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Public transport in an economy has an income elasticity of demand of –0.36.

What does this mean about public transport?

9

It is an inferior good.A

It is a necessity.B

It is a normal good.C

It has close substitutes.D

Which type of good is most suitable for a successful buffer stock scheme?10

perishablecheap to storeeasy to produce

yesyesyesA

nonoyesB

noyesnoC

yesnonoD

The demand for electric vehicle batteries is derived from the demand for electric vehicles. To tackle
climate change, a government subsidises producers of electric vehicles.

What are the likely effects of this subsidy on the price and sales of electric vehicle batteries?

11

salesprice

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD
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Good X has an income elasticity of demand (YED) value of −0.8. Its cross elasticity of demand

(XED) with respect to good Y is also −0.8.

What are the characteristics of good X?

9

a normal good that is a complement to good YA

a normal good that is a substitute for good YB

an inferior good that is a complement to good YC

an inferior good that is a substitute for good YD

Four firms produce furniture. The table shows the price elasticity of supply (PES) for each firm.

If the price of furniture rises by 5% which firm would experience an increase in quantity supplied
of 2.5%?

10

PES for
furniture

firm

2.5A

2.0B

0.6C

0.5D

The diagram shows supply and demand for a good. The original equilibrium is X.

What will be the new equilibrium if subsidies are given to firms for new machinery?

11

O

price

quantity

A X

B

S3

D3

S1

D1

S2

D2

C

D
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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?

7

10400D10000C9600B9000A

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.

8

price

of fruit

O quantity of fruit

S2

S1

D1

D2

Y

X

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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Section B

Answer one question.

EITHER

2 (a) Explain what is meant by the incidence of an indirect tax and consider the extent to which it is 
possible for the incidence to pass from a producer of a good to a consumer of that good. [8]

 (b) Assess the extent to which a government should subsidise the production of merit goods to 
increase the consumption of these goods. [12]

OR

3 (a) Explain what determines elastic and inelastic price elasticity of supply (PES) and consider 
the extent to which the value of PES may differ between an agricultural good and a 
manufactured good. [8]

 (b) Firms will often try to estimate elasticity values to judge the possible success of decisions to 
change prices or to introduce new products.

  Assess the extent to which an understanding of income elasticity of demand (YED) may be 
more useful than cross elasticity of demand (XED) in increasing the income from sales for 
a firm. [12]

Section C

Answer one question.

EITHER

4 (a) Using two tools of protection, explain what is meant by protectionism and consider the extent 
to which these two tools may benefit an economy. [8]

 (b) Assess the extent to which the principle of comparative advantage should be the main factor 
to consider when countries decide whether to trade with each other. [12]

OR

5 (a) Explain the difference between structural unemployment and cyclical unemployment and 
consider the extent to which structural unemployment is likely to be more damaging to an 
economy than cyclical unemployment. [8]

 (b) Low unemployment is a macroeconomic policy objective for a government.

  Assess the extent to which this is most likely to be achieved by supply-side policy. [12]
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Cars and petrol (gasoline) are in joint demand.

What is the effect of an increase in the price of cars on the demand for petrol?

7
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P2

Q2 Q1

quantity

price

A

O
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D

What would best explain why the price elasticity of supply (PES) is likely to be lower for fresh
vegetables grown within a country compared to the PES of goods manufactured in that country?

8

Alternative supplies can be flown in from foreign producers.A

A positive price change encourages a positive output change along the supply curve.B

Fresh vegetables has a horizontal supply curve.C

There is a seasonal time lag involved in planting and harvesting more fresh vegetables.D
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When can a product be said to have a negative income elasticity of demand?7

When it is a luxury good.A

When it is a necessity good.B

When it is a normal good.C

When it is an inferior good.D

The diagram shows the short-run supply curve (SSR) and long-run supply curve (SLR) for a bakery. 

The price of a loaf of bread increases from $2.00 to $2.20.

8

2.20
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$

What is the bakery’s price elasticity of supply (PES) in the short run and in the long run when the
price of a loaf of bread increases?

long runshort run

2.00.5A

1.40.5B

0.72.0C

0.52.0D

An increase in which variable will always lead to an increase in the consumer surplus?9

cost of productionA

maximum priceB

minimum priceC

subsidyD
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7	 A manufacturer increases the price of a product from $4 in an attempt to increase total expenditure 
on the product.

	 The table shows the outcome of the policy.

price ($) total 
expenditure 

000s ($)

4 400

5 500

6 600

	 What is the price elasticity of demand for the product?

	 A	 perfectly elastic

	 B	 perfectly inelastic

	 C	 relatively elastic

	 D	 relatively inelastic

8	 A firm establishes that the price elasticity of supply of its product has a value of 0.3.

	 What is likely to be true about the firm?

	 A	 It has unused productive capacity.

	 B	 It has a lot of stock of its product.

	 C	 It uses a high proportion of perishable raw materials.

	 D	 It uses factors of production that are easily substituted.
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