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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about
memorization, it’s about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first
time, it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions
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1. In a mixed economy, what role does the price mechanism play in resource
allocation?
A. It has no role in resource allocation.
B. It eliminates all externalities automatically.
C. It directs resource allocation in markets; government intervention when

markets fail.
D. It always ensures optimal allocation.

2. What is deadweight loss in the context of allocative efficiency?
A. It is zero at allocative efficiency
B. It is always positive
C. It is irrelevant to welfare
D. It depends on government policy

3. How can public expenditure on infrastructure influence resource allocation
in the long run?
A. It has no effect on long-run resource allocation.
B. It reduces the incentives to invest.
C. It increases private sector monopolies.
D. It improves productivity, reduces costs, and shifts resources toward more

valuable uses; supports long-run growth.

4. Which policy instruments can correct a negative externality by raising
private costs toward social costs?
A. Taxes (Pigouvian tax) or regulation
B. Subsidies and deregulation
C. Price ceilings and non-price rationing
D. Tariffs and quotas

5. The system or organisation for exercising authority over a body of people is
called what?
A. Government
B. Market
C. Economic System
D. Private Sector
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6. Why might the government intervene in a mixed economy?
A. Markets never fail.
B. To correct externalities and provide public goods.
C. To maximize private profit.
D. To replace private sector completely.

7. How does the decision to invest in capital goods affect long-run resource
allocation?
A. It reduces future output because capital goods consume resources without

returns.
B. It has no effect on long-run resource allocation.
C. It leads to immediate higher consumption and lower investment.
D. It expands future productive capacity, enabling higher future output.

8. Which term describes the willingness and ability of producers to offer a
good at a given price level?
A. Market Supply
B. Supply
C. Demand
D. Equilibrium

9. Which term describes changes in supply conditions that cause shifts of the
supply curve?
A. Change in Supply
B. Increase in Supply
C. Decrease in Supply
D. Contraction in Supply

10. Which of the following is an example of a positive externality?
A. Vaccination reduces disease transmission.
B. Smoking near others.
C. Littering in a park.
D. Noise pollution.
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Answers
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1. C
2. A
3. D
4. A
5. A
6. B
7. D
8. B
9. A
10. A
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Explanations
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1. In a mixed economy, what role does the price mechanism play in resource
allocation?
A. It has no role in resource allocation.
B. It eliminates all externalities automatically.
C. It directs resource allocation in markets; government intervention when

markets fail.
D. It always ensures optimal allocation.

Prices act as signals and incentives that help allocate resources in markets. When demand for a good rises or
supply becomes harder to obtain, prices rise, guiding producers to allocate more resources toward that good and
consumers to adjust their spending. When supply increases or demand falls, prices fall, shifting resources away
from less valued uses. In a mixed economy, this market mechanism works alongside government action to
address problems markets alone can’t solve. The government steps in to correct market failures like
externalities, provide public goods, regulate information gaps, and pursue social goals through taxes, subsidies,
or direct provision. So the price mechanism directs resource allocation in markets, with government intervention
when markets fail.

2. What is deadweight loss in the context of allocative efficiency?
A. It is zero at allocative efficiency
B. It is always positive
C. It is irrelevant to welfare
D. It depends on government policy

Deadweight loss measures the decrease in total welfare that results when the quantity traded is not the one that
maximizes value to society. When the economy reaches allocative efficiency, the quantity produced and
consumed is the point where the marginal benefit equals the marginal cost (the market price reflects this
balance). At that exact point, all potential gains from trade are realized and no extra welfare is lost from
misallocation, so the deadweight loss is zero.   If distortions exist—such as taxes, subsidies, price controls, or a
monopolist restricting output—that balance breaks, and some beneficial trades don’t happen or unproductive
trades occur. That creates a welfare loss, a deadweight area on the diagram.   So, deadweight loss is zero at
allocative efficiency. The other statements aren’t correct because deadweight loss is a measure of welfare loss,
not something always positive, it isn’t irrelevant to welfare, and while policy can create distortions, the concept
is about the welfare loss from misallocation, not about policy per se.
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3. How can public expenditure on infrastructure influence resource allocation
in the long run?
A. It has no effect on long-run resource allocation.
B. It reduces the incentives to invest.
C. It increases private sector monopolies.
D. It improves productivity, reduces costs, and shifts resources toward more

valuable uses; supports long-run growth.
Public expenditure on infrastructure changes the cost and productivity landscape for the economy. By improving
roads, ports, energy, and digital networks, it lowers production and transaction costs and raises the efficiency of
firms. When costs fall and productivity rises, resources move toward the most valuable uses, since firms can
earn higher returns in those areas. This shifts the allocation of capital and labor toward more productive
activities and supports higher potential output, helping long-run growth. The other statements don’t fit because
infrastructure spending generally stimulates private investment by improving returns and competition, rather
than reducing incentives or increasing private monopolies, and it does have a meaningful long-run effect on how
resources are allocated.

4. Which policy instruments can correct a negative externality by raising
private costs toward social costs?
A. Taxes (Pigouvian tax) or regulation
B. Subsidies and deregulation
C. Price ceilings and non-price rationing
D. Tariffs and quotas

When a negative externality exists, social costs exceed private costs, so too much is produced from the
viewpoint of society. The way to fix this is to raise the private cost per unit to match the social cost, nudging the
market toward the socially efficient level.  A Pigouvian tax does exactly that by charging a per-unit tax equal to
the external cost. This makes producers face higher costs, reducing output until the private and social costs
align. Regulation works similarly by imposing standards or limits that raise production costs, forcing behavior
changes that lower output to the socially optimal point.  Subsidies would decrease costs and encourage more
production, making the externality worse. Price ceilings and non-price rationing affect pricing or allocation but
don’t specifically internalize the external cost. Tariffs and quotas influence trade and quantities but aren’t
targeted tools for aligning private costs with social costs in domestic markets.

5. The system or organisation for exercising authority over a body of people is
called what?
A. Government
B. Market
C. Economic System
D. Private Sector

The key idea here is identifying the body that holds political power and governs society. The system for
exercising authority over a body of people is the government. It includes institutions and leaders that make laws,
enforce rules, provide public services, collect taxes, and defend the country. The market, by contrast, is about
how goods and services are exchanged; it doesn’t govern people. An economic system describes how a country
organizes economic activity in general, not the specific body that holds political authority. The private sector
refers to privately owned businesses, not the mechanism of governance.
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6. Why might the government intervene in a mixed economy?
A. Markets never fail.
B. To correct externalities and provide public goods.
C. To maximize private profit.
D. To replace private sector completely.

When markets fail, government intervention helps correct externalities and provide public goods. Externalities
occur when the actions of individuals or firms affect others who aren’t part of the market transaction, leading to
too much pollution or too little investment in beneficial activities like education or vaccination. Public goods are
things everyone can use without reducing others’ use (non-excludable and non-rivalrous), so private markets
often under-provide them because people can free-ride. The government can tax, regulate, subsidize, or directly
provide these goods to raise welfare and allocate resources more efficiently.  Markets can fail, so the view that
the government should step in to fix externalities and provide public goods is the strongest reason for
intervention. The other options don’t fit: intervention isn’t about always maximizing private profit, and in a mixed
economy the government does not aim to replace the private sector entirely.

7. How does the decision to invest in capital goods affect long-run resource
allocation?
A. It reduces future output because capital goods consume resources without

returns.
B. It has no effect on long-run resource allocation.
C. It leads to immediate higher consumption and lower investment.
D. It expands future productive capacity, enabling higher future output.

Investing in capital goods expands future productive capacity, enabling higher future output. When resources are
put into capital—factories, machinery, infrastructure—the economy builds a larger stock of capital that can
produce more goods and services later. This raises potential output and supports faster long-run growth. While
some resources are used up now and might reduce current consumption, the payoff is greater output in the
future. So, long-run resource allocation shifts toward more capital accumulation, increasing what the economy
can produce in the future. The other ideas miss this long-run impact: capital investment does increase future
output, not reduce it, and its main effect is on long-run capacity rather than immediate consumption without any
growth.

8. Which term describes the willingness and ability of producers to offer a
good at a given price level?
A. Market Supply
B. Supply
C. Demand
D. Equilibrium

Supply is the term for the willingness and ability of producers to offer a good at a given price level. It captures
both the producers’ desire to sell and their capacity to do so, meaning the quantities they are prepared to put on
the market at different prices. The idea is usually shown with a supply curve that slopes upward: as price rises,
producing and selling becomes more profitable, so producers are willing and able to supply more. In contrast,
demand is about buyers’ willingness and ability to purchase at various prices, and equilibrium is the price where
the quantities supplied and demanded match. So the best match for this description is supply.
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9. Which term describes changes in supply conditions that cause shifts of the
supply curve?
A. Change in Supply
B. Increase in Supply
C. Decrease in Supply
D. Contraction in Supply

Changes in supply conditions cause the entire supply curve to shift because they alter the quantities producers
are willing to supply at every price. The term for these changes is change in supply. It covers factors like
production costs, technology, prices of other goods, taxes or subsidies, expectations, the number of sellers, and
external conditions. When supply conditions improve, the curve shifts to the right (more is supplied at each
price); when they worsen, it shifts to the left (less is supplied). The other phrases describe the direction of the
shift or movement along the curve, not the cause of the shift.

10. Which of the following is an example of a positive externality?
A. Vaccination reduces disease transmission.
B. Smoking near others.
C. Littering in a park.
D. Noise pollution.

Positive externalities happen when an action by one person creates a benefit for others that the market doesn’t
pay for. Vaccination does this neatly: when someone gets vaccinated, they not only reduce their own risk of
disease but also lower the chance that others will catch it. This spillover benefit, including herd immunity, means
society as a whole gains more welfare than the individual’s private benefit would suggest. Since the market price
and private decision don’t capture this extra social benefit, vaccination stands out as the clearest example of a
positive externality.   The other scenarios involve costs or harms to third parties rather than additional benefits.
Smoking near others can impose health costs on bystanders, littering harms the communal space, and noise
pollution reduces others’ enjoyment or productivity. These are negative externalities, not positive ones.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://igcseeconciesec2.examzify.com

We wish you the very best on your exam journey. You've got this!
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