
Economic development 
Multiple Choice Questions and Answers ( O level )  

Question 1  

The table shows the percentage change in employment over a period for a country with three 

economic sectors. 
 

economic change in 

sector employment (%) 

  

agriculture –6 

manufacturing +2 

services +4 

 

What could be concluded from this information? 

A Agricultural output fell. 
 

B The country became more developed. 
 

C The working population stayed constant. 
 

D Total employment remained the same. 
 

February 2018 AnswerB 

Question 2  

Developing countries often wish to prevent the population in rural areas moving to the towns. 

Investment grants are given to companies if they set up their businesses in rural areas. 
 

What is this policy intended to achieve?  

A decreased government expenditure  

B decreased transport costs 

C increased economies of  scale         

D increased use of labour 

March 2017 Answer D 

 



 

Question 3  

Which combination of changes in national output and population would cause an increase in 

GDP per head? 
 

 national output population 

   

A decrease by 4% unchanged 

B decrease by 5% decrease by 6% 

C increase by 3% increase by 5% 

D unchanged increase by 2% 
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Question 4 

The population structure of many developed countries is changing. Birth rates are low, those 

over 65 are living longer and the working population (16-65 years) is a smaller proportion of 

the total population. 
 

What is the most likely consequence of this changing structure? 

A Economic migrants make up shortages in the working population. 

B Overall the standard of living is gradually falling. 

C  The population is healthier and needs less medical care. 

 

D  The ratio of those under 16 dependent on the working population is rising. 
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Differences in economic development between countries 

Question 1 

A country has the highest GDP per head in the world. 
 
What is this information most likely to suggest about the 

country?  

A It has the world’s biggest economy. 

B It has the world’s fastest economic growth rate.  

C It has the world’s greatest size of population.  

D It has the world’s highest standard of living 

February 2019 Answer D 

 

Question 2 

All countries need to produce food. 
 

Which type of agriculture would make the best use of the resources of developing and 

developed economies? 

 

 developing developed 

   

A capital-intensive capital-intensive 

B capital-intensive labour-intensive 

C labour-intensive capital-intensive 

D labour-intensive labour-intensive 
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Question 3 

What is a common feature of developed 

countries?  

A a high fertility rate 

B a low population  

C high net emigration  

D low birth rates 

February 2018 Answer D 

 

Question 4 

The table shows data for four countries in 2006. 
 

   percentage of 

birth  life expectancy computers per labour force 

 (years) 100 population employed in rate 

   agriculture  

     

Bangladesh 64.1 1.2 66 24.8 

Egypt 71.3 3.7 27 24.2 

India 64.8 1.5 60 23.0 

Pakistan 65.6 1.6 42 27.2 

 

On the basis of the information given, what is the likely ranking order of the four countries 

in terms of development, starting from the most developed to the least developed? 

 

A Bangladesh → India → Pakistan → Egypt 
 

B Egypt → Pakistan → India → Bangladesh 
 

C India → Egypt → Bangladesh → Pakistan 
 

D Pakistan → Bangladesh → Egypt → India 
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Question 5 

 
The table shows the percentage of the working population in different sectors in three 
countries. 
 

country agriculture (%) manufacturing (%) services (%) 

    

Iran 38 33 29 

Nepal 93 2 5 

UK 2 42 56 

 

What can be concluded from the table? 

What can be concluded from the table? 

 

A Iran has fewer people working in the secondary sector than the UK. 

 

B Nepal is a developed economy. 

 

C  The tertiary sector is more developed in Iran than in Nepal. 
 

D The UK is dependent on the primary sector. 
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Question 6 

What is included in the Human Development Index (HDI) of a 

country?  

A level of net immigration 

B life expectancy at birth  

C population size 

D  rate of population growth 
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Question 7 

A developing country starts to show increases in economic 

growth. What is most likely to occur? 

 

A  a reduction in imports 

 

B a reduction in the number of doctors per capita 

 C an increase in absolute poverty 

D  an increase in incomes 

 

Answer D February  2019 

 

Question 8 

 

A country’s minister for agriculture said 
 

“the biggest challenge the country faces is to develop irrigation so that we are not at 

the mercy of the weather for crucial export earnings”. 

 

Which type of country is this most likely to be? 

 

a) developed, exporting manufactured goods 
 

b) developed, exporting services 
 

c) developing, exporting primary commodities 
 

d) developing, exporting services 
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Government and the macroeconomy 

The role of government 

19 Which type of business is always in the public sector? 

A monopoly 

B multinational corporation 

C public corporation 

D  public limited company 

 

February/March 2019AnswerC 

 

What is not a public sector expenditure? 
A  claims paid on travel insurance for cancelled flights 

 

B  collections of rubbish by a local council to meet regulations on recycling waste 

 

C grants from central funds to compensate people whose property has been damaged by storms 

 

D  the establishment of a national database to assist the police in finding criminals 
 

 

17 Which combination of changes in a government’s budget will lead to greater income inequality? 
 

 

direct taxes indirect taxes 

health and 

 

education spending    

    

A decrease decrease increase 

B decrease increase decrease 

C increase decrease decrease 

D increase increase increase 

 

February/March 2018AnswerB 
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The macroeconomic aims of government# 



Fiscal policy 

20 Which pair of government actions combines a fiscal policy with a supply-side policy? A 

changing government spending with changing interest rates 

B cutting tax rates with providing information on job vacancies C 

limiting bank lending with the privatisation of industry 

D  restricting credit with less control over labour markets 

February/March 2018AnswerB 

16 What is an example of an expansionary fiscal 

policy? A decreased budget deficit 

B  higher interest rates 

 

C increased money supply 

D reduced tax rates 

February/March 2019AnswerD 

 

 

Taxes 

 

17 Which statement describes a progressive tax? 
 

A a tax that has a higher percentage rate as income rises B a 

tax that increases government income over time 

C a tax that places an increasing burden on the poor D a 

tax that rises in line with the rate of inflation 

February/March 2018AnswerA 

 

 

18 The Indian government uses direct and indirect taxation. 

Which is a direct tax? 

 

A corporate (profits) tax  

B customs duty 



C goods and services tax  

D petrol tax 

March 2017 Answer  

A 

 

March 2017 Answer  

A 

19 A worker earns $60 000 a year and pays 25% income tax. He spent $2000 on furniture and 

$5000 on a computer and paid 20% sales tax on each. 
 

How much indirect tax did he pay? 

 

A $1000 B $1400 C $15 000 D $16 400 

 

March 2017 Answer  

B 

 

Subsidy 

15 A government believes that consumption of a certain good will be of benefit to society. 

Which policy is most likely to encourage producers to increase their output of that 

good? A an increase in the period required for training the industry’s workers 

B an increase in the regulations affecting businesses 

C an increase in the subsidies for that good 

D  an increase in the taxation of that good 



 

 

 

 

 

AnswerC 
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19 The Indian government gives farmers a subsidy of $5 per kilo to supply food in a market where X 

is the equilibrium position. 
 

The effect is illustrated in the diagram below. 

 

S3 S1 

20 S2 

 

price 

X 

($ per kilo) 15 

 10 

 

 

What will be the new equilibrium price and quantity supplied as a result of the subsidy? 

 

 equilibrium price quantity supplied 

 ($ per kilo) (’000 kilos) 

   

A 10 20 

B 13 25 

C 15 20 

D 20 10 
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B 

 

Monetary policy 

Supply-side policy 

Economic growth# 

17 A government lowers interest rates to encourage more borrowing and spending by households to 

increase economic growth. 
 

Why could this lead to a conflict with other government aims? A 

It could cause uncertainty and lead to lower demand. 

 

B It could encourage more savings and lead to higher unemployment. C It 

could lead to lower prices of consumer goods and result in deflation. D It 

could stimulate consumer demand and lead to inflation. 

February/March 2019AnswerD 

 

21 What is a recession? 
 

A  a period when incomes rise by less than inflation 

 

B a period when prices are falling continuously for twelve months C a 

period when real GDP is declining for two consecutive quarters D a 

period when unemployment is rising 

February/March 2018AnswerC 

16 Official statistics in 2010 showed South Africa had a very high unemployment rate at around 

25%, although wages were double those in Brazil. 
 

What might be a reason for South Africa’s high wages in a time of high unemployment compared 

with Brazil? 

 

A  a skilled workforce in Brazil 

 



B  high levels of savings in South Africa 

 

C more labour-intensive production in Brazil 

D strong trade unions in South Africa 

February/March 2018AnswerD 

 

Employment and unemployment 

 

18 Which policy would be most likely to reduce unemployment in the short 

run? A a programme of privatisation 

B a reduction in the standard rate of income tax 

C grants to firms to research new technology 

D  removal of all restrictions on imports into the country 

February/March 2019AnswerB 

 

 

18 The table shows the weekly values of certain items for the average person in each 

group. In which group does the average person save the most? 

  income ($) spending ($) borrowing ($) 

     

A employed workers 500 400 50 

B retired people 150 140 0 

C school students 25 30 5 

D unemployed 200 300 100 



 

 

February/March 2019 

AnswerA 

 

 

 

8 What could discourage women from seeking employment? 
 

A  More education and training are provided. 

 

B  More flexible and part-time jobs are available. 

 

C There are fewer promotion opportunities for 

women.  

D There is a shift in employment to the services 

sector. 

February/March 2019AnswerC 

 

 

 

19 Which combination of government policies is most likely to reduce unemployment? 
 

 income government rate of 

 tax rate spending interest 

    

A decrease decrease increase 

B decrease increase decrease 

C increase decrease decrease 

D increase increase increase 

 

February/March 2018AnswerB 

 

 



20 What may cause an immediate decrease in the working 

population?  

A a falling death rate 

B a falling infant mortality 

rate C a rising birth rate 

D  a rising rate of net emigration 

 

March 2017 Answer  

D 

 

Inflation and deflation 

22 An economy is suffering from a period of 

deflation. What does this mean for the economy? 

 

A Consumers may delay purchase of some products. 

B Purchasing power of consumers falls. 

C Tax revenues for the government will rise. 

D The real value of personal savings falls. 



February/March 2018AnswerA 

 

17 An economy experienced deflation. 
 

Which combination shows the likely outcome of this? 

 

 consumer price investor 

 confidence level confidence 

    

A decrease decrease decrease 

B decrease increase decrease 

C increase decrease increase 

D increase increase increase 

 

AnswerA February/March 2019A 

 

 

 

22 The table shows the Consumer Price Index (CPI) of an economy over five years. 
 

year CPI 

  

1 100 

2 103 

3 105 

4 107 

5 110 

 

Between which years was the rate of inflation the greatest? 

 

A from year 1 to year 2 
 

B from year 2 to year 3 
 



C from year 3 to year 4 
 

D from year 4 to year 5 
 

 

March 2017 Answer  

A 

 

23 In a year the rate of inflation in a country was 3%. During that year company managers’ 

salaries rose by 6% and office workers’ wages rose by 2%. 
 

What happened to real income (purchasing power)? 

 

 company office 

 managers workers 

   

A fell fell 

B fell rose 

C rose fell 

D rose rose 

 

March 2017 Answer  

C 

 



International trade and 
globalisation 

Multiple Choice Questions and Answers ( O level) 

Which method of trade protection has the most predictable effect in controlling the level 

of imports? 
 

A  quotas on imports 

 

B safety and quality regulations for 

imports 

 C subsidies to domestic producers 

D  tariffs on imports 

 

February 2018 Answer A 

 

Globalisation, free trade and protection 

A country imposes tariffs and quotas on imported 

goods. What will citizens of that country experience? 

 

A  higher prices 

B higher unemployment  

C higher welfare 

D  wider consumer choice 

 

February 2019 AnswerA 



 

 

Which policy is a form of protectionism? 

  

A a tax on emissions 

B a tax on imports  

C a tax on income  

D a tax on property 

March 2017 Answer B 

 

28 When does free trade occur? 
 

A when goods are exported with government 

subsidies  

B when goods are given as part of an aid 

programme  

C when goods are traded using barter 

D  when goods face no import barriers 

 

March 2017 Answer  D 

 

Foreign exchange rates 

What usually decreases when there is a depreciation of a country’s foreign exchange rate? 

A the level of national debt 

B the level of trade protection 

 C the price of exports 

D  the price of imports 

 

February 2019 Answer C 

 



The diagram shows the market for the Indian rupee priced in US dollars. The equilibrium 

point is at X. 
 

If more Americans take holidays in India and fewer Indians buy American exports, in 

which sector of the diagram will the new equilibrium point for price and quantity of the 

Indian rupee be? 

 
 
 

 

March 2017 Answer  A 

 



In October 2015, one UK pound could be exchanged for 100 Indian rupees. By October 

2016, one UK pound could be exchanged for 80 Indian rupees. 
 

What would be a short-term consequence of this 

change? 

 A Economic growth in India would increase. 

B Indian manufacturers would earn higher profits from exports to the 

UK.  

C Inflationary pressure in the UK would reduce. 

D  UK manufacturers would find it easier to export to India. 

 

February 2018Answer 

Current account of balance of payments 

30 Skin creams preventing sunburn made in the European Union (EU) are more effective 

than those made in the United States (US). US tourists stock up on the creams when 

visiting Europe. Such creams are banned from production in the US because of the 

chemicals in them. In 2013, negotiations began to remove this ban in order to allow 

production in the US. 
 

How is this freer trade likely to affect manufacturers of skin creams in the US and the 
EU? 

 

 manufacturers manufacturers 

 in the US in the EU 

   

A gain gain 

B gain lose 

C lose gain 

D lose lose 

 

February/March 2019AnswerB



 

The table shows a country’s balance of payments that has no secondary income (current 

transfers). 
 

item $ million 

  

exports of goods 280 

imports of goods 350 

exports of services 110 

imports of services 60 

net primary income – 40 

 

What is the country’s current account balance? 

 

A a deficit of $60 million 

 

B a deficit of $160 million 

 

C a surplus of $20 million 

 

D a surplus of $760 million 

 

February/March 2019AnswerA 

 

 

 

 

 

 

 

 

 

 

 



 

The table shows details of India’s current account of the balance of payments in the 1st 

quarter of 2014. 
 

   $ billion 

    

  trade in goods (visible) balance –34 

  trade in services (invisible) balance ? 

  primary income (income) balance –7 

  secondary income (current transfers) balance 16 

  current account balance –8 

What is the trade in services (invisible) balance?  

A surplus of $9bn  

B surplus of $17bn  

C surplus of $27bn  

D surplus of $33bn  

March 2017 Answer B 

 

A country imports oil which is used in the production and distribution of goods. The country 

has also experienced a rise in incomes which has resulted in a large increase in the demand 

for goods, some of which it imports. 
  

What is likely to happen to the country’s balance of trade in goods (visible) and to the 
price of oil? 

 

 balance of 

price of oil  

trade in goods   

   

A improves falls 

B improves rises 

C worsens falls 

D worsens rises 

 

February/March 2018AnswerD



 

 

Which measure would a government take to reduce a current 

account deficit?  

A increase tariffs 

B increase value 

added tax 

 C reduce income tax 

D  reduce domestic 

subsidies 

February/March 2019 AnswerA 

 

 



Microeconomic decision makers 

O level multiple choice and answers 

Money and banking 

What would be least likely to act as a store of value during a period of rapid 

inflation?  

A cash 

B  gold 

C property  

D shares 

February/March 2019AnswerA 

 

Which statement about financial matters is correct? 
 

A  Commercial banks’ main activity is the finance of international trade. 

B Paper banknotes possess all the desirable properties needed to act as 

money. 

 C Stock exchanges trade mainly in second-hand stocks and shares. 

D  The central bank acts as the lender of last resort to companies facing bankruptcy. 

 

May/June 2017AnswerC 

 

What is a function of a stock exchange? 
 

A  It allows company shares to be traded. 

B It enables tourists to purchase foreign currency. 

 C It provides a market for firms to sell their products.  

D It sets the rate of interest in an economy. 

February/March 2018AnswerA 

 

 



 

Households 

The table shows how three people (X, Y and Z) spend their income. 
 

 person X person Y person Z 

    

food, clothing and housing 30% 25% 50% 

entertainment and leisure 35% 35% 25% 

luxury goods 35% 40% 25% 

 

For these three people, what is the most likely order of income, from lowest income to 

highest income? 

 

A. Y→X→Z 
 

B. Y→Z→X 
 

C. Z→X→Y 
 

D. Z→Y→X 
 

February/March 2019AnswerC 

This table shows how three people spend their income. 
 

 person X person Y person Z 

    

food and housing 60% 20% 30% 

travel and leisure 20% 40% 30% 

luxury goods 20% 40% 40% 

 

Put the three people in the most likely order of income from the lowest to the highest 
income. 

 

A X,Y,Z B X,Z,Y C Y,Z,X D Z,Y,X 

 

March 2017 Answer B 

 



 

Workers 

 

In South Africa, the number of skilled workers is relatively low. However, average wages in 

South Africa are double the average wage in Brazil and Turkey and they are 1.6 times higher 

than in Malaysia. 
 

What may be concluded from this information? 

 

A Malaysian workers are more skilled than South African 

workers.  

B Prices in South Africa are double those in Brazil. 

C  South Africa’s labour productivity is low. 

 

D  South African trade union bargaining power is strong. 

 

May/June 2017AnswerD 

 

What is most likely to be used to support a claim for wage increases in an 

industry?  

A a decrease in the industry’s sales 

B a decrease in the need for specialist training  

C an increase in cheap imports of a rival product 

D an increase in wages in a similar industry 

May/June 2017AnswerC 

 

What is a direct benefit to a worker of specialisation?  

A the higher output that may lead to higher earnings  

B the higher output that may lead to higher profits 

C the higher output that may lead to lower costs per unit produced  

D the longer training period that is required before starting work 

February/March 2018AnswerA 



 

Why are some assembly workers poorly paid? 

 A because their work is exhausting 

B because their work is repetitive  

C because their work is unskilled  

D because they work long hours 

March 2017 Answer C 

 
 
When is a firm most likely to reduce its demand for labour? 

 

A when the demand for the final good 

increases  

B when the firm’s profitability increases 

C  when the price of labour decreases 

 

D  when the productivity of labour decreases 

March 2017 Answer D 

 

Trade unions 

 

A trade union succeeds in raising the wages in an industry above the equilibrium wage. 

How would the demand and supply of labour change? 

 change in quantity change in quantity 

 of labour demanded of labour supplied 

   

A fall fall 

B fall rise 

C rise fall 

D rise rise 

 

February/March 2018 AnswerB 



 

Firms and production 

 

To achieve horizontal integration, a firm producing tyres could merge with another firm 

producing  

A motor cars. 

B  rubber. 

C tyre-producing machinery.  

D tyres. 

May/June 2017AnswerD 

 

 

When will a firm maximise its profits? 
 

A  when it excludes a rival supplier from the market 

B when it produces where average cost and average revenue are 

equal  

C when it sells as many products in as many different markets as it can 

D when the difference between total cost and total revenue is greatest 

February/March 2019AnswerD 

 

 

 

 

 

 

 

 

 

 



The high volume of goods sold by large supermarkets enables them to reduce prices, but the 

most important advantage that these businesses have is that they can sell non-food items as 

well as food. 
 

Which economic results does the statement suggest are available to large 

supermarkets? 

 A economies of scale and diversification 

B  external benefits and specialisation 

 

C horizontal integration and optimum 

output  

D increased sales and diminishing returns 

March 2017 Answer A 

 

Firms’ costs, revenue and objectives 

 

Which costs will necessarily fall continuously as output 

increases?  

A average fixed costs 

B average variable 

costs 

C opportunity costs 

D  repayment costs of borrowing 

 

May/June 2017AnswerA 

 

 
 
 
 
 
 
 
 
 



The table shows the costs of a firm. 
 

  units of variable costs total costs 

  output ($) ($) 

     

  10 20 80 

  20 50 110 

  30 80 140 

  40 110 170 

What is the value of the firm’s fixed costs?  

A  $20 B  $30 C  $60 D  $80 

 

February/March 2019AnswerC 

 
A firm’s average revenue is $10. It sells 2000 units. 
 

What is the firm’s total revenue and the price of the product? 

 

 total revenue price 

 ($) ($) 

   

A 10 10 

B 2 000 200 

C 20 000 10 

D 20 000 200 

 

AnswerC 
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The table shows some of the costs of running a retail shop in one week. 
 

   $  

     

  rent of shop 200  

  insurance premium 40  

  purchase of stock 700  

  delivery of goods 50  

What are the total fixed costs during this week?   

A  $200 B  $240 C  $700 D  $750 

 

February/March 2018 AnswerB 

 

A company’s annual report suggested that it had benefited from some 

changes. Which change is an internal economy of scale for this company? 

 

A an improvement in road and rail facilities that has reduced its distribution 

costs  

B an increase in the number of local specialist workers that it could recruit 

C  the introduction of new training at a local college for which staff have enrolled 

 

D  the reduction in the company’s costs by the purchase of a factory supplying 
components 

 

February/March 2018AnswerD 

 

 

 

 

 

 

 



Market structure 

A monopoly takes over an industry from competitive firms. 
 

What is not likely to be true about a monopoly compared with a 

competitive firm? 

 A A monopoly will earn a higher rate of profit. 

B A monopoly will gain a greater share of the market.  

C A monopoly will offer a wider choice to the consumer. 

D  A monopoly will operate on a larger scale of production. 

 

May/June 2017AnswerC 

 

12 A firm’s aim is to become a monopoly supplier. 
 

Which policy is it most likely to use to eliminate 

competition?  

A adopt price reductions and advertising 

B avoid diseconomies of 

scale 

 C maximise output and profit 

D  reduce financial barriers to entry 

 

March 2017 Answer A 

 

 

 

 

 

 



 



The allocation of resources 

Multiple Choice Questions and Answers ( O level )  

 

In 2015 there was a significant fall in the world price of petrol 

(gasoline). What would not have been a cause of the price fall? 

 

A the continuing global recovery from the world economic 

recession 

 B the increasing exploitation of US oil reserves 

C the re-entry of Iranian producers to the world oil 

market  

D the shorter journeys from using the new Suez Canal 

May/June 2017 AnswerA 

The diagram shows the demand for chocolate. 

 
 

What could cause the movement from point X to point Y? 

 

A a change in tastes 
 

B a fall in the price of chocolate 
 

C an increase in income 
 

D a successful advertising campaign for chocolate 
 

May/June 2017 AnswerB 



 

 

What is meant by the equilibrium price in the market for a 

good?  

A the average price paid by consumers 

B the price at which maximum profit is made 

C the price at which the producer breaks even 

D  the price at which the supply and demand curves intersect 

February/March 2019AnswerD 

 

The diagram shows the market for oil. The initial equilibrium is X. 
 

If the quantity of oil sold increased by two million barrels a day, which point represents the 

new equilibrium? 

 

February/March 2018 AnswerB 

 

 



 

 

Price elasticity of demand (PED) 

 

A product has a price elasticity of demand that is greater than one. 
 

What will happen to total revenue if the price of the product is reduced by 3%?  

A It will fall by more than 3%. 

B  It will fall to zero. 

C It will be unchanged 

D It will rise. 

March 2017 Answer D 

The table shows the demand for chocolates at two different prices. 
 

price quantity 

$ demanded 

  

0.50 400 

0.45 480 

 

What is the price elasticity of demand when the price falls from $0.50 to $0.45? 

 

E less than 0.5 
 

F between 0.5 and 1 
 

G between 1 and 1.5 
 

H greater than 1.5 
 

February/March 2018 AnswerD 



 

 

 

Price elasticity of supply (PES) 

In response to an increase in price from $5 per kilo to $6 per kilo a chicken farmer increased 

supply from 400 kilos to 500 kilos per week. 
 

What is the price elasticity of 
supply?   

A  0.8 B  0.9 C  1.2 D  1.25 

 

May/June 2017AnswerD 

 

The table shows the effect of a change in the market price from $5 to $6 on the supply of 

mobile (cell) phones. 

 

 

 

 

 

 

Which statement about the price elasticity of supply of mobile phones is correct? 

 

A Price elasticity of supply is 0.4. 
 

B Price elasticity of supply is 2.5. 
 

C Supply is perfectly elastic. 
 

D There is unit elasticity. 
 

 

AnswerB 

February/March 2019 

 



Market economic system 

 

In a market system who has the most important role in influencing the allocation of 

resources?  

A consumers 

B  entrepreneurs 

C government officials  

D producers 

February/March 2018 AnswerA 

 

Market failure 

 

A bee-keeper maintains hives of bees to produce honey. The bees can pollinate neighbours’ 

fruit trees but also give a painful sting to gardeners. 
 

If both of these events occur, how will costs and benefits be 

affected?  

A External benefits will fall and social costs will fall. 

B External costs will rise and social benefits will fall. 

C Social costs and social benefits will fall. 

D  Social costs and social benefits will rise. 

 

May/June 2017AnswerD 

What can be found in a market economy?  

 

A externalities and monopolies 

B  interest rates and public goods 

C public corporations and market prices 

 D tax rates and commercial banks 

February/March 2019 Answer A



 

 

 



The basic economic 
problem 

Multiple Choice Questions and Answers ( O level ) 

 

 

 

The factors of production  

A person bought a shop and stocked it with fresh fruit. He employed one member of 

his family to help in the shop. 
 

Which factors of production have 

been used?  

A labour and capital only 

B labour, capital and 

enterprise only  

C land and labour only 

D  land, labour, capital and enterprise 

 

 

March 2017 Answer D 

 

 

 

 

 



 

What is an example of the purchase of a capital 

good?  

A a farm owner purchasing additional land 

B a farm owner purchasing a 

television 

 C a farm owner purchasing a 

tractor 

D  a farm worker purchasing some seeds 

February 2018 AnswerC 

 

The nature of the economic problem 

 

What best describes the problem of 

scarcity? 

 A All consumer wants must be 

satisfied. 

B  All resources are free at the point of use. 

C There are limited resources and unlimited 

wants.  

D There are unlimited resources and limited 

wants. 

 

February 2018 Answer C 

 

 



 

Opportunity cost 

 

Heavy rain caused floods in an area of a country. 
 

What may be an opportunity cost of repairing the damage caused? 

A the allocation of government funds to the area instead of on a 

new airport  

B the cost of providing shelter for those made homeless 

C  the decline in the tourist industry in the area 

D  the loss of profits from businesses affected by the flood 

 

May 2017AnswerA 

 

A student decides to buy a ticket for a concert instead of buying a 

new shirt. What is the opportunity cost of buying the ticket? 

 

A  the concert 

 

B the price of the ticket to the 

concert 

C the shirt 

D  the time spent purchasing the ticket 

 

February/March 2018 AnswerC 

 

 

 

 



 

A farmer reduces the land used to grow wheat from 80 hectares to 60 hectares and 

increases the use of the land for growing potatoes from 80 to 100 hectares. 
 

What is the opportunity cost of this change? 

A The output from 20 hectares used for growing 

potatoes.  

B The output from 20 hectares used for growing 

wheat. 

C The output from 60 hectares used for growing 

wheat.  

D The output from 80 hectares used for growing 

potatoes. 

February/March 2019 AnswerB 

 

Production possibility curve diagrams (PPC) 

The diagram shows a production possibility curve for a country. As a result of an 

increase in demand for manufactured goods it moves from a situation of 

unemployment to full employment. 
 

 

 



 

How would this be represented on this diagram? 

 

A by a movement from E to G 
 

B by a movement from F to E 
 

C by a movement from F to G 
 

D by a movement from G to H 
 

March 2017 Answer C 

 

The diagram shows the choices for an individual between leisure and earnings. He 

currently earns $25 a day. 

  

 

24 

hours of 
 

leisure 18 

per day 

12 

 

What is the opportunity cost for the person if he accepts more work and earns 
$75 a day? 

 

A $25 
 

B $50 
 

C 6 hours of leisure a day 
 

D 12 hours of leisure a day 
 
 

March 2017 Answer D 

 



 
 
 
 
 
 
 
 

 



The macroeconomy and 
government intervention 
Multiple Choice Questions and Answers ( O level )  

 

The role of government 

Which type of business is always in the public 

sector?  

A monopoly 

B multinational 

corporation  

C public corporation 

D  public limited company 

 

February 2019 AnswerC 

 

Fiscal policy 

Which pair of government actions combines a fiscal policy with a supply-

side policy?  

A changing government spending with changing interest rates 

B cutting tax rates with providing information on job 

vacancies  

C limiting bank lending with the privatisation of industry 

D  restricting credit with less control over labour markets 
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Taxes 

Which statement describes a progressive tax? 
 

A a tax that has a higher percentage rate as income 

rises 

 B a tax that increases government income over time 

C a tax that places an increasing burden on the 

poor  

D a tax that rises in line with the rate of inflation 
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The Indian government uses direct and indirect 

taxation. Which is a direct tax? 

 

A corporate (profits) tax  

B customs duty 

C goods and services 

tax  

D petrol tax 
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A worker earns $60 000 a year and pays 25% income tax. He spent $2000 

on furniture and $5000 on a computer and paid 20% sales tax on each. 
 

How much indirect tax did he pay? 

 

A $1000 B $1400 C $15 000 D $16 400 
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Subsidy 

A government believes that consumption of a certain good will be of 

benefit to society. Which policy is most likely to encourage producers to 

increase their output of that good?  

 

A an increase in the period required for training the industry’s workers 

B an increase in the regulations affecting 

businesses  

C an increase in the subsidies for that good 

D  an increase in the taxation of that good 
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The Indian government gives farmers a subsidy of $5 per kilo to supply food in 

a market where X is the equilibrium position. 
 

The effect is illustrated in the diagram below. 

 

S3 S1 

20 
S

2 

 

price 

X 
($ per 
kilo) 15 

 10 
 

 

What will be the new equilibrium price and quantity supplied as a result of 
the subsidy? 

 

 
equilibrium 

price 
quantity 
supplied 

 ($ per kilo) (’000 kilos) 

   

A 10 20 

B 13 25 

C 15 20 

D 20 10 
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Economic growth 

A government lowers interest rates to encourage more borrowing and spending 

by households to increase economic growth. 
 

Why could this lead to a conflict with other 

government aims?  

A It could cause uncertainty and lead to lower 

demand. 

B It could encourage more savings and lead to higher 

unemployment.  

C It could lead to lower prices of consumer goods and result 

in deflation.  

D It could stimulate consumer demand and lead to inflation. 
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What is a recession? 
 

A  a period when incomes rise by less than inflation 

 

B a period when prices are falling continuously for twelve 

months  

C a period when real GDP is declining for two consecutive 

quarters  

D a period when unemployment is rising 

February 2018 Answer C 

 



Official statistics in 2010 showed South Africa had a very high 

unemployment rate at around 25%, although wages were double those in 

Brazil. 
 

What might be a reason for South Africa’s high wages in a time of high 

unemployment compared with Brazil? 

 

A  a skilled workforce in Brazil 

 

B  high levels of savings in South Africa 

 

C more labour-intensive production 

in Brazil D strong trade unions in 

South Africa 
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Employment and unemployment 

 

Which policy would be most likely to reduce unemployment in 

the short run? 

 A a programme of privatisation 

B a reduction in the standard rate of 

income tax 

C grants to firms to research new 

technology 

D  removal of all restrictions on imports into the country 
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The table shows the weekly values of certain items for the average 

person in each group. In which group does the average person save 

the most? 

  income ($) 
spending 

($) 
borrowing 

($) 

     

A 
employed 
workers 500 400 50 

B retired people 150 140 0 

C school students 25 30 5 

D unemployed 200 300 100 
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What could discourage women from seeking employment? 
 

A  More education and training are provided. 

 

B  More flexible and part-time jobs are available. 

 

C There are fewer promotion 

opportunities for women.  

D There is a shift in employment to the 

services sector. 
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Which combination of government policies is most likely to reduce 
unemployment? 
 

 income government rate of 

 tax rate spending interest 

    

A decrease decrease increase 

B decrease increase decrease 

C increase decrease decrease 

D increase increase increase 
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What may cause an immediate decrease in the 

working population?  

A a falling death rate 

B a falling infant 

mortality rate  

C a rising birth rate 

D  a rising rate of net emigration 
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Inflation and deflation 

An economy is suffering from a period of 

deflation. What does this mean for the 

economy? 

 

A Consumers may delay purchase of some 

products.  

B Purchasing power of consumers falls. 

C Tax revenues for the government will 

rise.  

D The real value of personal savings 

falls. 

February Marh 2018 Answer A



An economy experienced deflation. 
 

Which combination shows the likely outcome of this? 

 

 consumer price investor 

 confidence level confidence 

    

A decrease decrease decrease 

B decrease increase decrease 

C increase decrease increase 

D increase increase increase 
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The table shows the Consumer Price Index (CPI) of an economy over 
five years. 

 

year CPI 

  

1 100 

2 103 

3 105 

4 107 

5 110 

 

Between which years was the rate of inflation the greatest? 

 

A from year 1 to year 2 
 

B from year 2 to year 3 
 

C from year 3 to year 4 
 

D from year 4 to year 5 
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In a year the rate of inflation in a country was 3%. During that year 

company managers’ salaries rose by 6% and office workers’ wages rose 

by 2%. 
 

What happened to real income (purchasing power)? 

 

 company office 

 managers workers 

   

A fell fell 

B fell rose 

C rose fell 

D rose rose 
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