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SECTION A
Answer all the questions in this section.

1. The diagram below shows the marginal revenue (MR) and average revenue (AR) curves for a
firm which is a monopolist.
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(a) Define average revenue (AR). [1]
(b)  Define marginal revenue (MR). [1]

(c) Explain why a monopolist’s marginal revenue (MR) curve is always below its average
revenue (AR) curve. [2]
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2. The diagram below shows the long-run equilibrium for a profit-maximising firm in perfect
competition. The firm produces an output of OQ?2.
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(a) Explain why OQ2 is the profit maximising level of output. [2]

(b) At the profit maximising level of output at OQ2 what does the diagram show about the

firm’s
(1) productive efficiency; [2]
(i) allocative efficiency? [2]
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UK grocery market shares January 2010
Source: Kantar
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Some economists argue that Tesco is too powerful in the grocery market and should be made
to sell some of its shops.

(a) Explain one argument for making Tesco sell some of its shops. [2]
(b)  Explain one argument against making Tesco sell some of its shops. [2]
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UK Consumer prices index (CPI) 1996-2009

Price indices (2005 = 100)

1996 2009

CPI 88.1 110.8
Alcohol & Tobacco 73.3 115.3
Manufactured goods 120.1 95.7

(a) Explain what happened to the real price of alcohol & tobacco between 1996 and 2009.

The table below shows the weights used in calculating the price indices above.

Weights
1996 2009
CPI 1000 1000
Alcohol & Tobacco 70 40
Manufactured goods 330 313

(b)  Using the table explain what factors might have affected the weights given to alcohol &
tobacco and manufactured goods in 1996 and 2009.

(2]

[4]
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Changes in UK Real Gross Domestic Product (GDP) 2005-09
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With reference to the data, discuss the possible relationship between GDP growth and
Government borrowing. [6]
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European Union (EU) member states inflation rates 2009

Ireland
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Slovenia
Luxembourg
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Sweden
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Poland
Romania
Hungary
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Hungary is hoping to join the eurozone by 2012.
What problems does the data suggest might occur for its economy? [6]
Total mark 16
(1133-01) Turn over.



7. The table below shows selected economic indicators for Portugal and Saudi Arabia in 2007.
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10

Indicator Portugal Saudi Arabia
GDP (PPP) $US per head 22765 22935
World GDP (PPP) §US per head ranking 42 40
Human Development Index (HDI) 0.909 0.843
World HDI ranking 34 59
Life Expectancy (Years) 78.6 72.7
Adult Literacy rate % 95.0 85.0

(of population aged 15 and above)

GDP = Gross Domestic Product
PPP = Purchasing Power Parity
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How useful is the data when comparing the standard of living of Portugal and Saudi Arabia?

(8]
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SECTION B
Answer one question from this section.
8. External costs and benefits may arise from both consumption and production of goods and

services. To what extent should governments intervene to correct market failure caused by
external costs and external benefits? [20]

9. “Monopoly power is not automatically bad as long as it is regulated.” Discuss this view. [20]

10. “The excessive profits made by some banks in recent years suggest that they should be more
highly taxed than other types of business.” Discuss. [20]

Answer the question from Section B using the following pages.
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