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ECS1501 TEST BANK 

Question 1 
As an economic concept, scarcity applies to 
[1] neither the poor nor the rich. 
[2] the poor but not the rich. 
[3] the rich but not the poor. 
[4] both the poor and the rich. THE CORRECT OPTION IS 4 

Explanation 

Scarcity is an economic concept that applies to all individuals rich or poor and to all countries 
regardless of level of development. Generally resources accessible to individuals and other 
economic agents are limited and insufficient to meet the agents‟ unlimited desires. No 
individual has enough resources to do everything that he/she desires and because of that 
we say resources are scarce. Scarcity must not be confused with poverty; it affects 
everyone, rich or poor. 
 
Question 2 
Due to scarcity of resource, 
[1] the government must decide how to allocate available resources. 
[2] some members of the society must live in poverty. 
[3] every society must choose among competing uses of available resources. THE 
CORRECT OPTION IS 3. 
[4] every society must undertake central planning. 
 
Explanation 
Due to scarcity of resources, economic agents or society must choose amongst competing 
uses of available resources. Given that factors of production required to produce all goods 
and services desired by the society are limited, society has to decide on the best way of 
allocating these limited resources. It has to choose which goods and services should be 
produced and which needs or wants should be left unsatisfied. The issue of making choices 
in the context of scarcity is something that is done by everyone, not only the government. All 
individuals confronted with the problem of scarce resources should make choices. 
 
Question 3 
Microeconomics focuses on all of the following EXCEPT the 
[1] purchasing decisions made by an individual consumer. 
[2] relationship between inflation and unemployment rates. THE CORRECT OPTION IS 2. 
[3] employment decision made by a business. 
[4] decision by a firm to expand its output due to an increase in demand. 
 
Explanation 
In microeconomics the focus is on individual parts of the economy i.e. the behaviour of 
consumers, firms, etc. Microeconomics studies the price of an individual commodity, the 
number of people employed in a particular firm or industry, the output produced by firms in a 
particular sector or industry etc. Microeconomics deals with disaggregated data or individual 
components of the economy. Inflation and unemployment are macroeconomic issues 
because they relate to the economy as a whole. Thus macroeconomics is the study of broad 
economic aggregates like inflation, employment, GDP, etc. 
 
Question 4 
Macroeconomics focuses on all of the following EXCEPT 
[1] the measurement of a nation‟s inflation rate. 
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[2] how producers and consumers interact in individual markets. THE CORRECT OPTION 
IS 2. 
[3] how tax policies influence economic growth. 
[4] the total output of the economy. 
 
Explanation 
Macroeconomics is concerned with the economy as a whole. It is a study of broad economic 
aggregates like inflation, economic growth, government tax policies, total output etc. The 
interaction of producers and consumers in individual markets relates to microeconomics. In 
this case we are studying individual components of the economy, not the whole economy 
and that is why we only look at individual markets. 
 
Question 5 
Which one of the following is a positive economic statement? 
[1] Government should not redistribute income. 
[2] Businesses ought to contribute more to charities. 
[3] Households are the primary source of saving. THE CORRECT OPTION IS 3. 
[4] The foreign sector should be more tightly controlled. 
 
Explanation 
A positive economic statement is an objective statement of fact that can also be proven by 
referring to factual information. Positive statements are usually not characterised by phrases 
like “should”, “ought to” etc. Normative statements are value laden or subjective statements 
that reflect individual opinion and cannot be verified by referring to facts. Thus the statement 
that households are the primary source of saving can be proven by looking at the savings 
pattern in the country. There are statistics gathered by Statistics SA on the savings pattern 
of businesses, individuals and government in the country. We can use these statistics to see 
whether a large percentage of national savings is done by households (individuals) or not. 
 
Question 6 
“Senior citizens deserve an income that will allow them to live in comfort for the remaining 
years.” 
This is 
[1] neither a normative nor a positive statement. 
[2] both a positive and a normative statement. 
[3] a positive statement. 
[4] a normative statement. THE CORRECT OPTION IS 4. 
 
Explanation 
“Senior citizens deserve an income that will allow them to live in comfort for their remaining 
years” is a normative statement because it reflects an individual‟s opinion and it is difficult to 
prove the validity of this statement. For example, it is difficult to explicitly and objectively 
define the meaning of the word “comfort”. Being “comfortable” varies from individual to 
individual and therefore makes this statement normative in nature. 
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Question 7, 8 and 9 are based on the following production possibilities. 
Table 1 

 

Point Production of grain (tons) Production of LCD 
televisions (units) 

A 0 420 

B 10 400 

C 20 360 

D 30 300 

E 40 200 

F 50 0 

 
Question 7 
Which of the following combinations is unattainable? 
[1] 18 tons of grain and 360 LCD televisions 
[2] 40 tons of grain and 200 LCD televisions 
[3] 32 tons of grain and 300 LCD televisions THE CORRECT OPTION IS 3. 
[4] 10 tons of grain and 390 LCD televisions 
 
Explanation 
A production possibility curve shows all the maximum combinations of two goods that can be 
produced by efficiently utilising all available resources. 
 
Option 1 is attainable It is possible to produce 18 tonnes of grain and 360 LCDs, even 
though production would be inefficient. If we are producing 360 LCDs, we need to also 
produce a maximum of 20 tonnes of grain if resources are used efficiently. 
 
Option 2 is attainable 40 tonnes of grain and 200 LCDs is an attainable combination, as it 
lies on the production possibility curve, and is also an efficient point because resources are 
fully utilised in this case. 
 
Option 3 is unattainable The combination of 32 tonnes of maize (grain) and 300 LCDs is 
not attainable. If we are producing 300 LCDs, we can only produce a maximum of 30 tonnes 
of grain. 
 
Option [4] is attainable If we are producing 10 tonnes of grain, we can also produce a 
maximum of 400 LCDs. Thus, producing 390 LCDs means we are not fully utilising our 
resources - this is inefficient production and this point lies inside the production possibility 
curve. 
 
Therefore only option 3 is correct. 
 
Question 8 
Production is inefficient if this economy produces 
[1] 18 tons of grain and 360 LCD televisions. THE CORRECT OPTION IS 1. 
[2] 40 tons of grain and 200 LCD televisions. 
[3] 32 tons of grain and 300 LCD televisions. 
[4] 10 tons of grain and 400 LCD televisions. 
 
Explanation 
Production is inefficient if this economy produces inside its production possibility curve or 
boundary. Thus 18 tonnes of grain and 360 LCDs represents a point that lies inside the 
PPC. If the economy is utilising its resources efficiently, the maximum amount of grain that 
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can be produced when 360 LCDs are produced is 20 tonnes, not 18 tonnes. As explained 
above, option 3 represents an unattainable, not inefficient, production combination. 
 
Question 9 
What is the opportunity cost of increasing the production of grain from 20 to 40 tons of grain? 
[1] 80 LCD televisions 
[2] 100 LCD televisions 
[3] 120 LCD televisions 
[4] 160 LCD televisions THE CORRECT OPTION IS 4. 
 
Explanation 
The opportunity cost of increasing the production of grain from 20 to 40 tonnes is the number 
of LCDs foregone (sacrificed to free up resources for the additional grain production). Thus 
20 tonnes of grain are associated with 360 LCDs and 40 tonnes of grain are also associated 
with 200 LCDs. Increasing grain production from 20 to 40 tonnes results in the production of 
LCDs falling from 360 to 200. Therefore the opportunity cost is 360-200 = 160 LCDs. 
 
Question 10 
Which of the following options is NOT correct? 
[1] Consumer goods can be classified as non-durable, durable and semi-durable goods. 
[2] Intermediate goods are goods that are purchased to be used as inputs in producing other 
goods. 
[3] Private good is characterised by non-excludability. THE CORRECT OPTION IS 3. 
[4] The value of capital goods depreciates over time. 
 
Explanation 
A private good is characterised by excludability in consumption, which means that 
individuals who are not willing to pay to consume the good have no access to the good. 
Goods that are non-excludable in nature are called public goods. It is impossible to exclude 
those people who are not willing to pay from the consumption of public goods. Once street 
lights have been erected, whether an individual has paid for it or not, he/she is still able to 
„consume‟ the light. This is a case of non-excludability. 
 
Question 11 
When a textile company keeps track of its inventory using a computer, while its competitor 
uses a spread sheet and pencil, they are both answering the ______________ question. 
[1] “what” 
[2] “how” THE CORRECT OPTION IS 2. 
[3] “for whom” 
[4] “where” 
 
Explanation 
Keeping track of inventory using a computer or using a spread sheet and pencil are all input 
issues related to the method of production. Thus they relate to the “how to produce” aspect 
of economic questions. 
 
Question 12 
When firms in an economy start producing more computers and fewer televisions, they are 
answering the _______ question. 
[1] “what” THE CORRECT OPTION IS 1. 
[2] “how” 
[3] “for whom” 
[4] “where” 
 
Explanation 
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Question 13 
When firms in an economy start producing more computers and fewer TVs, they are 
answering the “what to produce” question. 
 
Which of the following statements regarding factors of production is/are correct? 
a) Profit is income for the entrepreneur, whilst interest is income for capital. 
b) Land and labour are factors owned by firms, whilst capital and entrepreneurs are owned 

by households. 
c) The quantity of labour depends on the size of the population and the proportion of the 

population that is able and willing to work. 
 
[1] Only a and b 
[2] Only b and c 
[3] Only c and a THE CORRECT OPTION IS 3. 
[4] All the statements are correct 
 
Explanation 
Statement (a) is correct. The rewards to factors of production are as follows: interest is 
paid to capital, rent to land or natural resources, wages to labour and profit to the 
entrepreneur. 
 
Statement (c) is correct The size of the labour force represents the number of people 
willing and able to work. This number depends on the size and the proportion of the 
population that is by law able and willing to work, which also depends on the age and gender 
distribution of the population. 
 
Question 14 
In the circular flow model of a closed economy with no government sector, households 
[1] receive income from buyers of goods and services. 
[2] receive income from the sale of factors of production in the goods market. 
[3] pay firms for the use of their factors of production. 
[4] receive income from producers for the sale of factors of production in the factor market. 
THE CORRECT OPTION IS 4. 
 
Explanation 
In the circular flow model of a closed economy with no government sector, households 
receive income from producers for the sale of factors of production in the factor markets. 
Remember, all factors of production are owned by households and sold in the factor markets 
in return for factor income in the form of wages, rent, interest and profits. 
 
Question 15 
In terms of the circular flow diagram, firms make expenditure in the _____ market and 
receive income through the _____ market. 
[1] capital; goods 
[2] goods; factor 
[3] goods; financial 
[4] factor; goods THE CORRECT OPTION IS 4. 
 
Explanation 
In terms of the circular flow of income diagram, firms incur expenditure in the factor market 
and receive income through the goods market. In the factor market firms will be paying for 
factor services supplied by households. Firms buy factors of production from households in 
the factor market and use these factors to produce goods and services, which they sell to 
households in the goods market. For supplying and selling goods and services in the goods 
market, firms receive income in the form of sales revenue. 
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Question 16 
Which one of the following options correctly lists examples of stock variables? 
[1] Profit, capital and assets. 
[2] Assets, liabilities and income. 
[3] Wealth, unemployment and investment. 
[4] Wealth, capital stock and money supply. THE CORRECT OPTION IS 4. 
 
Explanation 
A stock variable is measured at a particular point in time and thus has no time (period) 
dimension, whilst a flow variable is measured over a period of time and can thus vary greatly 
with time. Therefore wealth, capital stock and money supply are all stock variables. 
Unemployment, investment, income and profits are all flow variables because they change 
with time. 
 
Question 17 
In a free market economic system the combination of goods produced will be determined by 
[1] the government. 
[2] the law. 
[3] market forces of demand and supply. THE CORRECT OPTION IS 3. 
[4] the private sector. 
 
Explanation 
In a free market economy, the combination of goods (and services) produced will be 
determined by the market forces of demand and supply. This is a market system where all 
means of production are owned by private individuals and there is freedom of choice and 
enterprise. Thus individuals are free to consume any good they want, to work for any 
company that they wish to and to employ factors of production to produce goods and 
services that they see fit. Self-interest is the major motivating factor in this system and 
everything is decided by the free inter-play of market forces. By contrast, the government or 
public sector is dominant in a command economy. 
 
Question 18 
In a command economy, all the economic decisions are taken by the 
[1] government. THE CORRECT OPTION IS 1. 
[2] workers. 
[3] voters. 
[4] consumers. 
 
Explanation 
In a command economy all the economic decisions are taken by the government. The 
government decides on what to produce, how to produce and for whom to produce. 
 
Question 19 
The interaction between the demand for and supply of consumer goods and services takes 
place in which market? 
[1] Factor market 
[2] Financial market 
[3] Goods market The correct option is [3]. 
[4] Foreign market 
[5] None of the above 
 
Explanation 
The market for goods and services acts as a link between households (demand) and firms 
(supply). 
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Question 20 
If there is a successful advertising campaign promoting the health benefits of drinking milk, 
then, ceteris paribus, 
[1] the demand for milk will increase. The correct option is [1]. 
[2] the demand for milk will decrease. 
[3] the supply of milk will increase. 
[4] the supply of milk will decrease. 
[5] the demand and supply of milk will increase. 
 
Explanation 
Anything that increases the preferences (or tastes) of consumers for a particular good will 
increase the demand for the good in question (in this case, milk). 
 
Question 21 
Market demand 
[1] shows how much an individual is willing and able to consume at each and every price. 
[2] is the horizontal summation of all the individual demand curves in a market. The correct 
option is [2]. 
[3] is the vertical summation of all the individual demand curves in a market. 
[4] has a positive slope. 
[5] shows how much individuals are willing to supply at each and every price. 
 
Explanation 
The market demand is the horizontal summation of all the individual demand curves in a 
market. 
 
Question 22 
Which of the following is true with regard to a decrease in the demand for cheese, ceteris 
paribus? 
[1] It is represented by a rightward shift of the demand curve. 
[2] It is represented by a movement upward along the demand curve. 
[3] It is represented by a movement downward along the demand curve. 
[4] It is most likely caused by an increase in the price of cheese. 
[5] It is represented by a leftward shift of the demand curve. The correct option is [5]. 
 
Explanation 
A decrease in the demand for cheese is associated with a shift of the demand curve to the 
left. Remember the different terminology distinguishing a movement along a demand curve 
(referred to as a change in quantity demanded), as opposed to a shift of the demand curve 
(simply referred to as a change in demand). 
 
Question 23 
The law of demand states that 
[1] prices and quantity demanded are inversely related, ceteris paribus. The correct option 
is [1]. 
[2] the larger the number of buyers in the market, the lower the market price. 
[3] prices and quantity demanded are directly related, ceteris paribus. 
[4] consumers will buy more of a product at higher prices than at lower prices. 
 
Explanation 
The origin of this phenomenon is found in the economic motive of consumers who want to 
consume more of a product at a lower price and less of the product at a higher price 
resulting in this negative (inverse) relation between price and quantity demanded. That is 
why the demand curve has a negative slope. 
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Question 24 
In the market for air travel, which of the following variables would decrease demand, ceteris 
paribus? 
[1] An increase in rental rates for hired cars, a substitute in consumption. 
[2] A rise in income of tourists. 
[3] A rise in the price of air travel. 
[4] A rise in the price of hotel accommodation, a complement in consumption. The correct 
option is [4]. 
[5] A drop in the price of air travel. 
 
Explanation 
An increase in the price of a complement will decrease the demand for air travel. 
 
Question 25 
Supply can (also) be defined as follows: 
a) The quantity of goods and services an individual is willing and able to buy at a given 

market price. 
b) The quantities of goods and services producers are willing and able to supply at a given 

market, price and time period. 
c) Quantities of goods and services producers supply. 
 
[1] Only b The correct option is [1]. 
[2] Only a 
[3] Only b and c 
[4] Only c 
 
Question 26 
When the supply curve shifts to the right, what will the effect on the equilibrium price and 
quantity be? 
[1] Price increases, quantity decreases. 
[2] Price increases, quantity increases. 
[3] Price decreases, quantity increases. The correct option is [3]. 
[4] Price decreases, quantity decreases. 
 
Explanation 
An outward shift of the supply curve will cause the equilibrium price to decrease and the 
quantity to increase. 
 
Question 27 
A decrease in the cost of flour used to bake bread, is most likely to 
[1] decrease the demand for bread. 
[2] increase the supply of bread. The correct option is [2]. 
[3] decrease the equilibrium quantity of bread traded. 
[4] decrease the quantity of bread demanded. 
[5] decrease the supply of bread. 
 
Explanation 
If there is a decrease in the price of an input (in this case, flour), it will cause the supply of 
the good (bread) to increase, ceteris paribus. The supply curve for bread will therefore shift 
rightward (downward). 
 
Question 28 
Prices serve important functions in a market economy. Which of the following is/are correct? 
a) They only determine whether consumers can survive on their incomes. 
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b) Prices ration the scarce supply of goods and services to those who value them the 
highest and can afford them. 

c) Their main role is to determine whether suppliers can make profits. 
d) They serve as signals that direct the factors of production among different uses in the 

economy (allocation function). 
 
[1] Only d 
[2] Only a and b 
[3] All of the above 
[4] Only b and d The correct option is [4]. 
[5] Only c and d 
 
Explanation 
Statement b is correct. The consumer must be willing and able to buy the product to be 
part of the demand for a product. 
Statement d is correct. Factors of production will always be allocated there where the 
remuneration is the highest. 
 
Question 29 
In the market for first year economics textbooks, assuming everything else remains 
unchanged, the equilibrium price of textbooks will increase if 
[1] there is a surplus of textbooks. 
[2] the price of university education, a complement, increases. 
[3] the supply of textbooks increases. 
[4] the cost of the publication of textbooks increases. The correct option is [4]. 
[5] there is a decrease in the cost of paper necessary to produce textbooks. 
 
Explanation 
If the cost of production increases, the supply curve will shift to the left (upward), resulting in 
an increase in the equilibrium price. 
 
Question 30 
Which of the following will definitely cause an increase in the equilibrium price? 
[1] An increase in both demand and supply. 
[2] A decrease in both demand and supply. 
[3] An increase in demand combined with a decrease in supply. The correct option is [3]. 
[4] A decrease in demand combined with an increase in supply. 
[5] Any of the above, depending on the circumstances. 
 
Explanation 
The demand curve will shift to the right, while the supply curve will shift to the left. The price 
will definitely increase, while the change in the quantity is uncertain and depends on the 
relative size of the changes. 
 
Question 31 
Which of the following will definitely result in a fall in equilibrium price? 
[1] An increase in both demand and supply. 
[2] A decrease in both demand and supply. 
[3] An increase in demand together with a decrease in supply. 
[4] A decrease in demand together with an increase in supply. The correct option is [4]. 
[5] A decrease in supply only. 
 
Explanation 
The decrease in the price is certain, while the change in quantity depends on the relative 
size of the changes. 
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Question 32 
Assume that beef and leather are complements in production. The price of beef increases 
because of a decrease in the supply of beef, ceteris paribus. 
[1] The demand curve and the supply curve of leather will shift. 
[2] The supply curve of leather will shift to the right with an accompanying decrease in the 
equilibrium price and an increase in the equilibrium quantity of leather. 
[3] The supply curve of leather will shift to the left with an accompanying increase in the 
equilibrium price and a decrease in the equilibrium quantity of leather. The correct option is 
[3]. 
[4] The demand curve of leather will shift to the left with an accompanying increase in the 
equilibrium price and a decrease in the equilibrium quantity of leather. 
 
Explanation 
The supply of leather will decrease and the supply curve shifts to the left. The quantity will 
decrease while the price increases. 
 
Question 33 
Which of the following statements is/are correct? 
The setting of a price ceiling below the equilibrium level will 
a) lead to an excess demand. 
b) have no effect on the market. 
c) lead to demand exceeding supply. 
d) lead to an excess supply. 
 
[1] All the statements are correct 
[2] Only c 
[3] Only a and c 
[4] Only a The correct option is [4]. 
[5] Only b and c 
 
Explanation 
The introduction of a ceiling price means that you cannot charge a price higher than the 
ceiling price. At any price lower than the equilibrium price, the quantity demanded will 
exceed the quantity supplied and result in an excess demand. 
 
Question 34 
Which of the following definitions/formulae of price elasticity of demand is/are correct? 
 

a) Ep = 
                                                   

                                        
 

 
 
b) The percentage change in the quantity demanded if the price of the product changes by 

one percent. 
 

c) Ep = 
  

  
 x 

 

 
 

 
d) In case of a linear demand curve the price elasticity of demand can also be stated as : 

 

 
 

     
 x 

 

 
 

 
[1] All the definitions/formulae are correct The correct option is [1]. 
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[2] Only a, b and c 
[3] Only a and b 
[4] Only a 
[5] Only a and d 
 
Explanation 
All the statements correctly state various ways to calculate the price elasticity of demand. 
 
Question 35 
When the percentage change in the quantity demanded exceeds the percentage change in 
the price, the price elasticity of demand will be 
[1] zero. 
[2] less than one. 
[3] equal to one. 
[4] more than one. The correct option is [4]. 
[5] infinite. 
 
Explanation 
The correct answer in the first place merely reflects a mathematical truth, irrespective of 
what is being calculated. A larger number divided by a smaller number will always render an 
answer larger than one. The value of more than one indicates an elastic demand. 
 
Question 36 
If the price decreases and the demand is elastic, then 
[1] total revenue will rise. The correct option is [1]. 
[2] total revenue will fall. 
[3] total revenue will remain unchanged. 
[4] any decrease in the price will decrease total revenue. 
 
Explanation 
When demand is elastic, total revenue (TR) will increase when price decreases. 
 
Question 37 
Which one of the following options is correct? 
[1] The demand for necessities will be more elastic. 
[2] The demand for luxuries will be more inelastic. 
[3] If bread and tea are necessities, then an increase in the price will not lead to a significant 
decrease in the quantities consumed. The correct option is [3]. 
[4] If bread and tea are luxuries, then an increase in price will not lead to a significant 
decrease in the quantities consumed. 
 
Explanation 
The demand for necessities tends to be inelastic and thus the percentage change in Q is 
smaller than the percentage change in P. 
 
Question 38 
Which one of the following options is correct? 
[1] The price elasticity of demand for Volkswagen motorcars will be smaller than the price 
elasticity of the demand for motorcars in general. 
[2] Because bread is food, bread has the same price elasticity of demand as food. 
[3] The price elasticity of demand for Omo washing powder will be greater than the price 
elasticity of demand of washing powder. The correct option is [3]. 
[4] Products that are habit forming will tend to have a relatively high price elasticity of 
demand. 
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[5] Butter and margarine are regarded as good substitutes. Therefore these goods will tend 
to have a relative inelastic price elasticity of demand. 
 
Question 39 
The income elasticity of demand for luxury goods is greater than one. This means that the 
[1] percentage change in quantity demanded is greater than the percentage change in 
income. The correct option is [1]. 
[2] percentage change in quantity demanded is smaller than the percentage change in 
income. 
[3] percentage change in quantity demanded is equal to the percentage change in income. 
[4] percentage change in price is greater than the percentage change quantity demanded. 
[5] percentage change in quantity demanded is less than the percentage change in price. 
 
Explanation 
Option [1] is the correct description of a positive income elasticity of demand, and in 
particular that of a luxury good. 
 
Question 40 
Which of the following statements is/are correct? 
a) The slope, at any point of an indifference curve is equal to the marginal rate of 

substitution. 
b) The slope of a tangent drawn at any point of an indifference curve is equal to the 

marginal rate of substitution. 
c) When the budget line intersects the indifference curve the consumer can choose his 

equilibrium point. 
d) A decrease in the price of one or both products will shift the indifference curves to the 

right. 
 
[1] All the statements are correct 
[2] Only a, b and c 
[3] Only a and b The correct option is [3]. 
[4] Only a 
[5] None of the statements is correct 
 
Question 41 
Which one of the following options is INCORRECT? 
[1] When economists measure costs, they consider actual monetary payments and implicit 
costs. 
[2] Economic costs of production are based on the principle of opportunity cost. 
[3] Total economic cost of production always includes normal profit. 
[4] Accountants use the opportunity cost to calculate the profit of the firm. The (in)correct 
option is [4]. 
 
Explanation 
Option [4] is false, as accountants do not consider opportunity cost, but explicit costs only – 
i.e. "the monetary payments for the factors of production and other inputs bought or hired by 
the firm". 
 
Question 42 
Which one of the following options is INCORRECT? 
[1] To calculate total revenue price must be multiplied by the quantity sold. 
[2] In the long run all inputs are variable. 
[3] Both the marginal and average product can be derived from the total product but only the 
marginal product can become negative. 
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[4] According to the law of diminishing returns, the total product can never decrease. The 
correct option is [4]. 
[5] Total cost is the sum of total fixed cost and total variable cost. 
 
Explanation 
The law of diminishing returns states the following: as more of a variable input is combined 
with one or more fixed inputs in a production process, points will eventually be reached 
where first the marginal product, then the average product and finally the total product start 
to decline. Thus, the statement that total production can never decrease is incorrect. 
 
Question 43 
As more units of the variable input is employed and the marginal product is falling but not yet 
negative then 
[1] the total product will decrease as the input increases. 
[2] the average product will increase. 
[3] the average product will decrease. 
[4] the average product may increase or decrease. The correct option is [4]. 
 
Explanation 
It is clear that AP can still increase after MP has started declining, but in due course AP will 
also decline once MP values become smaller. When TP values become smaller after 
reaching a maximum value, MP values become negative. The other options in the question 
are, at best, half-truths. 
 
Questions 44 and 45 are based on table 1 below. A firm produces a product which it 
sells in a perfectly competitive market. The price of the product is R24 per unit and 
the firm’s cost structure is as follows: 
 
Table 1 

Units 
produced 

Total fixed 
cost 
(R) 

Total 
variable 

cost 
(R) 

Total cost 
(R) 

Average 
(total) cost 

(R) 

Marginal 
cost 
(R) 

0   35   

1     34 

3    48  

4   120   

 
 
Questions 17 and 18 are based on the table below. You should have completed the table 
and obtained the values indicated in bold print. 
 

Units 
produced 

Total fixed 
cost 
(R) 

Total variable 
cost 
(R) 

Total cost 
(R) 

Average 
(total) cost 

(R) 

Marginal 
cost 
(R) 

0 35 0 35 0 0 

1 35 34 69 69 34 

2 35 61 96 48 27 

3 35 85 120 40 24 

 
 
A few notes on the completed table: 
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 When there is no production (zero units produced), the total cost = total fixed cost, in 
this case R35. Total fixed cost, by its very nature, is the same value at all levels of 
production. 

 At production of one unit, the marginal cost = the total variable cost that was added 
to the total fixed cost to produce this first unit, in this case R34. Total cost then = 35 + 
34 = R69. 

 If average total cost at production of two units = R48, then total cost = 48 x 2 = R96. 

 In all cases total variable cost = total cost – total fixed cost. It is especially important 
in this table to calculate the total variable cost at production of two and three units. 

 In all cases marginal cost = total cost of producing the next higher number of units 
(e.g. 2) – (minus) total cost of producing the previous number of units (e.g. 1). It is 
important in this table to calculate the marginal cost at production of two and three 
units. 

 Average (total) cost = total cost ÷ units produced, e.g. in the case of three units 
produced: 120 ÷ 3 = R40. 

 
 
Question 44 
Which one of the following options is correct? 
[1] Total fixed cost is zero if there is no production. 
[2] The marginal cost indicates the decrease in total cost when an additional unit is 
produced. 
[3] Total fixed cost increases if production increases. 
[4] If there is no production total variable cost is positive. 
[5] Average cost is not only equal to total cost divided by the quantity but is also equal to 
average fixed cost plus average variable cost. The correct option is [5]. 
 
Explanation 
This must be true, as total cost = fixed cost + variable cost. Thus, if these totals are all 
divided by the quantity produced, the averages obtained must still render the same equality. 
 
Question 45 
Which of the following statements is/are correct? 
a) It is not possible to calculate the total fixed cost and total variable cost with the given 

information. 
b) The marginal cost of producing the second unit is R27. 
c) The quantity of units the firm should produce and sell to maximise its total profit is 3 

units. 
 
[1] Only b and c The correct option is [1]. 
[2] Only a and b 
[3] Only a and c 
[4] Only b 
[5] Only a 
 
Explanation 
The price of the product is given as R24. The firm will maximise profits where P = MC. From 
the above table it is evident that when three units are produced, P = MC = 24. 
 
Question 46 
Suppose the marginal product (MP) for a firm of the 4th unit of labour is 20 and the average 
product (AP) of the same unit of labour is 25. Which one of the following options is correct? 
[1] Marginal product and average product are both rising. 
[2] Marginal product and average product are both falling. The correct option is [2]. 
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[3] Marginal product is falling while average product is rising. 
[4] It is impossible to tell if either of the curves is rising or falling. 
 
Explanation 
AP is only greater (lies higher) than MP when both are decreasing. 
 
Question 47 
When we say that the firm is a price taker it implies that 
[1] the demand curve that the firm faces is perfectly inelastic. 
[2] the firm can change its production rate and sales without changing the market price of the 
product. The correct option is [2]. 
[3] the firm takes the price as given and tries to influence it through production. 
[4] the firm can changes the market price as it changes its production. 
[5] at the current market price, the firm can sell an infinite quantity. 
 
Explanation 
Price takers have to accept the price as given and can only decide what quantities to supply 
or demand at that price. The price is determined by the interaction of demand and supply 
and all the market participants have to accept that price, as their individual actions cannot 
influence the price. 
 
Question 48 
A firm in a perfectly competitive industry will maximise profits by adjusting 
[1] output until marginal revenue equals marginal cost. The correct option is [1]. 
[2] average total cost until it equals price. 
[3] price until marginal revenue equals marginal cost. 
[4] price until average revenue equals average total cost. 
[5] output until average revenue equals short run average cost. 
 
Explanation 
The rule of profit maximisation under perfect competition states that profit is maximised at 
the output where marginal revenue (MR) is equal to marginal cost (MC). 
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Study figure 1 to answer Questions 49 to 53 
 

Figure 1 

 
 
 
Question 49 
Suppose the perfectly competive firm is producing where its average revenue is less than 
average variable cost. The firm should 
[1] not chage its output. 
[2] reduce output. 
[3] expand output. 
[4] increase the market price. 
[5] shut down. The correct option is [5]. 
 
Explanation 
The shut-down rule under perfect competition, in terms of unit costs, states that a firm should 
only produce if average revenue (i.e. price) is equal to, or greater than, average 
variable cost. Therefore if average revenue is less than average variable cost the firm 
should shut down. 
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Question 50 
If a perfectly competitive firm is facing a price of P2, the profit maximising firm in the short run 
should produce at output (quantity) 
[1] B. 
[2] C. 
[3] D. 
[4] E. The correct option is [4]. 
[5] F. 
 
Explanation 
If the price is P2 the firm will minimise its economic losses by producing a quantity E, where 
MR (price) = MC, and its average variable cost and part of its average fixed cost is covered. 
 
Question 51 
A perfectly competitive firm would incur normal profit at price 
[1] P3. The correct option is [1]. 
[2] P2. 

[3] P1. 

[4] P4. 

[5] P5. 
 
Explanation 
At P3 (P3 = AR = MR), the market price is equal to MC where MC intersects AC at its 
minimum point. The corresponding level of output is F. At that level of output AR is equal to 
AC and the firm earns a normal profit (it will break even), since its costs, which include 
normal profit, are fully covered. 
 
Question 52 
If a perfectly competitive firm is facing a price of P5, the profit maximising firm in the short run 
should produce at output (quantity) 
[1] F. 
[2] G. 
[3] H. The correct option is [3]. 
[4] B. 
[5] C. 
 
Explanation 
At a market price of P5 (P5 = AR = MR), profit is maximised where MR is equal to MC. This 
occurs at the quantity H. At H the firm‟s average revenue AR = P5 is greater than its average 
total cost AC and the firm therefore makes an economic profit. 
 
Question 53 
A perfectly competitive firm produces at a quantity where price is equal to marginal cost, 
provided that price is equal to, or greater than average variable cost. The firm‟s supply curve 
will thus start at output 
[1] B. 
[2] C. 
[3] D. The correct option is [3]. 
[4] E. 
[5] F. 
 
Explanation 
The firm‟s supply curve will start at output D, as under perfect competition price (P) is equal 
to marginal revenue (MR) and average revenue (AR). The firm will therefore produce the 
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quantity where P is equal to, or greater than, AVC. The rising portion of the firm‟s MC curve 
above the minimum of AVC can therefore be regarded as the firm‟s supply curve. 
 
Question 54 
Comparing the short and the long run profit maximising positions of a perfectly competitive 
firm, which option is true? 
[1] The firm may have unexploited economies of scale in both the short run and the long run. 
[2] Price should equal average cost in the long run, but not necessarily in the short run. The 
correct option is [2]. 
[3] Price will equal marginal cost in the short run, but not necessarily in the long run. 
[4] The firm will produce at minimum average cost in both the short and long run. 
[5] Economic profit may exist in the short run and in the long run. 
 
Explanation 
All perfectly competitive firms are price takers, who maximise profits where MR = MC. In the 
long run, when all the inputs are variable, a firm will continue to produce only if total revenue 
is sufficient to cover total cost (including normal profit). However, in the short run they do not 
all produce at minimum average cost. 
 
The basic difference between short-run and long-run costs is that while certain costs are 
fixed in the short run, all costs are variable in the long run. 
 
Question 55 
If a firm in a perfectly competitive industry is suffering losses, then one would expect that in 
the long run 
[1] the supply curve of the product will shift to the left as firms leave the industry, causing 
industry output to decrease and price to rise. The correct option is [1]. 
[2] each firm would raise its price until it has break even. 
[3] the demand curve for the product will shift to the left, causing equilibrium output and price 
to decrease. 
[4] the supply curve for the product will shift to the right as individual firms lower their prices 
to increase their sales. 
[5] there would be no change in the number of firms in the industry as long as firms are 
covering their average variable cost. 
 
Explanation 
Economic losses force firms to leave the industry in the long run, thus shifting the supply 
curve to the left. As a result the equilibrium price will rise and output will fall to establish a 
new equilibrium. The individual firm earns a normal profit and there will be no incentive for 
firms to leave or enter the industry. 
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Study figure 2 to answer Questions 56 to 59 
Figure 2 

 

 
 

 

Question 56 
A monopolist faces a downward-sloping demand curve because 
[1] it sells typically to only one consumer. 
[2] its supply curve is upward sloping. 
[3] its demand curve is the market demand curve. The correct option is [3]. 
[4] its average revenue equals its marginal revenue. 
[5] demand is perfectly inelastic. 

Explanation 

A monopolistic industry consists of a single firm; this means that the demand curve for the 
product of a monopolistic firm is the market demand curve for the product of the industry. 
The monopolist firm faces a downward-sloping demand curve, as the monopolist can only 
sell an additional quantity of output if it lowers the price of its products. 
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Question 57 
A single price, profit maximising monopolist produces at quantity 
[1] Q5. 

[2] Q0. The correct option is [2]. 
[3] Q1. 

[4] Q2. 

[5] Q3. 

 

Explanation 
To maximise profits, the monopolist has to produce where MR=MC. This is indicated by 
point “f” on the graph at quantity Q0. 
 
Question 58 
A single price, profit maximising monopolist would charge a price of 
[1] P0. 

[2] P4. The correct option is [2]. 
[3] P3. 

[4] P2. 

[5] P1. 

 

Explanation 
The monopolist sells the output at the price the consumers are willing to pay for a quantity of 
Q0. This is at point “a” and price P4. The equilibrium price is therefore P4 and the equilibrium 
quantity is Q0. 
 
Question 59 
A profit maximising monopolist will always operate where 
[1] price equals marginal revenue and marginal cost. 
[2] total revenue is greater than total cost. 
[3] average total cost equals marginal cost. 
[4] price is greater than average revenue. 
[5] price is greater than marginal cost. The correct option is [5]. 
 
Explanation 
If the monopolist aims to maximise profits it should produce where marginal revenue is equal 
to marginal cost (MR = MC). Also in a monopoly the marginal revenue from the sale of an 
extra unit of output is less than the price at which all units of the products are sold. Therefore 
P > MR but also P > MC. 
 
Question 60 
Which of the following is a market structure in which a large number of firms compete 
vigorously with each other in producing and selling varieties of a basic product? 
[1] Cartel 
[2] Oligopoly 
[3] Monopoly 
[4] Perfect competition 
[5] Monopolistic competition The correct option is [5]. 
 
Explanation 
In a monopolistically competitive market a large number of firms produce similar but slightly 
different (or heterogeneous) products. 
 
Question 61 
An oligopoly exists when: 
[1] A few firms supply much of the market. The correct option is [1]. 
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[2] A single firm supplies most of the market. 
[3] Many small firms supply to the market. 
[4] Only two firms supply to the market. 
[5] Economies of scale exist and are external to the firm not internal. 
 
Explanation 
An oligopoly takes advantage of economies of scale in that it reduces production costs and 
prices. As large firms they can produce large quantities at low average cost. Many modern 
goods would be more expensive if produced by a large number of small firms rather than a 
small number of large firms. Moreover, external economies are outside the firm‟s control and 
relate to conditions and events in the industry, similar to an oligopolistic industry or market 
as each firm‟s profit depends not only on its own actions but also on the other firms‟ actions. 
 
Question 62 
Which of the following is the basis for trade in a monopolistic competitive market? 
[1] Comparative advantage. 
[2] Product differentiation. The correct option is [2]. 
[3] External economies of scale. 
[4] Constant returns to scale. 
[5] Compete aggressively to earn lower profits. 
 
Explanation 
Monopolistic competitive firms produce heterogeneous (differentiated) products. The act of 
making a product that is slightly different from the product of a competing firm is called 
product differentiation. 
 
Question 63 
A firm‟s demand for labour would decrease if the 
[1] price of output increased. 
[2] labour supply curve shifts to the right. 
[3] price of capital increases. 
[4] the productivity of all workers decrease. The correct option is [4]. 
[5] wage rate increases. 
 
Explanation 
In deciding whether or not to employ a worker a firm will compare the marginal benefit 
derived from employing the worker with the marginal cost of employing the worker. As long 
as the marginal benefit exceeds the marginal cost the firm will continue to employ additional 
units of labour. Therefore if the productivity of all workers fell, output and marginal revenue 
will decrease, reducing the benefit from hiring additional workers and as a result the firm‟s 
demand for labour will also decrease. 
 
Question 64 
In the labour market, if the government imposes a minimum wage that is below the 
equilibrium wage then 
[1] workers wishing to work at the minimum wage will have problems finding employment. 
[2] firms will hire fewer workers than without the minimum wage law. 
[3] nothing will happen to the wage rate or the employment level. The correct option is [3]. 
[4] an excess supply of labour will exist in the market. 
 
Explanation 
Similar to minimum price fixing, a minimum wage that is set below the equilibrium wage 
(price) will have no effect on the wage rate (price) or the level of employment (quantity). 
 
 



22 
Jameszon31@gmail.com 081 438 7509 / 061 429 0222 / 078 548 0303 

Question 65 
The marginal revenue product curve is: 
[1] upward sloping due to the law of demand. 
[2] upward sloping due to the marginal utility law. 
[3] downward sloping due to the law of supply. 
[4] downward sloping due to the law of diminishing returns. The correct option is [4]. 
[5] upward sloping due to Say‟s law. 
 
Explanation 
The law of diminishing returns implies that the marginal revenue product curve has a 
declining tendency. It slopes downwards from left to right like a normal demand curve for a 
product. 
 
Question 66 
Economics is concerned with the efficient management of 
[1] scarce wants for production. 
[2] limited productive needs. 
[3] scarce resource for production. The correct option is [3] 
[4] unlimited resources for production. 
 
Explanation 
Economics is concerned with the efficient management of scarce resources of production. 
 
Question 67 
Which of the following statements is/are correct? 
a) Choice is made in economics because resources are unlimited in supply. 
b) Wants, needs and demand are the three main elements of the basic economic problem. 
c) Opportunity cost arises when more quantities of one good can be obtained by sacrificing 

quantities of another good. 
 
[1] All the statements are correct. 
[2] Only b. 
[3] Only c. The correct option is [3] 
[4] Only a and c. 
[5] Only b and c. 
 
Question 68 
Which of following statements is/are correct? 
a) An increase in the supply of petrol is a microeconomic issue. 
b) “Consumer goods are very cheap in South Africa”, is an example of a positive statement. 
c) “Manufacturing is the largest employer in all developing countries”, is an example of a 

normative statement. 
 
[1] All the statements are correct. 
[2] Only b. 
[3] Only b and c. 
[4] Only a and b. 
[5] Only a and c. The correct option is [5] 
 
Explanation 
Statement a is correct. The supply of a specific product (petrol) is a microeconomic issue. 
Statement c is correct. This statement rest upon a value judgement and an opinion. 
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Consider the following statement, which is based on levels and rates of change and 
answer questions 22 and 23. 
 
Assume that your neighbour pays R8 000 per month for a personal loan while you pay R5 
000 per month for yours. Suppose your neighbour’s instalment increases by 2,5% while 
yours increases by 4%. 
 
Question 69 
Which of the following statements is/are correct? 
a) Your neighbour‟s instalment increase in rand terms is less than yours. 
b) A decline in inflation means that prices have fallen. 
c) Your neighbour‟s instalment increase in rand terms is the same as yours. 
 
[1] None of the statements is correct. 
[2] Only a and b. 
[3] Only b and c. 
[4] Only b. 
[5] Only c. The correct option is [5] 
 
Explanation 
An increase in your neighbour‟s personal loan is: 2,5% x R8000 = R200. 
An increase in your personal loan is: 4% x R5000 = R200. 
 
Question 70 
Which one of the following calculations is correct? 
[1] Your instalment has increased by R1 250. 
[2] Your neighbour‟s new payment is R10 000 since her instalment has increased by R2 000. 
[3] You now pay R5 200 since your instalment has increased by R200. The correct option is [3] 
[4] Your neighbour‟s instalment has increased by R250. 
 
Explanation 
An increase in your neighbour‟s personal loan is: 2,5% x R8000 = R200. 
An increase in your personal loan is: 4% x R5000 = R200 
 
Question 71 
Which one of the following options regarding the types of goods in the economy is correct? 
[1] Free goods are abundant in supply and are always freely available. 
[2] Public goods are characterised by the exclusion of consumption by individuals. 
[3] Wheat purchased by a household is an example of an intermediate good. 
[4] A measuring tape used by a dressmaker is an example of a capital good. The correct option 
is [4] 
 
Explanation 
Capital goods are used to manufacture other goods. 
 
Question 72 
Which of the following would be viewed by economists as a factor of production? 
a) A river which provides water for irrigation. 
b) Planning skills of consultants. 
c) Wages earned by the labourers. 
 
[1] Only c. 
[2] Only b and c. 
[3] All the statements are correct. 
[4] Only a and b. The correct option is [4] 
[5] Only a. 
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Explanation 
Statement (a) is correct. A river is an example of a natural resource. 
Statement (b) is correct. This is an example of entrepreneurship. 
 
Question 73 
Which of the following statements regarding the factors of production is/are correct? 
a) Profit is the income for capital, while rent is the income for natural resources. 
b) Capital goods have an unlimited life, while consumer goods have a limited life. 
c) Money cannot be used to produce goods and services. 
 
[1] Only a and b. 
[2] Only b. 
[3] Only c. The correct option is [3] 
[4] Only b and c. 
[5] None of the statements is correct. 
 
Question 74 
Which one of the following options regarding the distribution of economic activity is correct? 
[1] Clothing is produced in the primary sector while services provided by UNISA form part of the 
tertiary sector. 
[2] Production of goods and services only occurs in the secondary and tertiary sectors. 
[3] The secondary sector comprises of the mining and construction sections of the economy. 
[4] The breeding of sheep occurs in the primary sector while the production of wool jerseys 
occurs in the secondary sector. The correct option is [4] 
 
Question 75 
Which one of the following characterises the command system? 
[1] Tradition instructs the economic behaviour. 
[2] All factors of production are owned by the state. 
[3] Economic activity is coordinated by central authority. The correct option is [3] 
[4] Competition is an important feature of the command system. 
 
Explanation 
In a command system the central authorities instruct the participant in the economy how to 
produce goods and services and also what goods and services must be produced. The central 
authorities also decide about the distribution of production. The command system is also known 
as a central planned system. 
 
Question 76 
Which of the following statements regarding economic systems is/are correct? 
a) Nationalisation occurs when the state-owned enterprises are sold to the public. 
b) Privatisation refers to the private ownership of the factors of production. 
c) A disadvantage of a market system is that there is no government intervention at all. 
 
[1] Only a and b. 
[2] Only b and c. 
[3] Only a. 
[4] Only b 
[5] Only c. The correct option is [5] 
 
Question 77 
The three major flows in the economy are 
[1] total production, total investment and total spending. 
[2] total income, total savings and total consumption. 
[3] total production, total spending and total savings. 
[4] total spending, total income and total production. The correct option is [4] 
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Explanation 
The three major flows in the economy are total spending, total income and total production. 
 
Question 78 
Which one of the following statements regarding the circular flow of goods and services is 
correct? 
a) In a simple circular flow model, goods and services flow through the goods market from 

households to firms. 
b) Firms are the owners of capital in a simple circular flow model. 
c) The two major types of markets in a simple circular flow are the labour market and the capital 

market. 
 
[1] Only a and b. 
[2] Only b and c. 
[3] Only a. 
[4] Only b. 
[5] None of the statements is correct. The correct option is [5] 
 
Question 79 
Which of the following statements is/are correct? 
a) If a consumer demands a good it simply means that he or she wants the good. 
b) Demand refers to the quantities of a product that potential buyers are willing and able to buy. 
c) Demand is a flow variable. 
 
[1] All statements are correct. 
[2] Only a and b. 
[3] Only a and c. 
[4] Only b and c. The correct option is [4] 
[5] None of the statements. 
 
Explanation 
Demand is backed by the buyers‟ willingness and ability to pay for a product. Demand is 
measured over a period of time, therefore it is a flow variable. 
 
Question 80 
Which one of the following will not shift the demand curve for a product? 
[1] An increase in household income. 
[2] A fall in the price of a substitute product‟s price. 
[3] An increase in the price of a complement product. 
[4] A fall in the price of the product. The correct option is [4] 
[5] An increase in the size of the household. 
 
Explanation 
The demand curve for a product will shift if there is a change in all the other determinants of 
demand except the price of the product. A fall in the price of the product will cause a movement 
along the demand curve and not a shift of the demand curve. 
 
Question 81 
The market supply curve is 
[1] a vertical summation of the individual supply curves. 
[2] a horisontal summation of the individual supply curves. The correct option is (2) 
[3] a horisontal summation of the individual demand curves. 
[4] a vertical summation of the individual demand curves. 
 
Explanation 
The market supply curve is obtained by adding the individual supply curves horizontally. 
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Question 82 
Which one of the following will increase the demand for a product? 
[1] A fall in the price of a substitute product. 
[2] An increase in the price of a complement product. 
[3] A fall in the price of the product. 
[4] An increase in the price of a substitute product. The correct option is (4) 
[5] An increase in the price of the product. 
 
Explanation 
An increase in the price of a product (butter) will increase the demand for a substitute product 
(margarine). 
 
Question 83 
The law of demand implies that 
[1] as prices fall, quantity demanded increases, ceteris paribus. The correct option is (1) 
[2] as prices rise, quantity demanded increases, ceteris paribus. 
[3] as prices rise, demand decreases, ceteris paribus. 
[4] as prices fall, demand increases, ceteris paribus. 
[5] the demand curve is positively sloped. 
 
Explanation 
The law of demand demonstrates that there is a negative relationship between price and quantity 
demanded. The law of demand states that ceteris paribus, the higher the price of a good, the 
lower is the quantity demanded. This also implies that as prices fall, quantity demanded 
increases, ceteris paribus. 
 
Question 84 
A decrease in the price of flour, used to bake bread, is most likely to 
[1] decrease the demand for bread. 
[2] increase the demand for bread. 
[3] decrease the equilibrium quantity of bread. 
[4] increase the supply of bread. The correct option is (4) 
[5] shift the supply curve to the left. 
 
Explanation 
A decrease in the cost of flour used to make bread implies a decrease in the cost of an input. As 
this happens, the supply of bread will increase. This will result in an increase in the equilibrium 
quantity of bread. 
As the cost of flour decreases, it becomes relatively cheaper to produce bread therefore the 
supply of bread will increase. 
 
Question 85 
When the quantity demanded is greater than the quantity supplied 
[1] the price will fall to the equilibrium price. 
[2] the price will rise to the equilibrium price. The correct option is (2) 
[3] the price will remain constant irrespective of market forces. 
[4] the production level will decrease. 
[5] the production level will remain constant, irrespective of market forces. 
 
Explanation 
When the quantity demanded is greater than the quantity supplied, there will be excess demand. 
To eliminate the excess demand and restore the equilibrium, the price will rise to the equilibrium. 
As the price rises, the firms will produce more. 
 
Question 86 
Which one of the following factors will not shift the supply curve, ceteris paribus? 
[1] A change in the price of a substitute product. 
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[2] A change in the price of labour. 
[3] A change in the expected future price. 
[4] A change in the price of the product. The correct option is (4) 
[5] An improvement in technology. 
 
Explanation 
Considering the determinants of supply, all the other determinants except the price of a product 
cause a shift of the supply curve. A change in the price of a product will cause a movement along 
a supply curve. 
 
Question 87 
Assume goods A and B are substitutes in consumption. Assume that the equilibrium price of 
good B decreases. 
Which one of the following options is correct? 
[1] The demand for good A will increase. 
[2] The supply for good A will increase. 
[3] The demand for good A will decrease. The correct option is (3) 
[4] The supply of good B will increase 
[5] The supply of good A will decrease. 
 
Explanation 
If goods A and B are substitutes in consumption, when the price of good B decreases, quantity 
demanded of good B will increase and the consumers will demand less of good A. 
 
Question 88 
Which of the following will definitely result in an increase in equilibrium price? 
a) An increase in both demand and supply. 
b) A decrease in both demand and supply. 
c) An increase in demand together with a decrease in supply. 
d) A decrease in demand together with an increase in supply. 
 
[1] Only d. 
[2] Only c. The correct option is [2] 
[3] Only b. 
[4] Only a. 
[5] None of the statements. 
 
Explanation 
An increase in demand will cause an increase in price and a decrease in supply will also cause 
an increase in price. 
 
Question 89 
Equilibrium occurs when 
[1] demand equals supply. 
[2] price equals quantity. 
[3] excess demand equal excess supply. 
[4] quantity demanded equals quantity supplied. The correct options [4] 
[5] excess demand minus excess supply is not equal to zero. 
 
Explanation 
Equilibrium occurs when quantity demanded equals quantity supplied. At equilibrium there is no 
excess demand and no excess supply. This means that at equilibrium, excess demand minus 
excess supply is equal to zero. 
 
Question 90 
Assume goods X and Y are substitutes in production. Assume that the equilibrium price of 
good Y increases. 
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Which one of the following options is correct? 
[1] The demand for good X will increase. 
[2] The supply for good X will increase. 
[3] The demand for good Y will decrease. 
[4] The supply of good Y will increase. 
[5] The supply of good X will decrease. The correct option is [5] 
 
Explanation 
If goods X and Y are substitutes in production, when the equilibrium price of good Y increases, 
quantity supplied of good Y will increase. While this happens, the producers will supply less of 
good X. 
 
Question 91 
When there is excess supply in the market, the 
[1] price will increase. 
[2] quantity will increase. 
[3] production will increase. 
[4] equilibrium quantity will decrease. 
[5] price will decrease. The correct option is [5] 
 
Explanation 
When there is excess supply in the market, it implies that the quantity supplied is greater than the 
quantity demanded. To eliminate the excess supply, price will reduce to equilibrium price. The 
firms will reduce the quantity produced. 
Price will decrease until equilibrium is restored. 
 
Question 92 
Which of the following statements is/are correct? 
a) Fixing a maximum price above the equilibrium price will result in an excess demand. 
b) Fixing a minimum price below the equilibrium price may lead to black market activity. 
c) Fixing the minimum price below the equilibrium price will not disturb the market forces. 
 
[1] Only a. 
[2] Only b. 
[3] Only c. The correct option is [3] 
[4] Only a and b. 
[5] Only b and c. 
 
Question 93 
Which of the following will happen if there is a simultaneous increase in supply and demand? 
a) Equilibrium price will increase. 
b) The change in equilibrium quantity will be uncertain. 
c) The change in equilibrium price will be uncertain. 
d) Equilibrium quantity will increase. 
 
[1] All the statements are correct. 
[2] Only a and b. 
[3] Only a and c. 
[4] Only b and c. The correct option is [5] 
[5] Only c and d.  
 
Explanation 
An increase in demand will cause an increase in both the equilibrium quantity and equilibrium 
price. An increase in supply will cause an increase in equilibrium quantity and a decrease in 
equilibrium price. Therefore a simultaneous increase in supply and demand will certainly lead to 
an increase in equilibrium quantity while the effect of the change in price will be uncertain. 
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Question 94 
Price elasticity of demand is 
[1] a proportionate change in price divided by a proportionate change in quantity demanded. 
[2] the responsiveness of demand to changes in the price of a product. 
[3] a proportionate change in quantity demanded divided by a proportionate change in price. The 
correct option is [3]. 
[4] the responsiveness of quantity demanded to changes in the price of other products. 
 
Explanation 
Elasticity of demand is defined in terms of proportionate changes in quantity demanded relative 
to proportionate changes in price of the product. 
 
Question 95 
If the proportionate change in quantity demanded is less than a proportionate change in price, 
then demand is 
[1] elastic. 
[2] perfectly inelastic. 
[3] unitary elastic. 
[4] inelastic. The correct option is [4]. 
 
Explanation 
This question relates to the interpretation of the price elasticity coefficient. To interpret the 
elasticity we compare the proportionate change in quantity to the proportionate change in price. If 
quantity demanded changes by a greater proportion (or percentage) then demand is said to be 
price elastic. If price changes by a greater percentage than quantity demanded, then demand is 
price inelastic. In the case where both price and quantity demanded change by the same 
percentage demand is said to be of unitary elasticity. In this case therefore, demand is price 
inelastic. 
 
Question 96 
Which of the following statements is/are correct? 
a) If demand is perfectly elastic, the producers can raise their revenue by increasing the price of 

a product. 
b) If the price elasticity of demand coefficient is less than one, then a decrease in price will 

cause total revenue to increase. 
c) If the price elasticity of demand coefficient is greater than one, then an increase in price will 

cause a decrease in total revenue. 
 
[1] Only b. 
[2] Only c. The correct option is [2]. 
[3] Only a and b. 
[4] Only b and c. 
[5] All the statements are correct. 
 
Explanation 
When demand is price elastic changes in price move in the opposite directions to changes in 
total revenue. Thus, an increase in price will reduce total revenue. 
 
Question 97 
Which one of the following options would tend to decrease the price elasticity of demand for a 
product? 
[1] High availability of substitutes for a product. 
[2] If the product is a luxury good. 
[3] Low degree of complimentarity. 
[4] If the product has a broad definition. The correct option is [4]. 
 
Explanation 
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A broadly defined product has few substitutes and will therefore have a lower price elasticity 
compared to narrowly defined products. Thus, the price elasticity of demand for meat in general 
is less than that for beef and pork. 
 
Question 98 
If a 30% decrease in income causes the quantity demanded of the good to decrease by 25%, 
then this indicates a(n) 
[1] inferior good. 
[2] luxury good. 
[3] essential good. The correct option is [3]. 
 
Explanation 
This question is about income elasticity of demand. Essential goods have a positive income 
elasticity which is less than one. In this case the income elasticity is 5/6 (25/30) or 0.82. 
 
Use the information in table 1 below to answer question 8. 
Table 1 

Good Income elasticity coefficient Classification 

A Bread -0.6 a Luxury good 

B OMO soap powder 0.3 b Inferior good 

C Cellular phone 1.2 c Essential good 

 
Question 99 
Which one of the following options correctly classifies the goods according to their income 
elasticity coefficient? 
[1] Ab Ba Cc 
[2] Ac Bc Cb 
[3] Aa Bb Cc 
[4] Ab Bc Ca The correct option is [4]. 
 
Explanation 
This question also relates to the income elasticity of demand.  Inferior goods have negative 
income elasticities while normal goods have positive income elasticities. Normal goods can be 
classified into essential and luxury goods. Essential goods have income elasticity coefficients 
which are less than one while luxury goods have income elsticities which are greater than one. 
 
Bread is an inferior good, Omo washing powder is an essential good, and cellular phones are 
luxurious goods. 
 
Question 100 
Which of the following statements regarding utility is/are correct? 
a) Cardinal utility assumes that utility is measured by preference ranking of different products. 
b) Total utility decreases when marginal utility is negative. 
c) According to the law of diminishing marginal utility, marginal utility of a good eventually 

declines as less of it is consumed during a particular period of time. 
 
[1] Only b and c. 
[2] Only c. 
[3] Only b. The correct option is [3]. 
[4] Only a and c. 
[5] All the statements are correct. 
  
Explanation 
Marginal utility is the utility obtained from the additional unit of the good consumed. If marginal 
utility becomes negative it means the last unit of the good consumed will reduce total utility. 
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Question 101 
The additional utility that a consumer derives from the consumption of one additional unit of a 
commodity is known as 
[1] diminishing utility. 
[2] disutility. 
[3] marginal utility. The correct option is [3]. 
[4] total utility. 
 
Explanation 
This question asks for the definition of marginal utility. It is the additional utility obtained from 
the extra unit of the good consumed.  
 
Question 102 
Which of the following statements regarding utility is/are correct? 
a) Weighted marginal utility refers to the degree of satisfaction that a consumer derives from 

consumption of a good or service. 
b) The aim of rational consumers is to maximise their utility given the available means and 

alternatives at their disposal. 
c) Marginal utility of a good or service reaches a maximum when total utility is zero. 
 
[1] All the statements are correct. 
[2] Only b and c. 
[3] Only a and c. 
[4] Only a. 
[5] Only b. The correct option is [5]. 
 
Explanation 
Consumers are assumed to be seeking maximum utility that is attainable given their income and 
the commodity prices they face. 
 
Complete table 2 below and answer questions 103 and 104. 

Table 2 
 

Q Total utility Average utility Marginal utility 

1 40 B 40 

2 76 38 36 

3 108 D C 

4 136 34 28 

5 A 32 E 

6 180 30 20 

 
Question 103 
Which one of the following statements is/are correct? 
a) The average utility of consuming the third unit is 36 utils. 
b) The information provided is not sufficient to determine where total utility will reach a 

maximum. 
c) The total utility of consuming the fifth unit is 150 utils. 
 
[1] None of the statements is correct. 
[2] Only a. 
[3] Only b and c. 
[4] Only a and c. 
[5] Only a and b. The correct option is [5]. 
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Q Total utility Average utility Marginal utility 

1 40 40 40 

2 76 38 36 

3 108 36 (108/3) 32 (108-76) 

4 136 34 28 

5 160 (32X5) 32 24 (160-136) 

6 180 30 20 

 
Explanation 
Statement (a) is correct. From the table the average utility of the third unit is (108/3) 36. 
Statement b is correct. As long as marginal utility is still positive total utility will be increasing. 
 
Question 104 
The marginal utility value represented by the letter E is 
[1] 32 
[2] 24 The correct option is [2]. 
[3] 30 
[4] 22 
 
Explanation 
The marginal utility represented by the letter E is (160-136) 24. 
 
Question 105 
Which one of the following options is correct? 
A consumer is in equilibrium if the 
[1] marginal utility is the same for all the goods in question. 
[2] consumer purchases the same combination of goods. 
[3] combinations of goods are affordable. The correct option is [3]. 
[4] consumer derives different utility levels from the last unit of money spent on each product. 
 
Explanation 
For the consumer to be in equilibrium two conditions must be satisfied: (i) MUa/Pa = MUp/Pp and 
that (ii) the combination must be affordable. 
 
Question 106 
According to the law of diminishing returns, total product is reaching a maximum when 
[1] AP = MP. 
[2] MP is zero. The correct option is [2] 
[3] MP is negative. 
[4] AP is zero. 
 
Explanation 
As long as marginal product is positive total product will be increasing. When marginal product 
becomes negative total product decreases. Thus, total product is at its maximum when marginal 
product is zero. 
 
Question 107 
The law of diminishing returns applies 
[1] only in the short run. The correct option is [1]. 
[2] both in the short run and long run. 
[3] only in the long run. 
 
Explanation 
 
The law of diminishing returns applies only in the short run when at least one of the factors of 
production is fixed. Diminishing returns set in because the variable factor of production will have 
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too little of the fixed factor to combine with. In the long run all factors of production are variable, 
therefore the law of diminishing returns does not apply. 
 
Question 108 is based on table 3. Complete the table and answer question 108. 
Table 3 

Units 
produced 

(Q) 

Total fixed 
cost 
(R) 

Total 
variable 

cost 
(R) 

Total cost 
(R) 

Average 
cost 
(R) 

Marginal 
cost 
(R) 

0 100  100 0 0 

1   150   

2   200   

3   240   

4   300   

5   380   

 
Question 108 
Which one of the following options is correct? 
[1] The marginal cost of producing the third unit is equal to 80. 
[2] The total variable cost of producing the third unit is equal to 250. 
[3] The average cost of both the fourth and fifth units is equal to 75. 
[4] The marginal cost of producing the fourth unit is equal to 60. The correct alternative is [4]. 
 
Explanation 

Units 
produced 

(Q) 

Total fixed 
cost (R) 

Total 
variable 
cost (R) 

Total cost 
(R) 

Average 
cost (R) 

Marginal 
cost (R) 

0 100 0 (100-100) 100 - - 

1 100 50 (150-100) 150 150 (150/1) 50 (150-100) 

2 100 100 (200-100) 200 100 (200/2) 50 (200-150) 

3 100 140 (240-100) 240 80 (240/3) 40 (240-200) 

4 100 200 (300-100) 300 75 (300/4) 60 (300-240) 

5 100 280 (380-100) 380 76 (380/5) 80 (380-300) 

 
Question 109 
Which of the following statements regarding cost theory is/are correct? 
a) When economists measure costs, they consider only the opportunity cost. 
b) The vertical distance between the average cost curve and the average variable cost curve 

represents the marginal cost. 
c) The marginal cost curve cuts the average cost (AC) curve at the lowest point of AC. 
 
[1] Only a and b. 
[2] Only a and c. The correct option is [2]. 
[3] All the statements are correct. 
[4] Only a. 
[5] Only c. 
 
Explanation 
Economic costs of production relate to opportunity costs which include both implicit and explicit 
costs. 
The marginal cost curve intersects the average cost curve at its minimum point. 
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Use the information below to answer Question 19. 
 
Suppose a given factory has the following information: 

Total revenue R100 000 

Total implicit cost R75 000 

Total explicit cost R25 000 

 
Question 110 
Which one of the following options is correct? 
[1] The accounting profit of a factory is R75 000. The correct option is [1]. 
[2] The total economic loss of a factory is R25 000. 
[3] The economic profit of a factory is R50 000. 
[4] The factory only makes economic profit. 
 
Explanation 
Accounting profit is total revenue – total explicit cost = 100 000 - 25 000 = R75 000. 
 
Question 111 
Which of the following statements is/are correct? 
a) When marginal product is increasing, marginal cost of producing a good is also increasing. 
b) Marginal product reaches a maximum when a corresponding marginal cost is at a minimum. 
c) The U shape of the marginal cost curve reflects the law of diminishing returns. 
 
[1] All the statements are correct. 
[2] Only a and b. 
[3] Only b and c. The correct option is [3]. 
[4] Only b. 
[5] Only c. 
 
Explanation 
The marginal cost curve is a mirror reflection of the marginal product curve. 
When diminishing marginal returns set in the marginal cost curve will start rising. Thus, the U 
shape of the marginal cost curve reflects the law of diminishing returns. 
 
Question 112 
Perfect competition occurs when 
[1] at least one of the market participants can determine the general price. 
[2] none of the individual market participants can influence the price of the product. Correct 
option is [2]. 
[3] all the goods sold in the market are heterogeneous. 
[4] there is a large number of buyers but few sellers of the product. 
 
Explanation 
All participants under perfect competition are price takers. Thus no economic agent can influence 
the market price by its own actions. 
 
Question 113 
One of the requirements for the existence of perfect competition is “no collusion”. This means 
that 
[1] buyers and sellers should not collude. 
[2] there should not be any disagreement with regard to price among buyers. 
[3] each seller must act independently. The correct option is [3]. 
[4] each buyer must buy what he or she can afford. 
 
Explanation 
Collusion describes a situation where firms come together and set prices as if they were a single 
firm. “No collusion” means that each firm acts independently and does what is best for itself. 
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Each firm seeks to maximize its own profit. Thus, option [3] is the only correct explanation of the 
absence of collusion. 
 
Question 114 
Which of the following statement(s) represent the characteristics of perfectly competitive 
markets? 
a) Identical goods are sold in the market. 
b) There is no government intervention. 
c) Factors of production are perfectly mobile. 
 
[1] Only a. 
[2] Only b. 
[3] Only c. 
[4] None of the statements is correct. 
[5] All the statements are correct. The correct option is [5]. 
 
Explanation 
Statement (a) is correct. The product sold by each firm under perfect competition is 
homogeneous. This means that it is uniform or identical and each unit of the good are perfect 
substitutes. 
Statement (b) is correct. The market is left to itself with no official intervention. The prices that 
prevail in the market are determined purely by the market forces of demand and supply. 
Statement c is correct. The factors of production can move smoothly between occupations. 
This means that if a firm makes losses in the long run it exits the industry with its resources and 
enters a different industry. It also means that the factors of production can move physically from 
one place to another. 
 
Question 115 
The demand curve of a perfectly competitive firm is perfectly elastic. This is because 
a) the firm is a price taker. 
b) the buyers are price takers. 
c) the firm cannot determine or change prices as it wishes. 
 
[1] All the statements are correct. 
[2] Only a and b. 
[3] Only a and c. The correct option is [3]. 
[4] Only b and c. 
[5] None of the statements is correct. 
 
Explanation 
Statement (a) is correct. A price taking firm faces a horizontal demand curve for its own 
product. 
Statement (c) is correct. A horizontal demand curve means the firm has no influence on the 
price for its product. The market price is determined by the market forces of demand and supply 
and each firm takes it as given and decides on the level of output to produce in order to get the 
best profit possible. 
 
Question 116 
Which of the following statement(s) is/are the rule(s) for profit maximisation of any firm in the 
short run? 
a) The profit and loss rule. 
b) The shut-down rule. 
c) The profit-maximising rule. 
 
[1] Only a. 
[2] Only c. 
[3] Only a and c. 
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[4] Only b and c. The correct option is [4]. 
[5] Only a and b. 
 
Explanation 
These rules are the shutdown rule and the profit maximizing rule. 
 
Question 117 and 118 are based on table 1 below. A firm operating under conditions of 
perfect competition produces shoes. Complete the table below. 
 

Table 1 

Quantity 
(Q) 

Price per 
pair of shoes 

(R) 

Total Revenue 
(TR) 

Marginal 
Revenue 

(MR) 

Average 
Revenue 

(AR) 

0     

1   25  

2  50   

3   25 25 

4     

5  125   

 
Question 117 
Which of the following statement(s) is/are correct? 
a) A point is reached where TR starts declining. 
b) TR reaches a maximum at 5 units of shoes. 
c) AR becomes greater than MR after 5 units of shoes. 
 
[1] All the statements are correct. 
[2] None of the statements is correct. 
[3] Only a. 
[4] Only b. The correct option is [4]. 
[5] Only c. 
 
Explanation 

Quantity Price per unit Total revenue 
(TR) 

Marginal 
Revenue 

(MR) 

Average 
revenue (AR) 

0 25 0x25=0   

1 25 1x25=25 25 25 

2 25 50 25 25 

3 25 3x25=75 25 25 

4 25 4x25=100 25 25 

5 25 5x25=125 25 25 

 
In completing the above table we use the fact that under perfect competition 
price=marginal revenue=average revenue. 
 
Statement b is correct. At 5 units the total revenue is 125 which is the point where total revenue 
is maximum. 
 
Question 118 
Which of the following statement(s) is/are correct? 
a) AR = MR when TR is 100. 
b) AR = P at all levels of production. 
c) MR is greater than the price at zero units of production. 
 
[1] Only a. 
[2] Only b. 
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[3] Only c. 
[4] Only a and c. 
[5] Only a and b. The correct option is [5]. 
 
Explanation 
Statement (a) is correct. When total revenue is 100, average revenue and marginal revenue 
are both equal to 25. 
Statement b is correct. For any firm in a perfectly competitive market, the price is always equal 
to average revenue. 
 
Question 119 
In a monopolistic competitive market 
[1] the demand curve is horizontal. 
[2] positive economic profit is earned in the long run. 
[3] collusion is possible. 
[4] firms produce similar but slightly different products. The correct option is [4]. 
 
Explanation 
Product differentiation is an important feature of monopolistic competition. 
 
Question 120 
Which of the following statement(s) is/are correct? 
a) Market participants under perfect competition are price takers. 
b) Perfect competition and monopolistic competition are both characterised by heterogeneous 

goods. 
c) Monopolistic competition is characterised by incomplete information. 
 
[1] Only a. 
[2] Only a and c. The correct option is [2]. 
[3] Only b and c. 
[4] Only a and b. 
[5] All the statements are correct. 
 
Explanation 
All participants under perfect competition are price takers. Thus no economic agent can influence 
the market price by its own actions. Perfect competition is characterised by a homogeneous 
product. 
 
Question 121 
The demand curve of a monopolist 
[1] does not exist in the short run. 
[2] equals the market demand curve. The correct option is [2]. 
[3] is perfectly elastic. 
[4] is perfectly inelastic. 
[5] slopes downward but may be kinked. 
 
The monopolist makes the industry by itself, therefore the monopolist faces a market demand 
curve that is downward sloping. 
 
Question 122 
Which of the following options is/are correct? 
[1] Collusion is possible under a monopoly. 
[2] There is incomplete information under perfect competition. 
[3] There are only a few firms under an oligopoly. The correct option is [3]. 
[4] Entry is completely blocked under monopolistic competition. 
 
Explanation 
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Oligopoly market is characterized by a few dominant firms. 
 
Question 123 
Which of the following options is/are correct? 
[1] A monopoly is a market structure with only one buyer and many sellers. 
[2] Firms under perfect competition have some influence over the prices of their products. 
[3] One similarity between a monopoly and an oligopoly is that collusion is irrelevant. 
[4] One of the features of an oligopoly is uncertainty. The correct option is [4]. 
 
Explanation 
Uncertainty is an important feature of oligopolistic markets. 
 
Question 124 
For monopolistic competition to exist 
[1] there must be barriers to entry or exit. 
[2] each firm must produce homogeneous products. 
[3] firms must have some control over the price of the product. The correct option is [3]. 
[4] collusion must be possible. 
 
Explanation 
Due to the differentiation of the products each firm has some control over the price of its own 
product. They derive monopolistic power from the fact that their products are not perfect 
substitutes for each other. 
 
Question 125 
Which of the following statement(s) concerning the labour market is/are correct? 
a) Labour services are transferable and can be sold. 
b) Labour is rented. 
c) Labour is not homogeneous. 
 
[1] Only a and b. 
[2] Only b and c. The correct option is [2]. 
[3] Only a and c. 
[4] Only b. 
[5] Only c. 
 
Explanation 
Statement b is correct. Labour services cannot be sold but can only be rented out. 
Statement c is correct. Labour is not homogeneous because people have different skills. 
 
Question 126 
Which of the following options is/are correct? 
[1] If the nominal wage increases by 20% while prices in general increase by 20%, the real wage 
remains unchanged. The correct option is [1] 
[2] If nominal wage increases by 20% while prices in general increase by 30%, the real wage will 
increase by 10%. 
[3] If nominal wage increases by 20% while prices in general increase by 15%, the real wage will 
decrease by 5%. 
 
Explanation 
(W/p) The real wage is defined as W/p. If the nominal wage (W) and the general price level (p) 
increase by the same percentage, their ratio (W/p) will remain constant. Thus, the real wage 
does not change. 
 
Question 127 
If the wage increased from R5 000 per month to R5 500 per month 
a) the nominal wage increased by 10%. 
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b) the real wage increased by 10%. 
c) both the nominal wage and real wage increased by 10%. 
 
[1] Only a. The correct option is [1]. 
[2] Only b. 
[3] Only c. 
[4] None of the statements are correct. 
 
Explanation 
The percentage increase from R5 000 to R5 500 is calculated as 5 500-5 000 = 500, (500/5 000) 
x100, which is equal to 10%. 
 
Question 128 
Which of the following statement(s) is/are correct? 
a) The remuneration of labour is profit. 
b) Prices are determined on a daily basis by the forces of demand and supply in the labour 

market and the goods market. 
c) The functioning of the labour market is affected by non-economic considerations. 
 
[1] All the statements are correct. 
[2] Only a. 
[3] Only b. 
[4] Only c. The correct option is [4]. 
[5] Only a and b.  
 
Explanation 
Non - economic considerations like trade union actions affect the functioning of the labour 
market. 
 
Question 129 
An increase in the market supply of labour is caused by an increase in 
[1] population. The correct option is [1]. 
[2] wages earned in other occupations. 
[3] the number of firms. 
[4] productivity. 
 
Explanation 
An increase in population can increase the labour force and therefore can increase the supply of 
labour in an economy. 
 
Question 130 
A decrease in the market demand for labour is caused by 
[1] an increased impact of a disease on workers. 
[2] a decrease in the fringe benefits. 
[3] an increase in the price of the product. 
[4] a decrease in the price of a substitute factor of production. The correct option is [4]. 
 
Explanation 
A decrease in the price of a substitute factor of production will reduce the demand for labour as 
more of the other factor will be used. 
 

Question 131 
Which one of the following statements best describes the economic problem? 
[1] Unlimited wants and limited money in circulation. 

[2] Unlimited wants and limited resources. The correct alternative is (2) 
[3] Limited wants and unlimited resources. 
[4] Unlimited wants and unlimited money in circulation. 
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Explanation 

The economic problem arises from unlimited wants and limited resources. 
Economics is concerned with scarcity. The basic fact of life is that there are simply 
not enough goods and services to satisfy everyone‟s wants. Wants are unlimited but 
the means with which these wants can be satisfied are limited. 
The economic problem relates limited economic resources to unlimited human 
wants. 
 

Question 132 
Which of the following statement(s) is/are correct? 
In microeconomics we study 
a) the market for all goods and services in the economy. 
b) the demand for a product, like computers. 
c) the production of steel. 
 
[1] Only a and b 
[2] Only a and c 

[3] Only b and c The correct alternative is (3). 
[4] All the 
 
Explanation 

Microeconomics involves the study of individual parts of the economy while 
macroeconomics is concerned with the economy as a whole. 
 
Statement (b) is correct. The demand for a single product like computers is an 
individual part of the economy and is therefore a microeconomic issue. 
Statement (c) is correct. The production of steel is a single product, and is 
therefore a microeconomic issue. 
 
Question 133 
Which of the following statement(s) is/are (a) normative statement(s)? 
a) The South African inflation rate is too high. 
b) The price of petrol increased in 2006. 
c) Economic policy in South Africa should be aimed at reducing unemployment. 
 
[1] All the statements are correct 
[2] Only a and b 
[3] Only b and c 

[4] Only a and c The correct alternative is (4). 
[5] Only a 
 
Explanation 

A positive statement is an objective statement or a fact. Such statements can be 
falsified by comparing them to the existing facts. A normative statement involves an 
opinion or value judgement. Such a statement cannot be proved false or true. 
 

Statement (a) is correct. This is an opinion and therefore a normative statement. 
 
Statement (c) is correct. This is also an opinion of the speaker and therefore 
normative. 
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Consider the following to answer questions 22 and 23. Suppose you earn R12 000 per 
month, while your friend earns R20 000 per month. Your annual salary increase is 10%, 
while your friend receives an 8% increase. 
 

Question 134 
Which of the following statement(s) is/are correct? 
a) In terms of rands you received a higher salary increase than your friend. 
b) A large percentage of a low number is still a relatively low number, while a small 

percentage of a large number can be quite large. 
c) The rate of change is usually expressed in percentage, thus an 8 per cent (%) increase 

of R20 000 is R2 500. 
 

[1] Only b The correct alternative is (1). 
[2] Only a 
[3] a and c 
[4] b and c 
[5] a and b 
 
Explanation 

The increase in level terms is only R1200 {10/100x 12 000 = 1200} while for the 
friend it is R1600 {8/100 x 20 000= 1600}. 
 
Question 135 
Which one of the following calculations regarding the rate of change of you and your friend's 
salaries is correct? 
[1] Your friend's salary increases with R2 500. 
[2] Your salary increases with R1 400. 
[3] You and your friend both receive a salary increase of R1 600. 

[4] Your salary increases with R1 200. The correct alternative is (4). 
 
Explanation 
The rate of change is calculated as a percentage change in the quantity or amount of 
something. Rate of change = {(new level minus old level) divided by old level} 
multiplied by 100. 
 
10% of R12 000 is R1200 (10/100 x 12 000 = 1200). 
 
Question 136 
Which of the statement(s) is/are correct regarding goods and services? 
a) The value of capital goods depreciates over time. 
b) Consumer goods can be classified as non-durable goods, durable goods and free goods. 
c) Heterogeneous goods are goods that have different varieties, qualities or brands. 
 
[1] Only a and b 

[2] Only a and c The correct alternative is (2). 
[3] Only b and c 
[4] All the statements are correct 
[5] Only a 
 
Explanation 

Statement (a) is correct. Capital goods lose value over time. 
Statement (c) is correct. Heterogeneous goods are similar but have slight 
differences. Examples include the various brands of washing powder or bath soap. 
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Question 137 
Which one of the following is correct regarding the factors of production? 
[1] The quantity of labour is usually described by the term "human capital". 

[2] The quality of labour is usually described by the term "human capital". The correct 
alternative is (2). 
[3] The discovery of new knowledge is called innovation. 
[4] Money is a factor of production. 
 
Explanation 

Human capital describes the skill, knowledge and the health of the workers. These 
depend on education, training and experience. 
 
Question 138 
Which of the following statement(s) is/are correct? 
a) In a developed economy the tertiary sector usually accounts for the bulk of total 

economic activity. 
b) The canning of fruit and vegetables takes place in the secondary sector of the economy. 
c) Fishing and forestry products are produced in the primary sector of the economy. 
 

[1] All the statements are correct The correct alternative is (1). 
[2] Only a and b 
[3] Only a and c 
[4] Only b and c 
[5] Only a 
 
Question 139 
Which one of the following statements is correct regarding economic systems? 
[1] South Africa and North Korea are good examples of countries with a mixed economy. 
[2] In a traditional economic system economic activities are of primary importance. 
[3] One of the conditions for a market to exist is that the agreement must be guaranteed by 

law or tradition. The correct alternative is (3). 
[4] A market capitalism system ensures a more equal distribution of income. 
 
Question 140 
Which one of the following statements is correct regarding production, income and 
spending? 
[1] The level of the Gariep Dam on 1 January 2008 is an example of a flow. 

[2] A variable that can only be measured over a period, is called a flow. The correct 
alternative is (2). 
[3] In a mixed economy, households, firms and the foreign sector are the only participants in 
the production process. 
[4] Goods, services and the factors of production are exchanged in the goods market. 
 
Explanation 

A stock variable has no time dimension and can only be measured at a specific 
moment. A flow variable has a time dimension and can only be measured over a 
period. 
 
Question 141 
Which one of the following statements regarding stocks and flows is correct? 
[1] Stocks and flows have time dimensions. 

[2] Prices, for example, are ratios between different flows. The correct alternative is (2). 
[3] Income, capital, profit and investment are flow variables. 
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[4] Unemployment, population, demand for labour and wealth are stock variables. 
 
Explanation 

A stock variable has no time dimension and can only be measured at a specific 
moment. A flow variable has a time dimension and can only be measured over a 
period. 
 
Question 142 
Which of the following statement(s) is/are correct? 
a) The act of purchasing capital goods is called capital formation. 
b) In the market economy it is consumers who largely decide how goods and services will 

be produced. 
c) Factors of production are purchased and sold in many markets. 
 
[1] Only a and b 
[2] Only b and c 

[3] Only a and c The correct alternative is (3). 
[4] Only a 
[5] All the statements are correct 
 
Explanation 

Statement (a) is correct. This is the investment process. 
Statement (c) is correct. There are many types of factors of production which are 
sold in various factor markets. Examples include the labour market. 
 
Question 143 
Which of the following statements is/are correct? 
a) The flow of income and spending is usually a monetary flow. 
b) The spending of firms represents the income of the households. 
c) The monetary flow and the flow of goods and services are usually in the same direction. 
 
[1] Only a 
[2] All the statements are correct 
[3] Only a and c 
[4] Only b and c 

[5] Only a and b The correct alternative is (5). 
 
Explanation 
Statement (a) is correct. This is the payments for factor services and goods and 
services. 
Statement (b) is correct. Firms spend on factors of production. The households are 
the owners of the factors of production. Thus, households receive factor incomes 
from firms in return for their factors of production. 
 
Question 144 
Which of the following statement(s) is/are correct? 
a) Firms transform the factors of production into goods and services. 
b) Households sell their labour to firms in the factor market. 
c) Households can be seen as the sellers of the factors of production through which they 

earn their income. 
 
[1] Only a and b 
[2] Only b and c 
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[3] Only a and c 
[4] Only a 

[5] All the statements are correct The correct alternative is (5). 
 
Explanation 
Statement (a) is correct. Firms use factors of production to produce goods and 
services. 
Statement (b) is correct. The households are the owners of the factors of 
production. They sell their factor services, including labour, to the firms in the factor 
markets. 
Statement (c) is correct. Households are the owners of the factors of production, 
which are needed by the firms in the production process. Thus, households receive 
factor incomes from firms in return for their factors of production. 
 
Question 145 
Which of the following statement(s) is/are correct? 
a) Theory simplifies the reality. 
b) Theory explains the reality. 
c) Theory can under no circumstances explain the future. 
d) Theory serves as basis for economic policy. 
 

[1] All the statements are correct The correct alternative is (1). 
[2] Only a and d 
[3] Only b 
[4] Only a, c and d 
[5] Only a, b and d 
 

Statement (a) is correct. Theory involves simplification or abstraction, which is a 
systematic attempt to understand the world around us 
 
Statement (b) is correct. Theory simplifies the complex reality. 
 
Statement (c) is correct. Theory can only predict what will happen if something 
changes. 
 
Statement (d) is correct. One main purpose of economic theory is to serve as a 
basis for the formulation and analysis of decisions on economic policy. 
 
Question 146 
Which of the following statement(s) is/are correct? 
a) Households buy their goods in the factor market. 
b) Firms buy their goods in the goods market. 
c) Households sell their services in the factor market. 
 
[1] All the statements are correct 
[2] Only a 
[3] Only b 

[4] Only c The correct alternative is (4). 
[5] Only b and c 
 
Explanation 
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The households are the owners of the factors of production. They sell their factor 
services, including labour, to the firms in the factor markets. 
 
Question 147 
Market demand 
[1] shows how much an individual consumer is willing and able to purchase at each price. 
[2] is the vertical summation of all the individual demand curves in the market. 
[3] shows how much sellers (firms) are willing to supply in the market at each price. 

[4] shows how much prospective buyers are willing and able to purchase at each price. The 
correct alternative is (4) 
 
Explanation 
The market demand curve shows the relationship between the price and the quantity 
demanded by all consumers during a particular period. 
 
Question 148 
Which one of the following factors will not shift the demand curve, ceteris paribus? 
[1] A change in the population. 
[2] A change in the taste of the consumer. 

[3] A change in the price of the product concerned. The correct alternative is (3) 
[4] A change in the price of a complement. 
 
Explanation 

Alternative 3 is incorrect. A change in the price of the concerned product causes a 
movement along the demand curve and not a shift of the demand curve. 
 
Question 149 
Which one of the following will cause the demand curve to shift to the right, ceteris paribus? 
[1] A decrease in the price of a substitute good. 
[2] An increase in the price of a complementary good. 
[3] Any change in taste. 

[4] An increase in the expected future price of the product concerned. The correct 
alternative is (4) 
 
Explanation 
An increase in the future price of the product causes the demand curve to shift 
rightwards, since the consumers still want to benefit from the cheaper price that 
currently applies and therefore demand more of the product. 
 
Question 150 
Which one of the following will shift the supply curve to the right, ceteris paribus? 
[1] An increase in the demand of the product concerned which will cause an increase in 
production. 
[2] An increase in the price of the factors of production. 

[3] An improvement in technology. The correct alternative is (3) 
[4] An increase in the price of the product concerned. 
 
Explanation 

An improvement in technology enables the producer to manufacture more of the 
product in the same time period. The supply curve shifts rightwards as a result of the 
increase in the supply. 
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Question 151 
Which one of the following will shift the supply curve to the left, ceteris paribus? 
[1] A decrease in the price of a substitute (in production). 
[2] An increase in the price of a complement (in production). 

[3] A decrease in the expected future price of the product concerned. The correct 
alternative is (3) 
[4] An increase in the price of the product concerned. 
 
Explanation 

A decrease in the expected future price of the product causes the supply curve to 
shift leftwards because the lower price will contribute to fewer producers producing 
the product. 
 
Question 152 
Which one of the following statements is INCORRECT? 
Market equilibrium is 

[1] when demand is equal to supply. The correct alternative is (1) 
[2] when the quantity demanded is equal to the quantity supplied. 
[3] a balanced situation. 
[4] when the plans of buyers and sellers coincide. 
 
Explanation 

Alternative 1 is incorrect. Where the demand and supply curves intersect, we have 
equilibrium. 
 
Question 153 
Which one of the following statements is INCORRECT? 
Prices in a market economy determine 
[1] relative scarcity. 
[2] the rationing of final goods and the allocation of the factors of production. 
[3] market equilibrium. 

[4] the quantity of money. The correct alternative is (4) 
 
Explanation 
The market price in a market economy is a signal of scarcity which indicates to 
consumers what they have to sacrifice to obtain the goods and services concerned. 
Furthermore, the market price also indicates how the various factors of production 
can be best employed and which goods and services must be produced. Finally, the 
market price is the price which corresponds with the equilibrium point in the market, 
in other words, when the quantity demanded is equal to the quantity supplied. 
 
Question 154 
Which of the following statement(s) is/are correct? 
With a simultaneous increase in demand and decrease in supply the 
a) equilibrium price of the product concerned will increase. 
b) change in the equilibrium price of the product concerned will be uncertain. 
c) equilibrium quantity of the product concerned will decrease. 
d) change in the equilibrium quantity of the product concerned will be uncertain. 
 
[1] a and c 
[2] b and c 

[3] a and d The correct alternative is (3) 
[4] b and d 
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[5] Only a 
 
Explanation 

A simultaneous increase in demand and a decrease in supply results in an increase 
in the equilibrium price, but the change in the equilibrium quantity is uncertain. 
 
Question 155 
Which of the following statement(s) is/are correct? 
Government intervention to manipulate prices and quantities can take different forms, 
including 
a) the setting of price ceilings and/or price floors. 
b) subsidising certain products or activities. 
c) taxing certain products or activities. 
 

[1] All the statements are correct The correct alternative is (1) 
[2] Only a 
[3] Only b 
[4] Only c 
[5] Not [1], [2], [3] or [4] 
 
Explanation 

Government intervention can take different forms, namely: 

 setting of price ceilings 

 setting of price floors 

 subsidising of products and or activities 
 taxing certain products or activities 

 

Question 17 refers to complements in production. 
Assume that beef and leather are complements in production. The price of beef increases 
because of an increase in beef exports, ceteris paribus. 
 
Question 156 
Which one of the following statements is correct? 
[1] The demand curve for and supply curve of leather will shift. 
[2] The supply curve of leather will shift to the right with an accompanying decrease in the 

equilibrium price and increase in the equilibrium quantity of leather. The correct 
alternative is (2) 
[3] The supply curve of leather will shift to the left with an accompanying increase in the 
equilibrium price and decrease in the equilibrium quantity of leather. 
[4] The demand curve of leather will shift to the left with an accompanying increase in the 
equilibrium price and decrease in the equilibrium quantity of leather. 
 
Explanation 

If the price of beef increases due to higher exports, more farmers will supply cattle to 
the market. As the supply of cattle increases, the supply of cattle hides, which are 
used to produce leather, also increases and as a result the supply curve for leather 
shifts rightwards with an accompanying decrease in the equilibrium price of leather 
and an increase in the equilibrium quantity of leather. 
 
Question 18 refers to complements in consumption. 
Assume that motorcars and tyres are complements in consumption. The price of motorcars 
increases because of an increase in the price of imported spares and labour costs, ceteris 
paribus. 
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Question 157 
Which one of the following statements is correct? 
[1] The demand curve for and supply curve of tyres will shift. 
[2] The demand curve for tyres will shift to the right with an accompanying increase in the 
equilibrium price and equilibrium quantity of tyres. 
[3] The demand curve for tyres will shift to the left with an accompanying decrease in the 

equilibrium price and the equilibrium quantity of tyres. The correct alternative is (3) 
[4] The supply curve of tyres will shift to the left with an accompanying increase in the 
equilibrium price and decrease in the equilibrium quantity of tyres. 
 
Explanation 

The supply curve for cars shifts leftwards because of the higher labour cost and 
increase in the price of imported motor spares, which both increases the cost of 
producing cars. The equilibrium price of cars increases and the equilibrium quantity 
of cars that decreases, so there will also be a decrease in the demand for tyres. The 
decrease in the demand for tyres is illustrated by a leftward shift in the demand curve 
for tyres, which leads to a decrease in both the equilibrium price and the euilibrium 
quantity of tyres. 
 
Question 158 
Which one of the following statements is INCORRECT? 
Price elasticity of demand 
[1] measures the sensitivity of quantity demanded to changes in price. 
[2] measures the reaction of consumers to price changes. 
[3] can also be defined as the percentage change in quantity demanded divided by the 
percentage change in price of the product. 

[4] is exactly the same as the slope of the demand curve. The correct alternative is 4. 
 
Explanation 
Price elasticity of demand measures the sensitivity of quantity demanded to changes in 
price. It also measures the reaction of consumers to price changes. Price elasticity of 
demand can be obtained by dividing the percentage change in quantity demanded by 
the percentage change in the price of the product. This all forms part of the definition of 
price elasticity of demand. ΔQ/ ΔP represents the inverse of the slope of a linear 
demand curve. 
Therefore alternatives 1, 2 and 3 are correct. 
 
Question 159 
Which of the following statement(s) is/are correct? 
a. Price elasticity of demand differs from point to point on the demand curve. 
b. If demand is elastic and the price decreases, then the percentage change in quantity 
demanded is larger than the percentage change in the price. 
c. The elasticity coefficient decreases from infinite to zero if we move downwards along the 
demand curve. 
 

[1] All the statements are correct The correct alternative is 1. 
[2] Only a and b 
[3] Only a and c 
[4] Only b and c 
[5] Only a 
 
Explanation 
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Statement (a) is correct. Price elasticity of demand differs from point to point on the 
demand curve. 
Statement (b) is correct. The percentage increase in quantity demanded is greater 
than the percentage decrease in the price of the product; thus price elasticity of demand 
is greater than one (ep > 1). 
Statement (c) is correct. The elasticity coefficient decreases from infinite to zero if we 
move downwards along the demand curve. 
 
Question 160 
If the price elasticity of demand 
[1] is equal to one, producers can increase their total revenue either by increasing or 
decreasing the price of the product. 
[2] for potato chips is greater than one, then producers of potato chips can increase their 
total revenue if the price of chips increases. 
[3] is relatively inelastic, the percentage change in quantity demanded is relatively smaller 

than the percentage change in price of the product. The correct alternative is 3. 
[4] is equal to zero, the demand for the product is perfectly elastic. 
 
Explanation 

The percentage increase in quantity demanded is smaller than the percentage decrease 
in price. This implies that Ep < 1, thus relatively inelastic. 
 
Question 161 
Which of the following statement(s) is/are correct? 
a) Suppose the supply of tomatoes increases from S1 to S2. The total revenue of tomato 

farmers decreases. 
b) Suppose the supply of tomatoes decreases from S3 to S2. The total revenue of tomato 

farmers increases. 
c) The direction of change in the tomato farmers‟ total revenue cannot be determined since 

the quantities are not provided. 
 
[1] None of the statements is correct 
[2] Only a and b 
[3] Only c 
[4] Only b and c 

[5] Not [1], [2], [3] or [4] The correct alternative is 5 (only statement b is correct). 
 
Explanation 
Total revenue is maximised at the “midpoint” of the demand curve (in this case where 
price = R10). Any price change in the direction of the midpoint will thus result in an 
increase in total revenue. Any price change in the direction away from the midpoint will 
thus result in a decrease of total revenue. 
 
Therefore only statement (b) is correct. 
 
Question 162 
Which of the following statement(s) is/are correct? 
a) If the producer‟s product has a relatively elastic demand curve, their total revenue can 

increase when the product‟s price decreases. 
b) The total revenue of the producer is maximised when the price elasticity of demand for 

the product is equal to zero. 
c) The demand for a product tends to be more inelastic when the consumer spends a 

smaller percentage of his/her income on the product. 
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[1] Al the statements are correct 
[2] Only a and b 

[3] Only a and c The correct alternative is 3. 
[4] Only b and c 
[5] Only b 
 
Explanation 

Statement (a) is correct. The percentage change in quantity demanded is greater than 
the percentage change in price. If the price decreases in the elastic section of the 
demand curve, it (the decrease in price) represents a movement towards the midpoint of 
the demand curve and consequently an increase in total revenue. 
 
Statement (c) is correct. The demand for a product tends to be more inelastic when the 
consumer spends a smaller percentage of his/her income on a product. 
 
Question 163 
When a ten per cent (10%) increase in the price of sugar causes the quantity demanded for 
sugar to decrease by fifty per cent (50%), then the demand for sugar 
[1] is perfectly elastic. 
[2] is relatively inelastic. 

[3] has an elasticity coefficient which is larger than one. The correct alternative is 3. 
[4] has an elasticity coefficient which is smaller than one. 
 
Explanation 

The percentage decrease in quantity demanded is 50%, which is greater than the 

percentage increase in price, 10%. Thus, 50 10 = 5, Ep = 5, which is relatively elastic. 
 
Question 164 
The price elasticity of demand for a product tend to be larger 

[1] if the product has a lot of substitutes. The correct alternative is 1. 
[2] in the case of highly complementary goods. 
[3] if the product is a necessity. 
[4] if the term (time period) is very short. 
 
Explanation 

The more substitutes are available, the greater the elasticity due to the higher degree of 
competition that exists between competing products. 
 
Question 165 
Which one of the following statements is INCORRECT? 
Suppose the income elasticity of demand (ey) has the following values: 
[1] 0 < ey < 1, then the product is a normal product. 

[2] ey < 0, then the product is a necessity. The correct alternative is 2. 
[3] ey > 1, then the product is a normal product. 
[4] ey < 0, then the product is an inferior product. 
 
Explanation 

Alternative 2 is incorrect. When ey < 0, the product is an inferior product. 
 
Question 166 
Utility measures or determines 
[1] the degree of satisfaction that the consumer receives or expects to receive when 

consuming a product (e.g. beef) or service. The correct alternative is 1. 
[2] the quantity of the product that the consumer can purchase with his/her income. 
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[3] that the more a consumer consumes of a product the larger the satisfaction the consumer 
obtained from the consumption of each product. 
[4] the percentage change in quantity demanded for every one per cent increase in the price 
of the product. 
 
Explanation 

Utility is the degree of satisfaction that a household or consumer derives or expects from 
consumption of goods and services. The purpose of consumer behaviour can thus be 
restated as the maximisation of utility. 
 
Question 167 
Which of the following statement(s) is/are correct? 
Marginal utility 
a) is the extra or additional utility that a consumer derives from the consumption of one 

additional unit of a good. 
b) is the sum of all the total utilities. 
c) will decline if identical units of a good are consumed one after the other. 
 
[1] All the statements are correct 

[2] Only a and c The correct alternative is 2. 
[3] Only a and b 
[4] Only a 
[5] Not [1], [2], [3] or [4] 
 
Explanation 

The extra additional utility that a consumer derives from the consumption of one 
additional unit is called marginal utility. The law of diminishing marginal utility states that 
the marginal utility of a good or service eventually declines, as more of it is consumed 
during any given period. 
Total utility is the sum of all marginal utilities. 
 
Question 168 
The consumer is in equilibrium if 
[1] the consumer‟s total income can be divided amongst the available products enabling the 
consumer to purchase equal quantities of each product. 
[2] the consumer‟s total income is being spend and the marginal utilities are equal. 
[3] the weighted marginal utilities are zero. 
[4] the total income is divided amongst the products available to ensure that total utility is 

maximised. The correct alternative is 4. 
 
Explanation 
The aim of consumer equilibrium is to obtain the highest attainable level of total utility. 
There are two conditions that have to be met for the consumer to be in equilibrium: 

 The combination of goods purchased has to be affordable. 

 The weighted marginal utilities of the different goods must be equal. 
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Questions 169 and 170 are based on Table 1 below. 
Table 1 

Q TU MU 

1 50 50 

2 80 30 

3 100 20 

4 115 15 

5 125 10 

6 130 5 

7 130 0 

8 120 -10 

 

Question 169 
Which of the following statement(s) is/are correct? 
a) The TU column reflects the law of diminishing marginal utility. 
b) A rational consumer wants to maximise his/her total utility. 
c) The marginal utility of consuming the third unit is 20 utils. 
 

[1] All the statements are correct The correct alternative is 1. 
[2] Only a and b 
[3] Only a and c 
[4] Only b and c 
[5] Only b 
 
Explanation 

Statement (a) is correct. The law of diminishing marginal utility states that the total 
utility in respect of this specific good will increase at a decreasing rate. 
 
Statement (b) is correct. The aim of rational consumer behaviour is to maximise total 
utility. 
 
Statement (c) is correct. The marginal utility of consuming the third unit is 20 utils. That 
is the difference between total utility at units 3 and 2. Thus 100 – 80 = 20. 
 
Question 170 
According to Table 1 above 
[1] disutility sets in once marginal utility starts to decrease. 
[2] it is possible to determine consumer equilibrium. 
[3] units six and seven provide the same marginal utility to the consumer. 
[4] the consumption of the sixth unit provides an additional (extra) utility of 5 utils to the 

consumer. The correct alternative is 4. 
 
Explanation 
The marginal utility of the additional unit can be calculated as the difference between 
total utility at units 6 and 5. Thus 130 – 125 = 5. 
 
Question 171 
Which of the following statement(s) is/are correct? 
a) A consumer is in equilibrium if he/she can afford to purchase any combination of goods 

or services. 
b) A consumer is in equilibrium when his/her weighted marginal utility is at a maximum. 
c) Total utility is the cumulative sum of all marginal utilities. 
 
[1] All the statements are correct 
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[2] Only a and b 
[3] Only a and c 
[4] Only b and c 

[5] Only c The correct alternative is 5. 
 
Explanation 
Total utility is the cumulative sum of all marginal utilities. 
 
Question 172 
According to the opportunity cost principle 
[1] only the owner‟s personal contribution must be evaluated. 
[2] all factors of production receive market related remuneration. 
[3] the profit of a firm is not influenced by opportunity cost. 

[4] the total economic cost of production consists of explicit and implicit costs. The correct 
alternative is 4. 
 
Explanation 
Opportunity costs is equal to the summation of the implicit and explicit costs. 
 
Question 173 
According to the law of diminishing returns 
[1] a firm can expand production in the short run through the employment of additional fixed 
factors of production. 
[2] a firm can only expand production in the long run when all the factors of production are 
variable. 
[3] a firm can in the short run continue to employ variable factors of production without 
experiencing a decrease in production. 
[4] a firm can expand production in the short run through the employment of additional 

variable factors of production. The correct alternative is 4. 
 
Explanation 
The law of diminishing returns states that as more of a variable input is combined with 
one or more fixed inputs in a production process in the short run, points will eventually 
be reached where first marginal product, then the average product and finally the total 
production start to decline. 
 
Question 174 
Which of the following statement(s) is/are correct? 
a) Average production measures the production (output) per worker. 
b) Average cost measures the unit cost per product. 
c) The more effective the fixed and variable factors of production are combined in the 

production process, the lower the unit cost per product. 
 

[1] All the statements are correct The correct alternative is 1. 
[2] Only a and b 
[3] Only a and c 
[4] Only b and c 
[5] Only c 
 
Explanation 

Statement (a) is correct. Average production (AP) of the variable input is simply the 
average number of units of output produced per unit of variable input.  
Statement (b) is correct. Average cost (AC), i.e. total cost divided by total product, 
measures the unit cost per product. 
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Statement (c) is correct. The more effectively the fixed and variable factors of 
production are combined in the production process, the lower the unit cost per product. 
 

Question 175 is based on Table 2. Complete the table and answer the question that follows: 
Table 2 

Production 
(units) 

Total cost 
(R) 

Average 
fixed cost 

(R) 

Average 
variable 
cost (R) 

Average 
(total) cost 

(R) 

Marginal 
cost 
(R) 

0 200     

1 210     

2 230     

3 260     

4 320     

5 400     

 

 
Question 175 
Which one of the following statements is INCORRECT? 
[1] The average (total) cost of producing both the fourth and fifth unit is equal to R80. 
[2] The average variable cost of producing the first three units is equal to R20. 
[3] The marginal cost of producing the third unit is equal to R30. 
[4] It is not possible to calculate the average fixed cost and the average variable cost with 

the given information. The correct alternative is 4. 
 
Explanation 
 
Production 

(units) 
Total 
cost 
(R) 

Total 
fixed 
cost 
(R) 

Average 
fixed 
cost 
(R) 

Total 
variable 

cost 
(R) 

Average 
variable 

cost 
(R) 

Average 
(total) 
cost 
(R) 

Marginal 
cost 
(R) 

0 200 200 0 
(200÷0) 

0 0 0 0 

1 210 200 200 
(200÷1) 

10 (210-
200) 

10 
(10÷1) 

210 
(210÷1) 

10 (210-
200) 

2 230 200 100 
(200÷2) 

30 (230-
200) 

15 
(30÷2) 

115 
(230÷2) 

20 (230-
210) 

3 260 200 66,67 
(200÷3) 

60 (260-
200) 

20 
(60÷3) 

86,67 
(260÷3) 

30 (260-
230) 

4 320 200 50 
(200÷4) 

120 
(320-
200) 

30 
(120÷4) 

80 
(320÷4) 

60 (320-
260) 

5 400 200 40 
(200÷5) 

200 
(400-
200) 

40 
(200÷5) 

80 
(400÷5) 

80 (400-
320) 

 

The total fixed cost (TFC) is equal to R200, because at zero production units the 
TFC = TC. The fixed cost remains 200 irrespective of whether the production units 
increases or decreases. As a result the average fixed cost (AFC) is calculated by 
taking the total fixed cost value (200) and dividing it by the production units. 
 
The total variable cost (TVC) is calculated by subtracting the total fixed cost value (TFC 
of 200) from each total cost (TC) value. 
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The average variable cost (AVC) value is calculated by dividing the AVC value by each 
production unit. 
 
Question 176 
When the firm‟s 

[1] total revenue is equal to its total economic cost, the firm will earn a normal profit. The 
correct alternative is 1. 
[2] total revenue is greater than its total economic cost, the firm will earn a normal profit. 
[3] explicit plus implicit costs are equal to its total economic cost, the firm earns an economic 
profit. 
[4] production increases, the average fixed cost also increases. 
 
Question 177 
The demand curve for the product faced by the individual firm under perfect competition is 
[1] vertical. 
[2] perfectly inelastic. 

[3] perfectly elastic. The correct alternative is 3. 
[4] relatively elastic. 
 
Explanation 

Under perfect competition the individual firm is faced by a demand curve which is 
horizontal, or perfectly elastic, at the existing market price. This curve is called the 
demand curve of the product and can also be referred to as the firm‟s sales curve, the 
firm‟s demand curve or the demand curve facing the firm. 
 
Question 178 
For perfect competition to exist there must be 
[1] few competitors. 
[2] restrictions on the entry of new firms. 

[3] many buyers and sellers. The correct alternative is 3. 
[4] competitive advertising. 
 
Explanation 

Perfect competition exists if certain conditions are met. One of these conditions is that 
there must be a large number of buyers and sellers of the product. The number must 
be so large that no individual buyer or seller can affect the market price. 
 
Question 179 
Which one of the following statements is correct under conditions of perfect competition? 

[1] The average revenue curve is identical to the marginal revenue curve. The correct 
alternative is 1. 
[2] The marginal revenue curve lies below the average revenue curve. 
[3] The marginal revenue curve runs parallel to the price axis. 
[4] Marginal cost and marginal revenue are equal at all possible levels of output. 
 
Explanation 

Under perfect competition the firm receives the same price for any number of units of the 
product that it sells. Its marginal revenue (MR) and average (AR) are thus both equal to 
the market price. That is MR = AR = P. 
 
Question 180 
A perfectly competitive firm achieves equilibrium by choosing the right 
[1] product. 
[2] market. 
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[3] price. 

[4] quantity. The correct alternative is 4. 
 
Explanation 
Firms want to maximise profit (that is equilibrium). There are equilibrium conditions 
which apply to any firm, irrespective of the type of market in which it operates. Firms 
must make two decisions. Firstly, the firm must decide whether or not it is worth 
producing at all. Secondly, if it is worth producing, the firm must determine the level 
of production at which profit is maximised. In other words the firm must determine the 
quantity at which profit is maximised or minimised. 
 
Question 181 
Which of the following statement(s) is/are correct? 
a) If a perfectly competitive firm is currently producing an output level where price is R5, 

average variable cost is R4, average (total) cost is R4,50 and marginal cost is R5, this 
firm should increase its output to maximise profits. 

b) A perfectly competitive firm is currently producing an output level where price is R6, 
average variable cost is R4, average (total) cost is R5, and marginal cost is R7. In order 
to maximise profits this firm should decrease output. 

c) Suppose a perfectly competitive firm is currently producing an output level where price is 
R5, average variable cost is R3, average (total) cost is R4, and marginal cost is R4. In 
order to maximise profits this firm should increase output. 

 
[1] All the statements are correct 
[2] Only a and b 
[3] Only a and c 

[4] Only b and c The correct alternative is 4. 
[5] None of the statements is correct 
 
Explanation 

Statement b is correct. MR = P, so if P = R6, then MR = R6. Marginal cost equals R7, 
so MC = R7; therefore MC (R7) is greater than MR (R6), and the firm should decrease 
production to reach maximum profit. 
 
Statement c is correct. MR = P; thus if P = R5, MR = R5. Marginal cost = R4; thus MC 
= R4. Therefore MR (R5) is greater than MC (R4), and the firm should increase 
production to reach maximum profit. 
 
Question 182 
Which of the following statement(s) is/are correct with reference to perfect competition? 
a) The equilibrium of the firm and the equilibrium of the industry are the same in the short 

run as well as in the long run. 
b) In the short run, the firm is in equilibrium when MC = MR = P. 
c) When the industry is in equilibrium, the firm will make normal profit only. 
 
[1] All the statements are correct 
[2] Only a and b 
[3] Only a and c 

[4] Only b and c The correct alternative is 4. 
[5] Not [1], [2], [3] or [4] 
 
Explanation 

In the short run the rule is that profit is maximised by the firm where marginal revenue 
(MR) is equal to marginal cost (MC). Thus MC = MR = P. In the short run profit is 
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maximised when a firm produces an output where marginal revenue equals marginal 
cost, provided marginal cost is rising and lies above minimum average variable 
cost. The individual firm can be in equilibrium in the short run where it makes an 
economic profit or economic loss. 
 
In the long run these conditions are not sustainable under conditions of perfect 
competition. The industry will be in equilibrium in the long run only if all the firms are 
making normal profits. 
 
Question 183 
Under which market structure is the firm a price taker? 

[1] Perfect competition. The correct alternative is 1. 
[2] Monopolistic competition. 
[3] Monopoly. 
[4] Oligopoly. 
 
Explanation 

Perfect competition occurs when none of the individual market participants can 
influence the price of a product. The price is determined by the interaction of demand 
and supply, and all the participants have to accept the price. 
 
In perfect competition all the participants are therefore price takers. 
 
Question 184 
Which of the following statement(s) is/are correct with reference to monopoly? 
a) Monopoly is a market structure in which there are many buyers and only one seller. 
b) Monopoly is a market structure in which there is only one buyer and many sellers. 
c) The monopolist faces a downward-sloping demand curve from top left to bottom right. 
 
[1] All the statements are correct 
[2] Only a and b 

[3] Only a and c The correct alternative is 3. 
[4] Only b and c 
[5] Only c 
 
Explanation 

Statement (a) is correct. Monopoly is a market structure in which there is only one 
seller of a good or service. 
Statement (c) is correct. The demand curve for the firm‟s product equals the market 
demand curve. Thus the monopolistic competitive firm faces a demand curve sloping 
downwards from left to right. 
 
Question 185 
Which of the following statement(s) is/are correct with reference to monopoly? 
a) A monopolist can realise an economic loss in the short-run. 
b) A monopolist can set its quantities sold and the price of the product independent of each 

other. 
c) Economic profits can be earned in the long run. 
 
[1] All the statements are correct 
[2] Only a and b 
[3] Only b and c 

[4] Only a and c The correct alternative is 4. 
[5] Only c 
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Explanation 

Statement (a) is correct. A monopoly can realise an economic loss in the short run. 
Statement (c) is correct. Economic profit is possible in the long and short run because 
entry is completely blocked. 
 
Question 186 
Which of the following will be associated with monopoly? 
a) The ability to influence the market price. 
b) The ability to control both market output and market price at the same time. 
c) The firm is a price taker. 
 

[1] Only a The correct alternative is 1. 
[2] Only b 
[3] Only c 
[4] a and b 
[5] b and c 
 
Explanation 

The monopolistic firm faces a demand curve sloping downwards from left to right and 
can fix the price at which it sells its product. 
 
Question 187 
Which of the following statement(s) is/are correct with reference to monopolistic 
competition? 
a) Monopolistic competition is a market structure where there are many sellers. 
b) A monopolistic competitive firm cannot earn economic profit in the long run because of 

product differentiation. 
c) A monopolistic competitive firm can earn only normal profit in the long run. 
 
[1] Only a 
[2] Only b 
[3] Only c 

[4] a and c The correct alternative is 4. 
[5] b and c 
 
Explanation 

Statement (a) is correct. Monopolistic competition is a market structure which is 
characterised by many buyers and sellers. 
 
Statement (c) is correct. A monopolistic competitive firm can earn only normal profit or 
zero profit in the long run. 
 
Question 188 
Which of the following statement(s) is/are correct with reference to perfect competition, 
monopoly and monopolistic competition? 
a) In the long run only normal profits can be earned in all three market structures. 
b) Under perfect competition and monopoly the product is homogeneous but not under 

monopolistic competition. 
c) Perfect competition and monopolistic competition are characterised by a perfectly elastic 

demand curve, but not monopoly. 
 
[1] Only a 

[2] Only b The correct alternative is 2. 
[3] Only c 
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[4] a and b 
[5] b and c 
 
Explanation 

Under conditions of perfect competition and monopoly, the nature of the product is 
homogeneous. 
 
Question 189 
In which market structure is collusion possible? 
[1] Perfect competition. 
[2] Monopoly. 

[3] Oligopoly. The correct alternative is 3. 
[4] Monopolistic competition. 
 
Explanation 

Collusion occurs when two or more sellers enter into an agreement, arrangement or 
understanding with each other to limit competition between or among them. Collusion is 
common only in oligopoly. 
 
Question 190 
Which of the following statement(s) is/are correct? 
a) Money wages and real wages are synonymous. 
b) If money wages rose by approximately 10 per cent per annum while the prices of goods 

and services rose by approximately 15 per cent, then real wages fell by approximately 5 
per cent. 

c) Real wages refer to the purchasing power of money wages. 
 
[1] All the statements are correct 
[2] Only a and b 
[3] Only a and c 

[4] Only b and c The correct alternative is 4. 
[5] Only c 
 
Explanation 

Statement b is correct. If money wages increase by 10%, while the prices of goods and 
services increase by 15%, the real wages decline by 5%. In this case the material 
standard of living of workers decreases provided that employment and other conditions 
of service remain unchanged. 
 
Statement c is correct. The real wage is the quantity of goods and services that can be 
purchased with the nominal wage; thus the purchasing power of wages. 
 
Question 191 
Which one of the following will increase the supply of labour in a particular industry? 
[1] Non-monetary benefits are reduced. 
[2] The wage rate is increased. 

[3] Wages in other occupations are reduced. The correct alternative is 3. 
[4] Workers die due to HIV/Aids. 
 
Explanation 

If the market supply of labour increases, the supply curve will shift to the right. An 
increase in the market supply of labour will cause a rightward shift of the supply curve. 
The level of employment will increase and the wage rate will fall. If the wages in other 
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occupations are reduced, the level of employment in a particular industry will 
increase. 
 
Questions 192 and 194 are based on the following information on the monthly production of 
leather shoes by Bata Shoe company. Complete Table 1 below and answer the two 
questions that follow: 
 

Table 1 

Number of 
workers (N) 

Total physical 
product 
(TPP) 

Marginal 
physical 
product 
(MPP) 

Price per pair 
of shoes (R) 

(P) 

Marginal 
revenue 
product 
(MRP) 

1  20  200 

2 50    

3  10   

4 68    

5  5   

6 76    

 
Question 192 
Which of the following statement(s) is/are correct? 
a) The marginal physical product of the second worker is equal to 30. 
b) The marginal revenue product of the fifth worker is equal to 100. 
c) At a wage rate of R50 the firm will maximise its profit by employing 6 workers. 
 

[1] Only a The correct alternative is 1. 
[2] Only b 
[3] Only c 
[4] a and b 
[5] b and c 
 
Explanation 

In order to complete the table: 
 

MPP = 
   

  
 

 

P = 
   

   
  ; because MRP = MPP x P 

 

Number 
of 

workers 
(N) 

Total 
physical 
product 

(TPP) 

Marginal 
physical 
product 
(MPP) 

Price per pair 
of shoes (R ) 

Marginal 
revenue 

product (R) 
(MRP) 

1 20 20 R10 (200÷20) 200 

2 50 30 (50-20) R10 300 (30x10) 

3 60 (50+10) 10 R10 100 (10x10) 

4 68 (60+8) 8 (68-60) R10 80 (8x10) 

5 73 (68+5) 5 (73-68) R10 50 (5x10) 

6 76 (73+3) 3 (76-73) R10 30 (3x10) 

Statement (a) is correct. The marginal physical product of the second worker is equal 
to 30. That is 50 – 20 = 30. 



61 
Jameszon31@gmail.com 081 438 7509 / 061 429 0222 / 078 548 0303 

Question 193 
At a wage rate of R50 the firm is in equilibrium when it employs _____ workers. 
[1] 2 
[2] 3 
[3] 4  

[4] 5 The correct alternative is 4. 
 
Explanation 

Equilibrium, maximum profit, is achieved when marginal physical product (MRP) is equal 
to the wage rate; that is, when marginal benefit is equal to marginal cost. 
 
Thus, for equilibrium MRP = wage. 
 
If the wage rate is R50, MRP must also be 50 in order to achieve equilibrium. That is 
possible if the number of workers is 5 or 6. 
 
Question 194 
An individual firm operating in a perfectly competitive labour market is in equilibrium when 
[1] total physical product (TPP) is equal to the wage rate. 
[2] wage rate is greater than the marginal revenue product (MRP). 
[3] marginal revenue product (MRP) is greater than the wage rate. 

[4] marginal revenue product (MRP) is equal to the wage rate. The correct alternative is 
4. 
 
Explanation 
Equilibrium, maximum profit, is achieved when the marginal revenue product (MRP) is 
equal to the wage rate (W); that is, when marginal benefit is equal to marginal cost. 
Thus, for equilibrium: 
MRP = W 
 
Question 195 
The market demand curve for labour will shift to the right, ceteris paribus, because of 
[1] a decrease in the number of firms. 

[2] an increase in the price of the product. The correct alternative is 2. 
[3] an increase in the price of a complementary factor of production. 
[4] a decrease in the productivity of the workers. 
 
Explanation 

The market demand for a particular type of labour will change if any non-wage 
determinant of the quantity of labour demanded changes. If the price of the product 
produced increases, the marginal revenue product (MRP) will also increase and 
therefore also the quantity of labour demanded at each wage rate. 
 
Remember: MRP = MPP x P 
Thus if the price increases, MRP will also increase, ceteris paribus. 

 
Question 196 
Which of the following statement(s) is/are correct? 
a) Trade unions can attempt to raise the wage rate by assisting firms to raise the supply of 

the product of the industry, ceteris paribus. 
b) Fixing a minimum wage below the equilibrium wage rate will cause unemployment. 
c) Minimum wages are propagated as a means of avoiding exploitation of workers. 
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[1] Only a 
[2] Only b 

[3] Only c The correct alternative is 3. 
[4] a and b 
[5] b and c 
 
Explanation 

Minimum wages are propagated as a means of avoiding exploitation of workers. 
 

 


