ii) The supply of beef [12 marks] 

(c) A government imposes a ceiling on the price of milk in order to increase the quantity of 
mi lk consumed by low-income families . Using your knowledge of how the market 
operates, explain 

(i) why aJJ low-income families may not be able to increase their consumption of 
milk [6 marks] 

(ii) how consumers and producers will react to the new situation [4 marks] 

(iii) what the Government might do to maintain the legal price [3 marks] 

(iv) what the Government might do to ensure that the low-income families benefit 
from the pricing policy. [3 marks] 

(d) Identify ONE advantage and ONE disadvantage of the free marke t allocation of resources. 

(a) 

[4 marks] 

Total 50 marks 

(i) Define the term 'production function'. [2 marks] 

(ii) State where EACH of the three stages of production begins and ends. 
[9 marks] 

(iii) With the aid of the diagram on page 3, explain why production tends to occur in 
Stage TWO of d1e production stages and not in Stage ONE or Stage THREE. 
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Explain the law of diminishing returns. 

[9 marks] 

[6 mar ks] 

(c) Explain the following concepts: 

(i) Constant returns to scale 

(ii) Increasing returns to scale 

(iii) Decreasing returns to scale 

(iv) Economies of scale [8 marks] 

(d) (i) Discuss ONE reason for economies of scale and ONE reason for diseconomies of 
scale. [8 marks] 

(ii) Explain how economies and diseconomies of scale influence the shape of the long-
run average cost curve of a finn. [8 marks] 

Total 50 marks 
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(a) 

(b) 

(c) 

- 4 -

SECTION II 

Answer ONE question from this section. 

Define the term 'market structure' . [2 marks] 

State FOUR assumptions on which perfect competition is based. [8 marks] 

(i) State THREE types of market structures, other than perfect competition, and give 
an example of EACH. [6 marks] 

(ii) Explain how EACH of the types you mentioned in (c) (i) above differs from perfect 
competition. [6 marks] 

(d) An industry's long-run average cost is falling even after demand is met. Describe the type 
of market structure that this industry is likely to represent. [6 marks] 

(e) In a perfectly competitive industry, finns are making positive economic profit (above the 
normal profit). 

(i) Draw a diagram showing thi s situation. Label the axes. the cost and revenue curves, 
and indicate the profit made by firms. [16 marks] 

(ii) Explain what will happen to profit, the number of firms and output in the long-run. 
[6 marks] 

Total 50 marks 

(a) Explain and give an example of EACH of the following terms. 

(i) Public goods [5 mar ks] 

(ii) Externalities [5 ma rks] 

(ii i) Asymmetric information [4 ma rks] 

(b) Explain how EACH of the concepts listed in 4 (a) above causes a market to fail. 
[21 m a rks] 

(c) Explain how EACH of the following government measures can correct market failure: 

(i) Taxation [5 ma rks] 

(ii) Subsidies [5 marks] 

(iii) Regulation [5 marks] 

Total 50 marks 
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SECTION III 

Answer ONE question from this section. 

Define EACH of the four broad types of resources: land, labour, capital (including human 
capital) and entrepreneurship. State the role EACH plays in the production process. 

[12 marks] 

(b) Consider the following data on AURO INC. 

Marginal Marginal 
Units of Output per Marginal Marginal Revenue Factor or 
Labour Week Product Revenue Product Resource 

1 

2 

3 

4 

5 

6 

Cost 

14 

26 

36 

44 

50 

54 

Assume perfect competition in the labour and output markets. The wage rate is $18 and 
the price of the output is $3. 

(i) Complete the table in your answer booklet. [12 marks] 

(ii) State the number of units of labour that AURO INC employs. [4 marks] 

(c) (j) Draw a backward-bending supply curve of labour and identify the region where 
the income effect exceeds the substitution effect. [6 marks] 

(ii) Explain why part of the curve has a negative slope. [4 marks] 

(d) Give FOUR reasons why wages differ. [12 marks] 

Total 50 marks 
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(a) (i) Explain the tenn 'poverty line'. [4 marks] 

(i i) Use the concept of poverty line to distinguish between persons who are ' absolutely 
poor' and persons who are ' relatively poor' . [6 marks] 

(b) Explain how THREE of the following factors conlribute to poverty: 

(i) 

(ii) 

(ii i) 

(iv) 

(v) 

(c) (i) 

(ii) 

Non-ownership of resources, especially human capital 

Unemployment 

Large family size 

Single parent, female-headed family 

Discrimination [18 marks] 

Discuss the term 'welfare programme' . [4 marks] 

Discuss THREE areas from among health, education, housing, and employment in 
which the government of your country supports programmes aimed at poverty 
reduction. [18 marks] 

Total 50 marks 
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1. The construction sector comprises many firms producing to meet the demands of varying types 
of consumers who come from the household sector, the business sector and the public sector. 
Demand for the products of the sector is volatile and fluctuates widely. 

(a) Name TWO products of the construction sector demanded by EACH of the THREE 
main types of consumers. [6 marks] 

(b) Explain the nature of the products of the sector that causes the demand to be volatile. 
[4 marks] 

(c) Explain the relationsh ip which exists between rent control and the demand for the services 
of the construction industry. [4 marks] 

(d) Give TWO explanations why a small number of fi rms in the sector are very large while 
the majority of fim1s are small. [6 marks] 

Tota l 20 marks 

2. There are 150 firms in the sector. The top four firms have market shares of 30%, 25%, 20% and 
15%. The other firms have market shares of 0.5% or less. They have the capacity to build small 
structures and effect minor repairs. The top four firms can undertake medium to large projects 
either individually or as joint venture undertakings. The largest firm is a branch of a foreign 
finn . 

(a) Given the information on the sector, into what market structure(s) would you classify the 
firms? Explain your choice of market structure(s). [5 marks] 

(b) Using the four-fi rm concentration ratio and the Hirschman-Herfindahl index, comment 
on the degree of concentration in the sector. [6 marks] 

(c) (i) Discuss TWO causes of market failure that may affect the efficiency of this sector. 
[6 marks] 

(ii) Discuss ONE measure that government may implement to make the sector more 
efficient. [3 ma rks] 

Total 20 ma rks 
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3. Carpenters and masons have been migrating to countries that pay higher wages. The CAR! COM 
Single Market and Economy makes the movement of labour much easier. 

(a) How would the free movement of labour affect wages in the countries losing workers 
AND in the host countries? [8 marks] 

(b) Discuss the effect that the movement of carpenters and masons may have on the functional 
distribution of income. [ 4 marks] 

(c) How would movement of labour affect social welfare in the host countries AND the 
countries losing workers? [8 marks] 

Total 20 marks 

ENDOFTEST 

02116032/CAPE 2006 



~ TEST CODE 02216010 
FORM TP 2006198 \3) MAY/JUNE 2006 

CARIBBEAN EXAMINATIONS COUNCIL 

ADVANCED PROFICIENCY EXAMINATION 
ECONOMICS 

UNIT 2- PAPER 01 

J lh hours 

09 JUNE 2006 (p.m.~ 

INSTRUCTIONS TO CANDIDATES 

1. This paper consists ofFIFfEEN questions. Candidates mustattempL ALL questions. 

2. Candidates MUST write answers in the answer booklet provided. 

3 . ALL working MUST be CLEARLY shown. 

4. Candidates may use silent non-programmable ca lculators. 

022160 I 0/CA PE 2006 

Copyright© 2005 Caribbean Examinations Council ® 
All ri ghts reserved. 



1. (a) 

(b) 

2. (a) 

(b) 

- 2-

SECTION I 

Explain TWO of the following macro-economic variables: 

(i) Balance of payments accounts 

(ii) The exchange rate 

(i ii) I ntlation [4 marks] 

State ONE way in which inflation is measured. [2 marks] 

Total 6 marks 

State the components of GDP (expenditure-based) that would be affected by EACH of 
the following transactions: 

(i) A family buys a new refrigerator. 

(ii) Aunt Jane buys a new home. 

(iii) Your parents buy a bottle of French wine. 

(iv) The city council repairs a main highway. [4 marks] 

State ONE limitation of GDP as a measure of economic well-being. (2 marks] 

Total 6 marks 
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Disposable Income ( billions) 

The diagram above shows the relationship between Disposable Income in billions of dollars and 
Consumption Expenditure in billions of dollars. Use the diagram to answer the questions that 
follow. 

(a) Determine the level of autonomous consumption spending. [1 mark] 

(b) Determine the marginaJ propensity to consume. [1 mark] 

(c) Calculate the multiplier. [2 marks] 

(d) Determine the equilibrium level of income. [2 marks] 

Total 6 marks 

(a) Define the terms 'saving' and ' investment' . [2 marks] 

(b) State the relationship between saving and investment at equilibrium in a closed economy. 
[2 marks] 

(c) Draw the Keynesian aggregate supply curve. [2 marks] 

Total 6 marks 
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6. 

7. 

8. 

- 4 -

(a) Using Keynesian analysis, draw a diagram to illustrate an inflationary gap. [ 4 marks] 

(b) State ONE factor that can explain the volatility of investment. [2 marks] 

Total 6 marks 

SECTION H 

(a) (i) Define the term ' money ' . [1 mark] 

(ii) Distinguish between fiat money and commodity money. [2 marks] 

(b) State THREE functions of money. [3 marks] 

Total 6 marks 

(a) Explain the term ' the demand for money'. [2 marks] 

(b) The way in which the money supply is defined has changed a great deal over time. Many 
of these changes are the result of financial innovations which have led economists to use 
several different classifications such as Ml, M2 and M3. 

Differentiate between M 1 and M2. [4 marks] 

Total 6 marks 

(a) Define the term 'monetary policy'. [2 marks] 

(b) Explain the MAIN goal of an expansionary monetary policy. [2 marks] 

(c) The Central Bank uses three main tools to control the money supply. List TWO of these 
tools. [2 marks] 

Total 6 marks 
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9. 

10. 

11. 

12. 

(a) 

(b) 

(a) 

(b) 

(a) 

- 5 -

Explain, briefly, the effect of an increase in government spending (with no change in 
taxes) on aggregate income in an economy that is in recession. [3 marks] 

Outline THREE lags that are associated with fiscal policy. [3 marks] 

Total 6 marks 

Distinguish between 

(i) a budget surplus and a budget deficit 

(ii) budget deficit and national debt. [4 marks] 

State TWO ways by which a country can reduce its debt burden. [2 marks] 

Total 6 marks 

SECTION III 

List THREE structural characteristics of a Caribbean economy with which you are familiar. 
[3 marks] 

(b) Outline THREE factors that constrain the economic development in Caribbean economies. 
[3 marks] 

(a) 

Total 6 marks 

(i) Distinguish between 'exports' and ' imports ' . [2 marks] 

(ii) Give ONE example of an export from the Caribbean Community (CARJCOM). 
[1 mark] 

(b) Define the following terms: 

(i) Tariffs 

(ii) Export subsidies 

(iii) Quotas (3 marks] 

Total 6 marks 
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13. (a) State TWO arguments in favour of free trade. [4 marks] 

(b) Give ONE argument in favour of protection. [2 marks] 

Total 6 marks 

14. Hypothetical domestic prices per unit of steel and corn in the countries Highland and Lowland 
are given below. 

HIGHLAND LOWLAND 

Steel 20 Kors 48 Tots 

Corn 30 Kors 87 Tols 

Use the information shown in the table above to answer the following questions. 

(a) If the exchange rate is 1 Kor to 1 To!, determine the imported price of steel and com for 
Lowland. [2 marks] 

(b) If the exchange rate is 1 Kor = 3 Tots, determine the imported price of steel and com for 
Highland. [2 marks] 

(c) With an exchange rate of 1 Kor = 3 Tols, which country will import both steel and com? 
Give a reason for your answer. [2 m arks] 

Total 6 marks 

15. (a) (i) Detine the term 'foreign direct investment'. [2 ma rks] 

(ii) State TWO ways in which foreign direct investment can occur. [2 marksl 

(b) State ONE advantage and ONE disadvantage of foreign direct investment in your country. 
[2 marks] 

Total 6 marks 
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1. (a) 

(b) 

- 2 -

SECTION I 

Answer ONE question from this section. 

The 'government purchases' component of GDP does not include spending on transfer 
payments such as social security benefits. Using the definition of GDP, explain why transfer 
payments are excluded when computing GDP. [4 marks] 

State the formula for converting nominal GDP to real GDP. [1 mark] 

(c) Use the information in the table below to answer (c) (i) and (c) (ii). 

Price of Quantity of Price of Quantity of 
Year Milk Milk Honey Honey 

($) (Iitres) ($) (quarts) 

2001 1 100 2 50 

2002 2 150 3 100 

2003 3 200 4 150 

(i) Using 2001 as the base year, compute for each year 

a) Nominal GDP 

b) Real GDP 

c) GDP deflator. 

(ii) Compute the percentage change from 2001 to 2002 and from 2002 to 2003 for 

a) Nominal GDP 

b) Real GDP 

c) GDP deflator. [30 marks] 

(d) Explain why economists use real GDP rather than nominal GDP to measure economic 
well-being. [S marks] 

(e) On Fridays, Barry, the Barber Inc., collects $400 for haircuts. During the day, his equipment 
depreciates in value by $50. Of the remaining $350, Barry sends $30 to the government 
for sales tax, takes home $220 in wages and retains $100 in his business to add new 
equipment in the future. From the $220 that Barry takes home, he pays $70 as income 
taxes. 
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Based on the information given on page 2, compute Barry's contribution to the following 
measures of income in the economy: 

(i) Gross domestic product 

(ii) Net national product 

(iii) National income 

(iv) Personal income 

(v) Disposable personal income [10 marks] 

Total SO marks 

Explain the meaning of the following terms: 

(i) Aggregate demand 

(ii) Aggregate demand curve 

(iii) Aggregate supply 

(iv) Aggregate supply curve 

(v) Equilibrium price level [15 marks] 

(b) Using aggregate demand and aggregate supply curves to illustrate your points, discuss the 
impacts of the following events on the price level (P) and equilibrium GDP (Y) in the short 
run. 

(i) A tax cut holding government purchases constant, with the economy operating at 
near full capacity 

(ii) An increase in the money supply during a period of high unemployment and excess 
industrial capacity 

(iii) An increase in the price of oi l caused by war in the Middle East, assuming that the 
government attempts to keep interest rates constant by accommodating inflation 

[27 ma rks] 

(c) Investment is usually regarded as the most unstable component of aggregate spending. 
Several factors contribute to such instability. 

Explain how the variability of profits and expectations contribute to the instability of 
investment. [8 marks] 

Total SO marks 
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SECTION II 

Answer ONE question from this section. 

3. Fiscal policy is one of two policy channels through which the government can affect the macro
economy. Discretionary fiscal policy and automatic stabilizers are two important fiscal policy 
measures. 

(a) (i) D ifferentiate between 'discretionary fiscal policy' and 'automatic stabilizers'. 

(i i) Using examples, explain how discretionary fiscal policy and automatic stabilizers 
work during periods of recession or inflation in an economy. [12 marks] 

(b) Suppose that as Chief Economic Adviser, the Minister of Finance calls you into his office 
and says the following: 

"Unemployment is too high. We need to lower it by increasing both output and 
income. Right now the equilibrium level of income/output is $900 bi lli on, but 
perhaps an acceptable unemployment rate could be achieved if aggregate output 
increases to say, $1100 billion. Note however that the marginal propensity to 
consume is 0.75, and taxes must remain at the present levels. So, adjusting taxes 
(T) is out of the question." 

(i) Under the circumstances outlined above, explain how the govern ment can use fiscal 
policy - taxing and spending - to increase the equilibrium level of output f1om 
$900 bill ion to $1100 billion. 

(ii) Using a 45° line diagram, graph the original situation and the solution you gave in 
(b) (i) above. [18 marks] 

(c) Suppose that instead of keeping taxes (T) constant, the Minister of Finance decided to 
finance the increase in government spending with an equal increase in taxes so as to maintain 
a balanced budget. 

Explain what happens to aggregate spending as a result of a rise in both taxes and government 
spending. [10 marks] 

(d) How much a balanced-budget increase in government spendi ng (G) and taxes (T ) will 
raise output depends on the balanced budget multiplier. 

(i) What is the balanced budget multiplier? 

(ii) Referring to the solution given in (c) above, how large is the balanced budget 
multiplier? Explain your answer. [10 marks] 

Total 50 marks 
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(a) Discuss the following: 

(i) TWO advantages of paper money 

(ii) TWO advantages of cheques as compared to commodity money 

(iii) TWO disadvantages of commodity money [18 marks] 

(b) Currency and chequable deposits have no intrinsic value and they are not backed by gold 
or other precious metals, yet they are regarded as money. 

(c) 

Discuss the role of acceptability and fiat or Jaw in determining the value of money. 

(i) 

[12 marks] 

Discuss the basic determinant of the transactions demand for money and the 
speculative demand for money. 

(i i) Assume that the money market is initially in equilibrium and that the money supply 
is increased. 

With the use of a diagram, explrun the adjustments toward a new equilibrium interest 
rate. [20 marks] 

Total 50 marks 
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SECTION III 

Answer ONE question from this section. 

5. The table below shows the hypothetical domestic demand and supply schedules for shirts. Use the 
information presented to answer the questions that follow. 

Price Quantity Demanded Quantity Supplied 
($) (units) (units) 

6 800 1100 

5 1000 1000 

4 1200 900 

3 1400 800 

2 1600 700 

(a) (i) Using the graph paper supplied, plot the demand and supply curves. 

(ii) What are the equilibrium price, P E and equilibrium quantity, QE? 

Assume that the world price for shirts is $3. 

(iii) Show this as P won the diagram you have drawn. 

(iv) On your diagram, indicate the levels of domestic consumption and domestic 
production. [17 marks] 

(b) In order to preserve employment, local manufacturers of shirts argue successfully that 
theirs is an infant industry that should be protected . As such, a tariff is imposed that raises 
the price of shirts to $4. 

(i) Show the tariff as P, on the diagram you have drawn. 

(ii) Following the imposition of the tariff, by how much will domestic production 
increase? 

(iii) What is the new level of domestic consumption? 

(iv) Following the imposition of the tariff, how many shirts will be imported? 

(v) In terms of tax revenues, how much wi ll the tariff yield? [13 marks] 
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(c) (i) On your diagram, shade in the area representing the net welfare loss (deadweight 
loss) caused by the tariff. 

(ii) Calculate how much is the loss in welfare. [10 marks] 

(d) (i) Explain who gains and who loses when a country allows trade and becomes an 
exporter. 

(a) 

(b) 

(ii) Explain who gains and who loses when a country allows trade and becomes an 
importer. 

(iii) Considering the circumstances in (d) (i) and (d) (ii) above, do the gains from trade 
exceed the losses? [10 marks] 

Total SO marks 

Using appropriate examples, explain EACH of the following terms: 

(i) Free-trade area 

(ii) Customs union 

(iii) Common market [12 marks] 

(i) Describe, briefly, EACH of the following: 

a) CARICOM 

b) CSME 

c) FTAA [9 marks] 

(ii) Outline THREE objectives of Caribbean integration. [9 marks] 

(c) Discuss FOUR advantages to CARICOM member states arising from the free movement 
of factors of production- goods, services, capital and people- under the CSME. 

[20 marks] 

Total 50 marks 
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1. The CARICOM Single Market and Economy (CSME) has several goals that will affect the 
economies of member states. 

(a) Outline THREE macro-economic goals of CSME. [6 marks] 

(b) Review the EIGHT issues below relating to some of the specific provisions of the CSME 
and indicate whether each one represents a macro-economic or a micro-economic issue. 

(i) Payment of interest on loans and amortizations 

(ii) The elimination of govemment subsidies to local farmers 

(iii) The harmonization of exchange rates 

(iv) The establishment of viable small economic enterprises 

(v) The management of forest resources in the region 

(vi) Providing incentives for foreign direcl investment in the economies of member 
states 

(vii) Financial support of a sensitive industry 

(viii) Encouraging improved efficiency in a maritime port in Guyana [8 marks] 

(c) Guyana and Trinidad and Tobago are two economies that will be affected by the provisions 
of the CSME relating to free movement of labour. 

Discuss TWO ways in which the GDP and the living standards of the citizens of these 
countries can be improved as a result of the free movement of labour between the two 
countries. [6 marks] 

Total 20 marks 

2. One of the measures to facilitate the establishment, provision of services and movement of capital 
under Article 44 of the CSME is the "convergence of macro-economic performance and policies 
through the coordination or harmonization of monetary and fiscal policies relating to interest 
rates, tax structures and national budgetary deficits". 

(a) (i) Explain the terms 'monetary policy ' and ' fiscal policy' . [4 marks] 

(ii) State ONE way in which monetary policies can be harmonized. [2 marks] 

(iii) Discuss ONE advantage and ONE disadvantage of the harmonization of fiscal 
policies. [8 marks] 

GO ON TO THE NEXT PAGE 
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(b) Most of the countries under the CSME arrangement have different currencies with different 
strengths. 

(c) 

Considering the nature of currency substitution and money hoarding, explain ONE possible 
outcome of the free convertibility of currencies in member states. [4 marks] 

State the official name of the monetary authority of your country. [2 marks] 

Total 20 marks 

3. Three major determinants of economic growth are capital accumulation, human capital and 
technical change. 

(a) (i) Discuss ONE way in which the free movement of factors of production - goods, 

(b) 

services, capital and people- can lead to improved human capital. [4 marks] 

(ii) State TWO categories of nationals that, due to the CSME, can currently move 

(i) 

freely within the CARICOM region. [2 marks] 

State TWO trade restrictions on imports and exports that are prohibited under the 
CSME. [4 marks] 

(ii) Name ONE member of the CSME that has a fixed exchange rate and ONE that 
has a managed float. [4 marks] 

(c) State the effect of EACH of the following transactions on the demand and supply of 
Barbados dollars. 

(i) A Guyanese goes to Harrison 's Cave, while vacationing in Barbados. 
[2 marks] 

(ii) A student from Barbados decides to spend a year studying at the St Augustine 
Campus of the University of the West Indies. [2 marks] 

(iii) Guyanese husbands working in the construction sector in Barbados remit $3 000 
to their wives at home in Guyana. [2 marks] 

Total 20 marks 

END OF TEST 
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SECTION I 

Answt.r ONE question from this section. 

Oraw all dlagNros neatly nod carefully 'md dt.'lrly label nll axes and cur\'CS, 

(a) Define ANY THREE of the following tenns: 

(i) Scarcity 

(ii) Production possibilities frontier 

(iii) Opportunity cost 

(iv) Production function 

(v) Price t la$ticiry of demand 
[6 marks) 

(b) The mythica1 country C:uieombia c:tn produce the following combinations of food and 
capital goods given its resource endowment: 

PossibiJilies a b c d e r 

Food: 0 2 3 4 5 

Capital goods: 30 28 24 IS 10 0 

Draw a graph in which you plot Co.ricombia's production possibilities frontier{PPF) with 
food on the horiz.ontaJ axis. [ 9 marks] 

(c) (i) Show on the diagram you ploc.ted in (b) above. ONE point that is auainabJe and 
01\.'E point that is unauaintlble and explain why you chose those points. 

[ 4 marks] 

(ji) Show on che diagram 01\'E point that is efficient and ONE point that i.s inefficient 
and explain why you chose these points. r 4 marks] 

(d) (i) Discuss the assumption th:tl you hllve mnde about Caricombia's technolos,y in 
drnwing your diagram. [ 3 mar·ks] 

(ii) Explain tbeeffeclS of an improvement in Caricombia's food technology on its PPF. 
Show this on your diag;nun. 

I 5 marks) 

(iii) Explain the effect of an incre~ in all ofCaricombia's resources on ilS PPF. Show 
this on your diagram. ( 5 marksj 

GO ON TO THE NE>.'T PAGE 
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(e) { i) Calc:ul:ue the opponunity cost of increa.sing food production from '3 ' to '4 ' 
('d' to 'e'), [ 5 marks) 

(ii) Explain how the cost of producing foodchangesns more f()Od is produced. In your 
explanation indicate what is responsible for the changes in the cost of food. 

r 4 marks] 

(iiU) Explain howCaricombis · s PPF wiJl be affected in the fi.nure if it chooses to produce 
at point 'c' rather than poin~ ·c·. I S mnrksJ 

Totol SO mnrks 

2. An incre.:;tSe in the relative price of chid; en during lhe:Christm:as season will have both a substitution 
effect ~d ~income effect. 

{a) Explain how an increase in the relative price of chicken will have BOTH a substitution 
effecl MTO l).l1 income effect 3tld uy wh:u the netefrect is likely to be. £ 6 mnrks) 

(b) List TWO m:.j or f:'IC:tors that can shift the demand curve of chic.ken to therisht and discuss 
the relationship of EACH factor to the demand for chicken. £ 6 mark$) 

(c) List TWO major factors tMtcan shift the supply wn·e of chicken to lhe left and discu~ 
the I'C:Iationship of EACH factor to the de-mand for chicken. ( 6 marks) 

(d) AS% rise in thepriceo fbecf decreases Ole quantity of beef demanded by 10% and increases 
thequtmtity of chicken demanded by 15%. A 10% increase in income increascslhequ:unity 
of ohio ken demanded by 8%. 

(i) Write the formula. forcaJculnting the croS$-clnsticity of demand and calculate the 
c ross-elasticity or demand between beef Md chic-ken. ( 4 marks) 

(ii) Explain how a consumer C4J'I detennine whether a good is a no.rmal good or an 
inferior good. ( 4 marks) 

(e ) (i) Explain niR.EE detenninants of price elasticity of demand, OTHER THA.~ tim e. 
[ 6 marks] 

(ii) Draw the graphs illustr.l.ting a) perfect elasticity and b) perfect ineiB$ticity. 
l4 marks] 

(iii) Show. using a graph, how e l351icity can change along a straig.ht·l ioe downward 
sloping demand curve. ( 8 mark..(;] 

({) DiSCUS$ TWO ways th:u time i1npaclS on price el:lsticily of demand for a product. 
[ 6 marks] 

Total SO marks 

GO ON TO THE NEXT PAGE 
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SECTION II 

Answer 0~""£ qul'S'lion from lbis section. 

Ornw aU di.agrams ntt~lly aod carefuUy and c:lt'&rl)• lobel aU IJ.'!it-'S ond curn·s. 

(a) Define the term .. mnrket SlnlC(Ure". [2 marks] 

(b) Outline THREE similarities aJld TWO differences between perfect competition and 
monopo1istie competition. [JO marks} 

(c) (i) Outline TWO similwitiei nod THREE differences berween monopolistic compe· 
lition and monopoly. [JO marks) 

(ii) Name ONE monopoly and ONE fim1 in monopolistic competition in your country 
and justify your choices. r 4 marks:] 

(d) List FOUR barriers to entry that protect monopolies. r 4 mark.~J 

(e) Finns in monopolistic competition are making positive economic profit. 

(i) DifferentiAte between "1-ormal profit" and "economic profit ... f 4 marks] 

(ii) J)raw a diagram showing a rinn in monopolistic competition making economic 
profit. L.abel the axes. the cost curves and revenue curves and shade the area 
showing the profit mlde by !he firm. Show the price and output 

(li UIU<k.>) 

(iii) Explain the long term effect or the situation in (e) (ii) above. on 

• profit 

• the I'IUmbc:r of finns in the industry. r 4 mark.>) 

Tot.niSO marks 
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4. (n) Define the following tenns: 

( i) Matket failure 

(ii) Priv:ne cost 
(iii) Social benefit 

(iv) Pareto efficiency I 8 marks) 

(b) (i) State TWO ohtln'leteristics of pure public goods. ( 2 marks] 

(li) List TWO ••nmples of pubUc goods. I 2 marks] 

(iii) Explain why the free ride:t problem leads to market failure. [3 marks) 

(c) (i) Define the term ··externality'", I 2 marks] 

(ii) Differentiate between a .. positive extem:a.lity'' :mel a .. negative externality" , 
[ 4 mllrks] 

(iii) .Explain the effects of extemnli1:ies on private and social costs and beoofits. 
[8 mnrks) 

(iv) Explain how extemalit.ies tlffect the level of output of goods and services. 
[ 4 marks] 

(d) ldentif)' TWO sources of market failure OTHER THAN public &()()(Is and externality. 
[2 marks) 

(e) ~plain. using ex:unples, bow government can use EACH of laxation. subsidies and 
lesislntion to deal with market failure caused by externalities. US marks) 

Tor.al 50 marks 

GO ON TO THE NEXT PAGE 
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SECTION Ill 

Answer 01\"£ question rrom this seetion. 

Draw all d iagrnm.s neatly and rnrcfully and dearly labcl a ll axes ond cun·es. 

(a) (i) Ocfine the following terms: 

a) F::actors of pcoduction 

b) The labour force participation rate ( 4 nmrks) 

(ii) list the factors of production and for EACH factor li$ted, natnelhe reward rec.eived 
by the owner. ( 8nmrks] 

(b) Consid er lhe following tnble: 

Units of Output per Marginal Value of Morginol 
L4ll>our (I) Oay (2) Pro<luCI (3) Product (4) 

0 0 
I 2 

2 6 

3 12 
4 19 

5 25 

6 29 
7 32 

Assume 
price of 

perfect competition in labour snd output markel$. The wage: nue is S20 and lhe 
the output ls SS. 

. 
(i) •l Complete the to1ble in yout answer booklet. r 8 marks) 

b) Stnte the number of units of labour the flnn will employ. [ 1 mark J 

c) J ustify your ansv.•er in b) above. (3 nmrks] 

(ii) Plot the. firm's value of the marginal product curve (coiUITUl$ I and 4), and on the 
same diagram. dmw the labour supply curve fncing the rmn. [ 6 marks} 

(iii) Draw the labour supply curve facing the firm jfthe w:age rate falls to SIS :mel sute 
the: number of units of labour the finn willlhen employ. I 2 morks) 

(iv) E:'=plain the reason for the \'·alue o(the ma{ginal product curve being the finn's 
de1Jl3nd curve (or labour. I 4 morks) 

GO ON TO THE NEXT PAGE 
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(c) E:<plain the renn "derived demand'', [ 2 marks] 

(d) Country A ha:s a working age population of 130. Of this number. 20 are attending school 
or are not intettSted in jobs. Of those wanting to work. SO have jobs. On the basis of mis 
infonnation answer the following questions: 

(i ) Define the tenn ''lnbour force•·. 

(ii) Wl\at is tbe size of Counuy A's labour force? 

(iii) Calculate Country A· s labour force p:Lrtici~ion nue. 

( 2 mnrks] 

r 2 marks) 

[ 2 marks] 

(e) Explain the likely effects of mi~ation associated wilh the CARICOM Single Market and 
Economy (CSME) on wages in 

(i) the count.ry that is losing workers 

(ii) the country that is receiving workers. [ 6 marks) 

Total 50 mark..'i 

6. The distribution or income may be viewed from two perspectives. (i) the size or persona] 
distribution and (ii) the functional distribution of income. 

(a) Oi.fferentiate between those two perspectives. ( 4 mark.')) 

(b) (i) Describe the lorenz Curve nod say how the Gini Coefficient is calcul.o.ted from it. 

(c) 

[ 8 marks) 

(ji) State lhe maximum o.nd m.inimum values oflhe G ini Coefflcitnt and say whaLlhe 
vaJues of coefficient re,•eal about inequality of Lhc distribuLion or income. 

[ 4 marks) 

(i) Differentiate between "absolule pOveny'· ~md ''rel:nive poverty ... [ 4 marks] 

(ii) Explain how EACH of the following factors influences poverty: 

a) l{eallh 

b) Edu<:.ation 

c) Unemployment (18marks] 

(d) Expl:.tin the term ••welfare progr.unme". and g,ivean example or such a progam.me. 
( 4 marks] 

(e) Explrun EACH of the following tenns: 

(i) M0<3l h"""d 

( ii) Adverse selection 

ENl) OF TEST 

r 8 marks] 
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Answer ALL quesllons. 

1. The agricultum1 industry plays an important role in many CARICOM member scales. II provides 
food. employment. input.$ for industries an-d foreign e.xc.hO\nge. The demand for food is not fully 
met by domestic production and the domestic supply is augmented by food importS. the bill for 
which is steadily ris:ing. Agriculture is oonducccd by small·sc:,Je and lnrge·scale producers. The 
former produce the bulk or the ground provisions. 3 st~ple in many diets. 

(a) Explain how small·SC3leand Jo.rge-scalefarmersdiffer in tennsof6ACH of the four major 
factors or production. ( 8 marks) 

(b) Oiscuu iHR.££ factors that influence the demand for ground provisions. [ 6 mnrks) 

(c) Ground provision flU'lners are often pOOr and in an 3ttcmpl to iocrease their income the 
government enforces an effective price floor. Wi th the use of a diagram. discuss the likely 
effects of this policy on the quantity of ground provisions demanded and supplied. 

[6 mo<ks) 

Total2.0 mark.-. 

2. The nuuicet for agricultural produce is sometimes said to be a good approximation of perfect 
cotnpetition. 

Using your knowledge of perfect competition and monopolistic competi lion. give ~ eritica1 ~ll ysis 
of lhis viewpoint. 

TotaJ 20 marks 

3. 1be derived demand for agricultural worke:rs is low relative to the supply. Hence, the wage mtes 
and incomes are low. resulting in poverty among farmers and fiUlll workers. 

(a) Explllin why the deln3.1'ld for farm ..:.~.·orkers is considered to be a derived demand. 
( 4 marks] 

())) Discuss FOUR areas in which go\'em menl can implement policy to improve ng.ricultura.l 
production and marketing prnctices in your country. { 8 marks] 

(c) SnU:ll frumers experience difficulli.es :)CCC.Ssing loans to improve fruming practices and 
income because of the problems of advcr'$C: $election and monll hazard. 

Explain how adverse $electio n and morot hazard restrict s:rn.a.ll fannel'$ from access 10 
credit. [ 8 marks] 

Tota12.0 mar-k.'> 
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(d)  State how the following will affect the production possibilities frontier.

• 

I . 

2. 

• 2. 

SECTION I 

An-ll\t-r 0::'\'E qutstion from thlt s«tion. 

(I) (o) \Vilh the aod of a cl!ov-un st.owms <duallOn and mcdoeal..,.-. e>pbjn wliM 
1s meant by '·production po$$Jb1hnes fronttcr (PPF)' (12 marks) 

(u) State TWO a.ssumpcions on which the PPF tJ bucd (4 m:arlul 

(b) Using the: produc:tion po$Sibilities frontier, di~uit the foUowmg: 

(I) Scardty 

(ii) Choice 

(til) lncreas:wg Opportuntty C:OS. (18 marks) 

(c) (i) Defme lhe following terms: 

(a) 

1) Allocath:e Efficiency 
b) Ptoduction Eflkieocy 16 merl<s) 

(oo) v .. ,. tbe producUon possiboloues frontoer. oll"""'le the COIICepl$ of "efficicocy" 
end "allocati~ effic;..,ey•. 14 marla) 

(i) Dea<ase 111 r<sour<:cs 

(u) Jmpr-ovcmcnt in technology 16 mod<sl 

·roual 50 m arks 

Using~ dt.mMd and supply diagram, explain how 1 rapid cccmomic cxpnn$ion in Chin• 
and hldi& may afl'Oct EACH of the fCillowing dimcn.lliOr\11 of the market for od, everylhing 
else rcn·uumn,g the same. 

(i) Demaod 

(oo) Supply 

(m) ()lw>uoy bought end sold 

(w) Pnee 138 marks! 

(b) A.nalyLe the likely effectS of an i.ocr:asc in od pnees on the market for f'ood. 
112 m:trk'l) 

Total SO mark.s 

GO ON TO HIE !\'EXT PAGE 
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(ii)      Externalities

3. 

4. 

(a) 

·3· 

SECTION 11 

Answ~r OX£ qutstion rrom thb att~fon. 

Compare and c:ontrut THREE ~lAIN charactenS11CJ or perfect competition and 
monopollMJe competition. 1 n n1•r'ksl 

(b) Comp:lf'\' and contrast the: conduc:t of perfect eompct•uon and monopohstac oompetition 
w ath respect to: 

(i) Competitive behaviour )6 mar la) 

(ii) Output dctenuirnnion 16 marla) 

(iii) Jlticing behaviour (6 marks) 

(c) Evaluate the perl"ormaocc: or a perfect mark~ aod 1 monopoh~t •c market an lelltl$ of 

(a) 

(b) 

profit and c.tTteicncy. (20 marks) 

Totlll SO marks 

\;01111 "''~ble examples. e><pWo '-EACII of the folro.. "".....,.the nwk<1 a11ocatioo 
of retOW"Ca co be i.oefficic::nc 

( ') I'UbiK: good )ll marks) 

(12 marks) 

(•h) Asymmccric infonnation (11Klf111 bazord 11nd a.ct .. •crsc ~Cicction) J1 S marla) 

(i) Explain what is n1eant by a ·natural monopoly', IS m arks( 

(il) State why a natural monopoly uses l'e.IIOUrte3 incnlcic:ntly 1funrogulated. 
13 m arks( 

(c) ldcnt•fy OX"I! pncang rule that a rqulator m.ay lpply, and SUite how it may be used 10 
acluevc cfficic:ncy. (3 marks) 

Total SO mar-ks 

GO ON 1'0 TilE NEXT PAGE 
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6. 

(a) 

• 4. 

SECTION Ill 

An.swtr 01\'~'E qutsticm from this section. 

Using a labour detn:u~d and a labour supply diagram explain how the share of income 
going to labour is determined. 114 mark5j 

(b) Discuss the division oflhe n::wanl of labour into transfer ean\ings and rem. 
(10 marks( 

(c) (i) E.~pJajJl what is meao1 by the term 'derived demand'. IS mt;rksl 

(ii) Explain why dJC: price of land in che busy wmmercial d istrict of a major city is 
Likely to be higher lhao the price of Land in otllt.-r areas. 15 marks I 

(d) Oi$CUSS the relations.hip betweC'fl factor rewards and cost of production of poultry on a 
medium to large si7.c fnm1. 116 mark.~ I 

Total 50 markS 

(3) Compare and contrast the concepts of 'relative poverty" and 'absohue poverty", 
110 01arksl 

(b) f!x:plain how the basic needs approach to povcny ditTc:rs from the poveny line approach. 
116 ftlat'k$) 

(c) Explain how the government mo\y use the fo llowing 10 reduce absolute poveny and 
inequality: 

(i) 1'a."'es and subsidies 

(ii) Pu1>1ie hollsing 

(iii) Education and training 119 mork$1 

(d) Detennine which of the methods (i), (ii) or (iii) in (e) above. is more sustainable. Ju.scify 
your answer. (5 marks) 

Total SO marks 
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1. In several CARICOM member states agriculture i.s becoming lrn important as a productive 
sector as ~$0uteCS are switched to the production of manufuetuted goods. Consider the following 
table sbowing tbc demand for a manufactwed good. 

Deroaod for Manufactured Cood 

Price Quantil)' Quantity Price or tncomc 
$/unit demanded Of )fOOd A supplied of good A goodll per head 

of good A units/week uniWwtek S/uo1t s 

1.00 50 10 40 500 

1.50 40 20 32 400 

2.00 30 30 24 300 

2.50 20 40 16 200 

3.00 10 so 08 100 

(a) Plot the demand and supply curves for good A. (6 morks) 

(b) (i) Explain what is meant by equilibrium pnec and oqui.libriwn quantJty or good A. 
(3 morks) 

(ii) fdentify the equilibrium priee and quantity. (3 marks) 

(c) Explain the relationship between good A and good B. (4 marks) 

(d) State the formula for any TWO of the follow ina: 

(i) Prioe elasticitY of demand for A 

(U) Cross pric.e e lasticity of demand 

(iii) Income elastieicy of demand for A [4 marks) 

Tot:ll 20 n~arks 
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l. There are more 'bn.niers to entry' into manufacturing than to agrieuhure., resulting in differences 
in the Stt\IC.ture. conduct and pe:rfonnancc between the two sectors. Consider that a manufacturing 
industry consists of a nwnbcr of fl:nll$ with tbc fol lowing market shares: .SO%, 40%, with the rest 
divided equally among S other firms. 

(a) Calculate 

(i) lhe Four rtnn Concentration Ratio 

(ii) the Herfindahi-Hirschman Index. 113 marks) 

(b) Explalrl why a merger of the two Largest firms should NO'f be allowed 13 marks) 

(c) Identify the marke• st:ructwc under which this type of manufacturiJlg faLLs.. justify your 
answer. (4 m•rks) 

TotallO marks 

3. Manufacturing,. more so than agriculture, is likely tO re.<rult in a change in the functional distribution 
of income and greater inequality in the society, thus requiring government to intervene to brina 
about social eq.-uiry and fairness. 

(a) Explain the difference between size distribution Md functional distribtuion of income. 
(4 m:trks) 

(b) State the factor prices for any TWO f'aetors of production. (4 marks:l 

(c) Using the loanable funds thoory, explain how the interest rntc is dctc:m1incd. 
14 marksl 

(d) (i) St.'uc bow We Gini Cocffieiem is rd:ued to the Lorenz Cur.,.e. [4 marks) 

(ii) Explain how the Gini Coeffieient i.s used to measure inequality. 14 marksl 

TotaJ 20 ruar'ks 
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SECTION I 

Am.,'fer ONE que..Uion (rom lhls section. 

!. (a) (i) Define lhe term "inflation". [ 2 morl<s] 

(ii) State TWO causes of inflation. I 4 morks] 

(iii) Describe TWO ways by which inflation is measured. [ 4 marks] 
• 

(b) (i) Define the term .. rate or unemployment ... ( 2 marks] 

(ii) E.xptai.n THREE types of unemploymenL (12 marks] 

(iii) OuOine the classical ·view of unemploymenl. I 6 morks] 

(iv) Explain Lhe Keynes-i3.n view as. to why unemployment exists in a market economy. 
l 6 marks] 

(e) Explain the difference between nomino.l interest rates and real interest tale$. 
[ 4 marks] 

(d) Oescribe the accelcrntor hypothesis regard:ina, invesunent. l 5 marks) 

(e) Explain what is meant by marginal efficienc-y of capito1 (MEC) :1nd stne how is it differenl 
fn>m lh< moq;inru <ffi<i<n<Y of inv<lllll<Ol (MEl), [ > nmrks] 

Total 50 nuarks 

2. (a) (i) What is a consumJ)lion function? r 2morks] 

(ii) Draw a grnph showing; the consumption function. l 3marks] 

(ill) Oe:fioe EACH of the rollowing renns: 

•> Marginal ptopensity to consume (MPC) 

b) Averoge propensity to consume (APC) 

c) Autonomous consumption 

d) Marginal propensity to save (MP$) 
I 8 morl<s] 

(iv) State the basic Keynesian assumptions about the MPC and the APC. 
I 6 marks] 

GO ON TO THE NEXT PAGE 
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4. 

• 3 • 

(b) Explain FIVE incentives which influence how households on aggregate divide their 
income be-tween consumption and savin;. [20 marks} 

(c) Exp1:lin the difference between pennanem income and transitory income. 
r 6 marks] 

(d) Brieny exphun the ufe Cycle Hypothesis. l 5 marks] 

TotniSO marks 

SECfiON U 

Answer 01\'E question from thl~ Stction. 

(a) {i) Differentiate between Lhe monetary aggregates "Ml" and "M2''. 
[ 4 marks] 

(ii) Oefine the tenn .. \'elocity of money". r 2 marks] 

(iii) Expb.in the equation of exch:mge. [JOmarks) 

(b) Explain how inflation affects any TiiREE functions of mo1~y. ( 6 marks) 

(c) Using zhequantity l,heoryor money. explain howexpansion!U)' monetary policy can result 
in inflation. [15 marks) 

(d) What is ··currency substitution"? l 3 marks] 

(e) (i) Explain the relationship between the speculative demand for money Md the inlerest 

<•l 

rnte. ( S marks] 

(U) Explain the rel3tions.hjp between money demand and income. [ S marks] 

Total SO ruarks 

Draw a g.rnph thnt expl:tins how interest r:ues are detennined in the Keynesian macro~ 
economic model. [lOrnarks] 

(b) Using a graph. explain the relationship bel ween investment and interest rates. 
(JOmarks] 

(c) (i) Expl3.i_n whot i.s meant by lags in monetary policy. 

(ii) E.xplain how these lags affect the potency of monetary policy. (IOmarks] 

00 ON TO THE NEXT PAGE 
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(d) El<plain ANY Tl:IREE of che following concepts: 

(i) Fiscal policy 

(ii) Tbe baJanced budget muJtiplier 

(iii) Automatic stabilizer'$ 

(iv) Nationa1 debt and debt service ratio (12mnrks] 

(c) State FOUR ways by which a government can finance a budget dcficil without raising 

(a) 

(b) 

taxes. [ 8 mark$] 

Total SO marks 

SECTION Ill 

Aoswer ON£ question from this S«tion. 

Discu~s FOUR advanto.ges AND FOUR disadvantages of foreign direct investment (FD[). 
(24 marks) 

( i) Wtuu is a balance of payment statement? ( 4 marks) 

( ii) Differentiate between a current account and a capital account trans.nction. 
( -1 marks] 

(c) Discuss TWO potential causes of balance of ~yment eri.ses in Caribbe;m countrit$ :~nd 
suggest how policy makers can respond to these crises. [18 marks] 

Total 50 mark.-. 

(a) (i) Define the tenn "economic gtowth", [ 2 runrks) 

(ii) Explain THREE factors lhat detennine the level of economic growth of an 
econo my. ( 9 marks] 

(iii) Briefly exp1:Uo TWO benefits of economic growth. [ 8 marks) 

(b) Outline FOUR basic indicators of development and describe briefly how EACH is 
measured. [16 marks] 

(c) Discus-s the difference between growth and development. using examples to support your 
views . [IS marks) 

Total SO marks 

END OF TEST 
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1. (a)

(b)

(c)

SECTION I 

Answer ONE question from this section.

Explain the difference between real Gross Domestic Product (GDP) and nominal GDP.
|6 marks]

Discuss TWO methods of measuring national product. [20 marks]

Given the following diagram:

(i) Identify the type o f approach used in the above diagram. [3 marks]

(ii) What type o f gap exists in the economy above? [3 marks]

(iii) How wide is the gap? [2 marks]

(iv) How can the gap be closed? [6 marks]

22216020/CAPE 2008
GO ON TO THE NEXT PAGE

3000 5000
Y

I+G +X

S+T+M

Full E m p loym entW J

+



[9 marks]

l. 

• J • 

(d) c.Jculote <qUlhbnum ~ income (Y) from the follov.l"'J mfO!llW>OO. 

(o) 

Comwnpl100 • .SY 
ln\'estmcnl - 100 
Vo\'C11Jm<lll spcoding - so 
E>poru - soo 
ImportS- ISO 110 marbl 

'l'otal 50 marks 

Accotdin,a to the clas$ie;al model, when 1hc economy ill in c.-quilibrium some amount of 
unemployment still cxistt~. 

(i) State the level of unemp.loymc:nt rcrerrcd to in the suuernent above. 
13 marksl 

(1i) Draw.· a grapb $bowing cquitibnum employment, 

(ui) On lhe...,.. graph show <hteqwlibnum W><mployma>L Jl marks] 

(b) Explau> v.by ddequilibrium cmploymenl .,..... oeeord•na 10 the: el•""'"' roodcl. 
15 marks] 

(c) Expl&m how. aooordin,a lO the clas:stc:al viev.. Lhe economy aoe:s back 10 equilibriwn 
employment from a J)O$itioa of disequilibrium flO m.a.rkJ( 

(d) ~t1be FOUR types of unemploymcnl. 120 marks) 

Tol'al SO marks 

00 ON TOTIIENEXT PAGE 
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SECTION [I 

Answer ONE q uestion from chis section. 

(a) (l) Define 'money' in economic terms.. 12 nuar ksj 

(ii) SU1te 11-lRE.£ functions of money. 16 wa<ks] 

(b) Describe FOUR lools used by •he Central Bank to ioflu(:nce the supply of money. 
(16 nutrksl 

(c) (l) Explain what i$: meant by 1hc ' money multip1ier'. 14 marks! 

(ii) Outline the first FOUR rounds in the process by which banks create mo11ey, 
asswning an initial deposit ofSlOO and a required ('escrve rntio of 10%. 

112 marks! 

(d) (i) State the equation for the quantity theory of money. 12 mar-ks) 

(ii) State what EACH symbol in (d) (i) above represents. 18 mar'k>l 

'fotal SO m ark$ 

(a) Explain how monetary policy cnn have a posich•e impact on: 

(i) lnnatioo 15 marks l 

(ii) Aggregate demand IS warksl 

(iii) Unemployment IS marks l 

(b) Explain how fiscal policy can have a negative impaet on: 

(i) Budget deficil 15 marks] 

{jj) Aggregate dcmand 15 mark$) 

(iii) Employment (5 m arks) 

(iv) lnOation (5 marks] 

(c) (i) Explain what is mt.ant by 'automatic stabilizers'. (S m arks) 

(ii) ldentify TWO examples of automatic stabilizers. (4 marks) 

(d) (i) Explain wb.nt is meant by ·national debt of a country'. 

(ii) Explain why '1Jational deb~• is a burden for tl1e country. r6 marks) 

GO ON 1'0 THE NEXT PAGE 
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6. 

-; -

Total 50 marks 
SECTION Ill 

Answer ON£ question from this !ledion. 

(a) (i) OUtline TWO beoefilS of cxponing goods Md services. (6 marks) 

(ii) OutJine TWO problems resulting from the importation of goods and services. 
(6 mark5) 

(iii) Explain what is meant by the 'commodity tcnns of trade'. (3 marks) 

(iv) ldcntify TWO factors that detcmUnc expon revenue. (4 marks) 

(b) Outline 111REE factors tllat influenee eoonomfc growth. (9 ntark5) 

(c) Discuss, using TWO dctcnninants ofccoli()miegrowth in (b) abQve, why some Caribbean 

(d) 

(a) 

countries may NOT always have high rates of growth. fl 0 markll) 

Describe FOUR. structural characteristics of Caribbean economies. 

Define the following tenns: 

Balance of trade 
'l'rade deficit 
Trade surplus 

( 12 nmk5( 

Total 50 mar-ks 

16 marks( 

(b) Explain what is meant by EACH of the following: 

(i) Absolute advantage 13 mnrks) 

(ii) Compmtive advantage 13 marks) 

(iii) The exchange rate (3 mark$) 

(c) Discuss 1"WO types of exchange rates and give cxaroptcs in EACH ca.se of Caribbean 
countries that usc lbem. (tO m~rks) 

(d) Discuss 1·wo policy options thal a counlf)' ean usc i.n order to oorrec• a trade deficit. 
110 marks) 

(e) Discuss the THREE lower levels of economic integration preceedi.og the level to be 
attained by the CARJCOM Sing_le Markee and Econotny. flS marks! 

Total SO marks 

£Nil 0 t' 'rEST 
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END  OF  TEST

2.

Total 20 marks

Answer ALL questions.

a

(a)

L 

3. 

- 2 -

H.S\ r LL qu tions. 

(a) Define globalil.i.ltion. [ J nmrksJ 

(b) DiSC"uss FOUR of lhc mam Jorocl> d.m-ing gl obali~tion. U6nmrksJ 

(a) Oulline THREE con&equences of globaliz:t~tion for your country . [15 mntk&] 

(b) Explain ho y,• yourcounlr)• c.m n::s,pond to any ONE oft.M consequences you explained in 
(3) bove. [ SlllDrks] 

Tota~ 20 marks 

Discuss how gJob:.tliz3tion m~y imp3ct on the moneC.ru")' policy options of:>•our eounuy. 
no Dltlr 1 

(b) Di-scuts how glubaliMlion rna)' impact on abe fiscal policy oplions of youJ coupt:ry. 

llOmnrks)l 

To!ul 20 DUirks 
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(b) Explain what is meant by 'inflationary gap'. Show it on the same diagram [4 marks]

(ii)      Using the Keynesian 45  diagram, illustrate a deflationary gap.

I. 

2. 

3. 

- 2-

(o) ( i) Explaln what ts meant by • rttCSStona:ry JoiP' ~ 12 morl<s) 

16 marksJ 

(c) 0\g-us.s TWO wa}'1 by which fiscal policy ean be u.'Cd 10 clotc a ta:C$510~ gap. 

<•l 

18 morksl 

Total 20 markJ 

Many economists believe liuu excessive govc:mnlenl svendina is m1 example ofbad fiscal 
policy. Discuss TWO negative C011$cquences of 1uch 11 J)Oiicy. ItO marks I 

(b) Fxphun how monetary policy can be used to address the problem or mflation in lhe 

economy. 110 marks) 

Tot•l 20 marks 

(o) (i) Explam what as meant by ·~onorme tntqranon'. 13 mtrksl 

(I•) Explain the cbfrm:ncc: lxtween a common m.arkct aod a anonc:wry ~ 
16morl<sl 

(b) fxpl1un how cbe formation of a Caribbean mondltr)' umon may aff«t the: mondar)' pohcy 
of you.r country. (6 markJ) 

(e) 011C:UJS how fiscal policy can impact on foreign D1rcc1 ltl\IC:Stmc:nt (FDI) an your country. 
IS marks) 

Toral 20 nuar-ks 

END OFTt;S'r 
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2.

[  8 marks ]

I . (a) 

• 2 • 

SECI'ION I 

An.-;wcr 0/\'1£ question from this stction. 

Oraw nil dJagl'flm$ neatly and cart>fuUy and dearly hlbcl all uxts and c.·urves. 

(i) Oefi ne the tttm 'mltket ·• I 2 omksl 

(ii) Urea demand nod supply dmgram to explain how lhe market allocates SCMCe 
resource~. Your explanation must include the following: 

3) Equilibrium 

b) Ob.equilibrium r 8 nnlrksJ 

c) Thectl'et't on cquihbriUm or n (:til m the demand for the ton'llllOdll)'. 
I 8 marks] 

(b) ( i) Witb rden:nce to «he nuarket for milk. explain the economic effect of nn 
effective price noor. 1 6 marks I 

(c) 

(a) 

(b) 

(ii) Explain how nn effective price floor leads to inefficient resource.nllocat.lon. 

Governments in1po!:e price floors de!>pite their negative effects. 
use of price noor:.. 

(I) Define the tetm ·supply'. 

(ii) Explai•~ the law of supply. 

[ 12 mark.<;) 

Justify governments' 
I" 6 mnrks] 

Total 5() marks 

[ l mo.rksj 

l 6 mnrks] 

(iii) Explain how a change in ~uppl )' differs from a change in the quantity ~upplie!d. 

(i) 

I 6 marks I 

ldcmify FOUR L'llnjOr" factots.. other than tht. price of eggs, that innuencc the 
supply of eggs. [ 4 m:uk.~] 

(ii) State how EACH of the factors idcnufic..'d in (b) (i) abo\'c innucnccs supply. 
[ IZ morks} 

(c) Explain why EACH factor in (b) (i) influences i-upply the way it dot-.s. 
120 nmr·k$J 

Total SO marks 

GO ON TO THE NEXT PAGE 
02116020/CAPE 2009 



(ii) Externalities

J. 

·-

- 3 -

SECriOS II 

Answer O'il:': question from chis ~ion. 

Ora" all diagnm.s neatly a.nd carrru1ty and dtarl) ltbd all • ' " and cun-e5-

(I) (1) Odine the term 'market suuecure· I 2 marks I 

(il) lckntaf y FOUR type)) of m::~~kec ~otn1cture'\ I 4 roa rksl 

(iit ) Outline FOUR charnetc.ris-tics of the most cfficicnl type of mru ket suuctul'e. 
116 m s1rk:sl 

(b) (I) Compare the charnctcristic.~ of the monopoll .. uc markec .,tructurc with those of 

(at 

the perfectly competiti\'t: matke1 Mructu~. [16 m ur k$] 

(11) Compare the conduce and pr-rfonnatlC'e or chc monopoH .. IJC and t.he pcr(ectJy 
(()fnjktithe market .uructun.- m tenm of ovtput. pn~ and profit m the .short and 

long""'- Ill marks! 

Toc.al SO mat"ks 

Select an) TIIREE of the foil~ 1ng p:ur-. of concept" and daM.angu&~ ~em the 
con<q><s 1n EACH .,.U. 

( i) PnHte cost and social COS-t 

hi) Merit good and public good 

(ill) PO..'Illivc Cltlcmality and ncg:at•vc c'uen1alhy 

(IV) Advcr~ selection and moral hazard (21 marks] 

Cb) U:o;mg \uU;•ble examples. explain how EACI I of the following cau~ market failure: 

( i) l'llblic gooch I 6 marks] 

[ 6 marks] 

(m, \toral hazards l 6m.arbJ 

(C) E\plam ~ IO\ernment5 can 3o0l\(' ())(' prob&em cau'oo(d b) pubhc ~ 

JU marks! 

Total SO marks 

GO ON TO n 1E NEXT PACE 
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s. (n) 

Lnbo1Jr 
Input (1.) 

0 
I 

2 

3 

4 

5 

6 

(b) 

• 4 • 

SECT ION Ill 

;.\ 1\Swer ONE quest ior1 from this section. 

Oraw :dJ dingrams neully and cun=fully a nd ch.'1lrly label nil axes and curn~.~. 

(i) St:1tc the fonnul0 for oomputing EACH of the fo llowing: 

u) Mlltgio.al Physical Ptoduct of Lnbour (MPP) I 2 marks) 

b) Average Physical Product of Labour (APP) ( 2 nmrks) 

c) Vnlue of Mntgint\1 Prodttel (VMP), I 2 mad;;s) 

(ii) An insert is providt.'d for this question. 

The tnble below shows the output and wage nue for six unhs of labour (input). 

l.AIIOUR PRO!>UCT1Vf"rYANt> WAGt:S 

Units of Marglnn11,.1yslcal Average Physical Vo.llue of !\1.V'P Wage RQ1e 
Output (Q) p·roduct or J)rOdut't or (VMP) (W ) 

l.ubour (MPI') Lubour (A1'P) 

0 0 0 0 $200 

8 $200 

21 $200 

27 $200 

31 $200 

33 S200 

3" $200 

(ii) On the QnSWtr sheet pnn·idl-d. complete the mble assuming that the price of 
the product isS 100 per unit and the wage rntc is, $200. 118 marks) 

(i) Plot the labour dcmnnd curve Md the w:sge r.ue on the s:une diagrnm. 
[ 1 S marks.l 

(ii) Determine the number of unjts of labour that the firm will employ and explain 
wh)'. 1 7 m:ark~J 

(iii) lf the wof'kcno become uniooi1,cd, nnd lhcir trOOe union successfully lxtrg:ains 
for u w:~ge m1e or $400 (n 100~ increase), bow many workers will now be 
unemplo)'cd? ( 4 mnrksl 

,..()Cal 50 marks 

GO ON TO THE NEXT PAGE 
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END OF TEST

6. (a) ( i) 

(ii) 

. ; . 

Using a suitable example. explain the term 'pOverty'. 

Oislinguish between 'absohae poveny' rmd 'relative poverty'. 

I 6 mrtrks] 

( 8 IUl\.-ks) 

(b) Three popular appro;tchcs 10 me.a.!<wing poverty are 

( i) 

( ii) 

(iii) 

basic needs 

po\·erty lille 

UNDP's Human Developl'nent Index. 

Explain and critique EACH of lhc above appr(Nichc-s. 

lll nw_rks) 

[Jl marks) 

(12 marksj 

Total SO marks 

02116020/CAPE 2009 
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CA RIBB EAN EXAM I NATIONS C O UNC IIJ 

ADVANCED PROFICIENCY EXAMINATION 

ECONOMI CS 

UN11' I - PA PER 02 

Answer sbeet ror Question 5 (n) (H) Candidate No .......................................................... . 

The table below shows the output and wage rate for six units of labour (i11pu1). 

LABOUR PRODUCTIVITY AND WAGES 

Labour Units or MnrgJont I'bJ•sical A,•erage Pbyslcal V;•tue or 1\ lPP Wnge .Ra te 
Input (L) OUIJlUI (Q) Producl of Producl of (VMP) (W ) 

Li1bour (!\U)P) LfLbOur (APP) 

0 0 0 0 0 S200 
I 8 S200 
2 21 S200 
3 27 S200 
4 31 S200 
s 33 $200 
6 34 $200 

Complete the table assuming dmt the price of the product l~ SJOO per unit and the wage rote L-; $200. 

021 16020/CAI'I'l 2009 
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. 
' 

t\n~wtr Al.l.tht <tUl~tions.. 

J. Good X. for example chicken. is an impon ant source or protein produced and mari:eted in 
your country. Titcrc arc throe firms. A. 8 ao.J C. supplying the market. 

An insert is provided ror this question. 

The mble below shows the demand for and supply of Good X. 

DEMAND AND SUPPLY Olo~ COOO X 

Quantity Supplied (000 lb.) 
Pritt of Marktt Oemarld Market Supply 

Good X ($) (000 lb.) Firm A Fkr:n 8 FirmC (000 lb.) 

3 ~ 5() 25 25 

4 400 100 60 40 

s 300 130 100 70 

6 200 185 125 90 

7 100 220 180 100 

(1'1) (i) On the a.~'"\,'er shtel provided, c:ornplete the table 10 show the 1narkct supply 
of Good X. I S marks I 

(ii) Using supply and demand C'un •es. show the equilibrium price and q urunity. 
[ 6 rnarksl 

(b) (i) Using the m.id-point formula. caJcul me the elaSticity or denUlnd when price 
changes frc)ln $5 and $6, I 6 mar·ksl 

( ii) Indicate whether demand is elastic or indao;lic. giving a reason ror your 
answer. I 3 marks] 

Total 20 ma.rks 

GO ON TO THE NEXT PAGE 
02 116032/CAPE 2009 



behaviour and

characteristics

2.  Explain how the market structure of this industry differs from perfect competition in terms of

3. 

(a) 

(b ) 

(C) 

(A) 

- 3 -

( I 0 m:a_rk.s] 

5 marks) 

prrfocmanc:c. I 5 marks I 

'total 20 marks 

Oiffert'nti:ue bcl\\'CCil poveny and ~ high Oini corrnciem lnd .. how the rc1nlionship 
bctY..t.'\.•n tht ltl. li S rnar-k.•i:J 

(b, E.~plaan how the market struenue of the andUW')' h likely IOjtffect anc:quality and poverty 
In your count!')'. r 5 marks) 

Tolal 20 mntk.s 

EXDOFTEST 

021 10032/CAPE2009 



Answer  sheet for Question 1 (a) (i)

.. 

CA RIBBEAN EXAaii NAT IONS COUNCIL 

ADVANCED PROFICIENCY EXAMINATION 

ecoNoaucs 

UNIT I - P.V•£R 031Z 

Cundldnlt No ....................................................... .. 

'l'he 111ble below !~hows the demand for Md supply of Good X. 

OEMA.'\'0 AND SUf>PLV Of COOl) X 

Quantity Suppliod (000 lb.) 
t>Mor \lark cot Omtand \larkC't Supply 

Coocl X ($) (000 lb.) •"irm A ' nrm u ~lnn C (000 lb.) 

3 .500 so ~ ~ 

I 4 'lOO 100 60 40 

5 100 13() 100 10 

6 200 185 125 90 

7 tOO 220 180 100 

Complete the table ~bovc to show lhe market $upply ofOocld X 

02 11 60321CAI'Il2009 
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SECTION I 

1\nswer ON I'; q uestion from lhl'i section. 

<•) Define EACH of the followmg macroeconomic variables 11nd ~>tate bow it is mea~urcd. 

(i) lnnation 

(ii) Economic gtowth 

(iii) Unenlt>loyment rot~ 

(iv) Balnnce of paymcnlS (16 rnnrks] 

{b) The following infonnation n:l:tles to the economy of Country Y. 

ITEMS AMOUl\l"f ($M Hlion.<i) 

Wages and S."11arics paid 10 labour soo 
Consumption expcndih1re 600 
Thxcs 250 
Tr-ansfer payments 50 
Profits 200 
Investment 150 
Governme nt spending 200 
Ex pons 300 
1m pons 275 
Rents 75 

(i) •) Explain how Gr<l!'S Oomes.tic Product (GOP) is calculmed using the 
expenditure approach. I 4 marksl 

b) Use the expenditure osppi'O."'Ch to co:~ lcu.late the GOP ror Country Y. 
r 6 mark.o;J 

(ii) •) Explain how GOP i.s cakulau.:d using the income approach. 
l 4 marks] 

b) Use the income appro..;ch to calcul:lte the GOP for Country Y. 
I 6marksJ 

GO ON 1"0 THE NEXT PAGE 
02216020/CAPE 2009 
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(c) State ONfi reason why EACl-1 of the following tr.'lnsaetions will OR will NOT be 
included in the eakulotion of a country'S GOP. 

(i) An individual buys a used textbook. 

(ii) A merchant sells United Statess currency on the black market 

(iii) A meat proc.~ing plant builds n new factory. ( 9 marks) 

(d) Explain why OOP per c:~pha i$ NOT an adequate ml"<bUre of tl1e $lruldard or living of 
a country. L S marks} 

Total SO mnrks 

<•> (i) Distinguish between the Marginal Propensity to Consume (MPC) and the 
A\'ernge Propensity to Consume (APC). [ .a marks] 

(ii) State how the APC and the MPC ru-e calculated. [ 4 morks) 

(b) Using the simple Keynesian con.sumpdQn theory, explain the ertect of a rise in income 
on the MPC mel the APC. l 3 marks) 

(C) (i) Deline the term 'autonomous consumption'. r 2 marks] 

(ii) Draw a gr:oph illustrating the ooncept of autonomous consumption and explain 
the Keync.)inn con-sumption fun<.'tion. l 8 mhrk.s] 

(d) (I) State FOUR determinants of consumpcion. other than income. l 8 mark$] 

(ii) Explain how EACH of the rour detennin:uns imp3Cts Oil consumption. 
116 n111rks] 

To1al 50 marks 

CO ON TO THE NEXT PAGE 
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SECTION II  

Answer ONE question from this section.

3. (a) Define EACH of the following concepts:

(i) M,

(ii) M2

(iii) Monetary transmission mechanism

(iv) Velocity o f money

(v) Currency substitution [10 marks]

(b) State THREE reasons for holding money. [ 6 marks]

(c) Inflation has recently been a major problem for several Caribbean economies. Identify
FOUR tools of monetary policy and explain how the Central Banks in the region can 
use these tools to heip control inflation. [16 marks]

(d) Use the Keynesian liquidity preference framework to illustrate how monetary policies
can impact on interest rates and the demand for money. [ 8 marks]

(e) W ith the use of examples, outline TWO reasons why the Central Bank monetary
policies to combat inflation may only achieve limited success. [10 marks]

Total 50 marks

02216020/CAPE 2009
GO ON TO THE NEXT PAGE



Domestic investment

Domestic interest rates

• 

~-

- s -

(II o.rone EACH of lhe folkn> ing 1m11> 

,,, 8~ budget multtpbt:r 3 nuuiuJ 

(11, f+t~lpoliq I 2 marks) 

(Ill) Balanc:Wbudg<t [ 2 mo.rks j 

(1\') Unbal:ul«d budgec ( 2 marksj 

(b) explmn how nn 'equal ' or 'balanced' change i 11 go .. ·crnmcm 'pending :md 1ax revenues 
may cau~e income to rlse. r 5 marks) 

(C) 01~\~ ho'4 gOH~mmcnl's borrowing CO fiJ1MCC fio;ca l defiCU! can ha\"C: a ncgati\'C 
unpatt on EACH of the foUowing; 

(IJ [ Smarks] 

(II) [ sm .. ksl 

hll) lnOo~.tion I S marksl 

ftV) 'The \aJUC or the counuy·~ C\lm'nc') tn rtlodtOn to the Urutcd StaCt"...\. dollar 
l S marks] 

(d) ~pla•n. usmg a graph. the relntion.shtp lxtY.ccn anvc,ctncnl ;md the rate or mtcre.n. 
Show 0.' the grnph how expansion;uy fi~~tl pohcy can ha,·e a nc&auve imp:ac1 on lhe 
level of inv~tmcnt llO marks) 

(e) Pll.plain whm is rncam by the 'national debt' of tl t'OUntry m1d Mlh! ONE reason why the 
nationlll <kbl i'! :a burden to a country. L 6 mar ks) 

·rotal SO mar-ks 

GO ON TO ·me NEXT PAGE 
02216020/('APE 200!1 
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Answer O NF: CJUCStion from thili section. 

s. (a) (i) Describe THREE deu::mlimuus of economic growth. 9 •narks) 

(ii) Bxplain wh:11 i.s meant by ·economic development'. l 3 murks] 

( iii) Explain what is mc~mt by 'h1aman development index'. 3 mnrksJ 

(iv) Describe THREE malo indicators of 'human dcvelopmem index', 
[ 9 morksJ 

(b) U~ing suitable examples. discus." THREE potential cost~ of t«)ndmic growth. 
l lS marks] 

(c) Discuss TWO impcdimems 10 economic growth faced by Caribbean ccooomies. 
110 uutrksl 

'fohd 50 marks 

6. (a) Define EACh of the following tcnns: 

(i) Tariff~ 

(ii) Qu01a.~ 

(iii) Non·~&iff b:liTiers 6 mnrks} 

(b) State f{)UR factors tJ\at determine a country's export revenue. 8 mnrks) 

(c) Discuss TWO types of exchange rate.. .. and for EACH type. name ONE Caribbean 
country that uses it. ( 10 m:lrks) 

(d) Oi.scu~ TWO major benefits of EACH 1ypc of exchange rate discussed in (c) abo\'e. 
( 16 mnrks) 

(e) AM:'IIyse ONE po.silive and ONE uegathe c:onsequenee of a dev:tlu3tion of your 
coumry's currency. (JO marks] 

Total SO mi1rks 

E1>'D Ot' TEST 
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3.

2.

List the THREE main accounts in the balance of payments.

(i)       Define the term 'balance of payments'.

(i)       Budget deficit

Define EACH of the following terms:

Keynesian economists

Define the term 'aggregate demand'.

Answer ALL  the questions.

- 2 -

. 
• • • 0 

I . (II (It I 2 mark5J 

(u) State lbe equauoo for c:aku1atlnJ lhr :llltlfCI3tc demand -.hen the rconomy is 

open fhas a trade sector). I 2 m3rks) 

(b) E.llipl:un. u~m.g demand and supply CUI"\'C'S, how a glob~ I N."«"'\lon <'an imp."lCC on the 
b.@;8:rtJ41le demand and output of your country•, \."COnc:Mny. flO marks) 

(c) Oi-.cu's hO\\ EACH of the following group~ might re~potnlto cunem global recc.ss-ion; 

(i) , le Cl8$~ical economists 

(ii) l 6 marks) 

To1all0 marks 

(I) 

(II) N'atJonaJ debe 

(hi) l'ran~rer pa)'mt•:r'lt~ I 6 marks I 

(b) Dl'tC\1\."- how a g:lob;.tl TttCS.<>ton eM impx1 on any TWO o( the a.bo"c. 8 morksf 

(C) Ouchnc TWO WRY~ by w hich lhe go\'enunent of your COUilll)' <:001 \1~(' n~al policy lO 

help .,ofhm the imp:w=t or n recession. 1 6mark..o~) 

Total 20 marks 

(I) ( J marks] 

(II) ( J marks) 

«b) Oull;rk FOL"R v.a)") by .. -tuch • global nn-:s.•uon can tmp«.t on the oYJD-=counu in 

!h< b>lanc< or p3)menlS. ( 8 marks] 

(C) OutJ.rc TWO \U):\ m •11JCh )"OUt C'OIJnlr)' can ldd~'\ kmponry ba.l.t.tlCt' o( pa)'tMOU 

crnn I 6 ma_tksJ 

'IOta I 20 marks 

ENDOFTES'r 
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SECTION I

Answer ONE question from this section.

Draw all diagrams neatly and carefully and clearly label all axes and curves.

1. (a) Using suitable examples, explain EACH of the following concepts:

    (i) Total utility  [ 3 marks]

   (ii) Marginal utility  [ 3 marks]
   
  (iii) The law of diminishing marginal utility  [ 3 marks]
   
 (b) Table 1 below is an incomplete table showing utility maximization for bread and buns. 

The price of bread is $1 per loaf and the price of buns is $1 per bag.

Table 1:  UTILITY MAXIMIZATION

     Unit of               Total Utility              Marginal Utility        Marginal Utility Per
     Goods                 Dollar
  (loaves of            (MU/Price)
            bread/bag of
      buns)

     Bread  Bun          Bread          Bun           Bread    Bun

 0   0 0                0                 0                  0  0

 1   6 5 

 2 11 9

 3 15              12

 4 18              14

 5 20              15

    (i) Copy and complete the table in your answer booklet.  [ 5 marks]

    (ii) Using the information from the Table 1, draw the consumer’s demand curve for   
bread.  [ 5 marks]

  (iii)  If the consumer has a budget of $5 to spend, determine how many loaves of bread 
and how many bags of buns she can buy to maximize her satisfaction. Explain 
your answer.  [ 4 marks]

       
  (iv)  If the price of a loaf of bread rises to $2, what combination of bread  and buns will 

maximize the consumer’s utility?  [ 2 marks]
    
                                                                                                         Total 25 marks



-  3  -

GO  ON  TO  THE  NEXT  PAGE
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2.	 (a)										(i)		 Define	the	term	‘demand’.	 [  2 marks]

	 	 	(ii)		 Explain	the	‘law	of	demand’.	 [ 4 marks]

	 	 (iii)		 Explain	 how	 a	 ‘change	 in	 demand’	 differs	 from	 a	 ‘change	 in	 the	 quantity	
demanded’. [ 4 marks]

	 (b)									(i)		 Identify	THREE	factors,	other	than	the	price	of	beef,	that	influence	the	demand	
for beef. [  3 marks]

	 	 (ii)		 Discuss	why	EACH	factor	identified	in	(b)	(i)	above	influences	the	demand	for	
beef.   [12  marks]

 Total 25 marks

SECTION II

Answer ONE question from this section.

Draw all diagrams neatly and carefully and clearly label all axes and curves.

3. (a)   (i)  Compare the characteristics of monopolistic competition with those of oligopoly, 
focusing	on	the	following:	the	number	of	firms,	entry	and	exit	barriers,	and	the	
nature of the product.  [  9 marks]

   (ii)  Assess the role of advertising in monopolistic competition.  [  4 marks]

 (b) With the aid of  a  short-run diagram and a long-run diagram, explain output level, pricing 
(in	relation	to	average	revenue,	average	total	cost	and	marginal	cost)	and	the	profits	of	the	
firm	in	monopolistic	competition	in	both	the	short	run	and	the	long	run.	

    [12 marks]

     Total 25 marks

4. (a)										(i)		 Explain	 the	 term	 ‘market	 failure’	 with	 special	 emphasis	 on	 the	 efficiency	
criterion.   [ 4 marks]

 (b) Using suitable examples, explain how market failure is caused by 

   (i) public goods   [  8 marks]

  (ii) monopolies.   [  8 marks]

 (c) Assess government’s response to market failure caused by public goods and 
monopolies.  [  5 marks]

  
 Total 25 marks
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SECTION III

Answer ONE question from this section.

Draw all diagrams neatly and carefully and clearly label all axes and curves.

5. The table below shows the units of labour and total product.

  Units of Labour   Total Product     Marginal Product   Value of Marginal
         Product ($)

  0    1
  1   10
  2   30
  3   60
  4  100
  5  136
  6  146
  7  150
   
 
 (a) Calculate for EACH unit of labour

   (i) the marginal product    [  4 marks]

  (ii) the value of the marginal product if the price of the product is $1.50.
        [  4 marks]

 (b) Assuming that the wage rate is $15.00:

   (i) Draw a diagram showing the value of the marginal product curve and the wage 
rate.

            [ 12   marks]

  (ii) State how much labour will be employed and why.    [  5 marks]

       Total 25 marks



6. (a) With the aid of a competitive labour market diagram, discuss how wage rate and                   
employment level are determined in a labour market.  (Ensure that you discuss the details 
of your diagram:  the demand and supply curves, equilibrium, disequilibrium and shifts 
of the demand and supply curves.)  [19 marks]

              
 (b) Explain the role of EACH of the following in the determination of wage rates:

    (i) Governments   [  2 marks]

   (ii) Trade unions                                                                  [  2 marks]

  (iii) Employers’ associations                                        [  2 marks]

                                     Total 25 marks

END  OF  TEST

-  5  -
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Answer ALL the questions.

1. (a)  List FOUR types (levels) of education and training that are demanded in your country. 
[  4 marks]

 
            (b)  Explain why consumers demand these types of education and training. [  6 marks]

	 (c)		 In	order	to	achieve	a	good	education,	a	number	of	sacrifices	must	be	made.	This	is	referred	
to as the cost of education.

  
  Discuss TWO costs, to consumers, of a good education. [10 marks]

  Total 20 marks

2.	 (a)		 Explain	the	concept	of	‘market	failure’	with	special	emphasis	on	the	efficiency	criterion.
[  5 marks]

 (b)  Discuss ‘market failure’ in the context of the provision of education. [10 marks]

   (c)  The inability to provide adequate education privately has been a source of ‘market failure’.  
Explain how governments can address this market failure.                 [  5 marks]

 Total 20 marks

3. (a)  Distinguish between ‘absolute poverty’ and ‘relative poverty’.  [  5 marks]

 (b)  Explain the impact of education on income distribution. [  5 marks]

 (c)  Assess the role of education in poverty alleviation in your country. [10 marks]

 Total 20 marks

END  OF  TEST                   

02116032/CAPE 2010
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SECTION I

Answer ONE question from this section.

1. (a)   (i) Explain the difference between ‘Real GDP’ and ‘Nominal GDP’. [  4 marks]

   (ii) Discuss TWO reasons why GDP, by itself, is NOT a complete measure of net 
economic welfare. [  6 marks]

 (b)  Given the following information for an economy:

   C  =  40 + 0.80Y
   G  =  400
   I   =   50
   NX  = 10 – 0.30Y

   Determine the following:

  (i)  The value of autonomous consumption  [ 1 mark ]

  (ii)  The value of the marginal propensity to consume  [ 1 mark ]

  (iii) The equilibrium level of real GDP  [ 4 marks]

  (iv) The multiplier  [ 3 marks]

	 (c)	 Briefly	describe	EACH	of	the	following	National	Income	Accounts	and	state	how	EACH	
is measured.

    (i) Net National Product (NNP)  [ 3 marks]

   (ii) Personal Disposable Income (PDI)  [ 3 marks]

     Total 25 marks



-  3  -
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2. (a)   (i) Using the Keynesian 45° graphs, explain the difference between the ‘recessionary 
gap’	and	the	‘inflationary	gap’.	 	 [10 marks]

   (ii) Using the Classical Model, explain why disequilibrium employment exists.  
  [  5 marks]

	 (b)	 		(i)	 Define	the	term	“investment”.	 	 [  2 marks]

	 	 	(ii)	 Describe	FOUR	factors	that	influence	investment.	 	 [  8 marks]
  
      Total 25 marks

 
SECTION II

Answer ONE question from this section.

3. (a)	 		(i)	 Define	‘money’.	 	 [  1 mark ]

	 	 	(ii)	 Outline	THREE	functions	of	money.	 	 [  6 marks]

 (b)   (i) Explain what is meant by a ‘fractional reserve banking system’.  [  3 marks]

   (ii) Starting with an initial deposit of $100 and given a required reserve ratio of                      
10 per cent, explain how commercial banks use this system to create money.

     [  6 marks]

	 (c)	 Explain	how	EACH	of	 the	 following	 transactions	 affects	 the	 transactions	demand	 for	
money and the equilibrium interest rate:

    (i) A shortening of the pay period for workers

   (ii) An increase in the nominal gross domestic product

  (iii) An increase in the number of automated teller machines throughout the country
     [  9 marks]

    Total 25 marks



GO  ON  TO  THE  NEXT  PAGE
02216020/CAPE 2010

-  4  -

4. (a) Explain what is meant by ‘automatic stabilizers’ giving TWO examples of automatic 
stabilizers.  [ 5 marks]

	 (b)	 		(i)	 Explain	what	is	meant	by	the	term	‘fiscal	policy’.	 	 [ 3 marks]

	 	 	(ii)	 Outline	THREE	ways	by	which	fiscal	policy	can	be	used	by	Caribbean	govern-
ments to increase the level of employment and output in their economies.

      [ 9 marks]

	 (c)	 Discuss	TWO	reasons	why	fiscal	policy	may	not work in practice in the small open econo-
mies of the Caribbean.  [ 8 marks]

    Total 25 marks 
 

SECTION III

Answer ONE question from this section.

5.	 (a)	 Identify	the	THREE	main stages of economic integration that CARICOM countries have 
attempted to achieve over the past 30 years.  [  3 marks]

	 (b)	 State	THREE	benefits	and	THREE	costs	associated	with	economic	integration.
     [12 marks]

 (c) Assess the pros and the cons of foreign direct investment (FDI) by multinational companies 
(MNCs) in the Caribbean regarding 

    (i)  access to technology 

   (ii)  job creation.
     [10 marks]

    Total 25 marks



6. (a) Distinguish between ‘absolute advantage’ and ‘comparative advantage’.
     [ 4 marks]

 (b) In 2008, the Caribbean region signed an Economic Partnership Agreement with the 
European Union.  Some economists objected to this on the grounds that free trade would   
not be good for the region.

  
	 	 Outline	THREE	arguments	in	favour	of		protection	that	these	economists	could	have	used	

to support their position.  [ 9 marks]

 (c) Those countries in favour of the agreement with the European Union argued that the region  
could	receive	benefits	from	free	trade	with	Europe.		Outline	TWO	of		these	potential	benefits.

     [ 6 marks]

	 (d)	 Discuss	TWO	policy	options	that	a	country	can	use	in	order	to	correct	a	trade	deficit.
     [ 6 marks]

    Total 25 marks

 

END  OF  TEST
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Answer ALL questions.

1. (a) Explain what is meant by 

	 	 		(i)	 ‘fiscal	policy’	 	 		[ 3 marks]

	 	 	(ii)	 ‘monetary	policy’.	 													[ 3 marks]

	 (b)	 Analyse	TWO	types	of	fiscal	policies	that	have	been	used	in	your	country	over	the	past	
five		years.	 	 		[ 4 marks]

 (c) Analyse the MAIN type of monetary policy that has been used in your country over the 
past	five	years.	 	 		[ 4 marks]

	 (d)								Evaluate	TWO	possible	objectives	of	fiscal	policies	in	your	country.	 	 		[ 6 marks]

      Total 20 marks

2. (a) Unemployment is one of the major problems faced by Caribbean territories.  This contributes 
to a number of social and economic ills referred to as costs.  

  
  Outline THREE costs of unemployment.    [ 6 marks]

 (b) The already high unemployment rate in a Caribbean territory has risen by a further                        
25 per cent.

	 	 		(i)			 Explain	how	fiscal	policy	can	be	used	to	solve	this	problem.	 	 		[ 8 marks]
                        
   (ii)  Explain how monetary policy can be used to solve the problem.          [ 6 marks]

    Total 20 marks

3.									(a)	 		(i)			 Define	the	term	‘exchange	rate’.	 	 		[ 2 marks]
             
   (ii)  State TWO ways by which the exchange rate is determined.    [ 4 marks]

	 (b)								Many	economists	believe	that	excessive	government	spending	is	an	example	of	bad	fiscal	
policy.  Examine TWO negative consequences of excessive government spending on a 
country’s	exchange	rate.																																					   [ 8 marks]

 (c) Assess TWO ways by which the Central Bank can use monetary policy to help stabilize 
the exchange rate.    [ 6 marks]

              Total 20 marks

END  OF  TEST

-  2  -

02216032/CAPE 2010



TEST CODE 02116020
FORM TP 2011167 MAY/JUNE 2011

C A R I B B E A N    E X A M I N A T I O N S    C O U N C I L

ADVANCED  PROFICIENCY  EXAMINATION

ECONOMICS

UNIT 1 – PAPER 02

2 ½ hours 

 

 INSTRUCTIONS TO CANDIDATES
 
1. This paper consists of THREE sections.

2. There are TWO  questions in each section.  Candidates MUST answer THREE 
questions, ONE from EACH section.

3. Answers for ALL questions must be written in the answer booklet provided.

4. Candidates may use silent non-programmable calculators.

  

Copyright  ©  2010 Caribbean Examinations Council 
All rights reserved.

                      02116020/CAPE 2011

19 MAY 2011 (a.m.)



GO  ON  TO  THE  NEXT  PAGE
02116020/CAPE 2011

-  2  -

SECTION I

Answer ONE question from this section.

Draw all diagrams neatly and carefully and clearly label all axes and curves.

1. (a)  (i) Carefully draw and label a production possibility frontier (PPF) diagram. 
      [4 marks]

   (ii) Use your diagram to explain the following concepts:

    a) Scarcity  [3 marks]

   b) Choice  [3 marks]
   
   c) Opportunity cost  [3 marks]
   
 
 (b)   (i) State THREE assumptions on which the PPF is based.    [3 marks]

    (ii) Use the PPF diagram to distinguish among the following levels of production.

	 	 	 a)	 Efficient	 	 	 	 	 	 	 [3 marks]

	 	 	 b)	 Inefficient	 	 	 	 	 	 	 [3 marks]

   c) Unattainable       [3 marks]
   
                                                                                                         Total 25 marks

2. (a)          (i)  With the aid of indifference curves, explain consumer equilibrium. [10 marks]

   (ii)  Using the indifference curves drawn in (a) (i), explain how consumer equilibrium 
changes when  consumer income increases.  [3 marks]

 (b)    (i) Draw a demand and supply diagram for a good.   [4 marks] 

   (ii) Use the diagram, in (b) (i) above, to explain the effect on equilibrium price and 
quantity of an 

     a)  increase in consumer income     [4 marks] 

    b) improvement in the technology used in producing a good.  [4  marks]

 Total 25 marks
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SECTION II

Answer ONE question from this section.

Draw all diagrams neatly and carefully and clearly label all axes and curves.

3. (a)   (i)  Explain the concept ‘market structure’.  [2 marks]

   (ii)  Identify FOUR types of market structures.  [4 marks]

  (iii) List FOUR characteristics used to distinguish among the types of market struc-
tures.  [4 marks]

 (b) Compare monopoly and monopolistic competition in the short-run and long-run in terms 
of

    (i) the major characteristics [6 marks]

   (ii) conduct [3 marks]

	 	 (iii)	 profitability	 [3 marks]

	 	 (iv)	 the	efficiency	with	which	they	use	resources.	 [3 marks]

     Total 25 marks

4. (a) With the use of examples, distinguish between the following pairs of concepts:
 
   (i) Private costs and social costs  [8 marks]
  
  (ii) Public goods and private goods [8 marks]

 (b) Identify THREE pricing options that government can employ to deal with a natural 
monopoly and state the effect of EACH pricing option.  [9 marks]

  
     Total 25 marks



SECTION III

Answer ONE question from this section.

 
5. (a) Identify the rewards accruing to the owners of EACH of the following factors of production:

    (i) Land
   
   (ii) Labour

  (iii) Capital

  (iv) Enterprise     [4 marks]

	 (b)	 (i)	 Define	EACH	of	the	following	and	explain	its	importance	to	a	firm:	

   a)  Wage rate

   b)  Marginal product     [6  marks]

  (ii) With the aid of a diagram, explain how the wage rate and the value of the marginal 
product of labour are combined to determine the quantity of labour hired by a 
firm.      [10 marks]

 (c)	 Explain	the	relationship	between	the	value	of	the	marginal	product	of	labour	and	the	firm’s	
labour demand curve.      [  5  marks]

        Total 25 marks

6. (a)   (i) Distinguish between ‘wage differentials’ and ‘compensating wage differentials.’  
     [4 marks]

   (ii) State FOUR causes of wage differentials.  [4 marks]

	 	 (iii)	 Using	TWO	of	the	causes	identified	in	(a)	(ii)	above,	explain	why	wages	differ.
       [4 marks]

	 (b)	 		(i)	 Define	the	concept	‘poverty’.    [2 marks]

   (ii) Distinguish between ‘absolute poverty’ and ‘relative poverty’.    [4 marks]

 (c) Explain why a legal minimum wage will alleviate poverty in a monopsonic labour market 
but NOT in a perfect market.    [7 marks]

      Total 25 marks

END  OF  TEST
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Answer ALL questions.

1. Cellular (mobile) phone service providers have become widespread in many CARICOM member 
states making invaluable contributions to production, employment, income and overall well-being.

 
            (a)  Identify FOUR major factors that affect the demand for cellular (mobile) services and 

explain how EACH factor affects the demand for cellular (mobile) services.  
  [12 marks]

 (b)  When the price of mobile services falls from $2 500 to $2 000, the quantity demanded rises 
from 12 000 to 15 000.  Use the mid-point formula, for calculating elasticity, to calculate 
the elasticity of demand for mobile services and interpret your results.  [8 marks]

  
     Total 20 marks

2.	 (a)		 		(i)	 Identify	THREE	possible	goals	of	firms	in	the	cellular	(mobile)	services	industry	
and explain how EACH goal can be achieved.  [9 marks]

   (ii) Explain the role of corporate responsibility.  [3 marks]

	 (b)		 The	mobile	services	operations	can	be	classified	as	oligopolistic	competition.		Justify	this	
statement using FOUR characteristics of the market structure.  [8 marks]

      Total 20 marks

3. (a)  With the aid of a demand and supply diagram, explain how the wages of a highly skilled 
cellular (mobile) services worker can be divided into transfer earnings and economic rent.

    [12 marks]

 (b)  Explain the effect of labour mobility on wages.  [8 marks]

    Total 20 marks

END  OF  TEST                   
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SECTION I

Answer ONE question from this section.

Draw all diagrams neatly and clearly label them.

1.	 (a)	 		(i)	 Define	the	term	‘intermediate	good’.	 [2 marks]

   (ii) Explain why intermediate goods are not counted in the calculation of the Gross 
Domestic Product (GDP). [1 mark ]

	 	 (iii)	 Explain	what	is	meant	by	‘value	added’.	 [2 marks]

 (b) The table below shows the quantity and unit price of three goods produced in an economy 
over a three-year period.

                        2008                               2009                                2010

              Good             Quantity     Price ($)     Quantity      Price ($)      Quantity       Price ($)

  Mangoes             100            0.50              110             0.50              100             0.55

  Coconut              300            1.00              330             1.00              300             1.10

  Cakes               2 000            8.00           2 200             8.00           2 000             8.80

     (i) Explain the difference between nominal GDP and real GDP.  [2 marks]

    (ii) Calculate the GDP for the economy for 2008 and 2009.  [4 marks]

   (iii) State, in terms of economic growth, the difference in the economy between 2008 
and 2009.  [2 marks]

  (iv) State, in terms of economic growth, the difference in the economy between 2008 
and 2010.  [2 marks]

 (c) Using a standard 45° Keynesian cross diagram, explain how equilibrium is reached between 
actual expenditure (AE) and Income (Y).

     [10 marks]

    Total 25 marks
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2. (a)	 	Define	the	following	terms:

    (i) Marginal propensity to consume (MPC)  [2 marks]

   (ii) Average propensity to consume (APC)  [2 marks]

  (iii) Autonomous consumption  [2 marks]

 (b) Using a graph, explain the Keynesian consumption function showing how the MPC and 
the APC in the function are affected by an increase in income.

       [6 marks]

	 (c)	 The	following	information	represents	the	aggregate	expenditure	(AE)	for	an	economy:

  Consumption (C) = 100 + 0.9 Y
  Investment (I) = 200
  Government Spending (G) = 50

    (i) Calculate the equilibrium level of income.  [3 marks]

   (ii) Calculate the multiplier in the economy.  [2 marks]

 (d) Identify FOUR major determinants of aggregate consumption and explain how EACH 
determinant functions.  [8 marks]

      Total 25 marks
 

SECTION II

Answer ONE question from this section.

Draw all diagrams neatly and clearly label them.

3. (a) Describe THREE types of demand for money.  [6 marks]

	 (b)	 Define	EACH	of	the	following	tools	of	monetary	policy:
   
    (i) Reserve requirement (RR)  [2 marks]

   (ii) Open market operations (OMO)  [2 marks]

  (iii) Moral Suasion (MS)  [2 marks]

 (c) Explain how the Central Bank can use monetary policy to have a positive impact on           
aggregate demand.  [4 marks]

    
	 (d)	 		(i)	 State	the	‘quantity	theory	of	money’.	 	 [3 marks]

   (ii) Identify the school of economics that advocates the use of the quantity theory.  
   [1 mark ]

	 (e)	 Analyse	how	the	changes	in	the	money	supply	by	the	Central	Bank	can	lead	to	inflation.
     [ 5 marks]

    Total 25 marks
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4.	 (a)	 Outline	THREE	methods	that	a	government	can	use	to	finance	its	fiscal	deficit.	 	
    [6 marks]

 (b)	 Explain	how	government’s	borrowing	on	the	domestic	market	to	finance	large	fiscal	deficits	
can	affect	EACH	of	the	following:

    (i) Domestic interest rates  [2 marks]

   (ii) Domestic investment  [2 marks]

	 	 (iii)	 The	country’s	exchange	rate	 	 [2 marks]

 (c) State TWO reasons why Caribbean residents often have a very high demand for the United 
States (US) dollar rather than their own domestic currency.  [4 marks]

	 (d)	 Identify	THREE	fiscal	measures	available	to	Caribbean	countries	to	boost	output	in	times	
of	recession	and	evaluate	the	effectiveness	of	EACH	fiscal	measure.	 	 [9 marks]

     Total 25 marks 
 

SECTION III

Answer ONE question from this section.

Draw all diagrams neatly and clearly label them.

5. (a) Outline THREE major features of globalization.  [6 marks]

 (b) Identify THREE major factors that have driven the process of globalization and evaluate 
the effectiveness of EACH factor.  [12 marks]

	 (c)	 		(i)		 Define	the	term	‘balance	of	payments’.	 	 [1 mark ]

	 	 	(ii)		 Describe	THREE	ways	in	which	the	recent	global	financial	crisis	has	negatively	
impacted on the balance of payments of Caribbean countries.  [6 marks]

    Total 25 marks



6. (a)	 		(i)	 Explain	what	is	meant	by	‘exchange	rate’.	 	 [2 marks]

   (ii) Give THREE examples of actual exchange rates that currently exist between            
Caribbean currencies and the US dollar.  [3 marks]

	 	 (iii)	 Distinguish	between	‘fixed	exchange	rates’	and	‘floating	exchange	rates’.
      [4 marks]

  (iv) State TWO advantages of a fixed exchange rate and TWO advantages of a floating 
exchange rate.  [4 marks]

 (b) In recent years, CARICOM countries have signed a number of Free Trade or Economic 
Partnership Agreements with other countries.  Discuss TWO advantages and TWO 
disadvantages of these free trade agreements for the region.   [12 marks]

    Total 25 marks

 

END  OF  TEST
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Answer ALL questions.

1. (a)	 		(i)	 Define	the	term	‘aggregate	supply’.	 	 		[2 marks]

   (ii) Describe the shape of the classical aggregate supply curve.              [2 marks]

  (iii) Describe the Keynesian short run aggregate supply curve.   [2 marks]

	 (b)	 Explain,	using	demand	and	supply	curves,	how	during	a	recession,	government’s	spend-
ing to build transportation infrastructure can contribute to the economic recovery of an 
economy.    [10 marks]

 (c) Explain how the Classical School of Economics would respond to a recession.
     [4 marks]

      Total 20 marks

2.	 (a)	 Define	the	following	terms:

    (i) Fiscal policy   [2 marks]

   (ii) Budget surplus   [2 marks]

  (iii) Transfer payments     [2 marks]

 (b) Identify FOUR sources from which government may borrow large sums of money to 
finance	infrastructural	development.	 	 	 [8 marks]

 (c) Evaluate TWO negative consequences, of government borrowing, to the economy.  
   [6 marks]

   Total 20 marks

3.									(a)	 		(i)			 Define	the	term	‘balance	of	payments’.	 	 		[2 marks]
             
   (ii)  Identify the THREE main accounts that are included in the balance of                          

payments.   [3 marks]

 (b)	 		(i)	 Define	the	term	‘economic	growth’.   [2 marks]

  	(ii)	 Outline	TWO	ways	in	which	an	inefficient	transport	system	can	hinder	a	country’s	
economic growth.   [4 marks]

 (c)	 Discuss	 THREE	 ways	 in	 which	 an	 efficient	 transportation	 infrastructure	 can	 have	 a								
positive	impact	on	a	country’s	balance	of	payments.   [9 marks]

 
    Total 20 marks
               

END  OF  TEST
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SECTION I

Answer ONE question from this section.

Draw ALL diagrams neatly and carefully and clearly label ALL axes and curves.

1. A consumer is consuming a combination of Good X and Good Y at equilibrium A.  The price of 
Good X falls.  The consumer therefore moves to another equilibrium, B.  
 

	 (a)	 		(i)	 a)	 Define	the	terms	‘indifference	curve’	and	‘budget	line’.	 	[2 marks]

   b) Draw a diagram showing an indifference curve and a budget line, and use 
the diagram to explain consumer equilibrium.  [8 marks]

   (ii) Using the diagram in (a) (i) b) above, explain how a decrease in the price of Good 
X moves the consumer to equilibrium B.     [5 marks]

 (b)   (i) The change from equilibrium A to equilibrium B is the total change.

   Explain what is meant by EACH of the following terms:
 
	 	 		 a)	 ‘Substitution	effect’	    [2 marks]

	 	 	 b)	 ‘Income	effect’	     [2 marks]
  
		 	 	(ii)	 With	the	aid	of	a	diagram,	explain	the	income	and	substitution	effects	using	EITHER	

the	Hicksian	approach	OR	the	Slutskian	approach.	 	[6 marks]
   
                                                                                                         Total 25 marks
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2. A	perfectly	competitive	firm	producing	microchips	has	recorded	its	fixed	cost	as	$128.		Its	output	
levels and variable costs are shown in the table below.

 Output Variable Total Cost Marginal  Average Average
   Level    Cost       Cost Fixed Cost Total Cost
   $        $        $       $       $

 0	 				0	 					128																						–																								–																					–
 1   56

 2   90

	 3	 108
 4 116

 (a)   (i) Write the formula for EACH of the following costs:

   a) Total cost

   b) Marginal cost

	 	 	 c)	 Average	fixed	cost
   d) Average total cost

   e) Variable cost
     [5 marks]

	 	 	(ii)	 Copy	 and	 complete	 the	 table	 to	 show	 the	 FOUR	 costs	 for	 EACH	 level	 of	
output.  [8 marks]

	 (b)	 With	the	aid	of	a	diagram,	explain	the	relationship	between	the	‘marginal	cost’	and	the	
‘average	total	cost’.	 [6 marks]

	 (c)	 With	the	aid	of	a	diagram,	explain	the	relationship	among	the	‘marginal	cost	curve’,	the	
‘supply	curve’	and	the	‘average	variable	cost	curve’.	 [6 marks]

   Total 25 marks
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SECTION II

Answer ONE question from this section.

3.	 (a)	 		(i)		 State	the	difference	between	‘normal	profit’	and	‘positive	economic	profit’	(abnormal	
profit).	 	[3 marks]

	 	 	(ii)		 Explain	the	concept	of	‘market	structure’.  [2 marks]

	 (b)	 Use	the	following	characteristics	to	distinguish	among	the	FOUR	MAJOR	market	structures:		
(A table may be a helpful device in organizing your response.)

	 	 		(i)	 The	number	of	firms	in	the	industry
 
   (ii) The product
 
  (iii) Barriers to entry
 
  (iv) Control over price [8 marks]

 (c)	 An	industry	comprises	10	firms	which	recorded	the	following	sales:

	 	 ABC	Corporation	$1	650
	 	 FBN	Corporation	$1	400
	 	 ATT	Corporation	$1	350
	 	 GNC	Corporation	$1	200

	 	 The	other	six	firms	recorded	sales	of	$500	EACH.

    (i) Calculate, for the industry

	 	 	 a)	 the	Four-Firm	Concentration	Ratio	 [4 marks] 

	 	 	 b)	 the	Herfindahl-Hirschman	Index.	 [4 marks]

	 	 	(ii)	 Interpret	 the	 TWO	measures	 of	 industrial	 concentration	 in	 relation	 to	market	
structures. [4 marks]

     Total 25 marks
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4.	 (a)	 Define	EACH	of	the	following	concepts:
 
	 	 	(i)	 ‘Economic	efficiency’	 [2 marks]

	 	 (ii)	 ‘Market	failure’	 [2 marks]

 (b)	 (i)	 Distinguish	between	‘private	benefits’	and	‘social	benefits’.	 [4 marks]

	 	 (ii)	 Explain	how	divergence	between	private	benefits	and	social	benefits	causes	market	
failure. [1 mark ]

 (c)	 (i)	 Compare	the	characteristics	of	a	‘public	good’	with	those	of	a	‘private	good’.
    [4 marks]

  (ii) Explain how a public good may cause market failure. [2 marks]

  (iii) Explain how government may respond to the problem caused by public goods and 
externalities. [2 marks]

 (d)	 Draw	a	diagram	 to	 illustrate	 ‘deadweight	 loss’	 and	use	 the	diagram	 to	 explain	how	a	
monopoly may cause market failure. [8 marks]

  
     Total 25 marks

SECTION III

Answer ONE question from this section.
 
5. (a)	 		(i)	 Identify	TWO	factors	of	production	and	their	rewards.	 	 	 [2 marks] 

  
   (ii) Explain why the demand for a factor of production is a derived demand.
     [2 marks]
 
	 (b)	 (i)	 Outline	the	‘marginal	productivity	theory’.	 [2 marks]

  (ii) Explain how the marginal productivity theory is related to the demand for labour.
     [3 marks]

 (c) (i)	 With	the	aid	of	a	diagram,	distinguish	between	‘transfer	earnings’	and	‘rent’.
      [6 marks]

  (ii) Assuming that the supply curve of the factor is vertical, state the values of rent 
and transfer earnings. [2 marks]

 (d) Discuss the effect of a monopsony on the labour market.   [4 marks]

 (e) A	computer	has	a	two-year	life	span	and	generates	marginal	revenue	product	(MRP)	of										
$3	000	at	the	end	of	the	first	and	second	years	of	its	life.		The	interest	rate	is	5%.

  Apply the marginal productivity theory of the demand for capital to determine the highest 
price that should be paid for the computer. [4 marks]

      Total 25 marks



6. (a)	 		(i)	 Define	the	term	‘wage	differentials’.	 	 	 [2 marks]

   (ii) Outline TWO factors that give rise to wage differentials.   [4 marks]

 (b) With the aid of a diagram, compare the level of wages in EACH of the following situations:

  (i) When the buyer has monopoly power in the production market [5 marks]

  (ii) When there is perfect competition in the labour market [4 marks]

 (c)   (i) Explain TWO types of labour mobility.  [6 marks]

	 	 	(ii)	 The	CARICOM	Single	Market	and	Economy	(CSME)	permits	labour	mobility	
among	CARICOM	member	states.		Discuss	the	expected	effect	of	this	mobility	
on	the	labour	market	of	CARICOM	member	states.	 	 [4 marks]

Total 25 marks

END  OF  TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1. During an investigation of a monopoly in a certain country it was found that the demand curve of 
the industry was the demand curve of the firm.

 
 (a)  Draw a diagram to show the demand curve and explain its shape.  [5 marks]

 (b)  Outline THREE factors that may cause the demand curve to shift.  [6 marks]

 (c) At a price of $25, the quantity of the monopolist’s product sold is 1750 and when the 
price rises to $30 the quantity sold is 1525.  Calculate the price elasticity of demand for 
the product using the mid-point formula and interpret the result.  [6 marks]

 (d) Identify THREE factors that may determine the price elasticity of demand for the product.
    [3 marks]
  
     Total 20 marks

2. (a)  Explain the relationship between the ‘monopolist’s demand curve’ and the ‘marginal 
revenue curve’.   [4 marks]

 
 (b)  Compare and contrast FOUR characteristics of perfect competition and monopoly.  

    [8 marks]

 (c) With the use of a diagram, compare the output and pricing decisions of monopoly and 
perfect competition.  [8 marks]

      Total 20 marks

3. (a)  Differentiate between ‘size distribution’ and ‘functional distribution of income’.  
  [4 marks]

 (b) Use a diagram to illustrate the case of a monopoly that is making positive economic profit 
or monopoly rent and explain how this may affect the functional distribution of income. 

    [10 marks]

 (c) Discuss ONE method by which governments attempt to redistribute income and evaluate 
the effectiveness of this method.  [6 marks]

   Total 20 marks

END  OF  TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.                 

02116032/CAPE 2012

-  2  -



TEST CODE 02216020
FORM TP 2012170 MAY/JUNE 2012

C A R I B B E A N    E X A M I N A T I O N S    C O U N C I L

ADVANCED  PROFICIENCY  EXAMINATION

ECONOMICS

UNIT 2 – Paper 02

2 hours 30 minutes

30 MAY 2012 (a.m.) 

READ THE FOLLOWING INSTRUCTIONS CAREFULLY.

 
1. This paper consists of THREE sections.

2. There are TWO  questions in each section.  Candidates MUST answer THREE 
questions, ONE from EACH section.

3. Answers for ALL questions must be written in the answer booklet provided.

4. Begin EACH question on a separate page.

5. Candidates may use silent, non-programmable calculators.

  

DO  NOT  TURN  THIS  PAGE  UNTIL  YOU  ARE  TOLD  TO  DO  SO.

Copyright  ©  2011 Caribbean Examinations Council
All rights reserved.

       02216020/CAPE 2012



GO  ON  TO  THE  NEXT  PAGE
02216020/CAPE 2012

-  2  -

SECTION I

Answer ONE question from this section.

1. (a) Explain the difference between ‘Gross Domestic Product (GDP)’ and ‘Gross National 
Product (GNP)’. [4 marks]

	 (b)	 Define	EACH	of	the	following	approaches	for	measuring	GDP,	and	outline	how	EACH	
approach is used.

    (i) Income approach

   (ii) Expenditure approach [6 marks]

 (c) Discuss TWO ways in which growth in a country’s GDP may negatively impact the 
country’s standard of living. [6 marks]

 (d)   (i) Distinguish between ‘marginal propensity to consume’ (MPC) and the ‘average 
propensity to consume’ (APC) and state how EACH is calculated. [4 marks]

 (ii) Using the simple Keynesian consumption theory, explain the effect of a rise in 
income on the MPC and APC.   [5 marks]

    Total 25 marks

2. (a) Using the classical economic model, explain why disequilibrium employment exists.  
     [6 marks]

 (b) Analyse, using aggregate demand and supply curves, how a global recession may impact 
the aggregate demand and output of the economy of your country.  [10 marks]

 (c) Identify THREE non-price determinants of aggregate supply and explain how EACH 
determinant	influences	the	level	of	aggregate	supply.	 	 		[9 marks]

     Total 25 marks
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SECTION II

Answer ONE question from this section.

 
3. (a)  (i) Distinguish between ‘unemployment’ and ‘underemployment’.  [4 marks]

  (ii) Outline FOUR types of unemployment.  [8 marks]

	 (b)	 	(i)	 With	the	use	of	examples,	describe	TWO	types	of	inflation.	 	 [6 marks]

  (ii) Differentiate between ‘nominal interest rate’ and ‘real interest rate’. [4 marks]

	 (c)	 Explain	how	expansionary	monetary	policy	may	be	used,	instead	of	fiscal	policy,	to	increase	
employment in the economy.  [3 marks]

    Total 25 marks

4.	 (a)	 Define	EACH	of	the	following	terms:

    (i) ‘Fiscal policy’ [2 marks]

   (ii) ‘Budget surplus’  [2 marks]

  (iii) ‘Transfer payments’  [2 marks]

	 (b)	 Outline	THREE	limitations	of	EACH	of	the	following	policies:

    (i) Monetary  [3 marks]

   (ii) Fiscal   [3 marks]

 (c) Identify FOUR sources from which governments can borrow large sums of money to 
finance	their	expenditure.	 	 [4 marks]

 (d) Evaluate THREE possible negative consequences of government borrowing.  
      [9 marks]

     Total 25 marks



SECTION III

Answer ONE question from this section.

5. (a) Explain what is meant by the term ‘economic integration’.  [3 marks]

	 (b)	 Outline	THREE	benefits	and	THREE	costs	associated	with	economic	integration.	 	
   [12 marks]

 (c) Outline the THREE major stages of economic integration that CARICOM countries have 
attempted to achieve over the past 30 years.  [6 marks]

 (d) Evaluate the extent to which CARICOM countries have achieved economic integration.  
   [4 marks]

      Total 25 marks

6. (a)   (i) Explain the difference between a ‘current account transaction’ and a ‘capital account 
transaction’ in the balance of payments statement.  [2 marks]

   The following data relate to the balance of payments of a country.

     Item Amount ($)
     Merchandise exports +40
     Merchandise imports –30
     Services exports +15
     Services imports –10
     Investment income –5
     Net transfers +10
	 	 	 		 Capital	inflows	 +10
	 	 	 		 Capital	outflows	 –	40
	 	 	 		 Official	reserves	 +10
  

   (ii) Using the data in the table, calculate 

   a) the current account balance  [3 marks]

   b) the overall balance of payments.  [2 marks]

 (b) Outline FOUR ways in which a global recession may impact the main accounts of the 
balance of payments.  [8 marks]

 (c) Distinguish between ‘absolute advantage’ and ‘comparative advantage’. [4 marks]

	 (d)	 Discuss	TWO	policy	options	that	a	country	may	use	to	correct	a	trade	deficit.
     [6 marks]

    Total 25 marks
END  OF  TEST

  IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.       
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Answer ALL questions.

1. (a) Distinguish between ‘leakages’ and ‘injections’ as they relate to an economy.   
    [4 marks]

	 (b)		 Briefly	explain	the	THREE	main	leakages	from	the	circular	flow	of	an	economy.
    [6 marks]

 (c) (i) Analyse the impact of rising oil prices on the aggregate expenditure and output of 
the economy of your country.  [7 marks]

	 (ii)	 Identify	THREE	injections	that	may	be	increased	to	offset	the	negative	impact	of	the	
leakage.  [3 marks]

    
     Total 20 marks

2.	 (a)		 Define	EACH	of	the	following	terms:

	 	 (i)	 ‘Inflation’	 [2 marks]

    (ii) ‘Labour force’ [2 marks]

   (iii) ‘Unemployment rate’ [2 marks]

	 (b)		 Evaluate	ONE	way	in	which	high	or	rising	oil	prices	may	impact	EACH	of	the	following	
in	a	country:

	 (i)	 Inflation	rate	

 (ii) Unemployment rate [8 marks]

	 (c)	 Discuss	TWO	ways	by	which	the	government	may	use	fiscal	policy	to	help	soften	the	
negative impact of rising oil prices on the country. [6 marks]

    
   Total 20 marks

3.	 (a)		 		(i)	 Define	the	term	‘balance	of	payments’.	 [2 marks]

  	(ii)	 List	the	THREE	main accounts in the balance of payments. [3 marks]

	 (b)	 Assess	THREE	ways	 in	which	rising	oil	prices	may	 impact	your	country’s	balance	of	
payments accounts.  Assume that your country imports all of its oil. [9 marks]

 (c) Discuss TWO ways by which your country may address the temporary balance of payments 
crisis due to the higher import bill. [6 marks]

  Total 20 marks

END  OF  TEST
               

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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GO ON TO THE NEXT PAGE
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SECTION I

Answer ONE question.

Draw ALL diagrams neatly and carefully and clearly label ALL axes and curves.

1.	 (a)	 Define	EACH	of	the	following	terms: 

  (i) Demand [2 marks]

  (ii) Supply [2 marks]

  (iii) Equilibrium [2 marks]

 (b) The following table shows the individual demand schedules (pints per week) of three 
buyers of ice cream and the market supply of ice cream for a week.

 Price of Ice Cream
 Buyers  
    $1 $2 $3 $4 $5

 John   12 9 6 1 0

 Anita   10 7 5 1 0

 Kwesi   8 5 3 0 0

 Market demand     0

 Market supply 3 8 14 21 30

  Copy the table above into your answer booklet and complete it to show the market demand 
for ice cream. [2 marks]

 (c)  Carefully draw and label a graph showing

  (i) equilibrium [2 marks]

  (ii) equilibrium price [2 marks]

  (iii) equilibrium quantity. [2 marks]
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	 (d)	 To	reduce	obesity	and	raise	revenue,	the	government	imposes	a	specific	tax	on	each	pint	
of ice cream sold.

  (i) Referring to your graph in (c), explain how the increase in taxes will affect the 
market supply for ice cream. [7 marks]

  (ii) State whether the government’s objectives of reducing obesity and raising revenue 
have been achieved.  Justify your answer. [4 marks]

    Total 25 marks

2.	 (a)	 Define	EACH	of	the	following	terms:
 
  (i) Marginal cost [2 marks]

  (ii) Average variable cost [2 marks]

 (b) (i) Identify ONE factor that causes the supply curve to change by creating movement 
along the curve, and explain how the change is caused. [4 marks]

  (ii) Identify TWO factors that cause the supply curve to change by shifting to the left 
or to the right, and explain how the change is caused. [8 marks]

  (c) With the use of a correctly labelled graph, explain the relationship between the marginal 
cost curve and the supply curve in a competitive market. [9 marks]

    Total 25 marks



- 4 -

GO ON TO THE NEXT PAGE
02116020/CAPE 2013

SECTION II

Answer ONE question.

3. (a) Outline FOUR major characteristics of the market structure called perfect competition.
    [8 marks]

 (b) Compare the characteristics outlined in (a) above with those of the market structure        
called monopolistic competition. [8 marks]

 (c)  Compare ‘monopolistic competition’ and ‘perfect competition’ in terms of

  (i) the way they compete with other businesses [3 marks]

	 	 (ii)	 their	profit	in	the	short	run	and	long	run	 [3 marks]

	 	 (iii)	 the	efficiency	with	which	they	use	resources.	 [3 marks]

    Total 25 marks

4.	 (a)	 Explain	EACH	of	the	following	terms:	
 
	 	 (i)	 Economic	efficiency	 [4 marks]

  (ii) Market failure [4 marks]

	 (b)	 Explain	how	EACH	of	the	following	factors	could	lead	to	market	failure:	
 
  (i) Monopolies [4 marks]

  (ii) Public goods [6 marks]

  (iii) Negative externalities [4 marks]

  (c) Evaluate ONE measure used by the government of your country to deal with market failure 
caused by public goods. [3 marks]

    Total 25 marks
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SECTION III

Answer ONE question.

5. (a) Outline the marginal productivity theory of factor demand. [3 marks]

 (b) The table below shows the units of labour and total product for a perfectly competitive 
market in which the price of the product is $10 and the daily wage rate is $14. 

 Number of  Total Marginal Marginal
 Workers Product Product Revenue
    Product

 0 0

 1 5

 2 9

 3 12
 
 4 14

 5 15
  

  Copy the table in your answer booklet.

  (i) Calculate for EACH additional worker the

   a) marginal product [3 marks]

   b) marginal revenue product. [3 marks]

  (ii) Determine the quantity of labour that will be employed per day. [1 mark]

  (iii) Explain why more (or less) labour is NOT employed. [5 marks]

 (c) Evaluate the effects of a government minimum wage on the labour market. [6 marks]

 (d) Draw a demand and supply diagram of the labour market showing the decomposition of 
earnings into transfer earnings and rent. [4 marks]

    Total 25 marks
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6. (a) Differentiate between ‘functional distribution of income’ and ‘size distribution of income’.
    [3 marks]

 (b)  Explain what is meant by the term ‘income inequality’. [3 marks]

	 (c)	 	Outline	how	EACH	of	the	following	methods	is	used	to	measure	poverty:

  (i) The basic needs approach [5 marks]

  (ii) The poverty line approach [5 marks]

 (d) (i) Draw a diagram of the Lorenz curve and use it to explain how income inequality 
is measured. [6 marks]

	 	 (ii)	 Explain	how	the	gini	coefficient	is	calculated	from	the	Lorenz	curve.	
    [3 marks]

    Total 25 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1. (a)  Explain EACH of the following terms:

  (i) Effective demand [3 marks]

  (ii) Price ceiling [3 marks]

 (b) Identify TWO goods on which governments are likely to impose a price ceiling and explain 
why a price ceiling will be preferred. [4 marks]

 (c) With the use of a demand and supply diagram, analyse the impact of a price ceiling on the 
market for milk. [10 marks]

 
    Total 20 marks

2.	 (a)	 Define	EACH	of	the	following	terms:

  (i) Monopoly [1 mark]

  (ii) Average revenue [1 mark]

  (b) Compare perfect competition and monopoly in terms of

  (i) output levels [5 marks]

  (ii) pricing decisions [5 marks]

  (iii) consumer surplus. [5 marks]

  (c) State THREE reasons why a monopoly is MORE likely to cause a less equitable income      
distribution than a competitive industry. [3 marks]

    Total 20 marks



3.	 (a)	 (i)	 Define	the	term	‘income	inequality.’ [1 mark]

	 	 (ii)	 Distinguish	between	‘absolute	poverty’	and	‘relative	poverty’.	 [3 marks]

  (iii) Identify FOUR factors that contribute to poverty in your country. [4 marks]
    
  (b) Assess the distribution of income in a country by examining the percentage of income            

received by households and where households fall in the distribution in relation to the 
mean income of the distribution.                   [6 marks]

 (c) Assess the effectiveness of any TWO of the following strategies used by government to 
alleviate poverty:

  (i) Health 

  (ii) Education 
  
  (iii) Housing [6 marks]

    Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

Answer ONE question.

1.	 (a)	 (i)	 Explain	the	term	‘Gross	Domestic	Product	(GDP)	deflator’.	 [2 marks]

	 	 (ii)	 State	the	purpose	of	the	GDP	deflator.		 [1 mark]

 (b) State ONE reason why EACH of the following transactions will or will NOT be included 
in	the	calculation	of	a	country’s	GDP.	

  (i) An individual buys a used textbook. [2 marks]

  (ii) A dealer sells $400 worth of illegal drugs. [2 marks]

  (iii) A meat processing plant builds a new factory. [2 marks]

 (c)  The following information is given for an economy:

   C  =  40  +  0.90Y
   G  =  500
   I  =  50
   NX  =  10  –  0.20Y

  (i) Determine

   a) the autonomous consumption [1 mark]

   b) the marginal propensity to consume.   [1 mark]

  (ii) Calculate the equilibrium level of real GDP.  [4 marks]
 
  (iii) a) Calculate the multiplier. [2 marks]

   b) State whether the multiplier will be smaller or larger than the government 
spending multiplier.  Justify your response. [2 marks]

	 (d)	 Briefly	describe	EACH	of	the	following	National	Income	accounts	and	state	how	EACH	
is measured.

  (i) Net National Product (NNP) [3 marks]

	 	 (ii)	 Personal	Disposable	Income	(PDI)			 [3 marks]

    Total 25 marks
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2.	 (a)	 Identify	the	FOUR	major determinants of investment.       [4 marks]

	 (b)	 Using	the	Keynesian	45°	graph,	explain	the	difference	between	a	‘recessionary	gap’	and	
an	‘inflationary	gap’. [15 marks]

 (c) Explain how EACH of the following will respond to a recessionary gap: 

  (i) The Classical school [3 marks]

  (ii) Keynesian economists [3 marks]

    Total 25 marks

SECTION II

Answer ONE question.

3.	 (a)	 (i)	 Define	the	term	‘money’. [1 mark]

	 	 (ii)	 Briefly	describe	TWO	types	of	money.			 [2 marks]
 
  (iii) Distinguish between M1 and M2. [2 marks]

	 (b)	 Inflation	has	recently	been	a	major	problem	for	several	Caribbean	economies.			Discuss	
THREE tools of monetary policy that any Central Bank in the region can use to help 
control	inflation.			 [12 marks]

 (c) Use the Keynesian liquidity preference framework to illustrate how the contractionary 
policies discussed in 3 (b) will impact interest rates and the demand for money. 

    [8 marks]

    Total 25 marks

4.	 (a)	 (i)	 Define	the	term	‘fiscal	policy’.	 [1 mark]

	 	 (ii)	 Discuss	THREE	ways	in	which	fiscal	policy	can	be	used	by	Caribbean	governments	
to increase the level of employment and output in their economies. [12 marks]

	 (b)	 Outline	THREE	reasons	why	some	fiscal	measures	may	NOT	work	 in	 the	small	open	
economies of the Caribbean. [6 marks]

	 (c)	 Explain	the	‘crowding	out	effect’	and	state	how	this	effect	can	be	avoided. [6 marks]

    Total 25 marks



SECTION III

Answer ONE question.

5.	 (a)	 (i)	 Distinguish	between	‘economic	growth’	and	‘economic	development’.	
    [3 marks]

  (ii) Describe THREE determinants of economic growth. [6 marks]

	 (b)	 (i)	 Explain	the	concept	of	‘human	development	index’. [2 marks]

  (ii) Outline THREE main indicators of the human development index. [6 marks]

 (c) Discuss TWO impediments to economic growth faced by Caribbean economies.
    [8 marks]

    Total 25 marks

6.	 (a)	 Define	EACH	of	the	following	terms:
 
  (i) Tariffs [1 mark]

  (ii) Quotas [1 mark]

  (iii) Non-tariff barriers [1 mark]

	 (b)	 Identify	FOUR	factors	that	determine	a	country’s	export	revenue.		 [4 marks]

 (c) Describe EACH of the following types of exchange rates and identify ONE Caribbean 
country which uses them:

	 	 (i)	 Fixed [3 marks]

	 	 (ii)	 Floating	 [3 marks]

	 (d)	 Discuss	TWO	advantages	and	TWO	disadvantages	of	foreign	direct	investment	(FDI)	in	
the Caribbean. [12 marks]

    Total 25 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1.	 (a)	 (i)	 Define	the	term	‘aggregate	demand’. [2 marks]

  (ii) State the equation for the aggregate demand when the economy is open, or has a 
trade sector. [2 marks]

 (b) Analyse, using demand and supply curves, how a decrease in aggregate demand can impact 
the aggregate employment and output of an economy. [10 marks]

 (c) Explain, according to the classical view, how the economy goes back to equilibrium 
employment from a position of disequilibrium. [6 marks]

    Total 20 marks

2.	 (a)	 Distinguish	between	‘unemployment’	and	‘underemployment’.	 [2 marks]

 (b) Outline THREE costs of unemployment. [6 marks]

 (c) In a certain economy, the unemployment rate has risen to 25 per cent and continues to rise.   
Explain how the government may use EACH of the following to solve the problem: 

 
	 	 (i)	 TWO	types	of	fiscal	policy	measures	 [6 marks]

  (ii) Monetary policy [6 marks]

    Total 20 marks

3.	 (a)	 Define	EACH	of	the	following:
 
  (i) Balance of trade [1 mark]

	 	 (ii)	 Trade	deficit	 [1 mark]

  (iii) Trade surplus [1 mark]

  (iv) Commodity terms of trade         [1 mark]

 (b) (i) Outline TWO ways in which Caribbean countries benefit from increased 
exports. [4 marks]

  (ii) Explain why high levels of imports can be a challenge for Caribbean countries.
    [4 marks]

		 (c)	 Discuss	TWO	policy	options	that	a	country	may	adopt	in	order	to	correct	a	trade	deficit	
and boost employment in the local economy. [8 marks]

    Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: METHODOLOGY – DEMAND AND SUPPLY

Answer ONE question.

Draw ALL diagrams neatly and carefully, and clearly label ALL axes and curves.

1. The ideological nation of Utopia devotes all its resources: land, labour, capital and entrepreneurship 
to producing food and clothing. 

	 (a)	 (i)	 Define	the	term	‘scarcity’. [2 marks]

  (ii)  Draw and label a graph of the production possibilities frontier (PPF) for Utopia.
    [3 marks]

  (iii) Using the PPF from (a) (ii) above, explain how
 
   a) the concept of opportunity cost is related to the problem of scarcity
     [5 marks]

   b) economic growth can be achieved in Utopia. [3 marks]

	 (b)	 (i)	 State	TWO	differences	 between	 a	 ‘command	 economy’	 and	 a	 ‘free	market	
economy’. [4 marks]

  (ii) Given the disadvantages of a centrally planned economy, discuss TWO possible 
economic reasons for the downfall of this type of economic system over the last 
three decades. [8 marks]

    Total 25 marks
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2. ABC Company Ltd which produces genuine cow leather, is increasing the unit price of leather so 
as to remain a viable entity.  The following information applies to ABC.

 When the price of leather increased from $9 to $10 the quantity demanded decreased from 150 
units to 110 units. 

 (a) (i) List THREE determinants of price elasticity of demand. [3 marks]

  (ii) Calculate the price elasticity of demand (using the arc method) and interpret the 
results. [8 marks]

 (b) (i) Sketch and label the demand curve with which ABC Company Ltd is faced, showing 
revenue before and after the price change. [4 marks]

  (ii) Advise ABC Company Ltd on a decision that is in the best interest of the company.  
(Justify your answer.) [3 marks]

	 (c)	 (i)	 Define	the	term	‘consumer	surplus’.	 [2 marks]

  (ii) The government has decided to support the genuine cow leather industry by 
imposing	an	effective	price	floor	in	the	market.

   Using a well-labelled diagram, illustrate consumer surplus after the imposition of 
the	price	floor.	 [5 marks]

    Total 25 marks
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SECTION II

MODULE 2:  MARKET STRUCTURE, MARKET FAILURE AND INTERVENTION

Answer ONE question.

3. The table below shows the quantity of shoes, total cost, total revenue and marginal revenue for a 
shoe manufacturer. 

 Quantity  Total Total Marginal Marginal Average
 of Shoes Cost Revenue Cost Revenue Cost

 0 8 0   0

 1 9 8  8

 2 10 16  8

 3 11 24  8

 4 13 32  8

 5 19 40  8

 6 27 48  8

 7 37 56  8
 

 (a) (i) Copy the table into your answer booklet and complete it to show marginal cost 
and    average cost for each level of output. [7 marks]

  (ii) Use the completed table from (a) (i) above to plot the marginal cost, marginal 
revenue and average cost curves on the same diagram. [5 marks]

 (b) (i) With the aid of an example, explain the relationship between the marginal cost 
curve and the average cost curve. [5 marks]

	 	 (ii)	 Identify	the	market	structure	under	which	the	firm	operates.		(Justify	your	answer.)
    [3 marks]

 (c) Analyse how a particular characteristic of perfect competition ensures that, in the long-run, 
perfectly	competitive	firms	will	make	zero	profits.	 [5 marks]

    Total 25 marks
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4.	 (a)	 (i)	 Define	the	term	‘public	good’.	 [2 marks]

  (ii) Explain why public goods are usually provided by the government. [3 marks]
 
	 (b)	 (i)	 Define	the	term	‘externality’.	 [2 marks]

  (ii) a) Copy the diagram below into your answer booklet and label it to illustrate 
a negative production externality.    [4 marks]

   b) Use the completed diagram to explain how negative externalities lead to 
market failure. [4 marks]

  (iii) Outline THREE policies that the private sector can adopt in order to correct market 
failures. [6 marks]

  (c) Consider the market for used cars, where good quality cars and poor quality cars are traded.  
In this market, the sellers know the quality of the cars while buyers do not.

    
  (i) Identify the issue being described above. [1 mark]

	 	 (ii)	 Explain	how	the	issue	identified	in	(c)	(i)	above	leads	to	market	failure.	
    [3 marks]
   
    Total 25 marks
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SECTION III

MODULE 3: DISTRIBUTION THEORY

Answer ONE question.

5. (a) (i) Explain what is meant by the statement “The demand for all productive resources 
is a derived demand.” [2 marks]

	 	 (ii)	 Outline	TWO	factors	that	influence	EACH	of	the	following:	

   a) The demand for labour  [4 marks]

   b) The supply of labour [4 marks]

 (b) Blue Corp is a semiconductor chip manufacturer.  It operates in a perfectly competitive 
market	and	employs	the	least-cost	combination	of	inputs.		Blue	Corp’s	marginal	product	of	
labour is 28 chips per worker hour and the wage rate is $14 per hour; the marginal product 
of the machine is 60 chips per machine hour.

	 	 (i)	 State	the	‘least-cost	rule’. [2 marks]

  (ii) Use the least-cost rule to calculate the hourly rental price of a machine.
    [3 marks]

	 	 (iii)	 Assume	that	the	popularity	of	Blue	Corp’s	semiconductor	chips	has	decreased.		
With the aid of a well-labelled diagram, explain the effect of this decrease on the 
marginal revenue product curve for machine hours. [6 marks]

 (c) Outline TWO factors that can account for workers in some countries being more productive 
than workers in other countries. [4 marks]

    Total 25 marks
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6.	 (a)	 (i)	 Distinguish	between	‘relative	poverty’	and	‘absolute	poverty’.	 [4 marks]

  (ii) Outline TWO strategies that governments can employ to alleviate poverty. 
    [4 marks]

	 (b)	 (i)	 Given	that	Country	A	has	a	Gini	coefficient	of	0.61	and	Country	B	has	a	Gini			
coefficient	of	0.33,	draw	and	label	a	diagram	to	show	the	Lorenz	curve	for	both	
countries.  Indicate, on your diagram, the line of inequality. [5 marks]

	 	 (ii)	 Explain	the	concept	of	‘income	inequality’.	 [3 marks]

	 	 (iii)	 Compare	the	income	share	of	the	bottom	fifty	per	cent	of	the	population	of	Country	
A and Country B. [3 marks]

  (iv) Outline THREE measures that the government of the country with more inequality 
can use to narrow the gap between the two countries. [6 marks]

    Total 25 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1.	 (a)	 (i)	 Define	the	term	‘price	ceiling’. [2 marks]

  (ii) State the condition for an effective price ceiling. [1 mark]

	 	 (iii)	 Define	the	term	‘price	floor’.	 [2 marks]

	 	 (iv)	 State	the	condition	for	an	effective	price	floor.	 [1 mark]

  (v) Identify THREE problems that are likely to arise from the implementation of price    
ceilings	and	price	floors.	 [3 marks]

 (b) Consider the market for unskilled labour in your home country.

  (i) Using a suitable diagram, illustrate the market for unskilled labour.  On your 
diagram, indicate the equilibrium market wage and the equilibrium level of 
employment. [4 marks]

  (ii) Using the diagram from (b) (i) above, explain how the market for unskilled labour 
is affected by the implementation of an effective minimum wage.  On the diagram, 
indicate the minimum wage, the number of workers who are employed, and the 
number of workers who are unemployed.      [7 marks]

    Total 20 marks

 
2.  (a) State FOUR conditions which must be satisfied in a perfectly competitive labour 

market.              [4 marks]
    
  (b) Assume that there are only two jobs, teaching and engineering, and that the labour markets 

for both jobs are perfectly competitive.  Further, assume that teachers earn US $25 000 
per year while engineers earn US $50 000 per year.  

  Explain how the situation outlined above will affect BOTH markets in the longrun.
                [4 marks]

	 (c)	 The	table	on	page	3	displays	the	cost	and	revenue	data	used	by	a	firm	to	decide	how	much	
labour	to	hire	and	how	much	output	to	produce.		Assume	that	total	fixed	costs	(TFC)	is	
$50.  Use this information to answer the questions that follow.



Table showing cost and revenue data used by a firm

 Labour Output Marginal Wage Total Total Marginal
 (Units) (Q) Revenue Rate Variable Cost Cost
   ($) ($) Cost ($) ($) ($)

 0 0 3 15

 1 3 3 15

 2 8 3 15

 3 15 3 15

  (i) Copy the table into your answer booklet and complete it to show total variable 
cost, total cost and marginal cost. [5 marks]

	 	 (ii)	 Describe	the	type	of	market	in	which	the	firm	hires	labour.	 [3 marks]

	 	 (iii)	 At	the	profit	maximizing	level,	determine 

	 	 	 a)	 how	many	units	of	output	the	firm	will	produce	 [1 mark]

   b) how many units of labour will be hired [1 mark]

   c) an equation to show the relationship between labour and output. 
     [2 marks]

    Total 20 marks

3.		 Workers	 can	be	 categorized	 as	 unskilled,	 clerical,	 trades	 or	 professionals.	 	There	 exists	 clear	
contrasts among the wages of the different categories of workers. 

	 (a)	 Explain	the	concept	of	‘wage	differentials’.														 [3 marks]
    
  (b) One of the consequences of extreme wage differentials is poverty.  Outline THREE costs 

of poverty.                   [6 marks]

  (c) Assume that the government decides to employ strategies to alleviate poverty, state THREE 
economic	benefits	of	this	intervention.														 [3 marks]

    
  (d) Discuss TWO factors that may account for the differences in wages among the above 

mentioned categories of workers.                   [8 marks]

    Total 20 marks
END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: MODELS OF THE MACROECONOMY

Answer ONE question.

1.	 (a)	 Define	the	term	‘intermediate	good’.									 [2 marks]

 (b) (i) Explain why intermediate goods are NOT counted in the calculation of GDP. 
    [2 marks]

	 	 (ii)	 Define	the	term	‘value	added’.	 [2 marks]

 (c) The following information is given for the Oilandia economy.

 Items Amount ($ Millions)

 Wages and salaries  800

 Consumption expenditure 600

 Taxes 250

 Transfer payments 50

	 Profits	 200

 Investment  150

 Government spending 200

 Exports 300

 Imports 275

 Rents 75

 
  (i) a) State the formula for calculating gross domestic product (GDP) using the 

expenditure approach. [2 marks]

   b) Calculate the GDP for Oilandia, using the expenditure approach.
     [2 marks]

  (ii) a) Explain the income approach for calculating GDP. [3 marks]

   b) Calculate the GDP for Oilandia using the income approach. [3 marks]

	 (d)	 Describe	THREE	types	of	‘leakages’	from	the	circular	flow	of	an	economy.	 [9 marks]

     Total 25 marks
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2.	 (a)	 Define	the	following	macroeconomic	variables:							

  (i) Investment [2 marks]

  (ii) Interest rate  [2 marks]

	 (b)	 (i)	 Distinguish	between	‘savings’	and	‘consumption’.	 [4 marks]

	 	 (ii)	 With	the	use	of	an	example,	explain	the	term	‘marginal	propensity	to	consume’.
    [3 marks]

 (c) The following information relates to the aggregate expenditure (AE) for an economy.
  
   Consumption (C) = 100 + 0.8 Y
   Investment (I) = 200 
   Government spending (G) = 50
       
  (i) Calculate the equilibrium level of income. [3 marks]

  (ii) State the multiplier of the economy. [2 marks]

 (d)  Explain the following determinants of the variability of investment:      

  (i) Durability [3 marks]

  (ii) The accelerator [3 marks]

  (iii) Irregularity of innovation [3 marks]

    Total 25 marks
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SECTION II

MODULE 2: MACROECONOMIC PROBLEMS AND POLICIES

Answer ONE question.

3.	 (a)	 Define	EACH	of	the	following	concepts:							

  (i) Velocity of money [2 marks]

  (ii) Currency substitution [2 marks]

  (iii) Monetary transmission mechanism [2 marks]

 (b) Outline THREE reasons for holding money or THREE types of demand for money.
    [6 marks]

 (c) Assess how the Central Bank can use monetary policy to positively  impact  aggregate 
demand. [5 marks]

	 (d)	 Discuss	TWO	reasons	why	the	Central	Bank’s	policy	options	to	combat	inflation	may	
achieve only limited success.   [8 marks]

    Total 25 marks

4.	 (a)	 (i)	 Define	the	term	‘balanced	budget	multiplier’.	 [2 marks]

	 	 (ii)	 Explain	the	term	‘automatic	stabilizer’.	 [3 marks]

	 	 (iii)	 Identify	TWO	examples	of	automatic	stabilizers.	 [2 marks]

	 (b)	 Explain	how	government	borrowing	to	finance	fiscal	deficits	can	have	a	negative	impact	
on EACH of the following:       

	 	 (i)	 Inflation	 [3 marks]

  (ii) Domestic investment [3 marks]

  (iii) Domestic interest rates [3 marks]

	 (c)	 (i)	 Define	the	term	‘fractional	reserve	banking	system’.	 [2 marks]

	 	 (ii)	 With	 the	use	of	an	example,	describe	how	commercial	banks	use	a	 ‘fractional	
reserve	banking	system’	to	create	money.	 [7 marks]

 
    Total 25 marks
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SECTION III

MODULE 3: GROWTH, SUSTAINABLE DEVELOPMENT 
AND GLOBAL RELATIONS

Answer ONE question.

5.	 (a)	 Differentiate	between	‘economic	growth’	and	‘economic	development’. [4 marks]

 (b) Outline THREE determinants of economic growth. [6 marks]

	 (c)	 Explain	the	concept	‘human	development	index’. [3 marks]

 (d) Discuss THREE ways in which policymakers can enhance the wellbeing of society.
    [12 marks]

    Total 25 marks
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6.	 (a)	 (i)	 Distinguish	between	‘nominal	exchange	rate’	and	‘real	exchange	rate’.	
    [4 marks]

  (ii) Assume that the nominal exchange rate between Trinidad (TT) and Barbados (BBD) 
currency is TT $3 equivalent to BBD $1 and Barbados is the domestic country.  
Given that a bottle of wine costs TT $60 in Trinidad and BBD $20 in Barbados, 
calculate the real exchange rate. [2 marks]

  (iii) Assume that there is depreciation in the real exchange rate of the Jamaican dollar.  
State the effect on    

   a) the price of Jamaican goods relative to foreign goods [1 mark]

   b) Jamaican imports [1 mark]

   c) Jamaican exports. [1 mark]

 (b) Use the diagram below to explain the effect of an increase in demand for imported cars in 
Trinidad and Tobago on the demand for foreign exchange and the price of the TT dollar 
(nominal exchange rate).

    [4 marks]

	 (c)	 Discuss	TWO	 advantages	 and	ONE	 disadvantage	 of	 globalization	 on	 developing	
countries. [12 marks]

    Total 25 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1. (a) (i) Differentiate between ‘gross domestic product (GDP)’ and ‘gross national product 
(GNP)’. [4 marks]

  (ii) Identify THREE approaches used to measure GDP. [3 marks]

  (iii) State THREE reasons why GDP is NOT considered to be a complete measure of 
economic wellbeing. [3 marks]

	 (b)	 (i)	 Define	the	term	‘standard	of	living’.	 [2 marks]

  (ii) Discuss TWO ways in which an increase in income (or GDP) may negatively 
impact a country’s standard of living. [8 marks]

    Total 20 marks

 
2.		 (a)	 Define	EACH	of	the	following	terms:

  (i) Fiscal policy [2 marks]

  (ii) Monetary policy [2 marks]

  (iii) Economic development [2 marks]
    
  (b) Explain TWO ways in which government’s attempt to protect the environment can contribute 

to	a	budget	deficit.																 [6 marks]

 (c) Rapid expansion in housing and other development projects is likely to have negative 
impact on the environment.

  (i) Discuss ONE way in which monetary policy could contribute to the problem 
above. [4 marks]

	 	 (ii)	 Discuss	ONE	way	in	which	fiscal	policy	can	be	used	to	solve	the	problem.	
    [4 marks]

    Total 20 marks



3.	 (a)	 (i)	 Define	EACH	of	the	following	terms: 

   a) Economic growth [2 marks]

   b) Human development index (HDI) [2 marks]

  (ii) Identify the THREE main variables used in calculating the HDI. [3 marks]
    
  (b) Explain the relationship between ‘per capita income’ and ‘environmental quality’.    
    [3 marks]

	 (c)	 (i)	 Define	the	term	‘balance	of	payments’.	 [2 marks]

  (ii) Discuss TWO ways in which environmental degradation can negatively impact 
the balance of payments of countries whose main income earner is tourism.

    [8 marks]

    Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: METHODOLOGY – DEMAND AND SUPPLY

Answer ONE question.

Draw ALL diagrams neatly and carefully, and clearly label ALL axes and curves.

1. Table 1 shows the quantity of chocolate bars that Romain consumes in a given period of time, the 
total utility and marginal utility associated with the consumption of the chocolate bars.

TABLE 1

 Chocolate Bars Total Utility Marginal Utility

 0 0 

 1  20

 2 35

 3 47

 4  0

 5 45 
 

 (a) (i) Copy Table 1 into your answer booklet and complete it to show the total utility 
and the marginal utility derived from the consumption of 1 to 5 chocolate bars.

    [5 marks]
	 	 (ii)	 Define	EACH	of	the	following	terms:
 
   a) Total utility [2 marks]

   b) Marginal utility [2 marks]

   c) Law of diminishing marginal utility [2 marks]

  (iii) State the point at which Romain

   a) begins to lose satisfaction from his consumption of each additional chocolate 
bar [1 mark]

   b) maximizes his satisfaction from consuming chocolate bars. 
     [1 mark]
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 (b) Assume that the maximum amount that Romain is willing to pay for a chocolate bar is 
$5.00 and the current market price is $2.50.  At this price Romain is willing and able to 
purchase 6 chocolate bars.

	 	 (i)	 Define	the	term	‘consumer	surplus’. [2 marks]

	 	 (ii)	 Draw	Romain’s	demand	curve.			 [4 marks]

  (iii) On the demand curve in (b) (ii) above, shade and label the TOTAL consumer 
surplus. [2 marks]

	 (c)	 With	reference	to	marginal	utility	theory,	justify	the	shape	of	Romain’s	demand	curve	for	
chocolate bars. [4 marks]

    Total 25 marks
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2. The following equations are for the demand and supply curves in the market for pens.

  Demand: Q
d
 = 20 – 2P

  Supply: Q
s
 = 5 + 3P,

 where Q
d
 is the quantity demanded, Q

s
 is the quantity supplied, and P is the price per pen, in dollars.

	 (a)	 (i)	 Define	the	term	‘market	equilibrium’.	 [2 marks]

  (ii) Copy Table 2 into your answer booklet and complete it to show the quantity of 
pens demanded and the quantity supplied.

TABLE 2

 Price per Unit Quantity Demanded Quantity Supplied

 1

 2

 3

 4
     [5 marks]

  (iii) Use the information from the completed Table 2 to draw a diagram that shows
 
   a) the demand curve and supply curve for pens [3 marks]

   b) the equilibrium price and quantity. [2 marks]
 
  (iv) a) If the government sets a price of $2 per pen, state the name of this type of 

intervention. [1 mark]

   b) Explain, giving details, the market outcome at this price.        [3 marks]

	 (b)	 In	an	effort	to	balance	the	budget,	the	government	has	decided	to	apply	a	specific	tax	of	
$1 per pen levied on the producer.

  (i) Illustrate this change on the diagram in (a) (iii) above.      [5 marks]

  (ii) Analyse the total welfare effect (consumer surplus, producer surplus, government 
revenue and deadweight loss) of the tax.  Refer to the diagram in (b) (i) above to 
support your analysis.    [4 marks]

     
 Total 25 marks
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SECTION II

MODULE 2:  MARKET STRUCTURE, MARKET FAILURE AND INTERVENTION

Answer ONE question.

 
3.	 (a)	 (i)	 a)	 Define	the	term	‘price	discrimination’.	 [2 marks]

	 	 	 b)	 Outline	ONE	form	of	price	discrimination	that	may	be	used	by	a	firm.	
     [2 marks]

  (ii) Outline TWO conditions that are necessary for price discrimination. [4 marks]

	 	 (iii)	 Explain	ONE	reason	why	a	firm	would	opt	to	apply	price	discrimination.	
    [3 marks]

 (b) List TWO types of market structures that exist in CARICOM and give one example of 
EACH.  [4 marks]

	 (c)	 (i)	 Illustrate,	using	a	diagram,	the	profit	maximizing	output	and	price	for	a	monopolistic	
firm. [6 marks]

	 	 (ii)	 Analyse	why	a	perfectly	competitive	firm	is	more	efficient	than	a	monopolistic	
firm.	 [4 marks]

    Total 25 marks

4.	 (a)	 Define	EACH	of	the	following	terms:

  (i) Market failure [2 marks]

	 	 (ii)	 Pareto	efficiency	 [2 marks]
 
	 	 (iii)	 Productive	efficiency	 [2 marks]
   
 (b) (i) State THREE reasons why the competition or regulatory authorities may prevent 

a merger of TWO major companies in an industry.  [3 marks]

  (ii) Explain how EACH of the following types of goods contributes to market failure, 
stating an example of EACH.

   a) Public  [4 marks]

   b) Merit [4 marks]

 (c) Discuss TWO measures used by governments to correct market failure. [8 marks]
   
    Total 25 marks



SECTION III

MODULE 3: DISTRIBUTION THEORY

Answer ONE question.
 

5.	 (a)	 (i)	 Define	the	term	‘wage	differentials’. [2 marks]

  (ii) Identify TWO factors that may cause imperfections in the labour market on the
 
   a) demand side [2 marks]

   b) supply side.  [2 marks]
 
	 (b)	 (i)	 Distinguish	between	‘geographical	mobility’	and	‘occupational	mobility’.		 
    [4 marks]

  (ii) Discuss TWO effects of labour mobility on wages across different CARICOM 
territories. [8 marks]

 (c) Using a well-labelled diagram, analyse the effect of a monopoly trade union in determining 
wages and the level of employment under perfect competition. [7 marks]

    Total 25 marks

6.	 (a)	 (i)	 Explain	the	concept	of	‘income	inequality’.	 [3 marks]

  (ii) Identify THREE measures used to reduce income inequality. [3 marks]

 (b) (i) List TWO ways of measuring poverty.   [2 marks]

  (ii) Explain THREE economic costs of poverty. [9 marks]
    
 (c) The main aim of the Millennium Development Goals is to alleviate poverty.  In support of 

this aim most governments in CARICOM have expended millions of dollars in resources 
to attempt to alleviate poverty.

	 	 Assess	TWO	economic	benefits	of	this	expenditure	by	CARICOM	governments.	
    [8 marks]
    
    Total 25 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1.	 (a)	 (i)	 Define	the	term	‘law	of	diminishing	returns’.	 [2 marks]

	 	 (ii)	 Distinguish	between	‘economies	of	scale’	and	‘diseconomies	of	scale’.	
    [4 marks]

  (iii) Explain ONE factor that determines

   a) economies of scale [3 marks]

   b) diseconomies of scale. [3 marks]

	 (b)	 (i)	 Define	the	term	‘supply	schedule’.	 [2 marks]

  (ii) Identify TWO determinants of supply.   [2 marks]
    
		 (c)	 The	insurance	and	banking	sectors	 in	 the	Caribbean	are	said	 to	display	‘economies	of	

scale’.		Explain	why	this	may	be	true.	 [4 marks]

    Total 20 marks

2. (a) (i)  Identify THREE basic features of EACH of the following concepts relating to 
market structure:

   a) Perfect competition [3 marks]

   b) Monopolistic competition [3 marks]

   c) Monopoly [3 marks]

  (ii) Determine which of the above market structures is usually best for consumers.
    [1 mark]
 
 (b) The banking sector in most Caribbean countries is often described as oligopoly.  State 

FOUR features of the sector that supports this view of the banking sector.   [4 marks]
    
  (c) Explain TWO negative consequences, for consumers, that can result from an oligopolistic 

market structure of the banking sector. [6 marks]
 
    Total 20 marks



3.	 (a)	 (i)	 Define	the	term	‘income	inequality’. [2 marks]

  (ii) List TWO measures of income inequality. [2 marks]

  (iii) Identify TWO ways by which poverty is measured. [2 marks]
    
		 (b)	 Explain	TWO	ways	in	which	an	efficient	banking	sector	can	contribute	to	poverty	reduction	

in your country. [6 marks]
    
  (c) Discuss TWO ways by which a non-competitive banking sector can contribute to greater 

poverty OR income inequality. [8 marks]

    Total 20 marks

    

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: MODELS OF THE MACROECONOMY

Answer ONE question.

1.	 (a)	 (i)	 Define	the	term	‘gross	domestic	product	(GDP)’. [2 marks]

  (ii) Explain why certain final goods and services are NOT included in the measurement 
of GDP. [3 marks]

	 	 (iii)	 Explain	why	 economists	 use	 ‘real	GDP’	 rather	 than	 ‘nominal	GDP’	 to	 gauge	
economic wellbeing. [3 marks]

 (b) Consider the data on GDP presented in Table 1. 

TABLE 1

 Year	 Nominal	GDP	 Real	Potential	GDP	 GDP	Deflator
	 	 (millions)	 (2005	dollars)	 (base	year	=	2005)

 2013 9 269 7 730 113

 2014 9 873 10 145 118

  N.B.	For	this	question,	round	all	numerical	answers	to	one	decimal	place.

  (i) Calculate real GDP in 2013 and 2014, respectively. [4 marks]

  (ii) Calculate the growth (in percentage terms) of nominal GDP between 2013 and 
2014. [2 marks]

  (iii) Calculate the growth (in percentage terms) of the real GDP between 2013 and 
2014. [2 marks]

	 	 (iv)	 Explain	the	difference	between	‘the	growth	of	nominal	GDP’	and	‘the	growth	of	
real	GDP’. [3 marks]

  (v) Calculate the output gap (in percentage terms) in 2013 and in 2014, respectively.
    [4 marks]

	 	 (vi)	 State	whether	the	output	gap	was	recessionary	or	inflationary	in	2013	and	2014,	
respectively. [2 marks]

	 	 	 	 	 Total	25	marks
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2. (a) (i) Identify the most important determinant of consumer spending and personal saving.
    [1 mark]

	 	 (ii)	 Define	EACH	of	the	following	terms:

   a) Marginal propensity to consume (MPC)  [2 marks]

   b) Marginal propensity to save (MPS)  [2 marks]

  (iii) Describe the relationship between MPC and MPS. [2 marks]
   
 (b) Use the following information to answer Parts (i) and (ii).

   
Consider the Keynesian consumption function:
  
 C = 2000 + 0.8 (Y–T)

where  C = personal consumption

 Y = personal income

 T = income taxes

Also, suppose Y = 40 000 and T = 0.25Y.

  (i) Calculate
 
   a) the average propensity to consume (APC) [2 marks]

   b) the average propensity to save (APS). [3 marks]

  (ii) Calculate the multiplier and interpret its value. [4 marks]

	 (c)	 Distinguish	between	the	‘investment	demand	curve’	and	the	‘investment	curve’.
    [4 marks]

 (d) (i) Using the accelerator model of investment, calculate the change in investment if 
firms	desire	to	hold	25%	of	output	as	inventory	and	output	falls	by	$500	million.

    [3 marks]

	 	 (ii)	 Calculate	the	change	in	investment	if	firms’	desire	to	hold	inventories	rise	to	30%,	
with all else remaining constant. [2 marks]

	 	 	 	 	 Total	25	marks
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SECTION II

MODULE 2: MACROECONOMIC PROBLEMS AND POLICIES

Answer ONE question.

3.	 (a)	 (i)	 Define	EACH	of	the	following	terms:

	 	 	 a)	 National	budget	deficit	 [2 marks]

   b) National debt  [2 marks]
   
  (ii) State FOUR causes of national debt. [4 marks]

 (b) (i) Explain why the size of national debt is commonly expressed as a ratio to GDP.
    [3 marks]

  (ii) Evaluate the statement “public debt is a burden on future generations”.
    [4 marks]

 (c) Table 2 shows government spending and tax revenue for a hypothetical economy over a 
four-year	period.		All	figures	are	in	millions.

TABLE 2

 Year	 Government	 Tax		 Budget	 Deficit/Surplus/Neither
	 	 Spending	 Revenue	 Balance

	 1	 $800	 $825

	 2	 $850	 $850

	 3	 $900	 $875

	 4	 $950	 $900

  (i) Copy Table 2 into your answer booklet and complete it to show the budget balance 
indicating	whether	it	is	a	deficit,	surplus	or	neither. [8 marks]

  (ii) Calculate the public debt in this economy over the four-year period. [2 marks]

	 	 	 	 	 Total	25	marks
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4.	 (a)	 (i)	 Define	the	term	‘fiscal	policy’.	 [2 marks]

	 	 (ii)	 Explain,	using	TWO	examples,	the	term	‘automatic	stabilizers’.	 [5 marks]

	 	 (iii)	 Distinguish	between	 ‘discretionary	fiscal	 policy’	 and	 ‘non-discretionary	fiscal	
policy’.	 [4 marks]

 (b) Analyse how monetary policy can be used to address  

   (i) the problem of recession or slow growth  [4 marks]

	 	 	(ii)		 inflation.	 [4 marks]

	 (c)	 (i)	 Define	the	term	‘stagflation’.	 [2 marks]

	 	 (ii)	 With	the	use	of	a	labelled	Phillips	curve,	explain	how	the	use	of	fiscal	and	monetary	
policies	to	solve	problems	of	inflation	and	unemployment	can	further	compound	
the problems. [4 marks]

 
	 	 	 	 Total	25	marks
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SECTION III

MODULE 3: GROWTH, SUSTAINABLE DEVELOPMENT 
AND GLOBAL RELATIONS

Answer ONE question.

5. (a) Table 3 shows data on income and population differences among groups of countries for 
2013.  Use this information to answer the following questions.

TABLE 3

 1 2 3 4

 Income	Groups		 GDP	 World	GDP		 World
	 by	GDP	per	capita	 (US	$	million)	 (%)	 Population
	 (2013)	 	 	 (%)

 Low 2 278 000  60
	 ($1	350	or	less)

 Lower-Middle 3 228 000  17
	 ($1	351–$5	390)

 Upper-Middle 3 674 000  8
	 ($5	391–$16	710)

 High 36 594 000  15
	 ($16	711	or	more)

 World 45 774 000 100 100

  (i) Copy Table 3 into your answer booklet and complete it by calculating the percentage 
of World GDP earned by EACH income group.  Round	your	answers	to	one	
decimal	place.	 [4	marks]

  (ii) List FOUR factors which could explain the inequality in income amongst all groups 
in the table. [4 marks]

  (iii) Identify the income group in which the majority of CARICOM countries fall and 
state TWO structural peculiarities of CARICOM countries which might justify 
them being in that group. [3 marks]

  (iv) Outline THREE implications for CARICOM economies that might result from 
the	structural	peculiarities	identified	in	(a)	(iii)	above.	 [6 marks]

	 (b)	 Discuss	ONE	benefit	of	economic	growth	and	ONE	cost	of	economic	growth.	
    [8 marks]

	 	 	 	 Total	25	marks
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6. (a) (i) Identify THREE factors which may affect the levels of imports and exports of a 
country. [3 marks]

  (ii) Explain EACH of the following concepts:

   a) Comparative advantage  [3 marks]

   b)  The effects of foreign exchange earnings on small open economies  
  [3 marks]

	 (b)	 (i)	 Define	the	term	‘protectionism’.	 [2 marks]

	 	 (ii)	 Discuss	the	infant	industry’s	argument	for	protection.	 [4 marks]

	 (c)	 (i)	 Define	‘trade	liberalization’.	 [2 marks]

	 	 (ii)	 Discuss	TWO	benefits	of	trade	liberalization.	 [8 marks]
    
  	 	 Total	25	marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1.	 (a)	 (i)	 Define	EACH	of	the	following	terms:

   a) Consumption function [2 marks]

   b) Autonomous consumption [2 marks]

  (ii) Identify THREE non-income determinants of consumption. [3 marks]
    
  (b) Outline TWO ways in which Internet shopping can have a negative impact on the gross 

domestic product (GDP) of a country. [4 marks]
    
  (c) The rapid expansion of Internet shopping is a relatively new development in the Caribbean.  

Discuss THREE ways in which this trend can contribute positively to raising the country’s 
standard of living or GDP. [9 marks]

    Total 20 marks

2.	 (a)	 (i)	 Define	EACH	of	the	following	terms:

   a) Monetary transmission mechanism [2 marks]

   b) Monetary policy [2 marks]

  (ii) Identify TWO types of money.  [2 marks]

  (iii) State THREE functions of money. [3 marks]

  (iv) State THREE desirable properties of money. [3 marks]
    
  (b) Assess how Caribbean governments’ tax revenue can be affected by increasing amounts 

of online shopping by residents. [4 marks]

 (c) Assess how monetary policy can be used to reduce the amount of online shopping, given 
that most online purchases are done using credit cards. [4 marks]

    Total 20 marks



3.	 (a)	 (i)	 Define	EACH	of	the	following	the	terms: 

   a) Exchange rate [2 marks]

   b) Balance of payments [2 marks]

  (ii) Identify THREE main types of exchange rates. [3 marks]
    
		 (b)	 Outline	TWO	reasons	why	a	‘free-floating	exchange’	is	argued	to	be	better	than	a	‘fixed	

exchange’.     [4 marks]

  (c) Many Caribbean countries no longer have control of their exchange rate, hence people are 
free to shop online without restriction.    

  Explain THREE ways by which increased online shopping can negatively impact the 
balance of payments of such countries.  [9 marks]

    Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: METHODOLOGY – DEMAND AND SUPPLY

Answer ONE question.

Draw ALL diagrams neatly and carefully, and clearly label ALL axes and curves.

1. (a) Define	EACH	of	the	following	terms:

(i) Normal good [2 marks]

(ii) Inferior good [2 marks]

(iii) Giffen good [2 marks]

(b) Explain EACH of the following approaches to understanding consumer behaviour:

(i) Ordinalist [3 marks]

(ii) Cardinalist (marginalist) [3 marks]

(c) Discuss, with the aid of diagrams, the ordinal approach to the derivation of the demand 
curve.  [13 marks]

Total 25 marks

2. (a) Define	EACH	of	the	following	terms:

(i) Total product [2 marks]

(ii) Average product [2 marks]

(iii) Marginal product [2 marks]

(b) Explain EACH of the following terms in the context of the manufacture of electric fans:

(i) The law of diminishing returns [3 marks]

(ii) The concept of the short-run   [3 marks]

(c) Assess, with the aid of a diagram showing the three stages of production, the ideal 
production stage for electric fans. [13 marks]

Total 25 marks
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Write the answer to the question you have chosen to answer in Section I here.
Remember to write the question number in the box provided below.
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........................................................................................................................................................................
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Question No.  continued
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SECTION II

MODULE 2:  MARKET STRUCTURE, MARKET FAILURE AND INTERVENTION

Answer ONE question.

3. (a) Identify	THREE	goals	of	a	firm.	 [3 marks]

(b) Explain EACH of the following measures of industrial concentration:

(i)	 Four	firm	concentration	ratio	 [3 marks]

(ii)	 The	Herfindahl–Hirschman	Index	 [3 marks]

(c) (i) Outline TWO key features of the oligopolistic market structure. [4 marks]

(ii)	 Assess	how	any	ONE	of	the	two	features	mentioned	in	(c)	(i)	above	can	influence	
the mobile phone industry. [4 marks]

(d) Discuss, with the aid of the kinked demand curve (label elastic and inelastic portions),  the 
pricing	and	output	decision	of	the	oligopolistic	firm.	 [8 marks]

Total 25 marks

4. (a) Identify THREE characteristics of the perfectly competitive market structure. 
[3 marks]

(b) Suggest TWO reasons why the perfectly competitive market structure is considered the 
most	efficient	market	structure.	 [6 marks]

(c) Compare, with the aid of a diagram, the pricing and output decision of the perfectly 
competitive	firm	and	the	monopolist.	 [8 marks]

(d) (i) Explain how market failure is caused by a monopolist. [3 marks]

(ii) Assess governments’ response to market failure caused by monopolies. 
[5 marks]

Total 25 marks
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Write the answer to the question you have chosen to answer in Section II here.
Remember to write the question number in the box provided below.

Question No.  
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Question No.  continued
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Question No.  continued
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Question No.  continued
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Question No.  continued
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SECTION III

MODULE 3: DISTRIBUTION THEORY

Answer ONE question.

5. (a) Draw a labour market diagram, and show on your diagram how EACH of the following 
events will affect the equilibrium wage and level of employment:

(i) A surge of migrants into the country [5 marks]

(ii) World demand for tourism increases [5 marks]

(b) The following table shows the number of belts that can be produced daily by a given 
number of workers.  One belt sells for $70 and the daily wage is $500.

Number of Output Marginal Value of
Workers Product Marginal Product

1 25

2 45

3 60

4 72

5 80

6 85

(i) Copy and complete the table to show the marginal product and the value of the 
marginal product. [6 marks]

(ii)	 Sketch	the	firm’s	labour	demand	curve.	 [3 marks]

(c) (i) Determine the number of workers who will be hired if the government sets a 
minimum wage of $1000 per day. [3 marks]

(ii) Justify the manager’s employment of FIVE workers per day in the manufacture 
of belts. [3 marks]

Total 25 marks
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6. (a) Define	EACH	of	the	following	terms:

(i) Income inequality [2 marks]

(ii) Poverty [2 marks]

(b) (i) Outline THREE factors that could contribute to poverty. [6 marks]

(ii) Critique the human development index (HDI) as a measure of poverty.
[3 marks]

(c) Justify, with the aid of diagrams, why a legal minimum wage will alleviate poverty in a 
monopsonic labour market but not in a perfectly competitive labour market.

[12 marks]

Total 25 marks
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Write the answer to the question you have chosen to answer in Section III here.
Remember to write the question number in the box provided below.

Question No.  

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................
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Question No.  continued
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Question No.  continued

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

........................................................................................................................................................................



- 22 -

‘‘*’’Barcode Area”*”
Sequential Bar Code

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A
D

O
 N

O
T 

W
R

IT
E

 IN
 T

H
IS

 A
R

E
A

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A 
 

02116020/CAPE 2016

Question No.  continued
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IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1. (a) Outline THREE reasons why people migrate.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[6 marks]

(b) (i) Explain the concept of scarcity. 

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
 [3 marks]

(ii) Explain how immigration (inward migration) can affect the scarcity of resources 
in a country.

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[3 marks]
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(c)	 Assume	that	there	is	a	large	influx	of	highly	skilled	workers	into	the	region	and	all	resources	
are	being	used	efficiently.		

Analyse, with the aid of a production possibilities frontier (PPF) diagram, the impact of 
this movement on the health services and agricultural sector.

   Draw your diagram here

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[8 marks]

Total 20 marks
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2. (a) Define	EACH	of	the	following	terms:	

(i) Market failure

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(ii) Externality 

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(b) Outline TWO negative externalities and TWO positive externalities that may be caused 
by immigration.

Negative:	.............................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

Positive:	...............................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[8 marks]
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(c) Assess TWO corrective measures that governments might take to correct the market failure 
that results in the under-consumption of tertiary education.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[8 marks]

Total 20 marks
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3. (a) Define	EACH	of	 the	 following	 terms:	

(i) Wage differentials 

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(ii) Compensating wage differentials

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]
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(b) Explain how the migration of unemployable people might affect the redistribution of 
income in 

(i) the home country (country of origin)

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[3 marks]

(ii) the host country (country migrated to).

.................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[3 marks]
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(c) Discuss, with the aid of diagrams, the effect of inward migration on the narrowing of the 
wage gap between the home (low-wage) country and the host (high-wage) country.

   Draw your diagrams here
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..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[10 marks]

Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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SECTION I

MODULE 1: MODELS OF THE MACROECONOMY

Answer ONE question.

1. (a) (i)	 Define	the	term	‘equilibrium	level	of	output’.	 [2 marks]

(ii) Outline TWO factors that could account for the volatility of investment spending.
[4 marks]

(b) Differentiate between the ‘investment curve’ and the ‘investment demand curve’ for an 
economy. [4 marks]

(c) Table 1 shows the expected rate of return and the volume of investment, in millions, for 
a country. 

TABLE 1

Expected Rate of Return Volume of Expected Investment
of Return (millions) 

(%) ($)

11 55

10 75

8 90

5 125

3 150

1 190

(i) Explain why the information in Table 1 essentially describes an investment demand 
curve.  [3 marks]

(ii) Using the information in Table 1, graph the investment demand curve. 
[4 marks]

(d) Discuss TWO ways in which businesses adjust their level of inventory investment if the 
level of GDP is in disequilibrium. [8 marks]

Total 25 marks
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2. (a) Describe the relationship between the marginal propensity to consume (MPC) and marginal   
propensity to save (MPS).  [2 marks]

(b) Table 2 shows the levels of GDP (disposable income) and savings in an economy.  

TABLE 2

GDP (Disposable Income) Consumption Savings APC
($) ($)

480 –8

520 0

560 8

600 16

640 24

680 32

720 40

760 48

800 56

Copy and complete Table 2 to show the ‘consumption’ and the ‘average propensity to 
consume’ (PPC).

[6 marks]

(c) (i) From your completed Table 2, draw ONE graph to show the consumption schedule 
and ONE graph to show the saving schedule. [8 marks]

(ii) Determine the break-even level of income. [1 mark]

(d) Discuss TWO ways in which the economy adjusts withdrawals if the level of GDP is in 
disequilibrium. [8 marks]

Total 25 marks



- 6 -

GO ON TO THE NEXT PAGE
02216020/CAPE 2016

‘‘*’’Barcode Area”*”
Sequential Bar Code

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A
D

O
 N

O
T 

W
R

IT
E

 IN
 T

H
IS

 A
R

E
A

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A 
 

Write the answer to the question you have chosen to answer in Section I here.
Remember to write the question number in the box provided below.

Question No.  

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................
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Question No.  continued

........................................................................................................................................................................
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SECTION II

MODULE 2: MACROECONOMIC PROBLEMS AND POLICIES

Answer ONE question.

3. (a) (i)	 Define	the	term	‘inflation’	and	state	how	it	is	measured.	 [3 marks]

(ii)	 State	FOUR	challenges	in	measuring	inflation	accurately.	 [4 marks]

(b)	 Differentiate	between	‘cost-push	inflation’	and	‘demand-pull	inflation’.	 [4 marks]

(c)	 Describe	TWO	ways	in	which	inflation	impacts	a	country’s	balance	of	payments.
[6 marks]

(d)	 Discuss	ONE	positive	and	ONE	negative	effect	of	inflation	on	an	economy.
[8 marks]

Total 25 marks

4. (a) (i) State THREE functions of money. [3 marks]

(ii) Outline TWO motives for holding money. [4 marks]

(b)	 Explain	TWO	ways	in	which	the	fluctuating	value	of	money	affects	an	economy.
[6 marks]

(c) Outline TWO ways in which a surplus of money affects the money market. [4 marks]

(d) The widespread use of credit cards has resulted in huge debts as people spend far more 
than they earn.  Discuss TWO potential economic consequences of a large increase in 
consumer spending. [8 marks]

Total 25 marks
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Write the answer to the question you have chosen to answer in Section II here.
Remember to write the question number in the box provided below.

Question No.  

........................................................................................................................................................................

.......................................................................................................................................................................
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Question No.  continued
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SECTION III

MODULE 3: GROWTH, SUSTAINABLE DEVELOPMENT 
AND GLOBAL RELATIONS

Answer ONE question.

5. (a) Explain	what	is	meant	by	a	‘current	account	deficit’. [3 marks]

(b) Explain TWO ways in which Caribbean countries could improve performance on their    
current account. [6 marks]

(c) Outline TWO ways in which EACH of the following policies may be used to correct 
balance of payments disequilibrium.

(i) Expenditure-switching [4 marks]

(ii) Expenditure-reducing [4 marks]

(d)	 Discuss	ONE	positive	and	ONE	negative	effect	of	a	current	account	deficit	on	a	country.
[8 marks]

Total 25 marks

6. (a) (i) Explain the theory of comparative advantage. [3 marks]

(ii) Describe the trade patterns in the Caribbean. [2 marks]

(b) Describe TWO advantages and TWO disadvantages of regional trading groups, such as 
North American Free Trade Agreement (NAFTA). [12 marks]

(c)	 Discuss	the	effectiveness	of	devaluation	and	quota	policies	in	addressing	trade	deficits.
[8 marks]

Total 25 marks



- 18 -

GO ON TO THE NEXT PAGE
02216020/CAPE 2016

‘‘*’’Barcode Area”*”
Sequential Bar Code

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A
D

O
 N

O
T 

W
R

IT
E

 IN
 T

H
IS

 A
R

E
A

D
O

 N
O

T 
W

R
IT

E
 IN

 T
H

IS
 A

R
E

A 
 

Write the answer to the question you have chosen to answer in Section III here.
Remember to write the question number in the box provided below.

Question No.  

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................
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.......................................................................................................................................................................
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Write the answer to the question you have chosen to answer in Section III here.
Remember to write the question number in the box provided below.

Question No.  

........................................................................................................................................................................

.......................................................................................................................................................................

........................................................................................................................................................................

.......................................................................................................................................................................
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END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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Answer ALL questions.

1. (a) (i) Outline THREE incentives that encourage persons to enter the underground 
economy.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[6 marks]

(ii) Identify TWO examples of activities that usually take place in the underground 
economy.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(iii) List FOUR characteristics of enterprises in the underground economy.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]
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(b) Discuss the use of official GDP data to analyse an economy with a large underground 
economy.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[4 marks]

(c) Analyse the likely impact of the underground economy on government spending/investment.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[4 marks]

Total 20 marks
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2. (a) (i) Define the term ‘labour force’.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(ii) Identify THREE factors that determine the size of a country’s labour force.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[3 marks]
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(b) (i) State FOUR challenges that governments face in trying to produce accurate 
unemployment statistics.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]

(ii) Explain how the unemployment rate is calculated.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[3 marks]
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(c) (i) Analyze the impact of an increase in official unemployment on the underground 
economy.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]

(ii) Analyze why the size of the underground economy may not decline even if the 
official economy is growing.

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]
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3. (a) Define EACH of the following:

(i) Economic growth

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(ii) Economic development

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[2 marks]

(b) Describe TWO structural characteristics of Caribbean economies which may help to explain 
why they have substantial underground economies.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[4 marks]
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(c) It is said that workers in the underground economy in many countries experience higher 
levels of poverty.  

Discuss EACH of the following strategies used by government to reduce poverty:

(i) Provision of free or subsidized education

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]

(ii) Provision of free or subsidized health care

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................

 .................................................................................................................................
[4 marks]
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(d) Discuss how the underground economy may contribute to the development of ‘Third 
World’ (developing) countries.

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
[4 marks]

Total 20 marks

END OF TEST

IF YOU FINISH BEFORE TIME IS CALLED, CHECK YOUR WORK ON THIS TEST.
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