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Question 5

9708/14 N25 • Q5 • 1 mark

Which statement about factors of production is correct?5

In the short run all factors are fixed; in the long run all factors are varied.A

In the short run at least one factor is fixed; in the long run all factors can be varied.B

In the short run at least one factor is varied; in the long run all factors are fixed.C

In the short run at least one factor is varied; in the long run at least one factor is fixed.D

Which factor affects the price elasticity of supply of a product?6

availability of stocksA

percentage of income spent on the productB

price of substitutesC

wage rateD

A firm sells 10 000 units of a product which has an estimated income elasticity of demand of –0.4.

If incomes have fallen by 10%, what is the new quantity demanded?
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The diagram shows the market for fresh fruit in an economy. Fruit has a positive income elasticity
of demand and is mainly imported. The original equilibrium is at X.
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What is the most likely cause of the equilibrium point moving from X to Y?

a fall in real income and a depreciation of the exchange rateA

a fall in real income and an appreciation of the exchange rateB

a rise in real income and a depreciation of the exchange rateC

a rise in real income and an appreciation of the exchange rateD
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Solution 5

Answer: B

Why

The short run is defined as the period when at least one factor is fixed.
In the long run all factors can be varied.
So it is wrong to say all factors are fixed in the short run – at least one is
variable.
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Question 4
9708/33 N25 • Q4 • 1 mark

Why would an economy wish to achieve economic efficiency?1

to achieve an equal distribution of incomeA

to achieve full employmentB

to ensure resources are not wastedC

to ensure international competitivenessD

A firm has set a low price in the short run to act as a barrier to entry for new firms entering the
market.

This is an example of which pricing strategy?

2

limit pricingA

predatory pricingB

price discriminationC

price leadershipD

A dentist is found to have charged patients for treatment they did not need.

What is the likely cause of this market failure?

3

a minimum priceA

asymmetric informationB

non-excludabilityC

productive inefficiencyD

The diagram shows the average total cost for a firm.

At what level of output does marginal cost exceed average total cost?

4
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Solution 4

Answer: D

Why

Marginal cost cuts average total cost at the minimum of the ATC curve.
Left of that point MC is below ATC, which is why average cost is still falling.
So MC exceeds ATC only to the right of the minimum, where average cost is
rising.
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Question 7
9708/33 N25 • Q7 • 1 mark

The diagram shows the long-run total cost (LRTC) curve of a firm.7

O

costs

W X Y Z

LRTC

output

At which output is the long-run average total cost at its minimum?

OZDOYCOXBOWA

Assuming there are no externalities, where would a nationalised firm set output to maximise social
welfare?

8

where average revenue equals average costA

where average revenue equals marginal costB

where marginal revenue equals marginal costC

where marginal revenue is zeroD

There has been an increase in labour productivity.

Which combination of effects is most likely?

9

effect on wage rate
shift of supply
curve for labour

shift of demand
curve for labour

increaseinwardnoneA

decreaseoutwardnoneB

increasenoneinwardC

increasenoneoutwardD
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Solution 7

Answer: C

Why

Long-run average total cost is total cost divided by output.
On a total cost curve that is the slope of a ray from the origin to the curve.
So LRATC is at its minimum where that ray is tangent to the LRTC curve –
the flattest ray that still touches it.
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Question 5

9708/34 N25 • Q5 • 1 mark

The diagram shows positive and negative externalities of production and consumption.4
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price,

costs
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output
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Which row shows the correct combination of production and consumption externality when economic
welfare is maximised?

consumption
externality

production
externality

position of
economic welfare

negativenegativeXA

negativepositiveYB

positivenegativeXC

positivepositiveYD

A firm has fixed costs of $300 and can produce two units per hour. Its total variable costs are $200
for one unit and $300 for two units.

Which cost will fall by the lowest amount when the second unit is produced?

5

average fixed costA

average total costB

average variable costC

marginal costD
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Solution 5

Answer: C

Why

Average fixed cost is fixed cost divided by output, so it falls fastest as output
rises.
300/1 = 300 falls to 300/2 = 150 – a fall of 150.
Compare that with the fall in average variable cost (200 → 150) and average
total cost to find the smallest fall.


