
Which method of government intervention may correct market failure caused by the
under-consumption of a merit good?
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minimum priceA

privatisationB

indirect taxationC

subsidyD

Some governments introduce rent controls (maximum prices) on houses rented from private
landlords. They impose such rent controls to improve living standards for individuals with low
incomes.

What might be the effects of rent controls in the long run?
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The long-run supply of rental houses will contract.A

The number of unoccupied privately rented houses will increase over time.B

The price of owner-occupied houses will increase.C

There will be no effect on the supply of rental housing.D

To reduce the damage done by cigarette smoking, the government of a country increases the
indirect tax on cigarettes and makes it illegal to smoke in public.

Which combination of circumstances is most likely to result in government failure in its attempt to
reduce the damage done by cigarette smoking?
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government spending
on law enforcement

price elasticity of
demand for cigarettes

high> 1A

low> 1B

high< 1C

low< 1D

Which stage of the business (trade) cycle is most likely to be characterised by an increasing negative
output gap?
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boomA

recessionB

recoveryC

troughD
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