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The price elasticity of demand (PED) of a good is –1.

What will happen to both demand and total revenue as price increases?

7

demand will fall and total revenue will not changeA

demand will fall and total revenue will riseB

demand will rise and total revenue will not changeC

demand will rise and total revenue will riseD

Which pair of economic institutions can be found in a market economy?8

charities and public sector firmsA

multinational companies and commercial banksB

public sector firms and private sector firmsC

stock exchanges and government-funded hospitalsD

The table shows the weekly demand for, and supply of, good X at three prices.9

supply
(tonnes)

demand
(tonnes)

price
($)

10

12

14

16

12

10

20

30

40

What will be the effect if the government imposes a minimum price of $40 per tonne?

a fall in the price of XA

a shortage of XB

a surplus of XC

no change in the market equilibriumD

What is the function of money when it is used to value goods and record transactions?10

a medium of exchangeA

a standard of deferred paymentB

a store of wealthC

a unit of accountD
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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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The price of fish has increased from $3.00 to $4.80. The quantity supplied of fish has increased
from 100 units to 130 units.

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

7

2D1.8C1.3B0.5A

Which combination shows features of the mixed economic system?8

public
sector

private
sector

price
mechanism

yesnonoA

noyesnoB

noyesyesC

yesyesyesD

The diagram shows the equilibrium price for bread.9

price

($)

quantity

D

S

0

5

What will be the short-term effect if the government sets a maximum price below $5?

a shift in the demand curveA

a shift in the supply curveB

an excess of demand over supplyC

an excess of supply over demandD

Why do banknotes function as money?10

They are backed by gold.A

They are durable.B

They are generally acceptable.C

They have intrinsic value.D
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Section B

Answer any three questions.

Each question is introduced by stimulus material. In your answer you may refer to this material and/or 
to other examples that you have studied.

2 Some  markets in Belgium are in equilibrium. The country produces a wide range of goods and 
services with different degrees of price elasticity of demand. The Belgian Government wants the 
economy to move to a production possibility point beyond its current production possibility curve 
(PPC). Belgium’s scientific industry is one industry which is doing well. Workers in this industry are 
highly specialised.

 (a) Define market equilibrium. [2]

 (b) Explain two ways an economy could reach a point outside its current PPC. [4]

 (c) Analyse how price elasticity of demand can influence a firm’s pricing decisions. [6]

 (d) Discuss whether or not firms benefit from their workers undertaking training. [8]

3 In April 2023, a French cosmetics firm merged with an Australian cosmetics firm. It is expected 
the merger will lower average total cost as the new firm is likely to benefit  from greater internal 
economies of scale. A manager stated that a key aim is to make the firm’s production more 
sustainable by using raw materials taken from renewable sources. In most countries, the cosmetics 
firm’s products, including perfume, are taxed at a higher rate than food.

 (a) Define average total cost. [2]

 (b) Explain how using renewable raw materials may affect a firm’s profits. [4]

 (c) Analyse the internal economies of scale that a cosmetics firm could experience. [6]

 (d) Discuss whether or not perfume should be taxed at a higher rate than food. [8]

4 There are several policy measures a central bank or government can use to reduce unemployment. 
One policy measure a government could use to reduce unemployment is to increase its spending 
on building houses. The Federal Reserve, the central bank of the US, has two main aims. One is 
to maintain price stability and the other is to achieve full employment. Some central banks also 
have economic growth as a target, but none have HDI value as a target.

 (a) Identify two policy measures a central bank could use to maintain price stability. [2]

 (b) Explain two benefits to an economy of full employment. [4]

 (c) Analyse how an increase in government spending on building houses could reduce 
unemployment. [6]

 (d) Discuss whether or not an increase in a country’s economic growth rate will increase its 
HDI value. [8]
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The diagram shows demand and supply curves for a product at its equilibrium price P.6

price

P

Q

quantity
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D
2

D
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2

S
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How would the introduction of a subsidy be shown?

Demand would shift to D1.A

Demand would shift to D2.B

Supply would shift to S1.C

Supply would shift to S2.D

The table shows the quantity demanded at different prices.7

quantity
demanded

price $

3

4

5

7

9

6

5

4

3

2

For which fall in price is the demand price-inelastic?

from $6 to $5A

from $5 to $4B

from $4 to $3C

from $3 to $2D
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What are both macroeconomic decisions?4

decision 2decision 1

a firm sets the prices for its productsa school recruits more teachersA

a government spends more on defencea central bank reduces money supplyB

a farmer decides which crops to growa government increases tax ratesC

a worker accepts an offer of overtimea household cuts its energy useD

The table shows the quantity of coffee demanded per day and the quantity supplied per day.5

supply (kilos)demand (kilos)price ($) per kilo

261612

231811

202010

17229

14248

11267

At the equilibrium price, what will be the total expenditure on coffee?

$400D$200C$20B$10A
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What is the function of the price mechanism in a market economy?4

allocating resources and guiding choicesA

allowing governments to provide price stabilityB

enabling markets to operate fairlyC

preventing competitors from entering a marketD

The table shows the demand and supply schedules for rice. The current price is $2.00 per kilo.5

quantity supplied
(million tonnes)

quantity demanded
(million tonnes)

price per kilo $

30

25

20

15

10

5

10

20

30

40

2.50

2.00

1.50

1.00

0.50

What will happen if the price is reduced to $1.00 per kilo?

The demand curve will shift to the left.A

The market will move from shortage to surplus.B

The market will move from surplus to shortage.C

The supply curve will shift to the right.D
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What is an example of microeconomics?4

a fall in the cost of growing wheatA

a fall in the unemployment rateB

an increase in the rate of inflationC

an increase in government spendingD

There are three key questions to be decided in determining resource allocation within an economy.

What does not relate to one of the choices in the three key questions?

5

whether all income groups receive the outputA

whether consumer or industrial goods are producedB

whether economic goods or free goods are suppliedC

whether labour or capital is used in productionD

The diagram shows demand and supply curves for a good. The market is in equilibrium at point X.

What would be the new equilibrium position if there were a successful advertising campaign for
the good and an increase in the cost of raw materials?

6

price

quantity

XA
D

B

C

O

D1D2
D3

S1
S2

S3
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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

X

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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