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ECS 1501  

Oct/Nov 2014 Exam Recommended Answers 
1. 2 

2. 2 

3. 2 

4. 4 

5. 1, a movement along the PPC involves an opportunity cost, to produce more of one good the 

firm has to produce less of the other good to stay on the PPC. 

6. 4, normative statements are based on opinions. 

7. 1, when the price of a good changes, it leads to a change in the quantity demanded (movement 

along the demand curve) 

8. 3, a change in quantity demanded can be illustrated by a movement along the demand curve, 

while a change in demand can be illustrated by a shift in the demand curve. 

9. 2 

10. 4 

11. 3, if the price is R3, the quantity demanded (60) is greater than the quantity supplied (20), 

thus there is an excess demand / shortage of 60 – 20 = 40 units. 

12. 3, equilibrium condition: quantity demanded = quantity supplied 

13. 3, if the price is above R5, the quantity supplied is greater than the quantity demanded, thus 

there is an excess supply / surplus. 

14. 3, equilibrium condition: Qd = Qs 

20 – P = P – 6  

2P = 26 

P = 13 → Q = 20 – 13 = 7 

15. 4 

28 – P = P – 6 

2P = 34 

P = 17 → Q = 28 – 17 = 11 

16. 3 
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17. 1, Cola and Fanta are substitutes in consumption. When the price of Fanta increases, the 

quantity demanded of Fanta decreases. The demand for cola increases, because you substitute 

Fanta with cola which are now relatively cheaper. 

18. 2 

19. 2 

 

20. 3, South Africans will buy less fatty foods, thus the demand for fatty foods will fall and the 

demand curve will shift to the left. As a result, the equilibrium price and quantity fall. 

 

 

 

 

 

 

21. 1 
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22. 3, good rain expected → bigger harvest → supply increases and the supply curve shifts to the 

right. The equilibrium price decreases and the equilibrium quantity increases. 

  

23. 2, elasticity of demand is equal to infinity on the vertical intercept and equal to zero on the 

horizontal intercept. 

24. 1 

𝐸𝑑 =  
%∆𝑄𝑑

%∆𝑃
  = 

 (Q2 – Q1)/(Q1 +Q2)

(P2 – P1)/(P1 +P2)
 = 

 (140−100)/(100+140)

(8−10)/(10 + 8)
 = - 1.5 → 1.5 (ignore negative sign) 

25. 2, 1.5 > 1, thus demand is elastic 

26. 4 

27. 1 

28. 1, when demand is inelastic, price and TR moves in the same direction. When price increases, 

TR increases and when price decreases, TR decreases. 

29. 2 

𝐸𝑑 =  
%∆𝑄𝑑

%∆𝑃
  = -5% / 5% = -1 → 1 (ignore the negative sign) 

30. 2, Pepsi and Fanta is substitutes, thus the cross elasticity is positive. (when the price of Pepsi 

increases, the quantity demanded of Fanta increases) 

31. 4, if the quantity demanded of a good increases when income increases, vice versa, then the 

good can be classified as a normal good. 

32. 2 

33. 3  

34. 2 (similar to the law of diminishing marginal utility) 

35. 4 

36. 4 

37. 1 

38. 3, can consist of an infinite number of indifference curves 

39. 2 

40. 2 (need both the vertical and the horizontal intercepts) 

41. 4 

42. 3 

43. 2, it applies to production in the short run, because in the long run all inputs are variable. 
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N TP AP MP 

1 20 20 20 

2 45 45 / 2 = 22.5 45 – 20 = 25 

3 66 66 / 3 = 22 66 – 45 = 21 

4 21*4 = 84 21 84 – 66 = 18 

5 100 100 / 5 = 20 100 – 84 = 16 

6 100 + 14 = 114 114 / 6 = 19 14 

 

44. 1, 21*4 = 84 

45. 4, 114 / 6 = 19 

46. 3, 100 – 84 = 16 

47. 4 

 

 

 

 

 

 

48. 1 

49. 4, identical / homogeneous products.  

50. 3, the demand curve of a perfectly competitive firm is perfectly elastic (horizontal line at the 

equilibrium price) 

51. 2 

52. 3, profit maximizing condition: output where MR = MC 

53. 1, Economic profit = (P – AC)*Q 

When P > AC: the firm makes an economic profit 

When P < AC: the firm makes an economic loss 

When P = AC: the firm makes zero economic profit / breaks even (but does earn normal profit) 

54. 1 

55. 4 

56. 3, firms under perfect competition are price takers 

57. 2, equilibrium / profit maximizing condition: MR = MC 

58. 1 

59. 1, there are NO barriers to entry or exit in monopolistic competition. 

60. 4 (deadweight loss / social cost) 

61. 3 

62. 4, no government intervention 
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63. 2, when wages in other occupation are reduced, the particular industry becomes more 

attractive for workers, because the wage paid in the industry increases relative to wages in 

other occupations. Thus labour supply will increase in the industry of interest. 

64. 4, 10% - 5% = 5% 

N TPP MPP P MRP = MPP*P 

0 0 0  0 

1 0 + 30 = 30 30 420 / 30 = 14 420 

2 62 62 – 30 = 32 14 32*14 = 448 

3 62 + 10 = 72 10 14 10*14 = 140 

4 80 80 – 72 = 8 14 8*14 = 112 

5 80 + 5 = 85 5 14 5*14 = 70 

6 87 87 – 85 = 2 28 / 2 = 14 28 

 

65. 2, profit max number of workers: where MRP = Wage = 140 

66. 1 

67. 1, an increase in the price of the final product will lead to an increase in MRP and thus an 

increase in the demand for labour. 

68. 4 

69. 4, excess labour supplied = unemployment 

70. 2 


