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The diagram shows the market for cherries in Chile.6
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What would cause a change in the market equilibrium from E1 to E2?

a newspaper article stating cherries are good for your healthA

a poor harvest for cherries due to bad weatherB

an increase in the imports of cherries from IsraelC

the government reducing the sales tax on cherriesD

A German car producer estimates the price elasticity of demand (PED) for its cars is −2.0.

What can be concluded from this information?

7

its cars are price elasticA

its cars are price inelasticB

its cars are unitary elasticC

its cars take time to produceD
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A country has large reserves of oil. It decides to produce a wide range of goods rather than specialise
in oil production.

What is not an acceptable reason in support of this decision?

27

Oil is a non-renewable resource that could be exhausted quickly.A

Producing a wide range of goods increases the benefits from free trade.B

Relying on other countries for vital goods and services makes a country vulnerable.C

The price of oil is volatile, making export revenue unstable.D

The US puts a 25% tariff on Chinese steel to protect jobs in the US steel industry.

Under which condition would this policy be most effective?

28

The price elasticity of demand for Chinese steel is –2.5.A

The price elasticity of demand for Chinese steel is –0.5.B

The price elasticity of supply for Chinese steel is 2.5.C

The price elasticity of supply for Chinese steel is zero.D

What might a central bank do to stop a fall in the value of its country’s currency?29

raise interest ratesA

reduce taxes on importsB

remove controls on currency outflowsC

sell their currency on the foreign exchange marketD

A government wishes to reduce the surplus on the current account of its balance of payments.

Which policy is likely to achieve this?

30

cutting government spendingA

devaluing its currencyB

increasing existing import quotasC

increasing import dutiesD
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Which changes would move the equilibrium in the diagram from point X to point Z?7
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a decrease in demand with a decrease in supplyA

a decrease in demand with an increase in supplyB

an increase in demand with a decrease in supplyC

an increase in demand with an increase in supplyD

When the price of shirts rises from $8 to $10, the demand for shirts falls from 1000 to 500.

What is the value of the price elasticity of demand for shirts?

8

greater than 1A

unitaryB

less than 1C

zeroD

A government intends to build a new international airport in an area of outstanding natural beauty.

What would be an external cost of this decision?

9

the cost of importing construction materialsA

the enjoyment lost by those unable to use the countrysideB

the increase in profits for local businessesC

the wages paid to the construction workersD
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