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Question 4

0455/12 J25 • Q4 • 1 mark

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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Solution 4

Answer: B

Why

Macroeconomic decisions affect the whole economy.
A government setting interest rates or its budget is macroeconomic.
One firm’s prices, or one school’s hiring, is microeconomic.
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Question 4
0455/13 J25 • Q4 • 1 mark

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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Solution 4

Answer: A

Why

The price mechanism signals, rations and gives incentives.
Rising prices tell producers to supply more and consumers to buy less.
That is how it allocates scarce resources between competing uses, with no
planner needed.
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Question 8

0455/12 M25 • Q8 • 1 mark

The price elasticity of demand for smartphones is believed to be −2.0. A manufacturer decides to
cut prices by 10%.

What will be the effect of this change in price?

7

demand will fall by 20%A

demand will rise by 5%B

quantity supplied will remain unchangedC

revenue will increaseD

What is a characteristic of a market economic system?8

consumers decide whether production is labour-intensive or capital-intensiveA

factors of production are government-ownedB

high levels of government interventionC

land and capital are privately ownedD

A government intends to build a new road through a forest.

What will be an external cost of this?

9

the cost of building the roadA

the loss suffered by those who would have used the forestB

the cost of maintaining the roadC

the new jobs created from the construction of the roadD

Which function does a central bank provide for the general public?10

accepting depositsA

issuing banknotesB

making loansC

providing overdraftsD
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Solution 8

Answer: D

Why

In a market system, resources are privately owned and allocated by the price
mechanism.
Firms produce for profit and consumers vote with their money.
There is no government planning, so any answer involving state direction is
wrong.
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Question 2

0455/12 N24 • Q2 • 1 mark

Which economic question is least likely to arise as a result of scarcity?1

For whom will we produce?A

How will we produce?B

What will we produce?C

When will we produce?D

What is opportunity cost?2

the allocation of resources in an economyA

the cost to the individual when they consume a goodB

the lack of goods and services available to satisfy unlimited wantsC

the next best alternative forgone when making an economic decisionD

The diagram shows a production possibility curve (PPC) for an economy that produces two goods,
X and Y.

Which point shows the greatest opportunity cost of producing one more unit of good X?

3

O

good Y

good X

A

B

C
D

A period of bad weather leads to a failure of the rice crop.

What is the effect on the market for rice?

4

a shortage of rice and a fall in its priceA

a shortage of rice and a rise in its priceB

a surplus of rice and a fall in its priceC

a surplus of rice and a rise in its priceD
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Solution 2

Answer: D

Why

Opportunity cost is the value of the next best alternative given up when a
choice is made.
It is not the money paid, and not the shortage itself.
Every choice has one, because choosing one option always means forgoing
another.


