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Introduction

The purpose of this book is to help students who are studying
economics. Almost all business studies and professional accountancy
courses include economics as an examinable subject. Economic
examinations at an intermediate level require an analytic as well as
a descriptive approach to the subject. It is this analytic part that
often causes great difficulty for students who attempt to learn
rather than understand economics. The author, who is an
experienced economics lecturer and examiner, has brought together
a wide range of intermediate economics questions that will help the
student test his/her knowledge of the subject. The answers have been
skilfully written so the student can understand the requirements of
the questions and provide some indication of the standard required
to achieve high marks in the examination. A special appendix on
numerical economic questions has been included because of the
difficulty many students have in answering this type of question.
Although a basic knowledge of economics is necessary the detailed
answers ensure that students will be capable of understanding all
the questions in this book. Most economics textbooks include
questions but few provide the detailed answers that the student
needs. This book provides economics students with a means of
testing, assessing and improving their knowledge of economics in
preparation for examinations.

How to use this book

This book has been written to help you with the essential practice
of answering questions and checking the answer with a detailed
model answer. Therefore as each section is covered in the teaching

f programme you can then turn to the relevant section in this book
and practice answering questions. It is important not to look at the
answer until the question has been attempted. Then compare your

" answer with the detail and layout of the model answer. Locate any
mistakes you may have made and ensure that you understand why
you were wrong. If you have made a lot of mistakes study the
subject area carefully and try the questions again. Examinations
consist of questions that have to be answered within a certain time
allowance. Accordingly, you must time yourself when answefing
practice questions and get used to working quickly and neatly.
Appendix I contains numcrical economics questions and answers
specially written for students who have difficulty with this aspect
of the subject. Appendix II explains how to prepare for economics
examinations and gives some hints that will help you succeed in the
examination.
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Question 1 Demand Answer page 16

Under what conditions will people buy more of a product the price
of which has risen?

--------------------------------------------------------------------------------------------------------------------------------------

.......................................................................................................................................

What is the justification for drawing the supply curve of a commod-
ity so as to suggest that larger quantities are offered for sale at

higher prices?

--------------------------------------------------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------------------------------------------------

Given the hypothetical data below concerning the U.K. beef market

per week in 1980:

a) Calculate the equilibrium price and quantity if the market only

~ included the home demand. Explain your calculation.

b) Now take account of home and export demand to calculate the
new equilibrium price and quantity. Explain your calculation

and state the amount exported.
¢) Discuss the effect of a fall in the price of other meat (for domes-
tic consumption only) on the quantity of beef exported.

Price Supply Home Demand Export demand
(p per Ib) (lbs) (Ibs) (Ibs)
60 160 260 110
80 180 230 90
100 200 200 70
120 220 170 50

140 240 140 30



Question 4 Price Elasticity Answer page 23

Examine from the point of view of revenue raised and impact on
consumers and producers, the effect of imposing a tax on a
commodity when demand for it is a) elastic, b) inelastic over the
appropriate price range.

renesaee aeerne

Question 5 Price Controls Answer page 26

What would you expect to be the economic consequences of a
price system in which some prices were fixed by law and not by
supply and demand in a free market?

YT Y TP TP P T PP TP PRV I YRR ITEL LRAS

Question 6 Agricultural Policy Answer page 28

seseressgrserons . wvees errennas

Discuss the potential effects of government intervention in the

agricultural sector to stabilize a) food prices, b) farmers’ incomes,

by the establishment of a buffer stock.
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Question 7 Business Organisation Answer page 31

............. savrescorsvennepntsanstenenng staesscesnes vesescenes

To what extent has the market economy given way to the
corporate economy?



Question 8 Sources of Finance Answer page 32

What are the main sources of company finance? How are their
relative costs affected by inflation?

Question 9 Business Objectives Answer page 34

sessee . LI XTI sssanareararassausnang

What grounds are there for asserting that firms are not profit
maximisers ?

Question 10 Location of Industry Answer page 36

What factors should be considered in deciding where a particular
firm should site a factory?

Question 11 Costs Answer page 37

Fixed costs do not arise in the long run and are irrelevant in the
short run. Explain.



Question 12 Optimal Factor Mix Answer page 39

How should a firm decide in what proportion to combine the
factors of production it employs?

Question 13 Returns to Scale/Factor Answer page 40

Distinguish clearly between returns to scale and returns to a

factor. What is the relationship between these returns and the
firm'’s cost curves?
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Question 14 Investment Criteria Answer page 42
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A firm is considering the purchase of a new machine. Its initial

cost is £1,000 and it is expected to earn a net return of £400 at

the end of the next three years, after which it is to be scrapped

at zero cost.

a) Advise the firm on the profitability of the project, if the cost
of capital is 10%.

b) If the firm is taken over by a larger company with access to
funds at 8% would your answer be affected?

Period (n) 0 1 2 3
Discount factor r=10% 1.0 909 .826 751
Discount factor r= 8% 1.0 926 .857 .794

Question 15 Perfect Competition Answer page 43

------ PisasesmEsEuesIaNsARESIERRRIBIRITEARERRRISTITS

Examine the short and long-run consequences for the perfectly

competitive firm and industry of imposing a lump-sum tax on each
firm.
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Question 16 imperfect Competition Answer page 45

---------------------------------------------------------------

What economic factors influence the level of advertising
expenditure and its influence in different markets?

Question 17 Monopoly Answer page 47

------------------------------------------------------------------------

A monopolist has the following information available:

Price £ Output (units) Total Cost £
10 10 170
9 20 190
8 30 215
7 40 250
6 50 300
5 60 370

Note - output is only produced in batches of 10 units.

As economic adviser to the monopolist you are required to determine:

i)  the profit maximising level of output.

ii)  the price elasticity of demand at this point.

iii) the output level at which price equals average cost.

iv) using your results to (i) and (iii) briefly indicate why mono-
poly is considered evil.
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Question 18 Price Discrimination Answer page 48
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Show that a monopolist may obtain higher profits if he can
divide his customers into separate markets.



Question 19 Restrictive Practices Answer page 51

Discuss the justification for the difference in emphasis in the
U.K.between monopoly and merger policy on the one hand and
restrictive trade practices on the other.

Question 20 Economic Concentration Answer page 53

------ esavese

How is it possible to measure monopoly power?

Question 21 Nationalised Industries Answer page 55

“The aims of pricing policy in the Nationalised Industries should
be that the consumer should pay the true costs of the goods and
services he consumes.” Discuss.

-----

-----

Question 22 Industrial Structure Answer page 57

‘Restructuring the economy should be left to market forces’.
Discuss this statement in the light of the operation of the National
Enterprise Board.



Question 23 Marginal Productivity Theory Answer page 59

What factors determine the elasticity of demand for a
factor of production?

Question 24 Factor Mobility Answer page 60

‘It is immobility of capital rather than immobility of labour
which accounts for regional variations in unemployment.’
Discuss.

Question 25 Wage Determination Answer page 62

What effects do trade unions have on wages in an industry?

Question 26 Economic Rent Answer page 64

‘The price of cinema seats is high because the demand for
cinema seats is high.’

‘The price of cinema seats is high because the price of land
is high.’

Comment on these two statements.



Question 27 Wage Controls Answer page 68

Discuss the economic consequences of government
legislation to establish a minimum wage in a particular
industry.
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Questlon 28 Measuring National Income Answer page 70

resrereseans seenrens Pesessansenar

What do you understand by the term ‘“National Income’’?
Explain the possible ways in which it may be measured.
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Question 29 Interpreting National Income Answer page 72

neee . sreessavreacrcacsene esenee ersesvinesErsenvenes

What are the main objections to using increases in Gross Domestic
Product as an index of increases in Social Welfare?
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Question 30 Consumption Answer page 74
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What factors affect the aggregate level of consumption expendi-
ture?
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Question 31 Investment Answer page 76

e seasnensesssrasreseeses

What factors determine the level of aggregage business investment?

rrunseseans
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Question 32 Income Determination Answer page 78

At the equilibrium level of income in an economy, aggregate
expenditure is equal to aggregate production. In the National
Income Accounts aggregate expenditure always equals aggregate
output. Are we therefore always in equilibrium ?

Question 33 Multiplier Answer page 79

esenasrsnsensansesreene

Analyse the effects of an increase in the level of investment in an
economy a) with substantial unemployment and b) with full
employment.

Question 34 Fiscal Policy Answer page 81

ey
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To what extent can fluctuations in economic activity be regulated

solely by varying the size of the government’s budget deficit or
surplus?
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Question 35 Nature and Functions of Money  Answer page 84

‘It is impossible to agree on a single functional definition of
money’. Discuss

Question 36 Central Bank Answer page 86

How effectively can the Bank of England control the supply of
money”?

essesanesss staceensaans seenss

Question 37 Commercial Banks Answer page 89

PEENINEIIINITEeIIISTREIIERENIsTINRY

‘Commercial banks may only lend what has been deposited
with them and therefore cannot create money’. Discuss.

Question 38 Liquidity Preference Answer page 91

o

Discuss the effect of inflation on the demand for money.



