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Question 7

0455/12 N25 • Q7 • 1 mark

The diagram shows the demand curve for a good.6

price

O
quantity

D

What can be concluded about a single downward-sloping demand curve?

consumers increase demand when their incomes riseA

consumers plan to buy less when prices riseB

firms produce less as prices riseC

firms sell more when prices riseD

When the price of butter increased by 10%, the quantity supplied of butter increased by 20%.

What is the price elasticity of supply (PES) of butter?

7

+2.0D+0.5C−0.5B−2.0A

How are economic decisions determined in a market economic system?8

by a mixture of market forces and government interventionA

by central planners of production and consumptionB

by government regulation of the price mechanismC

by the forces of demand and supplyD
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Solution 7

Answer: D

Why

PES = percentage change in quantity supplied ÷ percentage change in price.
+20% divided by +10%.
= 2, so supply is price elastic.
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Question 8

0455/11 J25 • Q8 • 1 mark

The price elasticity of supply (PES) of coffee is calculated as +0.2 for the current year and +2.0 in
the long run.

Why is the PES of coffee higher in the long run?

8

Coffee plants take several years to grow.A

Consumers will not buy coffee at higher prices.B

There are many substitutes for coffee.C

There are no stocks of coffee.D

What would a person believe who wished to encourage the use of the market system?9

people should have equal living standardsA

people should have freedom of actionB

profit maximisation is wrongC

the government should correct people’s bad behaviourD

What is not a form of money?10

a banknoteA

a chequeB

a coinC

a credit cardD

If interest rates fall, what will be the most likely effect on saving and borrowing?11

borrowingsaving

decreasedecreaseA

increasedecreaseB

decreaseincreaseC

increaseincreaseD
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Solution 8

Answer: A

Why

Price elasticity of supply depends on how quickly output can be adjusted.
Coffee bushes take years to mature, so output can barely change within one
year.
Given long enough, more can be planted, so supply becomes far more elastic
in the long run.
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Question 8
0455/12 J25 • Q8 • 1 mark

The diagram shows the market for ice cream and the effects of very hot weather.7

O

price

quantity

S1

D1 D2

P2

P1

If prices had remained at P1 even during the hot weather, what was likely to have happened 
in the market for ice cream?

equilibriumA

excess supplyB

rising profitsC

shortageD

The supply of which good is likely to be most price elastic?8

time taken to
produce the good

the good is
easily stored

one daynoA

one yearnoB

one dayyesC

one yearyesD

What is a characteristic of a demerit good?9

it is more beneficial to the consumer than they realiseA

it is overconsumed in the free marketB

it is underproduced in the free marketC

it provides external benefitsD
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Solution 8

Answer: C

Why

Supply is most elastic when output can be adjusted quickly and stock can be
held.
A good produced in a day, and easily stored, can respond almost at once.
A good taking a year to produce and impossible to store has very inelastic
supply.
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Question 7
0455/11 N24 • Q7 • 1 mark

Which person is most likely to make a microeconomic decision as part of their job?4

a government finance ministerA

the global administrator of the Human Development IndexB

the governor of the central bankC

the manager of a private sector firmD

What necessarily describes the market system?5

all resources used to produce consumer goodsA

an economy with both a private and a public sectorB

limited resources but unlimited wantsC

resources allocated through demand and supplyD

The diagram shows the demand for and supply of a product. The original equilibrium is at X.

Which point indicates the new equilibrium position if there is an increase in the price of a close
substitute for the product while other things remain the same?

6

price

quantity

B

A

C

D
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D3

D1

D2

S3
S1

S2

O

A firm has the following supply schedule.7

quantity supplied
price
($)

10

20

5

10

What is the price elasticity of supply of the good as the price increases from $5 to $10?

+2.0D+1.0C+0.5B−0.5A
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Solution 7

Answer: C

Why

PES = percentage change in quantity supplied ÷ percentage change in price.
Quantity goes 10 → 20, a rise of 100%; price goes $5 → $10, also 100%.
100/100 = 1, so supply is unit elastic.


