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1.15 PRODUCTION AND COSTS: EXAM PRACTICE QUESTIONS 

Answer the questions that follow. 

 

1. IB ECONOMICS PAPER 1 EXAMINATION QUESTIONS 

 

a. By referring to a firm’s average and marginal product curves, explain the law of diminishing 

marginal returns.           [10 marks] 

 

b. Distinguish between decreasing returns to scale and diminishing marginal returns. [10 marks] 

 

c. Distinguish between diseconomies of scale and decreasing returns to scale.  [10 marks] 

 

d. Use diagrams to explain the relationship between a firm’s marginal cost curve and the average 

variable costs curve, and its marginal product curve and the average product curve.   

             [10 marks] 

 

e. Explain why portions of a firm’s short-run average cost curve and long-run average cost curve 

downward sloping are both downward sloping initially.     [10 marks] 

 

f. Explain how both decreasing returns to scale and increasing returns to scale are relevant to the 

cost curves of a firm.          [10 marks] 

 

g. Distinguish between the short run and the long run as applied to the production and costs of a firm.

             [10 marks] 
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2. IB ECONOMICS HL PAPER 3 EXAMINATION QUESTIONS 

Question One           [25 marks] 

Units of variable input (labour) and total product data for a firm producing good A is contained in the 

table below. 

 

Units of variable input 

(labour) 

Total product 

(units) 

Marginal product 

(units) 

Average product 

(units) 

0 -   

1 2   

2 5   

3 9   

4 14   

5 18   

6 21   

7 23   

8 24   

9 24   

10 23   

 

a. Determine the missing figures for marginal product and average product.   [2 marks] 

 

b. Outline whether the figures above relate to production in the short run or the long run.   

             [2 marks] 

 

c. Show the relationship between total product (TP) and marginal product (MP) and average product 

(AP) by plotting the total product curve on one diagram, and the marginal and average product 

curves on another.           [6 marks] 

 

d. Outline which law explains the shape of the three product curves.   [2 marks] 

 

e. On your diagram show the point where diminishing returns first occurs and identify the number of 

variable labour inputs associated with this point.      [2 points] 
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The table below shows, for three different firms, the change in total product associated with changes 

in the quantities of two different inputs. 

 

Land area 

(hectares) 

Labour  

(number of workers) 

Firm 1:  

Total  Product  

Firm 2:  

Total Product  

Firm 3:  

Total Product  

1 5 1000 1000 1000 

2 10 2200 1800 2000 

3 15 3500 2500 3000 

 

f. Identify which firm has increasing returns to scale, decreasing returns to scale and constant returns 

to scale.            [2 marks] 

 

g. Draw a long-run average cost curve that clearly shows both economics of scale and diseconomies 

of scale, and identify the range of output at which each of the three firms are operating within. 

             [3 marks] 

 

h.  Outline two factors that can result in a firm experiencing economies of scale, and two factors that 

can result in a firm experiencing diseconomies of scale.     [4 marks] 

 

i. Draw a diagram illustrating the relationship between a firm’s short run average total costs (SRAC) 

and its long run average total costs (LRAC).  Outline the relationship between a firm’s average costs 

in the short run and the long run.        [2 marks]  
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