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Answer all questions in the spaces provided.

Section A

Only one answer per question is allowed.

For each question completely fill in the circle alongside the appropriate answer.

CORRECT METHOD E|

If you want to change your answer you must cross out your original answer as shown. E

If you wish to return to an answer previously crossed out, ring the answer you now wish to select

@own. @

WRONG METHODS ‘ & H @ H@ H dﬁ ‘

\

The central purpose of economic activity is to

A improve the distribution of income.

B maximise production of goods and services.

C minimise costs of production.

D satisfy needs and wants.

o] [o] [o] o]

[1 mark]
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Do not write
outside the

Figure 1 shows the production possibility boundary for a firm that produces tables box
and chairs.

Figure 1

Tables

|
40

0 50 60  Chairs

What is the opportunity cost if the output of chairs increases from 60 to 707
[1 mark]

A 10 chairs
B 10 tables

C Less than 10 tables

o] [o] [o] o]

D More than 10 tables

n Which one of the following is most likely to be a characteristic of a concentrated market?

[1 mark]
A Firms are located in one part of the country. El
B Firms find it difficult to enter the market. El
C Firms focus on supplying one type of good. El

D Firms specialise in one stage of the production process. El

Turn over »
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Oil is used to produce fuel for non-electric cars.

Which one of the following is most likely to cause the demand for oil to decrease?

A A decrease in consumer wealth

B A decrease in demand for electric cars

C Adecrease in prices of non-electric cars

D A decrease in the price of oil

After a successful advertising campaign, demand increases by 1000 at each price. Due to

o] [o] [o] o]

Table 1 shows the demand for and supply of shirts per month for a firm.

Table 1
Price of shirt | Demand for shirts | Supply of shirts
($) (per month) (per month)
10 2000 0
15 1500 500
20 1000 1000
25 500 1500

higher indirect taxes, supply reduces by 20% at each price.

Which one of the following is correct?

There will be

A an increase in excess demand of 100% at $10.
B an increase in excess demand of 110% at $15.

C anincrease in excess supply of 300 shirts at $25.

D excess demand of 2000 shirts at $20.

o] [o] [o] o]

[1 mark]

[1 mark]
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Which one of the following is an example of a positive statement? box
[1 mark]

A Reducing inequality is less important than reducing poverty.
B State provision is the best way to increase provision of merit goods.

C Subsidies to firms will result in an increase in average costs.

o] [o] [o] o]

D The government should reduce indirect taxation on demerit goods.

n A firm faces a perfectly elastic demand curve and has an upwards sloping supply curve.
Labour costs make up 70% of the firm’s costs.

All other things being equal, if labour productivity increases by 50% what is the most
likely outcome?

[1 mark]
A Price decreases by 50%. El
B Price decreases by more than 50%. El
C Revenue increases by 50%. El
D Revenue increases by less than 50%. El
Which one of the following is the best example of a public good?
[1 mark]

A Abottle of water
B A good sold by the government

C Education

o] [o] o] o]

D Street lighting

Turn over »
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outside the
A firm wants to increase its total revenue. Which one of the following combinations would box
result in higher total revenue for the firm?
[1 mark]
Price elasticity of demand | Change in price
A -9 Increase E
B -1 Decrease E
C -0.5 Increase El
D 0 Decrease E

The government introduces an indirect tax of $2 per unit on a demerit good. The original
price was $10 per unit. The new price is $11.50.

To one decimal place, how much tax is paid by the producer as a percentage of the
new price?
[1 mark]

A 4.3%
B 12.5%

C 13.0%

o] [o] [o] o]

D 16.7%

IIE Mario opens a small café in a large town where there are many similar businesses.
What is likely to be his most important objective in the first year of the business?
[1 mark]

A To be in business at the end of the year
B To be the most popular café in the town

C To increase the number of people the café employs

o] [o] [o] o]

D To make enough money to give to charity
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Figure 2 shows possible supply (S) and demand (D) curves for the market for a good.

Production of the good results in negative externalities but its consumption results in
positive externalities. S, only considers the private costs and D, only considers the

private benefits.

Price

Which one of the following is the socially optimum price and quantity?

Price Quantity
A P4 Qm
B P2 Qm
C Pm Q
D Pm Q

Quantity

o] [o] [o] o]

[1 mark]
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Afirm is experiencing diseconomies of scale. It decreases its output to reduce its box
diseconomies of scale.

Which one of the following is correct?
[1 mark]

A Average cost decreases and total cost decreases
B Average cost decreases and total cost increases

C Average cost increases and total cost decreases

o] [o] [o] o]

D Average cost increases and total cost increases

Table 2 shows the different sources of income and wealth for a person in Germany.

Table 2
House €500 000
Money in bank €70 500
Wage €37 000
Car €23 000
Interest on savings €10 500
Shares in a business €5 000

According to Table 2, what is their total wealth?
[1 mark]

A €528 000
B €533 500

C €598 500

o] [o] [o] o]

D €630 500

0 8
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IIIE Figure 3 shows the market for electricity.

Figure 3
Price
Supply
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The government introduces a maximum price for electricity of $10 per unit. The most likely
effect of the maximum price in the market is
[1 mark]

A an increase in the price of 25%.
B excess demand of 600 units.

C excess supply of 600 units.

o] [o [o] o]

D no change in quantity.

Turn over for the next section
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Section B box
Look at the Source Booklet and answer all questions in the spaces provided.

Do not write in the Source Booklet.

|I| Define ‘monopoly power’ (Extract B, line 12).

[3 marks]

@ Define ‘fixed costs’ (Extract B, line 15).

[3 marks]
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n The extracts provide information on olive oil prices and consumption.
You are advised to show your working for the calculations below.

n |I| Use Extract A to calculate the mean annual consumption of olive oil for the period
2018/2019 to 2023/2024.

Give your answer to the nearest thousand tonnes.
[2 marks]

n @ Use Extract A and Extract C (lines 17—18) to calculate the cross elasticity of demand
for sunflower oil with respect to the change in the price of olive oil between 2021/2022
and 2022/2023.

Give your answer to two decimal places.
[4 marks]

Do not write
outside the
box

Turn over for the next question

Turn over »
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Do not write
outside the
|I| Extract A shows average prices and world consumption of olive oil between box

2018/2019 and 2023/2024.

Explain how changes in the price of olive oil affect the consumption of olive oil.
[6 marks]

Extra space
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Do not write
outside the
@ To what extent do the data suggest that changes in the price of olive oil affect the box
consumption of olive oil?
Use the data in Extract A to support your answer.
[6 marks]
Extra space
12

Turn over »

13

I1B/G/Jan26/ECO01



14

Extract B (lines 5-6) states: ‘Another use of olive oil is as a raw material in the production
of some beauty products and medicines.’

With the help of a diagram, explain how an increase in demand for beauty products that

use olive oil may affect the market for medicines that use olive oil.
[9 marks]

Extra space

1 4
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Do not write
outside the
box

Extract B (line 19) states: ‘Any changes in costs or revenue will affect the profits of
these firms.’

Analyse the factors that may affect the profits of firms selling olive oil.
[12 marks]

Turn over »
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Extra space
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Do not write
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Elil Extract C (line 1) states: ‘Some economists think governments should intervene if olive oil box
prices increase significantly.’

Use the extracts and your knowledge of economics to assess whether governments
should intervene in the market for olive oil.

[20 marks]

Turn over »
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END OF QUESTIONS
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There are no questions printed on this page

DO NOT WRITE/ON THIS PAGE
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