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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?
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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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What is likely to lead to the principal-agent problem?1

a manager of a business makes decisions on behalf of the ownerA

music festival tickets are purchased by a person who intends to sell them at a large profitB

the government is the only buyer of a pharmaceutical productC

there is only one firm that manufactures the productD

A small European airline currently produces at point X on its long-run average cost curve (LRAC).

It wants a bigger share of the European airline market and proposes to merge with another small

European airline. The newly merged firm would produce at point Y on the long-run average cost

curve, as shown.

2

O

costs

output

LRAC

X

Y

Why might the newly merged firm be able to produce at point Y?

The new airline can negotiate discounts when buying fuel.A

The new airline has many layers of management.B

The new airline is unable to hire enough pilots.C

The workforce of the new airline lacks morale and is demotivated.D
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The diagram shows that a producer increases output from Q1 to Q2.3
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What will be the result?

total revenuetotal profit

increasedincreasedA

reducedincreasedB

increasedreducedC

reducedreducedD

A consumer maximises his total utility by initially buying 10 units of good X and 10 units of good Y.

Assuming both goods are normal, what would cause this utility-maximising consumer to purchase

more of good Y and less of good X?

4

an increase in the marginal utility of good YA

an increase in the price of good YB

an increase in the tax on the consumption of good YC

an increase in the tax on the income of consumersD

What is most likely to lead to a Pareto-optimal outcome?5

offering bulk-buy discounts to customers who join a loyalty schemeA

switching labour from producing low-priced products to producing high-priced productsB

switching production from labour-intensive products to capital-intensive productsC

training low-skilled workers to operate machinery effectivelyD
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The diagram shows market failure caused by negative production externalities.6
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Identify the correct combination of the result of the market failure and the area on the diagram that

shows deadweight welfare loss.

area showing

deadweight

welfare loss

result of market

failure

VWXoverproductionA

XYVoverproductionB

VWXunderproductionC

XYVunderproductionD
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The diagram shows the cost and revenue curves of a firm.7
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The firm changes its objective from revenue maximisation to sales maximisation.

What will be the effect on quantity produced?

it will decrease from Y to WA

it will decrease from Z to WB

it will increase from X to YC

it will increase from X to ZD
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The diagrams show the demand curve, D1, and the supply curve, S1, for a good that has a sales

tax of 10% applied to the final selling price.

Which diagram shows the impact of a reduction in the rate of sales tax to 5%?
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Which government policy is intended to correct a negative externality?9

guaranteed minimum prices for farmers producing certain agricultural productsA

imposition of taxes on factories releasing pollutants into riversB

rent controls on housing occupied by low-income individualsC

the provision of free books for children of poorer householdsD

Which policy is most likely to contribute to people ending up in a poverty trap?10

legal minimum wageA

means-tested benefitsB

prevention of cheaper importsC

proportional taxationD
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The table gives the marginal utility of two goods, X and Y. The price of good X is $2.00 and the 
price of good Y is $1.00.
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If a consumer spends all of their income on goods X and Y, which combination of goods would they 
choose to maximise their utility?

1 unit of X and 1 unit of YA

3 units of X and 1 unit of YB

3 units of X and 4 units of YC

5 units of X and 1 unit of YD

An economist undertakes a cost–benefit analysis of the pollution resulting from a manufacturing 
process.

Which outcome is most likely to guide any recommendation about the optimal level of 
manufacturing output?

6

that the marginal social cost of manufacturing equals the marginal social benefitA

that the marginal cost of pollution is zeroB

that the total revenue of manufacturing equals the total costC

that the total benefit of pollution is maximisedD
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