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0 1 
 

 Firms M and N operate in two different market structures.  Table 1 shows some of the 
characteristics of these two market structures. 

   
Table 1 

 

Firm Type of competition Degree of  
product differentiation Barriers to entry 

M Price None None 

N Non-price Significant High 
 

   

  Which one of the following combinations identifies the market structures in which 
firms M and N are most likely to operate? 

  [1 mark] 
   

   Firm M Firm N  
 

  A Monopolistic competition Perfect competition 
  

 

  B Oligopoly Perfect competition 
  

 

  C Perfect competition Monopolistic competition 
  

 

  D Perfect competition Oligopoly 
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 Which one of the following is most likely to cause the divorce of ownership from control in 
a firm? 

  [1 mark] 
   

  A A conflict of interest between the owners and the managers  
 

  B A small firm being taken over by a much larger one  
 

  C Additional staff being needed to make a new product  
 

  D Profit satisficing becoming the firm’s main objective  
 

   
 

0 3 
 

 Ang and Bao sell identical holidays.  Ang sells the holiday for $1500, but Bao advertises 
her holidays as being ‘reduced from $2000 to $1500’. 
 
Which one of the following biases is most likely to explain why Bao may sell more holidays 
than Ang? 

  [1 mark] 
   

  A Altruism  
 

  B Anchoring  
 

  C Inertia  
 

  D Social norms  
 

   
 
 
 
 

Turn over for the next question 
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 Figure 1 shows two demand curves for labour (D1 and D2) for a firm in a perfectly 
competitive labour market. 

   
Figure 1 

 

 
 

  Which one of the following is the most likely reason for the firm’s demand curve for labour 
shifting from D1 to D2? 

  [1 mark] 
   

  A A decrease in the price of a substitute good  
 

  B A reduced rate of indirect tax on the firm’s product  
 

  C An increase in the supply of labour into the industry  
 

  D Rising money wage rates in the industry  
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 Which one of the following reasons is most likely to cause firms not to produce where 
marginal cost equals price? 

  [1 mark] 
   

  A Consumers and producers have perfect information.  
 

  B Firms have a significant degree of market power.  
 

  C The goods being sold are all identical.  
 

  D There are no production externalities.  
 

   
 

0 6 
 

 Table 2 shows the total revenue of a profit-maximising firm from different levels of sales. 
   

Table 2 
 

Sales (units) Total revenue ($) 

4 4200 

5 4400 

6 4500 

7 4200 

8 3600 
 

 
  Which one of the following can be concluded from the information in Table 2? 
  [1 mark] 
   

  A Average revenue is negative when the firm sells 7 units.  
 

  B Demand is inelastic when the firm sells 7 or more units.  
 

  C Marginal revenue is positive at all levels of sales.  
 

  D Profits will be maximised when the firm sells 6 units.  
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 Figure 2 shows the marginal revenue product of labour (MRPL), marginal cost of labour 
(MCL), and average cost of labour (ACL) curves in a monopsony labour market. 

   
Figure 2 

 

 
 

  

The employer agrees to recognise a trade union.  As part of the agreement, the firm now 
has to pay the wage rate that would exist in a perfectly competitive labour market. 
 
What is the most likely change in the firm’s hourly labour costs after the change in  
wage rates? 

  [1 mark] 
   

  A $5500  
 

  B $6900  
 

  C $12 100  
 

  D $19 000  
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 Table 3 shows the Gini coefficient for income in Country Q in 2020 and 2021. 
   

Table 3 
 

Year Gini coefficient 

2020 0.36 

2021 0.40 
 

 
  Which one of the following is a normative statement about the data in Table 3? 
  [1 mark] 
   

  A An increase in the cost of living may have caused the change in the  
Gini coefficient of Country Q. 

 
 

  B Income inequality in Country Q can be reduced if the government increases 
spending on unemployment benefits. 

 
 

  C The best way to reduce income inequality in Country Q is to reform the 
country’s regressive tax system. 

 
 

  D The Gini coefficient in Country Q has increased by approximately 4%  
between 2020 and 2021. 

 
 

   
 
 
 
 
 

Turn over for the next question 
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 Daria buys an annual pass that gives free, unlimited access to visit a cinema. 
 
Table 4 shows the marginal utility that Daria gains from different quantities of cinema 
visits. 

   
Table 4 

 

Cinema visits Marginal utility 
(in units) 

1 14 

2 10 

3 6 

4 3 

5 –1 
 

 
  What is the total utility (in units) that Daria will receive if she behaves rationally? 
  [1 mark] 
   

  A 3  
 

  B 14  
 

  C 32  
 

  D 33  
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 Figure 3 shows the long-run average cost curves (LRAC1 and LRAC2) for a firm. 
   

Figure 3 
 

 
 

  Which one of the following is most likely to cause the shift from LRAC1 to LRAC2 shown in 
Figure 3? 

  [1 mark] 
   

  A Diminishing marginal returns have set in  
 

  B Increasing competition in the market  
 

  C Rising costs of rent for the factory  
 

  D There are decreasing returns to scale  
 

   
 
 
 
 

Turn over for Section B 
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 Lin runs a small firm that sells shoes.  The firm competes with many other small firms 
selling similar products.  Figure 4 below shows the short-run costs and revenues at 
different levels of output for the firm. 

   
Figure 4 

   

 
 
 

1 1 
 

. 1 
 

Profit maximisation is one objective of a firm. 
 
Identify two other objectives. 

[2 marks] 
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. 2 
 

Use Figure 4 to calculate the maximum amount of profit Lin’s firm can make. 
 
You are advised to show your working. 

[2 marks] 
   

   

   

   

   

   
 

1 1 
 

. 3 
 

Use Figure 4 to calculate the maximum amount of revenue Lin’s firm can make. 
 
You are advised to show your working. 

[2 marks] 
   

   

   

   

   

   
 
 
 
 
 

Question 11 continues on the next page 
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Figure 5 shows the short-run equilibrium position for Lin’s firm. 
 
Add to Figure 5 to show the long-run equilibrium position. 
 
The finished diagram should show: 
 
• the changes to the cost and/or revenue curves 
• the new price and quantity. 

[4 marks] 
   

Figure 5 
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 Extract B (lines 17–18) states: ‘firms have left the industry due to increased losses’. 
 
 

1 2 
 

. 1 
 

Explain why the level of profit or loss may influence the number of firms in an industry. 
[4 marks] 

   
 

   

   

   

   

   

   

   

   

   

   

   

   
 
 
 
 
 

Question 12 continues on the next page 
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To what extent do the data suggest that the level of profit or loss influenced the 
number of firms in the UK energy industry between 2009 and 2020? 
 
Use the data in Extract A to support your answer. 

[4 marks] 
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 Extract C (line 16) states: ‘the government is keen to encourage new firms to enter 
the market.’ 
 
Explain how both strategic and innocent barriers may prevent new firms from 
entering the energy supply market. 

 [12 marks] 
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 Extract B (lines 11–12) states: ‘in the long run, a competitive market is the best way 
to keep prices low and improve quality of service.’ 
 
Evaluate the likely effectiveness of measures that could be used to increase 
competition and protect consumers in the energy supply market. 

 [25 marks] 
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Question 1 5   Question 1 6   

 
CORRECT METHOD  WRONG METHODS     

 
 
Either 
 
1 5 

 

 According to the US Bureau of Labour Statistics, 4.4 million workers chose to leave their 
jobs in September 2021 – the highest number ever recorded.  The technology and 
healthcare sectors were affected most.  At the same time, wages grew at the fastest rate in 
more than 20 years. 
 
Assess the importance of non-monetary influences on the supply of labour to different 
occupations. 

 [25 marks] 
 
or 

  
 
 

1 6 
 

 Spain has a progressive wealth tax on both residents and non-residents.  Data from the 
World Bank show that inequality in Spain has fallen over the last 10 years. 
 
Evaluate whether a wealth tax is the best way to reduce inequality in an economy. 

[25 marks] 
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