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57 questions  ·  591 marks  ·  2 sub-topics
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IAL Unit 1  ·  June 2019  ·  Q2  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P60807A0232*
2

	

	

SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about  
an answer, put a line through the box  and then mark your new answer with a cross .

1	 Statement 1: In 2017 the Kenyan Government spent Sh172.5 billion on healthcare. 
This is 8% of its annual budget. 

	 Statement 2: The African Union believes African countries should spend 15% of their 
annual budgets on healthcare. 

	 Which one of the following best describes the two statements above?

	 A	 Both statements are positive

	 B	 Statement 1 is positive and statement 2 is normative

	 C	 Both statements are normative

	 D	 Statement 1 is normative and statement 2 is positive

(Total for Question 1 = 1 mark)

2	 The Chinese Government introduced a carbon emissions trading scheme. The 
objective of this tradeable pollution permit scheme is to reduce carbon emissions by 

	 A	 forcing highly polluting firms to buy permits from low polluting firms

	 B	 forcing low polluting firms to buy permits from highly polluting firms

	 C	 paying subsidies to firms who manage to reduce their carbon emissions

	 D	 taxing firms who pollute less than their allowance

(Total for Question 2 = 1 mark)

3 	 Which one of the following is an example of market failure?

	 A	� Lower prices create an incentive for firms to switch production to more 
profitable activities

	 B	� Excessive administrative costs are involved in meeting environmental 
regulations

	 C	� Government provision of street lights that is greater than the social optimum 
output

	 D	� Insured consumers take more risks in the knowledge that the insurer will pay 
any resulting costs

(Total for Question 3 = 1 mark)
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IAL Unit 1  ·  January 2021  ·  Q5  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P66163RA0428*
4

5	 In India, Vodafone has requested that the government imposes a minimum price for 
mobile data of Rs35 per gigabyte (GB). The current market price is Rs5. The diagram 
shows the possible impact of a minimum price introduced at Pmin.

Price of mobile data 
per GB, Rs

Pe

Q1 Qe Q2

D

S

Quantity of 
mobile data, GB

Pmin

0

	 Which one of the following can be deduced from the diagram following the 
imposition of the minimum price?

	 A	 Excess supply is Q1Q2

	 B	 Excess demand is Q1Q2

	 C	 Supply contracts from Qe to Q2

	 D	 Demand extends from Qe to Q1

(Total for Question 5 = 1 mark)
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IAL Unit 1  ·  October 2021  ·  Q5  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P69465A0528* Turn over     

5

	

	

  

5	 The diagram shows the market for infection testing kits in Odisha, India.

Price per 
infection 
testing kit, 
Rs

Quantity of infection 
testing kits

0 Q0 Q1 Q2

Demand

Supply

Pmax

Pmax

Pe

	 The Government in Odisha imposed a maximum price, Pmax, on infection testing kits.

	 Which one of the following can be deduced from the diagram?

	 A	 Quantity supplied extends from Q0 to Q1

	 B	 Quantity demanded contracts from Q2 to Q1

	 C	 Excess demand will be equal to Q0Q2

	 D	 Excess supply will be equal to Q0Q2

(Total for Question 5 = 1 mark)
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IAL Unit 1  ·  January 2022  ·  Q5  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P70678A0528* Turn over     

5

	

	

  

5	 The European Union (EU) has a tradeable permit scheme for carbon emissions. 
The price of a carbon permit was below €5 in 2013 and increased to €25 in 2019.

	 Which one of the following is the most likely reason for the increase in the price of 
carbon permits?

	 A	 The EU issued too few permits in 2013

	 B	 The EU issued too many permits in 2019

	 C	 The demand for permits decreased between 2013 and 2019

	 D	 The supply of permits was reduced between 2013 and 2019

(Total for Question 5 = 1 mark)
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IAL Unit 1  ·  January 2024  ·  Q4  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P73482A0328* Turn over      
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4	 The diagram represents the market for wheat in India. The Government of India 
operates a minimum price scheme for wheat. It agrees to buy any surpluses from 
farmers at the minimum price of 0E.

Price of wheat
per kg

F

E

0 K

Supply

Pmin

J

I

H

Demand

G

Quantity of wheat, kg

	 Which one of the following can be deduced from this information?

	 A	 The Government will spend GHKJ

	 B	 The Government will spend EFG

	 C	 The Government will spend GHI

	 D	 The Government will spend EHK0

(Total for Question 4 = 1 mark)
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IAL Unit 1  ·  June 2024  ·  Q2  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P75888A0228*
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2

  

SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Which one of the following has an opportunity cost of zero?

	 A	 An economic good

	 B	 A free good

	 C	 A public good

	 D	 A capital good

(Total for Question 1 = 1 mark)

2	 In 2021 the UK’s tradeable pollution permits scheme issued 4.4 million permits to 
airline companies. However, the industry only required 3.3 million permits.

	 Which one of the following is the likely result of supplying this number of permits?

	 A	 The market price of permits will decrease

	 B	 The market price of permits will increase

	 C	 Airline companies will leave the market as a result of increased costs

	 D	 Airline companies will have more incentive to invest in cleaner technology

(Total for Question 2 = 1 mark)

3	 In North America the cross elasticity of demand for coffee with respect to a change in 
the price of milk was estimated to be –0.04.

	 Which one of the following can be deduced from this information?

	 A	 Coffee and milk are inferior goods

	 B	 Coffee and milk are substitute goods

	 C	 Coffee and milk are unrelated goods

	 D	 Coffee and milk are complementary goods

(Total for Question 3 = 1 mark)
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IAL Unit 3  ·  October 2024  ·  Q3  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P78382A0228*
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  

SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 A pineapple producer in Costa Rica, operating in a perfectly competitive market, 
is currently making supernormal profits. 

	 Which one of the following is the most likely outcome in the long‑run?

	 A	 The producer will make more supernormal profit

	 B	 The producer’s output will decrease but industry output will increase

	 C	 The producer will leave the market

	 D	 The market concentration will increase

(Total for Question 1 = 1 mark)

2	 In 2023 Cineworld sold tickets for standard seats to watch movies at £9.99 in the UK. 
Students only paid £7.99 for the same seats. 

	 Which one of the following best describes this pricing strategy?

	 A	 Marginal cost pricing

	 B	 Limit pricing

	 C	 Price discrimination

	 D	 Predatory pricing

(Total for Question 2 = 1 mark)

3	 In 2023 the Government of the Philippines introduced a maximum price for rice of 
41 pesos ($0.72) per kilogram.

	 Ceteris paribus, which one of the following is the most likely impact of the 
introduction of this maximum price for rice on producers?

	 A	 Producer surplus will increase

	 B	 Fixed costs will decrease

	 C	 Dynamic efficiency will increase

	 D	 Average revenue will decrease

(Total for Question 3 = 1 mark)
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IAL Unit 1  ·  January 2025  ·  Q2  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P78461A0228*
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  

SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Singapore is considered to be close to being a free market economy, with low tax 
rates, minimal regulations on businesses and a reliance on the price mechanism.

	 Which one of the following is a disadvantage of a free market economy?

	 A	 The profit incentive encourages investment

	 B	 The non-provision of public goods

	 C	 The possibility of government failure

	 D	 An equal distribution of income

(Total for Question 1 = 1 mark)

2	 Between November 2022 and November 2023, the average price of milk decreased 
by 36.8% in Ireland. 

	 Which one of the following is most likely to result from the introduction of a 
minimum guaranteed price for milk above the equilibrium price?

	 A	 An excess supply of milk

	 B	 An excess demand for milk

	 C	 An increase in consumer surplus

	 D	 A decrease in producer surplus

(Total for Question 2 = 1 mark)

3	 In 2022 it was estimated that $5.8 trillion worth of money was circulating in the USA.

	 Which one of the following is a function of money?

	 A	 To create a moral hazard

	 B	 To extend property rights

	 C	 To regulate financial markets

	 D	 To act as a medium of exchange

(Total for Question 3 = 1 mark)
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IAL Unit 1  ·  June 2025  ·  Q2  ·  1 mark 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P78808A0228*
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  

SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Which one of the following is an example of a market failure?

	 A	 Unintended consequences

	 B	 A market bubble in the housing market

	 C	 Excessive administration costs resulting from regulation

	 D	 A firm exiting the market because it was making a loss

(Total for Question 1 = 1 mark)

2	 In 2015 the Government of Thailand set a maximum price below the market 
equilibrium price for flights within the country. In 2023 the Government of Thailand 
increased the maximum price by 3.75%.

	 Ceteris paribus, which one of the following is the most likely result of increasing the 
maximum price of flights within Thailand?

	 A	 An increase in excess supply

	 B	 A decrease in excess supply

	 C	 An increase in excess demand

	 D	 A decrease in excess demand

(Total for Question 2 = 1 mark)
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IAL Unit 1  ·  October 2023  ·  Q12(a)  ·  extracts & data 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P75610A01228*
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

SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘tradeable pollution permit scheme’. (Extract B, line 16)
(2)

	 (b)	 With reference to Extract B, explain whether the supply of phosphate rock is likely 
to be price elastic or price inelastic.

(4)

	 (c)	 With reference to Figure 1 and Extract A, analyse one demand factor and one 
supply factor that caused the price of fertiliser to increase between January 2021 
and April 2022.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract C, examine two likely effects of the subsidies paid by 
Canada’s Government to farmers who use more organic farming methods.

(8)

	 (e)	 With reference to Extract B, discuss the external costs associated with the 
production and the use of fertiliser.

		  Illustrate your answer with an appropriate diagram.
(14)

13



IAL Unit 1  ·  October 2023  ·  Q12(a)  ·  extracts & data 1.3.6.1  Purpose and methods of government intervention ANSWER >

2 P75610A



Sources for use with Section C

The market for fertiliser

Figure 1	 World price of fertiliser, $ per tonne, January 2021 to September 2022
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	 Extract A Demand and supply

	 Higher crop prices in 2021 provided an incentive for farmers to increase the quantity 
of crops that they grew. As a result, the demand for fertiliser increased by 6.3% 
compared with 2020.

	 Another reason for the increase in demand for fertiliser was that governments paid 
subsidies to farmers during the global health crisis. These subsidies encouraged 
farmers to grow more crops.

	 Poor weather caused some factories that manufacture fertiliser to shut down for 
several weeks. For example, winter storms and Hurricane Ida disrupted production in 
the USA. Costs of production also rose as a result of a significant increase in the world 
price of gas.

5 
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14



IAL Unit 1  ·  October 2023  ·  Q12(a)  ·  extracts & data 1.3.6.1  Purpose and methods of government intervention ANSWER >



3P75610A

	 Extract B Fertiliser production and its use

	 Between 1960 and 2019 there was a ten‑fold increase in the use of fertiliser by 
farmers to increase agricultural output. Over the same period crop production 
increased four‑fold. Fertiliser is produced by applying acids to phosphate rock. 
Phosphate rock is a finite resource and the amount available is decreasing. 
In addition, the production of fertiliser requires the substantial use of non‑renewable 
resources such as gas and coal. This results in greenhouse gas emissions. 
Consequently, fertiliser production is responsible for 1% of total global energy use 
and 1.4% of total carbon emissions.

	 The fertilisers that are used on farmland are often washed into rivers and lakes. 
This causes algae to develop and oxygen levels to decrease, resulting in a decline in 
fish stocks.

	 85% of the world’s supply of phosphate rock comes from just five countries. Morocco 
produces 70% of total production.

	 France and Germany are the largest fertiliser manufacturers in the European Union. 
The European Union’s tradeable pollution permit scheme applies to fertiliser 
manufacturers in these countries.

	 Extract C Subsidies in Canada

	 Since 1990 the production and use of fertilisers have accounted for approximately 
10% of Canada’s greenhouse gas emissions. To reach its 2030 greenhouse gas 
emissions target, Canada needs to reduce its use of fertiliser. Canada’s Government is 
providing subsidies of CA$ 750 million to farmers over 10 years to use more organic 
farming methods to achieve this target.
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IAL Unit 1  ·  October 2023  ·  Q12(a)  ·  2 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P75610A01328* Turn over      
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12	 (a)	 Define the term ‘tradeable pollution permit scheme’. (Extract B, line 16)
(2)

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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	 (b)	 With reference to Extract B, explain whether the supply of phosphate rock is likely 
to be price elastic or price inelastic.
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IAL Unit 1  ·  October 2019  ·  Q7  ·  4 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P61983A0528* Turn over     

5

 

SECTION B

Answer ALL questions in this section in the space provided.

7 In the UK the average student debt was £46 000 for graduates completing their 
courses in 2017. The UK Government considered reducing the maximum price of 
university tuition fees from £9 250 to £6 000 per year.

 Draw a diagram to illustrate the impact of a decrease in the maximum price of 
university tuition fees in the UK.
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IAL Unit 1  ·  October 2020  ·  Q9  ·  4 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

9

Turn over     

	

	

*P58487A0928*

9	 The US state of South Carolina has proposed a regulation to stop the sale of energy 
drinks to children under the age of 18.

	 Explain one likely impact of this proposed regulation to stop the sale of energy drinks 
to children under the age of 18 in South Carolina.
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IAL Unit 1  ·  January 2022  ·  Q7  ·  4 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P70678A0728* Turn over     

7

	

	

  

SECTION B

Answer ALL questions in this section in the spaces provided.

7	 In 2020 dairy farmers in India sold milk at a market equilibrium price of Rs20 per litre. 
This price resulted in many farmers making a loss. Therefore, dairy farmers asked the 
Indian Government to introduce a minimum price of Rs30 per litre.

	 Draw a diagram to illustrate the impact of the introduction of a minimum price for 
milk in India.
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SECTION B

Answer ALL questions in this section in the space provided.

7	 In Myanmar the price of rice was 250 000 kyats per tonne in October 2021. However, 
many rice farmers made a loss because of rising costs of production. In response, 
the Myanmar Government introduced a minimum price for rice of 270 000 kyats per 
tonne.

	 Draw a diagram to illustrate the impact of the introduction of this minimum price 
for rice.
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Answer ALL questions in this section in the spaces provided.

7	 In 2022 the average price of renting a house increased by 14.6% to $480 per week in 
Brisbane, Australia. There is pressure on the Australian Government to decrease rents 
by introducing a maximum price.

	 With reference to the house rental market in Brisbane, draw a diagram to illustrate 
the introduction of a maximum price for renting a house.

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

(Total for Question 7 = 4 marks)

22



IAL Unit 1  ·  October 2024  ·  Q11  ·  4 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P78380A01028*

D
O

 N
O

T W
RITE IN

 TH
IS A

REA
 		

D
O

 N
O

T W
RITE IN

 TH
IS A

REA
						





D

O
 N

O
T W

RITE IN
 TH

IS A
REA D

O
 N

O
T 

W
RI

TE
 IN

 T
H

IS
 A

RE
A

 		
D

O
 N

O
T 

W
RI

TE
 IN

 T
H

IS
 A

RE
A

						





D
O

 N
O

T 
W

RI
TE

 IN
 T

H
IS

 A
RE

A

10

  

11	 In 2022 the minimum price of milk was set above the equilibrium price in Canada. 
On 1 February 2023 the Canadian Government increased the minimum price of milk 
by 2.2%.

	 Ceteris paribus, explain the likely impact on excess supply of this increase in the 
minimum price.

	 Illustrate your answer with a supply and demand diagram.
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(Total for Question 11 = 4 marks)

TOTAL FOR SECTION B = 20 MARKS
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SECTION C

Study Figures 1 and 2 and Extracts A, B and C in the Source Booklet before answering 
 Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘substitutes’ (Extract A, line 8).
(2)

	 (b)	 Explain what is meant by the term ‘inelastic supply’. Refer to Figure 1 and Extract A 
in your answer.

(4)

	 (c)	 Analyse why the price of vanilla increased significantly between 2014 and 2018. 
Refer to Figure 2 and Extract A in your answer.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract C, examine two microeconomic effects of Finland’s 
decision to remove the sugar tax.

(8)

	 (e)	 Discuss reasons why the ‘quantity of education is below the social optimum level’ 
(Extract B, lines 2 and 3). Refer to external benefits in your answer.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The markets for vanilla, education and sugar

Figure 1 Estimated price elasticity of supply for vanilla in Madagascar and 
Indonesia

Madagascar Indonesia

Price elasticity  
of supply

0.48 0.52

Figure 2 US$ price of vanilla per kilogram, 2008-2018
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Extract A Vanilla price increases

Madagascar grows 80% of the world’s vanilla. Few other countries have the climate to 
be able to grow the crop. Between 2008 and 2011 the price was so low that some vanilla 
growers stopped production and grew other crops instead. However, the price of vanilla 
increased significantly between 2014 and 2018.

In 2017 a cyclone in Madagascar destroyed a large quantity of the vanilla crop. As a result 
some farmers will not see their vanilla crops recover fully until 2020.

There are artificial substitutes for vanilla such as vanillin. However, in recent years, 
consumers have shown an increased preference for natural vanilla. Vanilla is a key 
ingredient used in ice cream, sweets, chocolate and in cosmetic products. The demand 
for all of these products has increased rapidly in recent years.

The high price attracted farmers in other countries, such as Uganda, to start growing 
vanilla. However, it takes three years for the plantations to mature and produce  
vanilla crops.

Extract B Lack of education in Madagascar

Adults in Madagascar have typically spent only 4.4 years at school. This quantity of 
education is below the social optimum level.

In 2012 it was estimated that 20 000 children aged 12 to 17 years old worked in the 
production of vanilla. This was 32% of the workforce employed in this industry. Many 
families need their children to work to earn an additional income. They cannot afford to 
lose this income by sending their children to school. Following the cyclone the price of 
food in Madagascar rose significantly. This increased the need for children to work.

Many primary schools are in a poor condition and are overcrowded. Teachers have 
limited or no training. Many schools are destroyed by the annual cyclones and public 
funds for education have been reduced.

Extract C Sugar tax removed in Finland

In 2011 the Government of Finland introduced an indirect tax known as a sugar tax on 
sweets, chocolate, ice cream and fizzy drinks. This was charged at €0.95 per kilogram or 
€0.11 per litre. The tax raised revenue for the government and decreased consumption of 
these products by approximately 5%.

In 2017 Finland removed the sugar tax. It had been criticised as being unfair. 
Manufacturers of biscuits and cakes had been unaffected by the tax giving them  
a competitive advantage over sweet and chocolate manufacturers. The tax revenue  
that would have been raised was estimated to be €109 million per year.
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	 (d)	 With reference to Extract C, examine two microeconomic effects of Finland’s 
decision to remove the sugar tax.

(8)
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

SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘tradeable pollution permit scheme’. (Extract B, line 16)
(2)

	 (b)	 With reference to Extract B, explain whether the supply of phosphate rock is likely 
to be price elastic or price inelastic.

(4)

	 (c)	 With reference to Figure 1 and Extract A, analyse one demand factor and one 
supply factor that caused the price of fertiliser to increase between January 2021 
and April 2022.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract C, examine two likely effects of the subsidies paid by 
Canada’s Government to farmers who use more organic farming methods.

(8)

	 (e)	 With reference to Extract B, discuss the external costs associated with the 
production and the use of fertiliser.

		  Illustrate your answer with an appropriate diagram.
(14)

29
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Sources for use with Section C

The market for fertiliser

Figure 1	 World price of fertiliser, $ per tonne, January 2021 to September 2022
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	 Extract A Demand and supply

	 Higher crop prices in 2021 provided an incentive for farmers to increase the quantity 
of crops that they grew. As a result, the demand for fertiliser increased by 6.3% 
compared with 2020.

	 Another reason for the increase in demand for fertiliser was that governments paid 
subsidies to farmers during the global health crisis. These subsidies encouraged 
farmers to grow more crops.

	 Poor weather caused some factories that manufacture fertiliser to shut down for 
several weeks. For example, winter storms and Hurricane Ida disrupted production in 
the USA. Costs of production also rose as a result of a significant increase in the world 
price of gas.

5 
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	 Extract B Fertiliser production and its use

	 Between 1960 and 2019 there was a ten‑fold increase in the use of fertiliser by 
farmers to increase agricultural output. Over the same period crop production 
increased four‑fold. Fertiliser is produced by applying acids to phosphate rock. 
Phosphate rock is a finite resource and the amount available is decreasing. 
In addition, the production of fertiliser requires the substantial use of non‑renewable 
resources such as gas and coal. This results in greenhouse gas emissions. 
Consequently, fertiliser production is responsible for 1% of total global energy use 
and 1.4% of total carbon emissions.

	 The fertilisers that are used on farmland are often washed into rivers and lakes. 
This causes algae to develop and oxygen levels to decrease, resulting in a decline in 
fish stocks.

	 85% of the world’s supply of phosphate rock comes from just five countries. Morocco 
produces 70% of total production.

	 France and Germany are the largest fertiliser manufacturers in the European Union. 
The European Union’s tradeable pollution permit scheme applies to fertiliser 
manufacturers in these countries.

	 Extract C Subsidies in Canada

	 Since 1990 the production and use of fertilisers have accounted for approximately 
10% of Canada’s greenhouse gas emissions. To reach its 2030 greenhouse gas 
emissions target, Canada needs to reduce its use of fertiliser. Canada’s Government is 
providing subsidies of CA$ 750 million to farmers over 10 years to use more organic 
farming methods to achieve this target.
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

	 (d)	 With reference to Extract C, examine two likely effects of the subsidies paid by 
Canada’s Government to farmers who use more organic farming methods.

(8)
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  

SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘speculation’. (Extract A, line 7)
(2)

	 (b)	 With reference to Figure 1 and Extract A, analyse one demand factor and one 
supply factor that caused the price of uranium to more than double between 
January 2020 and September 2023.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (c)	 With reference to Extract B, explain whether the supply of nuclear reactors is price 
elastic or price inelastic.

(4)

	 (d)	 With reference to Extract C, examine two microeconomic effects of the 
introduction of an indirect tax on the production of coal.

(8)

	 (e)	 With reference to Extract B, discuss the likely effects of subsidies paid to the 
nuclear power industry on consumers and governments.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

Sources of energy generation

Figure 1: World price of uranium, dollars per pound (lb), January 2020 to September 2023
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Extract A Price of uranium

Between January 2020 and September 2023 the price of uranium more than doubled.

Uranium is used to generate nuclear power. Many countries have been increasing nuclear 
power generation for two significant reasons:

•	 in response to the unstable supply of gas and the rise in its price

•	 the need to meet international agreements on reducing carbon emissions.

This increase in nuclear power generation led to speculation in the market for 
uranium. Speculators bought significant amounts of uranium accounting for 25% of 
annual demand.

Over the same period, the production of uranium was affected by various factors:

•	 In France production was disrupted by a lack of critical chemicals

•	 Kazakhstan, the world’s largest supplier, had problems with shipping its uranium out 
of the country

•	 Canada had problems at two mines that reduced its production by 9%.

5

10
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Extract B Nuclear reactors

In August 2023 there were 441 nuclear power reactors operating in 33 countries. They 
jointly generated 10% of the world’s electricity. By 2050 nuclear capacity is expected to 
increase by 43%, when an additional 60 nuclear reactors will have become active. The 
replacement of coal and gas-fired power stations with nuclear power will contribute to 
a 13% reduction in carbon emissions by 2050. It took, on average, 7.5 years to construct 
each of the 441 nuclear reactors. However, one reactor in Argentina took 33 years 
to construct.

Many governments are subsidising the nuclear power industry. For example:

•	 In 2021 the UK Government provided subsidies of £1.7 billion

•	 In 2023 the Government of China provided $17 billion in subsidies for the building of 
six new reactors

•	 The Government of South Korea will spend $515 million subsidising the 
nuclear industry.

Extract C Coal tax in Indonesia

The Government of Indonesia plans to introduce an indirect tax on the production 
of coal. In 2018 coal accounted for 40% of the energy generated in the country and 
caused 95 155 premature deaths. By taxing coal, the Government can use the revenue 
to compensate those who are negatively affected. It will also create an incentive for 
electricity generators to switch from coal to renewable sources of energy. This tax is 
expected to raise $3.6 billion per year. In 2019 there were 1.96 million people employed 
in coal mining and coal exports earned $19 billion per year.

5

10

5

36



IAL Unit 1  ·  October 2024  ·  Q12(d)  ·  8 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P78380A01728* Turn over      

17

  

D
O

 N
O

T W
RITE IN

 TH
IS A

REA
 		

D
O

 N
O

T W
RITE IN

 TH
IS A

REA
						





D

O
 N

O
T W

RITE IN
 TH

IS A
REA D

O
 N

O
T 

W
RI

TE
 IN

 T
H

IS
 A

RE
A

 		
D

O
 N

O
T 

W
RI

TE
 IN

 T
H

IS
 A

RE
A

						





D
O

 N
O

T 
W

RI
TE

 IN
 T

H
IS

 A
RE

A

	 (d)	 With reference to Extract C, examine two microeconomic effects of the 
introduction of an indirect tax on the production of coal.

(8)
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SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12 (a) Define the term ‘substitutes’ (Extract A, line 12).
(2)

 (b) With reference to Extract A, explain one factor that is likely to influence the price 
elasticity of supply for cocoa beans. 

(4)

  (c) With reference to Figure 1 and Extract A, analyse one reason why the price of 
cocoa beans ‘fell below $2 000 per tonne’ (Extract A, line 8) in April 2017.

  Illustrate your answer with a supply and demand diagram.
(6)

 (d) With reference to Extract B, examine the external costs associated with the 
production of cocoa beans. 

(8)

 (e) With reference to Extract C, discuss the likely effects of the reduction in the 
minimum (guaranteed) price for cocoa.

  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The market for cocoa

Figure 1 - Price of cocoa beans, US$ per tonne, June 2015 to June 2017
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Extract A - The price of cocoa falls

Cocoa bean prices were high during 2015 and much of 2016 reflecting increased 
demand and decreased supply.  For example, in 2016, consumption of cocoa exceeded 
production by 197 000 tonnes. 

However, in 2017, production in the Côte d’Ivoire rose from 1.45 million tonnes to  
1.93 million tonnes. The Côte d’Ivoire’s output increased after many new cocoa trees 
matured. Good cocoa harvests during 2017 led to stocks being 27.3% higher than  
in 2016. In April 2017, cocoa bean prices fell below $2 000 per tonne.

Cocoa trees take four to five years to mature and produce cocoa pods. Cocoa trees grow 
best in regions near the equator. This means very few countries can successfully grow the 
crop.

In contrast, the prices of substitutes for cocoa such as tea and coffee increased during 2017.

 
 

5 
 
 

 
10 

 

40



IAL Unit 1  ·  January 2019  ·  Q12(e)  ·  extracts & data 1.3.6.1  Purpose and methods of government intervention ANSWER >

3
P59786A

Extract B – Cocoa production can damage the environment 

Poor management of land used to produce cocoa means rainforest has to be destroyed 
so new plantations can be started. Soil erosion, caused by growing too much cocoa, 
makes the land less fertile and reduces crop yield. To increase production, some farmers 
have started to use fertilisers which cause river pollution.

Farmers should be removing old cocoa trees and allowing the land to recover. Many 
cannot afford to do this because they need to earn revenue until the replacement trees 
grow. The continued use of older trees results in lower yields. Consequently farmers seek 
new land by destroying rainforests. In Indonesia the amount of land that is rainforest has 
fallen from 30% to closer to 15%. This has a significant negative impact on biodiversity.

However, the Rainforest Alliance trains cocoa farmers on how to manage their trees to 
avoid environmental damage. Between 2009 to 2015 the amount of cocoa produced by 
Rainforest Alliance farms increased from 2% to 16%. 

Extract C – Minimum price scheme in the Côte d’Ivoire

The Côte d’Ivoire Government sets a minimum (guaranteed) price for cocoa. In 2017, 
it reduced the minimum price by 36% to cut government spending and reduce cocoa 
stocks. However, some farmers still sell cocoa at prices below the minimum price because 
they can receive payments more quickly than from the Government.
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 (e) With reference to Extract C, discuss the likely effects of the reduction in the 
minimum (guaranteed) price for cocoa.

  Illustrate your answer with an appropriate diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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SECTION C

Study Figures 1 and 2 and Extracts A and B in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘free good’ (Extract A, line 7).
(2)

		  Between 2008 and 2016 weekly household real income increased by 2.7% in 
Australia. 

	 (b)	 With reference to Figure 1, explain the likely change in quantity demanded of 
lamb between 2008 and 2016.

(4)

	 (c)	 With reference to Figure 2 and Extract A, analyse one reason why the price of 
lamb increased during 2017.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract B, examine the external costs resulting from increased 
meat production.

(8)

	 (e)	 With reference to Extract B, discuss the likely effects of the introduction of an 
indirect tax on meat.

		  Illustrate your answer with an appropriate diagram.
 (14)
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Sources for use with Section C.

The market for meat

Figure 1 Australian consumers’ income elasticity of demand for lamb 

Income elasticity of demand (estimated)

Lamb – 0.146

Figure 2 World price of lamb, US$ per kg, March 2016 to March 2018
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Extract A  The price of lamb

The rise in the price of lamb has come at a time when supply is stable. Higher demand 
for lamb has been caused by a number of factors. Rising global incomes led to a 28% 
increase in demand for Australian lamb in 2017. At the same time demand has risen in 
the USA. Successful advertising campaigns have also contributed to increased demand. 

The lambs in Australia are often allowed to walk and graze freely and most of their food 
is wild grass which is considered to be a free good.

 
 
 
5
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Extract B  Indirect tax on meat needed to address climate change 

Meat consumption continues to increase around the world and meat production has 
risen in response. However, meat production has a damaging effect on the environment 
causing water pollution and 15% of all global greenhouse gas emissions. Excessive use of 
antibiotics to treat animals is also leading to a decline in the effectiveness of antibiotics 
used to treat human illnesses. 

Many people consume too much meat, seriously damaging their health. This results in an 
increase in obesity, diabetes and cancer. For example, consuming 100 grams of red meat 
per day increases the risk of developing diabetes by 19%. 

The Paris climate agreement set limits on the amount of global greenhouse gas 
emissions. However these targets will be missed unless taxes are used to restrict 
production and consumption. 

One study looked at the impact of the introduction of a global meat tax. This study found 
a 40% tax on beef, a 20% tax on dairy products and a 8.5% tax on chicken would reduce 
emissions and save 500 000 lives a year. 

The problems associated with meat production are not well-known by the public. One 
way to reduce emissions without the need for a tax would be for governments to provide 
the public with information on the external costs associated with meat production and 
consumption.
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	 (e)	 With reference to Extract B, discuss the likely effects of the introduction of an 
indirect tax on meat.

		  Illustrate your answer with an appropriate diagram.
(14)
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 (Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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SECTION C

Study Extracts A, B and C and Figures 1 and 2 in the Source Booklet before  

answering Question 12.

Write your answers in the space provided on the following pages.

12 (a) Define the term ‘information gap’ (Extract B, line 3).
(2)

 (b) Explain what is meant by ‘positive economic statements’. Include two examples 
from the extracts to support your answer.

(4)

 (c) Analyse one reason why ‘the price of plastic waste material fell by more than 40%.’ 
(Extract A, line 2).

  Illustrate your answer with a supply and demand diagram.
(6)

 (d) With reference to Extract B, examine the external costs associated with the 
consumption and disposal of plastic bags.

(8)

 (e) With reference to Extract C, Figure 1 and Figure 2, discuss the microeconomic 
impact of the introduction of an indirect tax on plastic bags.

  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The market for plastics

Extract A Plastic waste prices fall

During 2017 the price of plastic waste material fell by more than 40%. This was mainly 
caused by China imposing a ban on the import of plastic waste. The loss of such a large 
market caused a decrease in the average price from £373 per tonne in February to £215 
per tonne in December. This is the price paid by the businesses who recycle the waste 
material.

Craig Curtis, Managing Director of CS Recycling, commented that there were now 
dramatically fewer buyers for the plastic waste.

Extract B Plastic bags damaging the environment

Plastic bags have a significant impact on the environment. However, there appears to be 
an information gap since many people are not aware of the harmful effects caused by the 
disposal of plastic bags. These include:

• Plastic bags break down into smaller and smaller toxic pieces
• A plastic bag takes between 400 to 1 000 years to break down
• As it breaks down, plastic particles contaminate soil and waterways
• Plastic bags cause over 100 000 marine animal deaths every year
• Nearly 90% of the debris in our oceans is plastic
• Some of the food humans eat may be contaminated with toxins from plastic.

Extract C Reducing plastic bag use in the European Union (EU)

The yearly consumption of plastic carrier bags in the EU is nearly 100 billion. 92% of these 
are single use carrier bags. Around 3% of the marine litter in Europe is shopping bags.

In 1994 Denmark introduced a plastic bag tax of €0.27 per bag which supermarkets have 
passed onto consumers. However, clothing shops do not charge consumers for the bags 
and pay the tax themselves. In the year before the tax was introduced 800 million bags 
were used and in the year after the tax this dropped to 400 millions bags. The Danish 
Government found the tax on plastic bags raised just 0.03% of total tax revenue in 1995 
and by 2014 this had fallen to 0.02%.

In January 2018 Greece introduced a plastic bag tax of €0.04 per bag. This resulted in a 
75% decrease in the use of plastic bags compared with January 2017. Sales of reusable 
shopping bags increased by 5 000%. It is estimated that the average consumer will now 
only use 110 plastic bags per year. The EU target is 90 bags per person per year.
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Figure 1 Revenues from the tax on plastic bags for Denmark

Year Tax revenue

1995 €21 564 000

2000 €23 779 000

2005 €25 723 000

2010 €26 818 000

2015 €24 547 000

Figure 2 Plastic bag use per person in selected countries, 2010
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 (e) With reference to Extract C, Figure 1 and Figure 2, discuss the microeconomic 
impact of the introduction of an indirect tax on plastic bags.

  Illustrate your answer with an appropriate diagram.
(14)
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TOTAL FOR SECTION C = 34 MARKS
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SECTION C

Study Figure 1 and Extracts A and B in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘renewable resource’ (Extract B, line 19).
(2)

	 (b)	 Explain what is meant by the term ‘rational decision’. Refer to Extract B in 
your answer.

(4)

	 (c)	 Analyse why the global price of oil fell in the first quarter of 2020. Refer to Figure 1 
and Extract A in your answer.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract A, examine two likely effects of the high level of indirect 
taxation on diesel and petrol in India.

(8)

	 (e)	 With reference to Extract B, discuss the likely microeconomic effects of the 
subsidy paid to the manufacturers of electric cars.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The markets for oil and electric cars

Figure 1 Global price of oil per barrel, US$ 2016–2020
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Extract A Oil price fall

The global price of oil fell in the first quarter of 2020 after governments restricted the 
movement of people. Many offices and factories closed, causing a significant reduction 
in production. With less transport and energy needed, the demand for oil decreased. 
Oil producing countries, led by Saudi Arabia, planned to reduce production in order 
to increase the price of oil. However, Russia increased its production, so Saudi Arabia 
responded by increasing its production. 

In India the significant fall in the global oil price only resulted in a 7% decrease in the 
price of petrol and diesel. One reason for this is the high level of indirect taxation on 
petrol and diesel in the country. In India almost half the price of petrol and diesel is in the 
form of indirect taxation.
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10
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Extract B Canadian electric car subsidy

Road transportation accounts for 20% of Canada’s carbon emissions. The Canadian 
Government aims to remove all petrol and diesel cars by 2040. However, in 2019 only 
2% of cars were electric.

In 2019 the government introduced a $5 000 subsidy to encourage electric car sales. This 
subsidy is paid to the manufacturers of electric cars. This will apply to electric cars with a 
price below $45 000. There are just nine electric car models available for under $45 000.

Indirect taxes are added to the price of a petrol Volkswagen (VW) Golf. With the subsidy it 
would be cheaper to buy the electric VW Golf. The rational decision would be to purchase 
the cheaper electric VW Golf.

A problem is that there are only 5 800 charging points that are accessible to Canada’s  
37 million population. By comparison, in Norway there are 176 000 charging points for 
the population of just 5 million. The Canadian Government is planning to spend 
$130 million to increase the number of charging stations.

Electric cars have zero carbon emissions when being driven. However, to produce an 
electric car battery requires twice as much energy compared with the production of a 
petrol or diesel car battery. In addition, the electricity used to power the electric vehicle 
creates emissions if the electricity is generated using fossil fuels like coal. In Canada 
60% of electricity is generated using hydroelectricity, a renewable resource, whereas in 
Norway it is 96%.
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(e) With reference to Extract B, discuss the likely microeconomic effects of the
subsidy paid to the manufacturers of electric cars.

Illustrate your answer with an appropriate diagram.
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering  
Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘substitutes’ (Extract A, line 9).
(2)

	 (b)	 With reference to Extract A, explain one factor that is likely to influence the price 
elasticity of supply for sugar.

(4)

	 (c)	 With reference to Figure 1 and Extract A, analyse two reasons why the world price 
of sugar fell between August 2017 and August 2018.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract B, examine two possible effects of information gaps on 
the consumption of sugar.

(8)

	 (e)	 With reference to Extract C, discuss the likely effects of the increase in the subsidy 
for sugar production.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The market for sugar

Figure 1 World price of sugar, US$ per kg, June 2016 – June 2019
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Extract A Global production of sugar

Between August 2017 and August 2018 the world price of sugar fell as a result of 
favourable weather leading to good harvests. In 2018, India, the world’s second largest 
sugar producer and Thailand, the world’s fourth largest sugar producer, had record levels 
of production. In 2018 global production was 11% higher than in 2017. In 2018 world 
production was so high that there was a surplus of 17 million tonnes. This led to large 
quantities of sugar being held in storage.

In recent years, consumption of sugar has fallen because of increasing health concerns. 
There is also competition from substitutes such as artificial sweeteners. In the USA, 
Europe, China and Australia sugar consumption has fallen or remained unchanged.

Sugar is grown in 119 countries. It takes sugar cane one year to mature in countries with 
warm temperatures and two years in cooler countries.
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Extract B Overconsumption of sugar

In the USA the recommended maximum amount of sugar consumption is 50 grams 
per day. In the USA average consumption is 73 grams per day. The human body can 
comfortably process 25 grams a day. However, any sugar consumption in excess of 
25 grams per day will normally be processed into body fat. This is contributing to obesity. 
One study found that a high sugar diet increased the risk of heart disease by 38%. 
Another study found that excess sugar consumption caused an increased risk of many 
types of cancer. A further study found that men who consumed 67 grams or more of 
sugar per day were 23% more likely to experience depression than men who consumed 
less than 40 grams per day.

Extract C Indian subsidy for sugar production

The Indian Government subsidises sugar growers that export sugar. Before the subsidy, 
exports were 620 000 tonnes per year. After the subsidy was introduced exports rose to 
3.3 million tonnes per year, helping to make India the world’s second largest producer  
of sugar. The size of the subsidy will increase from 55 rupees a tonne in 2018 to  
138 rupees a tonne in 2019. This increase in subsidy is expected to increase exports  
to over seven million tonnes per year. Production in India was 20.3 million tonnes in  
2017 and increased to 33.0 million tonnes in 2019.

The Governments’ of Brazil and Australia have complained to the World Trade Organization 
that these subsidies give Indian producers an unfair advantage. They argue that these 
subsidies contribute to lower world prices, making the market unprofitable for many 
growers outside India.
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	 (e)	 With reference to Extract C, discuss the likely effects of the increase in the subsidy 
for sugar production.

		  Illustrate your answer with an appropriate diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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  

SECTION C

Study Figure 1, Extract A, Figure 2 and Extract B in the Source Booklet before answering 
Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘external costs’ (Extract B, line 3).
(2)

	 (b)	 With reference to Figure 2, explain the difference between ‘renewable resources’ 
and ‘non renewable resources‘.

(4)

	 (c)	 With reference to Figure 1 and Extract A, analyse two reasons why ‘the world price 
of copper increased significantly’ between May and December 2020.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract A, examine two likely effects of an increase in the price 
of copper on plumbing firms that replace water pipes in customers’ homes.

(8)

	 (e)	 With reference to Extract B and your own knowledge, discuss the possible effects 
of a subsidy paid to manufacturers of battery electric buses (BEBs).

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C

The markets for copper, electricity and battery electric buses (BEBs)

Figure 1 World price of copper, $ per metric tonne, March 2020 to December 2020
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Extract A Copper prices rise

Between May and December 2020 the world price of copper increased significantly. 
Speculators expected the global rate of economic growth to recover from the global 
health crisis and started to buy more copper. In addition, the Chinese Government made 
a substantial investment in infrastructure that required copper. Output of electric vehicles 
also increased. Each vehicle requires approximately 59 kg of copper in its production.

Most plumbers prefer to use copper pipes rather than plastic pipes. With the increased 
demand for copper for other purposes, it is likely that the price of copper pipes will 
increase significantly in the future.
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Figure 2 Electricity generation by different sources in Denmark, 2018
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Extract B Battery electric buses (BEBs)

Diesel buses are used in city locations with large concentrations of people. They create 
external costs, including reducing air quality. Children who ride the bus to school are 
more likely to develop respiratory diseases, such as asthma, and to have higher rates 
of cancer.

BEBs are powered by electric batteries that run an electric motor. Bus batteries are 
recharged using the national electricity grid. BEBs do not have engines that use fossil 
fuels. Therefore, BEBs help to reduce greenhouse gas emissions and pollution in city 
centres. They also produce much less noise pollution than diesel buses.

In 2018 the price of a diesel bus was $480 000, whereas the price of a BEB was $887 000. 
This price difference has started to decrease. For a transport company, it is 2.5 times 
cheaper to run a BEB than a diesel bus. The maintenance costs are also far lower for a 
BEB as there are fewer component parts within the motor. On average, a BEB can travel 
150 miles on a fully charged battery, whereas a diesel bus can travel 690 miles on a full 
tank of diesel.

In 2018 there were 386 000 BEBs globally. 99% of these were in China and 0.09% were in 
the USA. In response, the US Government allocated $979 million of subsidies to increase 
the number of BEBs.
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	 (e)	 With reference to Extract B and your own knowledge, discuss the possible effects 
of a subsidy paid to manufacturers of battery electric buses (BEBs).

		  Illustrate your answer with an appropriate diagram.
(14)
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  

SECTION C

Study Extracts A, B and C and Figure 1 in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘external costs’ (Extract C, line 11).
(2)

	 (b)	 With reference to the second paragraph of Extract A, explain the phrase ‘the 
supply of semiconductors is inelastic.’

(4)

	 (c)	 With reference to Extract A, analyse two reasons why semiconductor prices 
‘increased on average by 20%’.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to Extract B and Figure 1, examine two likely effects of excess 
demand for semiconductors on car manufacturers.

(8)

	 (e)	 With reference to Extract C and your own knowledge, discuss the possible 
microeconomic effects of the subsidies paid to semiconductor manufacturers in 
the USA.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C

The semiconductor market

Extract A Semiconductor shortage

Semiconductors are used in a wide range of goods including cars, washing machines 
and smartphones. In Quarter 1 2021 the price of semiconductors increased on average 
by 20%. This was partly caused by a rise in the costs of steel and copper that are used 
in the production of semiconductors. A further cause was the global health crisis 
that led to a significant increase in the demand for laptops, tablets and smartphones. 
Semiconductors are essential components of these devices.

The supply of semiconductors is inelastic. Manufacturers of semiconductors were 
operating at 100% capacity and therefore struggled to respond to the increase in 
demand. Semiconductor manufacturers tried to increase production but it was not 
possible to make additional capacity available for a considerable time.    

Extract B Excess demand for semiconductors affects car manufacturers

In 2021 the global demand for cars increased following very low sales in 2020. 
This increased the demand for semiconductors. However, the manufacturers of 
semiconductors were unable to supply the amount demanded, resulting in excess 
demand. As a result, many car manufacturers reduced production. For example:

•	 Volkswagen produced 100 000 fewer cars in the first quarter of 2021

•	 Car production in Japan decreased by 19% in May 2021

•	 General Motors (GM) shut down production in July and August 2021.

Some car manufacturers removed features that require semiconductors. For example, GM 
removed wireless charging features, Renault stopped installing large screens and Nissan 
removed navigation systems.

The shortage of new cars led to higher prices and many consumers had to buy used cars 
whose prices increased also. In the USA the average price of used cars doubled in the first 
6 months of 2021.    

5

10

5

10
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Figure 1 Fall in the revenues of car manufacturers in 2021, $ billion, by region
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Extract C Subsidies to semiconductor manufacturers in the USA

In 1990 63% of semiconductors required by manufacturers in the USA were imported. 
By 2020 this had increased to 88%. Between 2000 and 2020 the US Government made 
no subsidy payments to semiconductor manufacturers. However, in 2021 it provided 
subsidies of $52 billion. The US Government wanted to reduce its reliance on importing 
semiconductors. The subsidies may make it more profitable to produce semiconductors 
in the USA rather than in Asia, where production costs are lower. It is hoped that the 
subsidies will result in at least seven new semiconductor factories being built in the USA. 
However, it typically takes three years before a semiconductor factory is fully operational.

There are concerns that increased production of semiconductors will cause a range 
of external costs. Production involves acids and toxic gases that may cause cancer. 
A large amount of water is required to manufacture semiconductors and this creates 
contaminated waste water.    
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  

	 (e)	 With reference to Extract C and your own knowledge, discuss the possible 
microeconomic effects of the subsidies paid to semiconductor manufacturers in 
the USA.

		  Illustrate your answer with an appropriate diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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  

SECTION C

Study Figures 1 and 2 and Extracts A and B in the Source Booklet  
before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘price elasticity of demand’. (Figure 2)
(2)

	 (b)	 Between 2020 and 2021 real incomes increased by 6.8% in Beijing.

		  With reference to Figure 2, explain whether chicken is a normal good or an 
inferior good.

(4)

	 (c)	 With reference to Figure 1 and the first paragraph of Extract A, analyse one 
demand reason and one supply reason why the price of chicken increased by 
147% between May 2020 and May 2022.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (d)	 With reference to the second and third paragraphs of Extract A, examine two 
external costs associated with chicken production.

(8)

	 (e)	 With reference to Extract B and your own knowledge, discuss the impact of the 
introduction of an indirect tax on ‘junk food’.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C

The markets for chicken and ‘junk food’

Figure 1

Global price of chicken, $ per kilogram, May 2020 to May 2022
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Figure 2 

Estimated price elasticity of demand and estimated income elasticity of demand for  
chicken in Beijing, China for 2021

Price elasticity of demand −0.55

Income elasticity of demand +1.04
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Extract A The global price of chicken

Between May 2020 and May 2022 the price of chicken increased by 147%. Problems in 
corn and wheat production resulted in a 20% increase in the cost of chicken feed. In 
addition, an outbreak of bird flu meant that, between October 2021 and December 2022, 
140 million chickens globally could not be sold for consumption. At the same time, 
chicken became a more popular choice for consumers because it is considered to be a 
healthier option than other meats.

The production of one kilogram (kg) of chicken:
	– uses 957 litres of water 
	– uses 0.9kg of grain to feed the chickens
	– produces 0.7kg of carbon dioxide.

Globally, 345 billion kg of chickens are produced per year. Consequently, chicken 
production has a substantial impact on the environment. However, compared to 
1965, producing the same amount of chicken has a 50% less negative impact on the 
environment.

Extract B ‘Junk food’ consumption

‘Junk food’ is a term used for foods that are high in calories, salt, sugar or fat and are low 
in nutrients. It includes burgers, fried chicken, pizza, chips and ice cream. Between 2020 
and 2021, the global market for fast food (that includes junk food) grew from $862 billion 
to $972 billion and it is expected to grow further to $1 467 billion by 2028. The World 
Health Organization (WHO) estimated that junk food contributed to 770 million people 
being obese in 2020. By 2030 it estimates that there will be over 1 billion obese people. 
Obesity increases the risk of cancer, heart disease and diabetes. In developed countries, 
treating obesity-related issues accounts for 8.4% of expenditure on healthcare.

Several governments have introduced taxes on junk food. For example:

•	 In 2011 the Government of Denmark introduced a tax on foods containing high levels 
of fat. This caused an increase in the price of these foods and resulted in job losses. As 
a result, the Government abandoned this tax in 2012

•	 In 2011 the Government of Hungary imposed taxes on food containing high levels 
of salt and sugar. This resulted in a 73% reduction in consumption of these foods. 
Demand for bottled water, fruit and vegetables increased

•	 In 2013 the Government of Mexico introduced a tax on high-calorie foods. This 
resulted in a 7% decline in junk food consumption between 2013 and 2018.

The WHO has recommended that more countries should introduce indirect taxes on junk 
food as a means of improving health.
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  

	 (e)	 With reference to Extract B and your own knowledge, discuss the impact of the 
introduction of an indirect tax on ‘junk food’.

		  Illustrate your answer with an appropriate diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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  

SECTION C

Study Figures 1 and 2 and Extracts A, B and C in the Source Booklet before answering 
Question 12. 

Write your answers in the spaces provided on the following pages.

12	 (a)	 Define the term ‘capital goods’. (Extract C, line 5)
(2)

	 (b)	 With reference to Figure 1 and Extract A, analyse two reasons why the price of rice 
increased between July 2022 and July 2023.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (c)	 With reference to Figure 2, explain whether demand for each of the four selected 
food groups is price elastic or price inelastic.

(4)

	 (d)	 With reference to Extract B, examine two external costs associated with 
rice production. 

 (8)

	 (e)	 With reference to Extract C, discuss the benefits of subsidies paid to rice growers. 

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

The market for rice

Figure 1:   Index of the world price for rice, July 2022 to July 2023 (July 2016 = 100)
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Extract A Rice price rising 

The global price of rice increased by over 19.6% between July 2022 and July 2023. 
Rice consumption in Africa and Asia is growing rapidly, as populations increase and 
incomes rise. In 2022 the population grew by 2.45% in Africa and by 0.83% in Asia. 
This compared to a 0.06% increase in Europe. In 2022 average real income growth was 
approximately 4% in Asia and 3.85% in Africa. In advanced economies the average 
increase in real incomes was only 2%.

5
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Figure 2:   Estimated price elasticities of demand in Japan for selected food groups

Food item Estimate of price elasticity of demand

Vegetables –0.77

Fish –0.70

Meat –0.52

Rice –1.82

Extract B The impact of rice production  

Rice production contributes 12% of global methane emissions and 1.5% of 
all greenhouse gas emissions. Vietnam’s paddy fields, where the rice is grown, 
produce more carbon emissions than the country’s transportation network. 

Producing one kilogram of rice requires 2 500 litres of water. Rice production uses 
over 33% of the world’s irrigation water. 

Rice growers often use an insecticide to protect the crop from insects. In the USA these 
insecticides contributed to a 44% decline in the bee population in 2020. 

On average, 90% of rice is consumed in the country in which it is grown. This limits the 
environmental damage caused by transporting rice abroad. 

Extract C Indian Government intervention in the market for rice  

The rice sector contributes $51.58 billion to the Indian economy. India exports rice to 
150 countries. 

The Government supports rice growers by providing subsidies. These subsidies are 
used by farmers to invest in capital goods and to purchase fertiliser and water used in 
production. This can lead to over-farming that results in lower quality rice crops. 

In 2021 the Indian Government spent $6.9 billion on subsidising rice production. 

In 2022 the Government decided to reduce expenditure on these subsidies. However, this 
caused mass protests from farmers that led to the Government increasing these subsidies 
to their previous levels.

5
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5
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	 (e)	 With reference to Extract C, discuss the benefits of subsidies paid to rice growers. 

		  Illustrate your answer with an appropriate diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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  

SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the space provided on the following pages.

12	 (a)	 Define the term ‘speculation’. (Extract A, line 7)
(2)

	 (b)	 With reference to Figure 1 and Extract A, analyse one demand factor and one 
supply factor that caused the price of uranium to more than double between 
January 2020 and September 2023.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (c)	 With reference to Extract B, explain whether the supply of nuclear reactors is price 
elastic or price inelastic.

(4)

	 (d)	 With reference to Extract C, examine two microeconomic effects of the 
introduction of an indirect tax on the production of coal.

(8)

	 (e)	 With reference to Extract B, discuss the likely effects of subsidies paid to the 
nuclear power industry on consumers and governments.

		  Illustrate your answer with an appropriate diagram.
(14)
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Sources for use with Section C.

Sources of energy generation

Figure 1: World price of uranium, dollars per pound (lb), January 2020 to September 2023
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Extract A Price of uranium

Between January 2020 and September 2023 the price of uranium more than doubled.

Uranium is used to generate nuclear power. Many countries have been increasing nuclear 
power generation for two significant reasons:

•	 in response to the unstable supply of gas and the rise in its price

•	 the need to meet international agreements on reducing carbon emissions.

This increase in nuclear power generation led to speculation in the market for 
uranium. Speculators bought significant amounts of uranium accounting for 25% of 
annual demand.

Over the same period, the production of uranium was affected by various factors:

•	 In France production was disrupted by a lack of critical chemicals

•	 Kazakhstan, the world’s largest supplier, had problems with shipping its uranium out 
of the country

•	 Canada had problems at two mines that reduced its production by 9%.

5

10

94



IAL Unit 1  ·  October 2024  ·  Q12(e)  ·  extracts & data 1.3.6.1  Purpose and methods of government intervention ANSWER >

  

3P78380A

Extract B Nuclear reactors

In August 2023 there were 441 nuclear power reactors operating in 33 countries. They 
jointly generated 10% of the world’s electricity. By 2050 nuclear capacity is expected to 
increase by 43%, when an additional 60 nuclear reactors will have become active. The 
replacement of coal and gas-fired power stations with nuclear power will contribute to 
a 13% reduction in carbon emissions by 2050. It took, on average, 7.5 years to construct 
each of the 441 nuclear reactors. However, one reactor in Argentina took 33 years 
to construct.

Many governments are subsidising the nuclear power industry. For example:

•	 In 2021 the UK Government provided subsidies of £1.7 billion

•	 In 2023 the Government of China provided $17 billion in subsidies for the building of 
six new reactors

•	 The Government of South Korea will spend $515 million subsidising the 
nuclear industry.

Extract C Coal tax in Indonesia

The Government of Indonesia plans to introduce an indirect tax on the production 
of coal. In 2018 coal accounted for 40% of the energy generated in the country and 
caused 95 155 premature deaths. By taxing coal, the Government can use the revenue 
to compensate those who are negatively affected. It will also create an incentive for 
electricity generators to switch from coal to renewable sources of energy. This tax is 
expected to raise $3.6 billion per year. In 2019 there were 1.96 million people employed 
in coal mining and coal exports earned $19 billion per year.

5

10

5
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	 (e)	 With reference to Extract B, discuss the likely effects of subsidies paid to the 
nuclear power industry on consumers and governments.

		  Illustrate your answer with an appropriate diagram.
(14)
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TOTAL FOR SECTION C = 34 MARKS
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  

SECTION C

Study Figure 1 and Extracts A, B and C in the Source Booklet before answering Question 12.

Write your answers in the spaces provided on the following pages.

12	 (a)	 Define the term ‘public good’. (Extract A, line 13)
(2)

	 (b)	 With reference to Figure 1 and Extract A, analyse two factors that caused the 
average world price of transporting goods in shipping containers to rise rapidly.

		  Illustrate your answer with a supply and demand diagram.
(6)

	 (c)	 With reference to Extract B, explain the difference between price inelastic supply 
and price elastic supply.

(4)

	 (d)	 With reference to Extract C, examine two external costs associated with 
container ships.

(8)

	 (e)	 With reference to Extract C and your own knowledge, discuss the likely benefits of 
subsidies paid to the manufacturers of wind sails.

		  Illustrate your answer with a supply and demand diagram.
(14)
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Sources for use with Section C

Container shipping

Figure 1 Average world price of transporting goods in a shipping container, dollars 
per 40-foot container, March 2023 and March 2024

Price ($)

March 2023 2 172

March 2024 3 411

Extract A Shipping container costs rise rapidly

The shortest and cheapest shipping route from Asia to Europe and North America 
passes through the Red Sea and via the Suez Canal, Egypt. Between November 2023 
and April 2024 there were 133 attacks by pirates on ships in the Red Sea travelling to the 
Suez Canal. In response, 62% of container ships diverted to an alternative route. This adds 
6 550 km to the journey and takes an extra 10–15 days. The additional cost of fuel per 
container ship is estimated at $1 million. 

Additionally, other costs rose. For example, the wages of workers on container ships 
increased. Interest rates also increased, adding to the cost of borrowing.

Diverted ships have to travel through dangerous waters under the southern tip 
of Africa. There are 2 300 shipwrecks along the South African coastline. However, 
45 active lighthouses along this coastline help ships through these dangerous waters. 
The Government of South Africa provides lighthouses as a public good.

Extract B The supply of container ships

With ships taking longer on journeys, more ships are required. Between 2023 and 
2024 the top ten container shipping companies ordered 569 new ships. It will take 
12–16 months to build one new container ship. This number of orders means that 
the shipping companies will have an even longer wait before the ships are received. 
However, only 65% of capacity on container ships is typically used. 

5

10

5
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Extract C Environmental impact of container ships

The transportation of goods by container ships has a number of environmental impacts:

•	 2% of global CO2 emissions come from container ships

•	 the low-grade fuel used by the world’s 90 000 container ships contains 2 000 times 
the amount of sulfur compared to diesel fuel used in cars

•	 in one year, a single large container ship can emit cancer-causing and asthma-causing 
pollutants equivalent to that of 50 million cars 

•	 the hum of ship engines affects marine life, disrupting communication and 
navigation for animals such as whales and dolphins

•	 oil spills, sewage and chemical waste discharged by container ships contribute to 
water pollution.

However, between 2008 and 2023, carbon emissions were reduced by 30% through 
measures to reduce fuel consumption. 

BAR Technologies, an engineering business, has developed wind sails that can be 
attached to container ships. In the first trial in 2023, these wind sails helped to reduce 
fuel consumption. This reduced carbon emissions from each ship by 11.2 tonnes of CO2 
per day. Over one year this would be the equivalent of removing 480 cars from the roads. 
With such environmental benefits some economists suggest that subsidies should be 
paid to manufacturers of wind sails.
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	 (e)	 With reference to Extract C and your own knowledge, discuss the likely benefits of 
subsidies paid to the manufacturers of wind sails.

		  Illustrate your answer with a supply and demand diagram.
(14)
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(Total for Question 12 = 34 marks)

TOTAL FOR SECTION C = 34 MARKS
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 ‘The HPV vaccine is recommended for all adults in the USA because it reduces the risk 
of cancer by 88%. If the HPV vaccine was given to all adults 925 000 cases of cancer 
would be prevented. However only 18.3% of adults were vaccinated between 2011 
and 2014 preventing 170 000 cases of cancer.’ 

	 Evaluate why only 18.3% of adults were vaccinated.

(Total for Question 13 = 20 marks)

OR

14	 ‘12 million consumers within the UK are on standard variable tariffs for their gas 
and electricity. One energy supplier, RWE npower, charged consumers on the 
standard variable rate £1 166 per year. However, its cheapest deal was £935 per 
year. Consequently the UK Government is introducing a maximum price for gas and 
electricity.’ 

	 Evaluate the likely impact of the introduction of a maximum price for gas and 
electricity.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13 The Government of Finland plans to offer a subsidy of €400 for each purchase of an 
electric bicycle. The aim is to encourage cycling to reduce the use of motor cars.

 Evaluate the economic effects of subsidising electric bicycles.

(Total for Question 13 = 20 marks)

OR

14 In 2007, 97% of Ukrainian children received the measles vaccination but in 2016 this 
had fallen to 42%. In 2016 there were 102 cases of measles but in the first 10 months 
of 2017 the number increased to 2 381.

 Evaluate the private benefits and external benefits of children receiving the measles 
vaccination.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 Adam Smith identified that if workers completed every stage of production 
individually they would each produce 10 to 20 pins per day. The application of  
the division of labour in a pin factory enabled ten workers to produce 48 000 pins  
per day.

	 Evaluate the advantages of the division of labour in organising production.

(Total for Question 13 = 20 marks)

OR

14	 The European Union (EU) operates a tradeable pollution permit scheme which affects 
12 000 businesses including energy producers, airlines and the steel industry.

	 Evaluate the use of tradeable pollution permits to reduce pollution.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In the Netherlands 68% of the price consumers pay for a litre of petrol is indirect tax. 
In neighbouring Germany indirect tax represents just 59%. 

	 Evaluate the impact of these indirect taxes charged on petrol. 

(Total for Question 13 = 20 marks)

OR

14	 In the UK, in 2018, 10 million consumers travelling abroad did not take out travel 
insurance.  This is despite 30% of consumers with travel insurance having to make a 
claim and the average medical bill costing £5 620.

	 Evaluate reasons for the underconsumption of travel insurance.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2018 the Government of Uganda introduced an indirect tax on mobile internet 
usage. The aim was to raise tax revenue. Consumers had to pay a tax of 200 shillings 
per day to use services including Facebook, Twitter and Instagram. In the six months 
that followed the introduction of the tax, mobile internet usage decreased from 
47.4% to 35% of the population.

	 Evaluate the likely microeconomic effects of the introduction of this indirect tax.

(Total for Question 13 = 20 marks)

OR

14	 In 2019, in Sweden, on average:

•	 households saved 16.5% of their incomes

•	 households borrowed 189% of their incomes

•	 a consumer made 349 debit card payments.

	 With reference to the information above and your own knowledge, evaluate the role 
of financial markets in an economy.

(Total for Question 14 = 20 marks)

109



IAL Unit 1  ·  January 2022  ·  Q14  ·  20 marks 1.3.6.1  Purpose and methods of government intervention ANSWER >

*P70678A02128* Turn over     

21

	

	

  

SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2007 Ireland’s Government spending as a percentage of GDP was 35.9% and by 
2019 it had fallen to 25.1%.

	 Evaluate the possible benefits of an economy moving closer to being a  
‘free market economy’.

(Total for Question 13 = 20 marks)

OR

14	 In Australia 50% of consumers are still with the bank they first joined. Banking with 
one of the 4 largest banks is costing consumers about AUD1 500 per year. In the UK 
consumers loyal to their broadband supplier pay 12% more than those who switch to 
better deals.

	 Evaluate ways that would encourage and enable consumers to make 
rational decisions.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In November 2020 the Government of Sri Lanka introduced a maximum price of Rs 80 
per kilogram for white rice. This price was below the market price.

	 Evaluate the impact of imposing this maximum price on the market for white rice 
in Sri Lanka.

(Total for Question 13 = 20 marks)

OR

14	 In 2019 the proportion of 25 to 34-year-old people who had received university 
education was 70% in South Korea. In contrast it was 50% in the USA and only 28% 
in Italy.

	 Evaluate possible microeconomic reasons why education might be underconsumed.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2020 the Fraser Institute identified Hong Kong as being the closest to a free market 
economy in the world. This was based on Hong Kong’s low tax rates, low government 
spending and the low level of business regulation.

	 Evaluate the advantages of a free market economy.

(Total for Question 13 = 20 marks)

OR

14	 The Government of the United Arab Emirates provides its citizens with free primary 
and secondary education and free healthcare. In 2020 the Government announced 
that it would spend $136 million on flood defences and that it will build the world’s 
tallest lighthouse in Dubai.

	 Evaluate the advantages of state provision of goods and services.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In January 2022 average energy prices increased by 28.6% in the eurozone area. In 
response:

•	 the German Government provided subsidies to energy producers

•	 the Spanish Government reduced indirect taxes on energy bills

•	 the French Government introduced a maximum price on energy bills.

	 Evaluate two possible measures that could be introduced to reduce the price that 
consumers pay for energy.

	 Include at least one diagram in your answer.

(Total for Question 13 = 20 marks)

OR

14	 Fertiliser is used by farmers to increase the output of crops per acre of farmland. In 
2021 farmers experienced a 400% increase in the cost of fertiliser. Between March 
2021 and March 2022 the global food price index increased by 38%.

	 Evaluate the impact of the 400% increase in the cost of fertiliser on farmers and 
households.

	 Include one diagram to show the impact on farmers in your answer.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 Commuters in Bursa, Turkey, spent an average of 82 hours in traffic congestion in 
2021. This was a 75% increase compared with 2019.

	 Evaluate possible methods of intervention that the Turkish Government could 
introduce to reduce traffic congestion. 

	 Include at least one diagram in your answer.

(Total for Question 13 = 20 marks)

OR

14 	Between May 2021 and May 2022 some global commodity prices increased 
significantly. For example:

•	 fuel prices increased by 83.8% 

•	 food prices increased by 23.6% 

•	 beverage (drink) prices increased by 20.3%.

	 Evaluate possible methods of intervention that a government might use to limit the 
impact of increasing commodity prices.

	 Include at least one diagram in your answer.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 Commuters in Bursa, Turkey, spent an average of 82 hours in traffic congestion in 
2021. This was a 75% increase compared with 2019.

	 Evaluate possible methods of intervention that the Turkish Government could 
introduce to reduce traffic congestion. 

	 Include at least one diagram in your answer.

(Total for Question 13 = 20 marks)

OR

14 	Between May 2021 and May 2022 some global commodity prices increased 
significantly. For example:

•	 fuel prices increased by 83.8% 

•	 food prices increased by 23.6% 

•	 beverage (drink) prices increased by 20.3%.

	 Evaluate possible methods of intervention that a government might use to limit the 
impact of increasing commodity prices.

	 Include at least one diagram in your answer.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In the UK the maximum price for a unit of electricity for domestic consumers was 
£0.28 per kilowatt hour in September 2022. This was increased by the Government to 
£0.34 per kilowatt hour in October 2022.

	 Evaluate the microeconomic effects of an increase in the maximum price 
of electricity.

(Total for Question 13 = 20 marks)

OR

14	 Many consumers do not buy travel insurance before going on holiday abroad, despite 
the likely substantial costs if they need medical care. 
Many car drivers do not provide complete and accurate information to car insurance 
companies when insuring their cars.

	 Evaluate the microeconomic effects of imperfect information on insurance markets.

(Total for Question 14 = 20 marks)

Indicate which question you are answering by marking a cross in the box . If you change your 
mind, put a line through the box  and then indicate your new question with a cross .

Chosen question number:	 Question 13	 	 Question 14	

Write your answer here:
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 According to a German insurance company, global natural disasters have become 
more common in recent years. For example, there was an increase in natural disasters 
from 400 in 1990 to 820 in 2019.

	 Evaluate the microeconomic effects of an increase in the number of natural disasters.

	 Include at least one appropriate diagram in your answer.

(Total for Question 13 = 20 marks)

OR

14	 In 2022 General Motors received a $1 billion subsidy from the US Government to 
open two new electric vehicle factories in the USA. This was expected to generate 
4 000 new jobs.

	 Evaluate the microeconomic effects of subsidies paid to electric vehicle 
manufacturers.

	 Include at least one appropriate diagram in your answer.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 The table shows predictions about population change produced by the 
United Nations for selected countries.

Country 2021 2100

United Arab Emirates     9.4 million   14.1 million

Bolivia   12.1 million   18.8 million

Philippines 113.9 million 180.2 million

(Source: adapted from https://ourworldindata.org/grapher/comparison-of-world-
population-projections)

	 Evaluate possible factors that could cause a rightward shift of a country’s production 
possibility frontier. 

	 Include at least one relevant diagram in your answer.

(Total for Question 13 = 20 marks)

OR

14	 The table shows the total number of aeroplane flights globally and their contribution 
to global carbon emissions in 2009 and 2019. 

2009 2019

Total number of aeroplane flights 25.9 million 38.9 million

Global carbon emissions 2.0% 2.5%

	 Evaluate the likely impact of imposing indirect taxes on aeroplane flights to reduce 
carbon emissions. 

	 Include at least one relevant diagram in your answer.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2015 the Government of South Korea introduced a tradeable pollution permit 
scheme. This scheme applies to 70% of all businesses and includes power generation, 
manufacturing and domestic aviation.

	 Evaluate the possible benefits of introducing a tradeable pollution permit scheme.

(Total for Question 13 = 20 marks)

OR

14	 Between 2012 and 2021 government spending on education per person per year in 
high-income countries increased from $7 507 to $8 515. In low-income countries the 
increase was from $42 to $56 per person.

	 Evaluate the microeconomic benefits of increased spending on education.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2015 the Government of South Korea introduced a tradeable pollution permit 
scheme. This scheme applies to 70% of all businesses and includes power generation, 
manufacturing and domestic aviation.

	 Evaluate the possible benefits of introducing a tradeable pollution permit scheme.

(Total for Question 13 = 20 marks)

OR

14	 Between 2012 and 2021 government spending on education per person per year in 
high-income countries increased from $7 507 to $8 515. In low-income countries the 
increase was from $42 to $56 per person.

	 Evaluate the microeconomic benefits of increased spending on education.

(Total for Question 14 = 20 marks)
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 The table shows the global sales of electric vehicles in 2017 and 2023.

Year Sales of electric vehicles

2017   1 180 000

2023 13 800 000

	 Evaluate the microeconomic benefits of this increase in demand for electric vehicles.

	 Illustrate your answer with a supply and demand diagram.

(Total for Question 13 = 20 marks)

OR

14	 The Governments of the UK, Spain and Italy have introduced a tax on plastic 
packaging. This is charged on any plastic packaging with more than 30% that cannot 
be recycled.

	 The table shows the amount of tax charged in each country.

Country Tax per tonne

UK $250

Spain $465

Italy $465

	 Evaluate the microeconomic benefits of introducing a tax on plastic packaging.

	 Illustrate your answer with a supply and demand diagram.

(Total for Question 14 = 20 marks)
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3

 

2 Which one of the following is a function of the price mechanism?

 A To create an incentive for producers to decrease the quantity supplied 
when the price increases. 

 B To encourage government intervention to allocate scarce resources.

 C To provide a signal to producers and consumers about changes in supply 
and demand when prices change.

 D To ration scarce resources by allowing prices to decrease when demand 
increases.

(Total for Question 2 = 1 mark)

3 Which one of the following is a cause of government failure? 

 A Excessive administrative costs involved in meeting environmental regulations. 

 B A market bubble causing the price to rise excessively.

 C The existence of free riders leading to the under-production of public goods.

 D Under-production of foods with external benefits. 

(Total for Question 3 = 1 mark)
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SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Which one of the following is an example of government failure?

	 A	 Government intervention leads to a net welfare gain

	 B	 A new environmental regulation leads to excessive administrative costs

	 C	 Speculators cause a market bubble to emerge in the housing market

	 D	 Free riders lead to the underprovision of public goods

(Total for Question 1 = 1 mark)

2 	 In 2018 government spending in South Korea accounted for 30.3% of GDP. 
In Denmark government spending accounted for 52.1% of GDP. 

	 Which one of the following describes economies where resources are allocated by 
both the government and the price mechanism?

	 A	 Free market

	 B	 Command

	 C	 Mixed

	 D	 Irrational

(Total for Question 2 = 1 mark)

3 	 Which one of the following is most likely to have a forward market?

	 A	 Tablet computers

	 B	 Designer clothing

	 C	 Housing

	 D	 Copper

(Total for Question 3 = 1 mark)
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SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Which one of the following is an example of government failure?

	 A	 Overconsumption of sugar that creates external costs

	 B	 Smuggling of petrol resulting from the introduction of an indirect tax

	 C	 �An increase in the price of timber that creates an incentive to increase 
its production

	 D	 Government provision of flood defences to resolve the free rider problem

(Total for Question 1 = 1 mark)

2	 Which one of the following is most likely to have a forward market?

	 A	 Gold

	 B	 Housing

	 C	 Higher education

	 D	 Street lighting

(Total for Question 2 = 1 mark)
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5	 A relatively high rate of indirect taxation on fuel in the Philippines leads to the 
smuggling of fuel from neighbouring countries. This results in the Philippine 
Government losing $750 million of tax revenue a year.

	 Smuggling is an example of which one of the following concepts?

	 A	 Government failure

	 B	 Market failure

	 C	 Unobtainable production

	 D	 Consumer inertia

(Total for Question 5 = 1 mark)

6	 The diagram shows the production possibility frontier (PPF) for a small country.

Y

V
W

X

Z

PPF

Consumer
goods

0

Capital
goods

	 Which one of the following can be deduced from the diagram?

	 A	 The movement from X to Y is obtainable using current available resources

	 B	 The movement from X to Z has an opportunity cost in terms of capital 
goods

	 C	 The movement from V to W results in an increase in unemployed resources

	 D	 The movement from W to X results from improved efficiency

(Total for Question 6 = 1 mark)

TOTAL FOR SECTION A = 6 MARKS
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SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind about an answer, 
put a line through the box  and then mark your new answer with a cross .

1	 Which one of the following is an example of government failure?

	 A	 Market forces eliminating excess supply of a product by enabling its price 
to fall

	 B	 A market bubble emerging in the value of shares on the stock exchange

	 C	 The introduction of a tax that causes a decrease in external costs

	 D	 The introduction of a tax that causes an increase in smuggling

(Total for Question 1 = 1 mark)

2	 The table shows the maximum production possibilities for a country in 2021 
and 2022.

Year Consumer goods Capital goods

2021 220 OR 105

2022 195 OR 96

	 Which one of the following might have caused this change in the country’s 
production possibilities?

	 A	 A natural disaster

	 B	 A rise in the rate of unemployment

	 C	 An improvement in technology

	 D	 An increase in the number of immigrants

(Total for Question 2 = 1 mark)
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SECTION A

Answer ALL questions in this section.

Questions must be answered with a cross in a box . If you change your mind, put a line through 
the box  and then mark your new answer with a cross .

1	 Which one of the following combinations best summarises how resources are 
allocated in a mixed economy?

	 A	

	 B	

	 C	

	 D	  

(Total for Question 1 = 1 mark)

2	 Which one of the following is an example of government failure?

	 A	 The non‑provision of public goods by private sector firms

	 B	 External costs of production in the manufacture of Tesla cars

	 C	 Asymmetric information between a private dental practice and its patients

	 D	 Excessive administrative costs in the provision of state‑owned services

(Total for Question 2 = 1 mark)

3	 Forward markets are available at one‑month, three‑month and one‑year intervals.

	 Which one of the following is most likely to have a forward market?

	 A	 Furniture

	 B	 Currencies

	 C	 Smartphones

	 D	 Clothing

(Total for Question 3 = 1 mark)

Price mechanism Government intervention

Yes No

Yes Yes

No Yes

No No
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9	 In 2017 the Government of the Philippines imposed a 50% tax on the import of cars 
with a price above $74 000. Since then the Government has seized smuggled cars.  
For example, in July 2018, it removed 800 smuggled cars from the market.

	 Explain why this tax on imported cars is an example of government failure.
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8	 Between 1970 and 2020 the Maldives experienced 30 major flood events. 
One contributing factor was under-investment in flood defences. 

	 Builders of new hotels are required to complete extensive paperwork to show how 
they plan to minimise flood risk. This results in excessive administrative costs. 

	 With reference to the Maldives, explain the difference between ‘market failure’ and 
‘government failure’.
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SECTION D

Answer ONE question from this section.

Write your answer in the space provided.

EITHER

13	 In 2019 the price of a litre of diesel was 65% higher in Thailand than in Malaysia. 
The price difference was because of higher taxation on diesel in Thailand. This led to 
illegal smuggling. For example, on one night, Thai authorities seized 300 000 litres of 
diesel that was illegally imported from Malaysia.

	 Evaluate possible causes of government failure in a market of your choice.

(Total for Question 13 = 20 marks)

OR

14	 Between 2000 and 2019 in China the average price of a house increased from  
4 000 yuan per square metre (m2) to 60 000 yuan per m2. The ratio of average house 
prices to average incomes increased from 5.6 to 7.6, showing that houses were 
becoming less affordable.

	 Evaluate the impact of market bubbles in the housing market.

(Total for Question 14 = 20 marks)
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official mark schemes, in the same order as the questions
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Section A 

Question 
Number 

Quantitative skills assessed Answer Mark 

1 – B  
(1) 

2 – A 
 

 
(1) 

3 – D 
 

 
(1) 

4 QS9: Interpret, apply and analyse 
information in written, graphical and 
tabular forms 

B  
(1) 

5 QS9: Interpret, apply and analyse 
information in written, graphical and 
tabular forms 

C 
 

 
(1) 

6 QS8: Make and interpret calculations  
of elasticity 

D 
 

 
(1) 
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5 QS9: Interpret, apply and 
analyse information in 
written, graphical, tabular 
and numerical forms 

The only correct answer is A 

B is not correct as supply exceeds 
demand 

C is not correct as supply extends from 
Qe to Q2 

D is not correct as demand contracts 
from Qe to Q1 

 

 
 
 
 
 
 
 
 
 
        (1) 

6 QS8: Make calculations of 
elasticity and interpret 
the result 

The only correct answer is C 

A is not correct as demand would 
increase 24.6% 

B is not correct as demand would 
increase 14.8% 

D is not correct as demand would fall 
as the good is inferior 

 
 
 
 
 
 
 
 
        (1) 

 

134



MARK SCHEME  ·  IAL Unit 1  ·  October 2021  ·  Q5 1.3.6.1  Purpose and methods of government intervention < QUESTION

D is not correct because €45 000 is 

the total revenue before the price 

rise  

5 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is C- 

Excess demand will be equal to Q0Q2 

 

A is not correct because quantity 

supplied contracts from Q1 to Q0 

B is not correct because quantity 

supplied extends from Q1 to Q2 

D is not correct because excess 

supply would occur if a minimum 

price was introduced 

 

(1) 

6 QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms  

The only correct answer is B- The 

demand for water will be most 

responsive to a change in the price 

of sugar-sweetened drinks  

 

A is not correct because coffee has 

the lowest cross elasticity of demand 

showing it will be least responsive  

C is not correct because an increase 

in the price of sugar sweetened 

drinks will lead to a less than 

proportionate increase in the 

demand for milk 

D is not correct because an increase 

in the price of sugar-sweetened 

drinks will lead to an increase in the 

demand for water, milk and coffee 

 

(1) 
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Section A 

Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in written, 

graphical, tabular and 

numerical forms 

The only correct answer is A 

 

B is not correct because firms would 

supply less if the price decrease 

C is not correct because the price decrease 

would be caused by lower demand 

D is not correct because government 

intervention is not a function of the price 

mechanism  

 

 

(1) 

2  The only correct answer is C 

 

A is not correct because increased 

boredom is a disadvantage 

B is not correct because costs to make 

each garment are likely to decrease 

D is not correct because less time will be 

required for training as they focus on 

fewer parts of the production process 

 

 

(1) 

3 QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in written, 

graphical, tabular and 

numerical forms 

The only correct answer is C  

 

A is not correct because Caribbean 

holidays are a luxury/normal good 

B is not correct because healthcare does 

not have an income elasticity of demand 

value above +1 

D is not correct because there is no data 

on price elasticity of demand 

 

 

(1) 

4 QS4: Construct and interpret a 

range of standard graphical 

forms 

QS9: Interpret, apply and analyse 

information in written, graphical, 

tabular and numerical forms 

The only correct answer is D 

 

A is not correct because Q1 is the market 

equilibrium output 

B is not correct because Q2 is the social 

optimum output 

C is not correct because ABC is the 

welfare gain  

 

 

(1) 

5 QS9: Interpret, apply and 

analyse information in written, 

graphical, tabular and 

numerical forms 

The only correct answer is D 

 

A is not correct because if too few permits 

were issued the price would be higher 

B is not correct because if too many 

permits were issued the price for carbon 

permits would be falling/lower 

C is not correct because a decrease in the 

demand for permits would reduce their 

price 

 

 

 

(1) 
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Section A 
 

Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is C 

 

A is not correct because this is an 

example of asymmetric information 

B is not correct because this is an 

example of asymmetric information 

D is not correct because market 

failure occurs when there is 

asymmetric information 

 

(1) 

2 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 

 

A is not correct because consumer 

goods gain utility for an individual 

B is not correct because the sea 

defences have an opportunity cost 

C is not correct because the sea 

defences are non-excludable and 

non-rival whereas private goods are 

excludable and rival. 

 

(1) 

3 QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is B 

 
A is not correct because 

complements have a negative XED 

C is not correct because unrelated 

goods have an XED of 0 

D is not correct because there is no 

information on income 

 

(1) 

4 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms 

The only correct answer is A 

 

B is not correct because this is the 

area of consumer surplus 

C is not correct because the area the 

government will spend is GHKJ 
D is not correct because this is the 
total revenue to farmers 

 

(1) 

5 QS2 Calculate, use and 

understand percentages, 

percentage changes and 

percentage point changes 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is B 

 

A is not correct because more 

electricity is generated using 

renewable resources 

C is not correct because 21% is the 

total for non-renewable resources 
D is not correct because 79% is the 

total for renewable resources 

 

(1) 
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Section A 

Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms  

The only correct answer is B 

 

A is not correct because an 

economic good has an opportunity 

cost 

C is not correct because when 

providing a public good other items 

may be sacrificed 

D is not correct because investing in 

a capital good has an opportunity 

cost in terms of consumer goods 

 

 

(1) 

2 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is A 

 

B is not correct because the excess 

supply of permits will result in the 

price decreasing 

C is not correct because the cost of 

buying permits will decrease 

D is not correct because there is less 

incentive to invest in cleaner 

technology when permits are 

cheaper 

 

 

(1) 

3 QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 
 
A is not correct because there is no 

information on income elasticity of 

demand 

B is not correct because substitute 

goods have a positive XED 

C is not correct because the value of 

XED is not zero 

 

 

(1) 

4 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms 

 

 

 

 

 

 

 

 

The only correct answer is C 

 

A is not correct because the PED will 

be 0 

B is not correct because the PED will 

be between 0 and -1 

D is not correct because the PED will 

be -infinity 

 

(1) 
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Section A 

 
Question Quantitative skills assessed Answer Mark 

1 QS4: Construct and interpret a range 

of standard graphical forms 
QS9: Interpret, apply and analyse 

information in written, graphical, 

tabular and numerical forms. 

The only correct answer is B 
 
A is incorrect because 
supernormal profit will be 

eliminated  
C is incorrect because the 
producer will make normal 
profit and therefore remain in 
the market 
D is incorrect because market 
concentration will fall as new 
firms enter the market 

 

(1) 

2 QS9: Interpret, apply and analyse 

information in written, graphical, tabular 

and numerical forms. 

The only correct answer is C 

 
A is incorrect because a 
marginal cost pricing strategy 
is where MC=AR 
B is incorrect because a limit 
pricing strategy is where all 
consumers would pay the 
same price 
D is incorrect because a 
predatory pricing strategy sets 
the price below the average 
variable cost for all consumers 

(1) 

3 QS4: Construct and interpret a range 

of standard graphical forms 

QS6: Calculate cost, revenue and 
profit (marginal, average, totals) 

QS9: Interpret, apply and analyse 

information in written, graphical, 

tabular and numerical forms. 

The only correct answer is D 
 
A is incorrect because the 
producer surplus will decrease 
B is incorrect because fixed 
costs will not change 
C is incorrect because this is 
likely to cause a decrease in 
dynamic efficiency  

 

(1) 

4 QS4: Construct and interpret a range 

of standard graphical forms   

QS6: Calculate cost, revenue and 
profit (marginal, average, totals) 

QS9: Interpret, apply and analyse 

information in written, graphical, 

tabular and numerical forms. 

The only correct answer is A 
 
B is incorrect because this is 
average variable cost 
C is incorrect because this is 
average fixed cost at an 
output of 10 000  
D is incorrect because this is 
the average total cost at an 
output of 20 000  

(1) 

5  

QS8: Make calculations of elasticity 

and interpret the result 

QS9: Interpret, apply and analyse 
information in written, graphical, 

tabular and numerical forms. 

The only correct answer is A 
 
B is incorrect because this 
affects the price elasticity of 
supply of labour 
C is incorrect because this 
affects the price elasticity of 
supply of labour 
D is incorrect because this 
affects the supply of labour 

(1) 
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Section A 
 

Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is B 

 

A is not correct because this is an 

advantage of a free market economy 

C is not correct because a free 

market economy does not have 

government intervention 

D is not correct because a free 

market economy is likely to result in 

an unequal distribution of income 

(1) 

2 QS4: Construct and 

interpret a range of 

standard graphical forms 

 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is A 

 

B is not correct because the 

minimum price is above the 

equilibrium price resulting in excess 

supply 

C is not correct because the 

increase in price will result in a 

decrease in consumer surplus 

D is not correct because the 

minimum price is likely to result in 

an increase in producer surplus 

 

(1) 

3 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 

 

A is not correct because moral 

hazard is a market failure 

B is not correct because this is not a 

function of money 

C is not correct because this is a role 

of the government/central bank 

(1) 

4 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms 

The only correct answer is C 

 

A is not correct because the gain 

would be 42 consumer goods 

B is not correct because the gain 

would be 30 consumer goods 
D is not correct because the gain 
would be 28 capital goods 

 

(1) 

5 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is B 

A is not correct because renewable 

resources generated 39% which is 

less than 50% 

C is not correct because non- 

renewable resources generated 61% 

of electricity 
D is not correct because renewable 

resources generated 39% of 

electricity 

 

(1) 
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Section A 

Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms  

The only correct answer is B 

 

A is not correct because this is a 

government failure 

C is not correct because this is a 

government failure 

D is not correct because the market 

is functioning efficiently 

 

 

(1) 

2 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D  

 

A is not correct because the 

maximum price is below the 

equilibrium so resulting in excess 

demand, not excess supply   

B is not correct because the 

maximum price is below the 

equilibrium so resulting in excess 

demand, not excess supply 

C is not correct because the higher 

price results in a contraction of 

demand and an extension of supply 

so excess demand decreases 

 

 

(1) 

3 QS2: Calculate, use and 

understand percentages, 

percentage changes and 

percentage point changes 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is A 
 
B is not correct because the 

consumers would buy fewer products 

to maximise utility 
C is not correct because habitual 

behaviour would not result in 

consumers buying fewer products 

D is not correct because poor 

computational skills mean 

consumers would not be able to 

calculate the savings and would not 

buy fewer products 

 

(1) 
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Section C 

Question Define the term ‘tradeable pollution permit scheme.’ (Extract B, line 

16) 

 

Answer 

Mark 

12 (a) Knowledge 2 

Up to 2 marks for defining ‘tradeable pollution permit scheme.’ 

e.g.: 

• Where firms are permitted/allowed to pollute up to a certain 

level (1) 

• Any excess permits can be sold/firms can buy additional 

permits when needed (1) 

• Fertiliser manufacturers are part of the European Union’s 

tradeable pollution permit scheme (1) 

 (2) 
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Question Draw a diagram to illustrate the impact of a decrease in the maximum 

price of university tuition fees in the UK. 
 
Answer 

Mark 

7 Knowledge 1, Application 3 
Quantitative skills assessed: 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, 
graphical, tabular and numerical forms. 

Knowledge 

• 1 mark for drawing a supply and demand diagram showing the 
original maximum price below the equilibrium price. 

Application 
Up to 3 marks for the following information included on diagram: 
• 1 mark for drawing a new maximum price below the original 

maximum price 
• 1 mark for showing new quantity supplied and quantity demanded 

(May be offered in written explanation)  
• 1 mark for the impact on excess demand (rises)/ shortage 

increases (May be offered in written explanation) 
 

 

 

  (4) 
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Section B 

Question 
Number 

Answer Mark 

7 Knowledge 1, Application 3 
Quantitative skills assessed: 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, 
graphical, tabular and numerical forms. 

Knowledge 

1 mark for showing knowledge on the diagram: 
• Supply and demand curves drawn accurately with equilibrium 

quantity and price (1) 

Application 
1 mark for the following included on diagram: 
• Maximum price below the equilibrium price (1) 

 
1 mark for either of the following: 
• New quantity supplied (QS) and new quantity demanded (QD)/ 

Demand extends and supply contracts (1) 
 
1 mark for identifying the overall impact: 
• Excess demand/ shortage identified on diagram (1) 
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Question 
Number 

Answer Mark 

9 Knowledge 1, Application 1, Analysis 2 

Knowledge 
1 mark for defining regulation, e.g.: 
• rules or laws put in place to influence behaviour (1) 
Or 
1 mark for identifying an impact e.g.:  
• The quantity consumed will fall  
• The revenue earned by energy drink manufacturers will fall  
• Government failure/ Unintended consequences may occur 
• Lower costs of treating health problems caused by energy drinks 
• Consumers will substitute to alternatives (1) 

Application 
Up to 1 mark for applying to energy drink market, e.g.: 
• Children/ Those under 18 will be prohibited from purchasing 

energy drinks (1) 
Analysis 
Up to 2 marks for explaining the likely impact e.g.: 
• The quantity consumed will fall as the quantity of customers falls 

with under 18s now unable to buy (1) leading to contracting 
supply / caused by decreased demand (1) 

• The revenue earned by energy drink manufacturers will fall as 
they will no longer sell products to those under the age of 18 (1) 
thus a smaller number is multiplied by the price and revenue falls 
(1) 

• Government failure/ Unintended consequences may occur as 
under 18s move to the informal sector to get access to these 
products (1) and some of this supply may be of inferior quality (1) 

• Fewer health problems caused by energy drinks meaning less 
need for health services (1) and lowering the cost to the 
government (1)  

• The Government will have costs associated with monitoring and 
policing the regulation (1) these costs will incur an opportunity 
costs to the government as they cannot spend these funds 
elsewhere (1) 

• Consumers will no longer consume energy drinks and will buy 
alternatives instead (1) increasing demand and revenue for the 
firms (1) 

• Diagram showing leftwards shift of demand curve (1) and 
corresponding impact on both lower quantity and lower price (1)         (4) 
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Question 
Number 

Answer Mark 

10 Knowledge 1, Application 3 
Quantitative skills assessed: 
QS8: Make calculations of elasticity and interpret the result. 

Knowledge 
1 mark for the formula for income elasticity of demand: 

% change in quantity demanded 
% change in income                                                     
OR 

1 mark for identifying that the good is a normal good 
• e.g. In Singapore, new car sales are a normal good as when 

income rises, quantity demanded rises. (1) 

Application 
Up to 3 marks for calculations: 

• Change in quantity ÷ original quantity  
3 023 ÷ 109 091 x 100 = 2.77% (1)   

• Change in income ÷ original income 
1236 ÷ 65 796 x 100 = 1.88% (1)  

• % Change in quantity ÷ % change in income 
2.77% ÷ 1.88% = 1.47 (1)  
 

If candidate does not complete any rounding they will calculate 
1.48 
Accept responses to 1dp, 2dp, 3dp 4dp etc.  
 
NB: if correct answer (e.g. 1.47, 1.48, 1.5) is given, award full 
marks regardless of working 

              
        (4) 
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Section B 

Question Draw a diagram to illustrate the impact of the introduction of a minimum price 

for milk in India.  

 

Answer 

Mark 

7 Knowledge 1, Application 3 

Quantitative skills assessed: 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical, tabular 

and numerical forms. 

Knowledge 

1 mark for showing knowledge on diagram 

• Original supply, demand and equilibrium price and quantity (1) 

Application 

Up to 3 marks for the following information included on diagram: 

• Minimum price set above the market equilibrium (1) 

• The quantity supplied and quantity demanded with the minimum price in 

place (1) 

• Clearly identifying the excess supply (1) 

 

 

 

 The prices Rs20 (P/Pe) or Rs30 (Pmin) are also acceptable  

 

(4) 
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Section B 
 

Question Draw a diagram to illustrate the impact of the introduction of this 

minimum price for rice. 

Answer 

Mark 

7 Knowledge 1, Application 3 

Quantitative skills assessed: 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, 

graphical, tabular and numerical forms. 

Knowledge 

1 mark for showing knowledge on diagram 

• Original supply and demand (1) 

Application 

Up to 3 marks for the following information included on diagram: 

• Minimum price above equilibrium price (1) 

• Quantity demanded and supplied at minimum price (1) 

• Excess supply/surplus (1) 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
(4) 
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Section B 

Question With reference to the house rental market in Brisbane, draw a diagram 

to illustrate the introduction of a maximum price for renting a house.   

  

Answer 

Mark 

7 Knowledge 1, Application 3 

Quantitative skills assessed: 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, 

graphical, tabular and numerical forms. 

Knowledge 

1 mark for showing knowledge on diagram 

• Original supply and demand with correctly labelled axes (1) 

Application 

Up to 3 marks for the following information included on diagram: 

• Maximum price below equilibrium price (1) 

• QD and QS at maximum price (1) 

• Excess demand/shortage (1) 

 

 

 
 

 

N.B. The market equilibrium is not necessarily required  

 

 

 

   

 

(4) 
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11  

  

Knowledge 1, Application 1, Analysis 2  

Quantitative skills assessed:  
QS4: Construct and interpret a range of standard graphical forms  

QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms.  

Knowledge  

1 mark for definition of minimum price e.g.:   

• Minimum price is the lowest price that firms can sell a good  
(1)   

Application   

1 mark for increasing the minimum price (1)  

  
Analysis   

Up to 2 marks for showing/describing/explaining the change in 

excess supply   

Original excess supply QS-QD (1)  increases to QS1-QD1 (1)  
The increase in excess supply (1) is QD to QD1 and QS to QS1  (1)   
Contraction of quantity demanded /QD to QD1 /  
Extension of quantity supplied /QS to QS1 (1)    

   

  

(4)  
  

Section C  

Question  Define the term ‘speculation’. (Extract A, line 7)  

  
Answer  

Mark  
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Question With reference to Extract C, examine two microeconomic effects of 
Finland’s decision to remove the sugar tax. 
 
Answer 

Mark 

12(d) Knowledge 2, Application 2, Analysis 2, Evaluation 2 

Knowledge and Analysis 
Up to 1 marks for knowledge of taxation, e.g.: 
• Definition of indirect tax: expenditure tax/  

This sugar tax is a specific tax (1)  
 

Up to 2 marks for identifying two effects and up to 2 marks for 
linked explanations showing the impact of removal of the sugar 
tax, e.g.: 
 
• Removal will see the supply curve shift right leading to lower price 

paid by consumers (1+1) 
• The equilibrium quantity will increase meaning consumption of 

sugary products will rise (1+1) 
• The tax revenue earned by the government will fall reducing funds 

to tackle obesity (1+1) 
• Revenues and profits earned by firms with products who have the 

tax removed will increase as output rises. (1+1) 
• With the lower price the gap between what consumers are willing 

to pay and the market price will rise (1+1) 
• Producer surplus will rise as supply increases/demand extends 

(1+1) 
• The producers of biscuits and cakes will lose a competitive 

advantage and may lose revenue/ profit (1+1) 
• External costs may emerge as rates of obesity/ cancers etc rise 

(1+1) 
• Reward relevant diagrammatic analysis 
 
Application 
Up to 2 marks for reference to the given sources, e.g.: 
• Tax affects sweets, chocolate, ice cream and fizzy drinks (1) 
• Tax charged at €0.95 per kilogram or €0.11 per litre (1) 
• 5% reduction in consumption when tax imposed so removal may 

see consumption rise (1) 
• Tax was unfair with manufacturers of biscuits and cakes avoiding 

tax (1) 
• Tax revenue lost €109 million per year (1) 

 
Evaluation 
Up to 2 marks for evaluative comments, e.g.: 
• Whilst firms charged the sugar tax will benefit other firms will lose 

their competitive advantage (1+1) 
• External costs must be balanced with private benefits of 

production/ employment is created in the manufacturers of sweets, 
chocolate, ice cream and fizzy drinks (1+1) (8) 
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• Magnitude: the tax only caused a 5% reduction in consumption so 
removing it may only have limited impact on quantity demanded 
(1+1). 

• Magnitude: loss of Government revenue of €109 million per year is 
substantial meaning loss of funds for public services (1+1) 

• Measurement of the size of any external costs caused by extra 
sugar consumption is difficult to determine and quantify (1+1) 

• Extra sugar consumption may have impact over time with rates of 
obesity, diabetes and cancer rising later (1+1) 
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Question Discuss reasons why the ‘quantity of education is below the social optimum 
level’ (Extract B, lines 2 and 3). Refer to external benefits in your answer. 
 
Illustrate your answer with an appropriate diagram. 
 
Indicative content 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical,    
tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 
• Definition of ‘external benefits’ – where there are positive impacts on third 

parties/where MSB is greater than MPB 
• Diagram showing external benefits 

 
• Consumers only consider their private costs and their private benefits 
• Consumers ignore impacts on third parties/ external benefits 
• Consumers are undervaluing the benefit of education to society 
• The market equilibrium price, PME is below the social optimum price, PSO  
• The market equilibrium quantity, QME is below the social optimum price, QSO 
• Limited number of years of education just 4.4 years for adults  
• The welfare gain that can be achieved by moving to social optimum is 

shaded/ labelled 
• Under-consumption of education QSO-QME,  
• Private benefits could include higher income over life time 
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Question With reference to Extract C, examine two likely effects of the 

subsidies paid by Canada’s Government to farmers who use more 

organic farming methods.      

    

Answer 

Mark 

12(d) QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms 

Knowledge 2, Application 2, Analysis 2, Evaluation 2 

Knowledge and Analysis  

Up to 2 marks for identifying two effects and up to 2 marks for linked 

explanations, e.g.: 

• The subsidy should reduce farmers’ reliance on fertiliser (1K) 

helping reduce the environmental damage (1AN) 

• Farmers will research new production methods (1K) that will 

use less fertiliser to help reduce carbon emissions (1AN)  

• Farmers will be encouraged to adopt more organic production 

methods (1K) as the subsidy reduces costs of production of 

these methods (1AN) 

• Output may fall (1K) as fertiliser use is discouraged (1AN) 

• Increased organic output (1K) may result in increased 

employment in the sector (1AN) 

• Job losses in the fertiliser industry (1K) as the quantity of 

fertiliser consumed falls (1AN) 

• Reduces use of fertiliser (1K) helping to reduce external costs 

(1AN) 

• Lower organic food prices (1K) will result in increased 

consumer surplus (1AN) 

• Two marks for diagram showing the correct shift in supply 

(1K) and the impact of the subsidy on equilibrium 

price/quantity (1AN) 

 

Application 

Up to 2 marks for application to Extract C  

• Fertilisers have accounted for 10% of Canada’s greenhouse 

gas emissions since 1990 (1AP) 

• To reach its 2030 greenhouse gas emissions target it needs to 

reduce its fertiliser use (1AP) 

• CA$ 750 million to farmers over ten years to use more organic 

farming methods to achieve this target 

(1AP)                                                                                                                                                                                                                                                                                                                                                        

Evaluation 

Up to 2 marks for evaluative comments (2+0 or 1+1), e.g.: 

• CA$ 750m subsidy may be too small to have a substantial 

impact on changing farmers’ behaviour (1+1)  

• Subsidies will have an opportunity cost as the funds cannot be 

used to pay for e.g. healthcare or education (1+1) 

• Farmers may become dependent on the subsidies resulting in 

a need to pay them for a long time (1+1) (8) 
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12(d)  QS9: Interpret, apply and analyse information in written, 

graphical, tabular and numerical forms.  

Knowledge 2, Application 2, Analysis 2, Evaluation 2  

Knowledge and Analysis   

2 marks for identifying effects and 2 marks for linked explanation, 

e.g.:  

•  Consumers may switch to less polluting fuels (1K) as the price 

increases for coal (1AN)  

 

 •  Lower levels of external costs (1K) as quantity consumed will 

decrease (1AN)  
 

 •  Government raises tax revenue (1K) that can be used to 

compensate those affected by coal consumption (1AN)  
 

 •  Diagram showing leftward shift or pivot of supply curve (1K) 

and showing impact on price/quantity/incidence of tax/tax 

revenue (1AN)  

 

 •  The number of premature deaths may be avoided (1K) as the 

tax increases the costs of producing coal (1AN)  
 

 •  Producers may substitute to other sources (1K) like oil which 

could emit harmful carbon emissions/ like renewables which 

will reduce carbon emissions (1AN)  

 

 •  Increase costs of production (1K) resulting in a contraction of 

demand (1AN)  
 

 •  Consumer surplus will decrease (1K) referring to original and 

new area on diagram (1AN)  
 

 •  Producer surplus will decrease (1K) referring to original and 

new area on diagram (1AN)  
 

   
Application  
Up to 2 marks for application to Extract C   

• In 2018 coal accounted for 40% of energy generated in 

Indonesia (1AP)    
• Caused 95 155 premature deaths in 2018 (1AP)    
• The tax is expected to raise $3.6 billion per year (1AP)    
• 1.96 million people are employed in coal mining (1AP)    
• Coal exports earn $19 billion per year (1AP)    

  

Evaluation  

Up to 2 marks for evaluative comments (2+0 or 1+1), e.g.:  

• It may take time for producers to switch from coal to other 

alternatives (1+1)   
• $3.6bn is a substantial amount of money raised by the 

government enabling significant compensation for those 

negatively affected by coal production (1+1)  
• Employment in the coal industry may fall having a significant 

impact, since 1.96 million people were employed in 2019 

(1+1)  
• Depends on the size of the tax (1)   
• Depends on the PED/PES (1)  

  
NB Positive points may be presented as KAA and negative as EV or 

vice versa  (8)  
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 NB Responses must have a micro-economic focus e.g. employment 

effects on coal industry and not macroeconomic effects e.g. increased 

unemployment   
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Question 
Number 

With reference to Extract C, discuss the likely effects of the reduction 
in the minimum (guaranteed) price for cocoa. 
 
Illustrate your answer with an appropriate diagram. 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line 
with the general marking guidance. 
The indicative content below exemplifies some of the points that 
candidates may make but this does not imply that any of these must 
be included. Other relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative 
content 
• Definition of ‘minimum guaranteed price’ – the price below which 

firms cannot charge. 
• The Cote d’Ivoire Government sets a minimum (guaranteed) 

price for cocoa.  
• They introduced the minimum price to protect farmers from very 

low prices/ to support the income of farmers.  
• Diagram of showing a reduction of the minimum guaranteed 

price.  

 
• Originally the minimum price was Pmin and the quantity demanded 

was Q1 and the supplied Q2- this leads to excess supply Q2-Q1 
• With the falling global cocoa prices the minimum price has been 

reduced by 36% in 2017.  
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• New minimum price is Pmin1 and the quantity demanded was Q3 
and the supplied Q4- this leads to excess supply Q4-Q3 

• Demand has extended/ supply has contracted. 
• The excess supply has fallen. 
• To guarantee means the Government spent ABQ2Q1 originally and 

CFQ4Q3 after the reduction in the minimum price.  
• The government will spend less/ farmers will receive less support. 
• Government will need to spend less on administration and storage of 

the excess supply. 
• Impact on consumer surplus and producer surplus.   
 
N.B. Candidates may give positive effects as KAA and negative 
effects as evaluation or vice versa. 

 
Level Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories 
and models. 
Use of generic material or irrelevant information or 
inappropriate examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements 
of the question. Some evidence and contextual references are 
evident in the answer. 
Chains of reasoning in terms of cause and/or consequence are 
evident but they may not be developed fully or some stages are 
omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and 
understanding of economic terms, principles, concepts, theories 
and models. 
Ability to link knowledge and understanding in context using 
relevant examples which are fully integrated to address the 
broad elements of the question.  
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in 
terms of cause and/or consequence. 
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 Evaluation (6 marks) – indicative content 
• Magnitude of change in minimum price is large at 36% so likely to 

have a large impact. 
• Measurement – it is hard to measure what the ideal minimum price 

should be to know whether lowering it is appropriate. 
• Farmers may earn less income and lead some to close. 
• Some farmers are still selling cocoa at prices below the minimum 

price which may mean the minimum price breaks down. 
• The price of cocoa has fallen so the gap between the price and 

minimum price may not have changed significantly. 
• Minimum price may be non-binding/the equilibrium price may be 

above the minimum price. 
• Significance of elasticity of demand and supply. 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of 
reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of 
the evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Section D 

Question 
Number 

In 2016 it was reported that 50% of gas and electricity consumers in the 
UK have never switched energy suppliers. It is claimed that those 
consumers who did switch suppliers saved up to £200 each per year. 
 
Evaluate the reasons why many consumers do not switch energy 
suppliers. 

13 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line 
with the general marking guidance. 
The indicative content below exemplifies some of the points that 
candidates may make, but this does not imply that any of these must be 
included. Other relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative 
content 
• Rational consumers – will maximise their utility. 
• Irrational consumers – fail to maximise utility. 
• They will maximise their utility by switching gas and electricity 

suppliers as they would save £200- they could use this money to 
purchase other goods and services to increase their utility- customers 
are not acting rationally. 

• The influence of other people’s behaviour (herding) may mean people 
do not switch as their friends may also avoid switching/ their friends 
and family may use a supplier so they continue to do so too. 

• Habitual behaviour- customers will have used their gas and electricity 
supplier and will continue to use them as they are used to doing so/ 
they become loyal to their gas and electricity supplier. 

• Inertia- customers may not have the energy to go through the 
process of searching for and transferring to another supplier. 

• Poor computational skills may exist where they cannot calculate the 
£200 saving from switching. 

• Customers may feel valued by their current supplier so they continue 
to remain with them.  

• Other benefits may exist from remaining with a provider such as 
loyalty schemes. 

• Asymmetric information/ information gaps may exist where customers 
do not have enough information to calculate possible benefits. 

• Customers may trust a provider more and receive better customer 
service and be willing to pay the extra to receive their level of service. 

• Suppliers of gas and electricity that keep more customers may 
advertise or brand more. 

• For some customers on higher income/ wealthier the proportion of 
their income devoted to gas and electricity bills is relatively low so the 
likely savings are relatively insignificant. 

• When switching, the process may not go smoothly so people do not 
feel confident about switching. 
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Question 
Number 

With reference to Extract B, discuss the likely effects of the introduction 
of an indirect tax on meat. 
Illustrate your answer with an appropriate diagram. 
 
Indicative content 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line 
with the general marking guidance. 
The indicative content below exemplifies some of the points that 
candidates may make but this does not imply that any of these must be 
included. Other relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical and  
tabular forms. 

Knowledge, Application and Analysis (8 marks) – indicative 
content 
• Definition of ‘indirect taxation’ – tax on expenditure. 
• Identification of ad valorem tax as percentage tax. 

• Indirect tax adds to production costs of meat producers.   
• Diagram of showing the introduction of an indirect tax on meat.  
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• Originally the price paid by consumers was Pe but rises to P1 
• Revenue earned by meat producers per unit sold falls from Pe x Qe to 

P2 x Q1 
• Consumer surplus falls from PeVZ to P1VW. A change/ Reduction of 

PeP1WZ. 
• Producer surplus falls from PeUZ to P2UY. 
• Government revenue earned from the tax P1P2YW. 
• Consumer incidence PeP1WX. 
• Producer incidence PeP2YX. 
• Quantity of meat consumed will fall from Qe to Q1 
• External costs reduced: 

o Reduced greenhouse gas emissions 
o Reduced water pollution  
o Reduced chance of resistance to antibiotics  
o Reduced damage to health- obesity, diabetes and cancer-

reducing costs to health services 
• Welfare loss from overconsumption will be reduced.  
• Deadweight loss WYZ. 
• Helps to meet Paris agreement target on carbon emissions.  
• 40% tax on beef, 20% on dairy products and 8.5% on chicken would 

save 500 000 lives a year and reduce emissions. 
• Total revenue earned by meat producers may fall. 
• Profits generated by meat producers may fall. 
• Employment in meat production may fall. 
• Impact on consumers living standards with such a large tax. 

Level Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories 
and models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements 
of the question. Some evidence and contextual references are 
evident in  
the answer. 
Chains of reasoning in terms of cause and/or consequence are 
evident but they may not be developed fully or some stages are 
omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and 
understanding of economic terms, principles, concepts, theories 
and models. 
Ability to link knowledge and understanding in context using 
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relevant examples which are fully integrated to address the 
broad elements of the question.  
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in 
terms of cause and/or consequence. 

 Evaluation (6 marks) – indicative content 
• Magnitude of size of tax is important. Suggested 40% tax on beef 

significant so likely to have a large impact. 
• Measurement – it is hard to measure what the ideal tax rate is for 

each meat/ Hard to measure the external costs associated with each 
meat. 

• Farmers/ meat producers may earn less income and lead some to 
leave the industry. 

• May create government failure as some may trade illegally to avoid or 
evade taxation. 

• Demand for some meats may be price inelastic meaning little change 
in quantity demanded; larger change in price, larger consumer 
incidence.  

• Indirect tax affects lower income families more as the tax will 
represent more of their total income. 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of 
reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 
evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Section D 

Question 
Number 

‘The HPV vaccine is recommended for all adults in the USA because it 
reduces the risk of cancer by 88%. If the HPV vaccine was given to all 
adults 925 000 cases of cancer would be prevented. However only 
18.3% of adults were vaccinated between 2011 and 2014 preventing 
170 000 cases of cancer.’ 
Evaluate why only 18.3% of adults were vaccinated. 
 
Indicative content 

13 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line 
with the general marking guidance. 
The indicative content below exemplifies some of the points that 
candidates may make, but this does not imply that any of these must be 
included. Other relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative 
content 
• Rational consumers – will maximise their utility. 
• They will maximise their utility by having the vaccine as it reduces 

their risk of developing cancer.  
• Reduces risk of cancers by 88%. 
• Prevented 170 000 cancers- could have prevented 925 000  
• US has private healthcare and low take-up may relate to costs of the 

vaccine. 
• The influence of other people’s behaviour (herding) may mean people 

do not have the vaccine as their friends may also avoid the vaccine. 
• Habitual behaviour- this is a new vaccine and people will not yet be in 

the habit of having this vaccine. 
• Inertia- customers may not have the energy to arrange appointments 

and to have the vaccination. 
• Poor computational skills may exist where they cannot calculate the 

benefit in terms of lower cancer risk. 
• Asymmetric information/ information gaps may exist where people do 

not have enough information to calculate possible benefits of receiving 
vaccine compared to the costs of vaccination. 

• Government needs to better inform people of the benefits of having 
the vaccine or the risks of not having the vaccine. 

• People may fear that the new vaccine may have side effects or 
unknown complications- a rational decision.  

• People may ignore any external benefits- reducing costs to health 
services and leads to under consumption of the vaccine. 

• External benefits- benefits to third parties- so consumers may under 
consume-as they do not consider the third-party effects 

• Low income families will be unable to afford vaccinations 
Level Mark Descriptor 
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Question With reference to Extract C, Figure 1 and Figure 2, discuss the microeconomic 
impact of the introduction of an indirect tax on plastic bags. 
Illustrate your answer with an appropriate diagram. 
 
Indicative content 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 
• Definition of ‘indirect tax’ – expenditure tax  
• Indirect tax is €0.04 per plastic bag in Greece and €0.27 in Denmark 
• This is a specific tax: a fixed amount for each unit 
• Increases the cost of production for retailers   

• Diagram showing the indirect tax for plastic bags   

 
Accept diagram showing external costs with tax imposed 
 
• Originally the price paid by consumers was Pe but increases to P1 
• Quantity of plastic bags decreases from Qe to Q1 
• In January 2018 there was a 75% decrease in use of plastic bags compared 

to January 2017  
• Reduces consumption of plastic bags closer to EU target of 90 bags per 

person per year 
• Consumption is down from approximately 240 plastic bags per person per 

year 
• Consumer surplus decreases from PeVX to P1UX. A change/ decrease of 

PeP1UV - consumers suffer 
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• Producer surplus decreases from PeVZ to RTZ 
• Government tax revenue P1RTU 
• Producer incidence PeRTW 
• Consumer incidence PeP1UW 
• Government raises €0.04 per bag 
• Profits generated by plastic bag manufacturers and retailers may fall 
• Total revenue earned by plastic bag firms may fall 
• Employment in plastic bag manufacturers may fall 
• EU uses 100 billion plastic carrier bags per year- tax contributes to reducing 

this/ helps reduce marine litter (3%) 
• Reducing external costs caused by plastic bags 
• Reusable shopping bag sales increased 5 000% in Greece helping to increase 

revenue, producer surplus 
• Creates market for multiple use plastic bags which are not used according to 

Figure 2 

Level Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 
principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in  
the answer. 
Chains of reasoning in terms of cause and/or consequence are evident 
but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context using relevant 
examples which are fully integrated to address the broad elements of 
the question.  
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (6 marks) – indicative content 
• Magnitude of tax. Just €0.04 in Greece so may not have a large impact 
• The €0.04 tax resulted in 75% decrease in use of plastic bags 
• Denmark the tax was €0.27 causing reduction from 800 million to 400 

million- lower tax may not have such an impact 
• Denmark only raised 0.03% of total tax revenue in 1994 from the plastic bag 

tax and 0.02% of tax revenue in 2014 with a higher tax, with just €0.04 tax 
likely even smaller impact/ Denmark only raised €24 547 in 2014 

• Measurement – it is hard to measure the size of external costs to decide what 
the ideal indirect tax should be 

• May create government failure as reusable bags may be damaging/ resources 
wasted in administration of tax 

• May be better to decrease consumption by giving information on the external 
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costs associated with plastic bags 
• Incidence of tax depends on the price elasticity of demand. If inelastic 

consumer incidence will be bigger/ if elastic producer incidence will be higher 
• In Denmark consumers at supermarkets seem to have more inelastic demand 

hence charged (i.e. consumer pays) whereas clothing shops consumers have 
more elastic demand and are not charged for bags (i.e. producer pays) 

• PED might change over time and / or if the tax is increased 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 
evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question 
Number 

Indicative content 

12 (e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical, tabular and 
numerical forms 

Knowledge, Application and Analysis (8 marks) – indicative content 
• Definition of ‘subsidy’: - a cash grant to encourage production 
• Lowers the cost of production  
• $5 000 subsidy paid per car to the manufacturer 

 
• Supply shifts right S to S1 
• Price paid by consumers falls Pe to P1 
• Price received by producer increases from Pe to A 
• Consumer surplus increases 
• Producer surplus increases 
• Quantity of electric cars consumed increased from Qe to Q1 (from the 

current 2% of cars) 
• Size of the subsidy - costs to the government- ABEP1 an opportunity cost 
• Consumer subsidy - PeCEP1 due to paying a lower price  
• Producer subsidy - ABCPe 
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• Revenue, profits increase for electric car manufacturers 
• Electric cars are zero emissions so help reduce carbon emissions 

compared to petrol and diesel cars 
• Reduces external costs associated with driving cars  
• Road transportation accounts for 20% of Canada’s carbon emissions- 

helps reduce the emissions from road transport 
• Moves closer to social optimum 
• Manufacturers of non-electric cars may experience lower sales, lower 

revenue, lower profits 

Positive effects may be offered as KAA and negative effects as EV or vice-
versa 

NB: if no diagram candidates can achieve a maximum of Level 2.  
Level Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in  
the answer. 
Chains of reasoning in terms of cause and/or consequence are evident 
but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context using relevant 
examples which are fully integrated to address the broad elements of 
the question.  
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 
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 Evaluation (6 marks) – indicative content 

• Only on cars valued under $45 000 
• Only applies to nine electric car models 
• Infrastructure not being in place may reduce the impact. Only 5800 

charging points to share between 37 million people so difficulty in 
accessing charging points may reduce likelihood of people buying 
electric 

• Electric cars cause emissions. To produce an electric car battery requires 
twice as much energy compared with the production of a petrol or 
diesel car battery. The electricity used to power the electric vehicle 
creates emissions if the electricity is generated using fossil fuels like coal 

• The magnitude of the subsidy is substantial at $5 000 
• Impact will depend on the time that it takes to make payments/length of 

time the scheme operates 
• Electric cars are not a close substitute for petrol or diesel cars and 

people may not be happy to buy electric 
• The impact on price to consumers depends on PED - if price inelastic 

demand the price could fall sharply/if price elastic the price change will 
be smaller.  

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 
evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question 
Number 

With reference to Extract C, discuss the likely effects of the increase in the 
subsidy for sugar production. 
 
Illustrate your answer with an appropriate diagram. 
 
Indicative content 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical,   
tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 
• Definition of ‘subsidy’ – cash grants/payments by a government to suppliers, 

reduce the costs for suppliers encouraging them to increase supply  
• Increased subsidy from 55 rupees a tonne to 138 rupees a tonne 
• Diagram showing increased subsidy  
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• There is an extension of demand as supply increases 
• Quantity produced/consumed rises from Q1 to Q2 
• Exports per year grew from 620 000 to 3.3 million tonnes when previous 

subsidy was introduced  
• Increasing the subsidy is likely to see further growth in exports- estimate is 

to 7 million tonnes  
• Production increases from 20.3 million tonnes to 33 million tonnes. 
• Increasing exports may improve the balance of trade/current account of 

balance of payments/injection into the Indian economy 
• Price decreases from P1 to P2 
• Consumer surplus increases from ACP1 to AEP2 
• Producer surplus increases 
• Government spending increases from P1XHC to P2EGY 
• Producer subsidy increases from PeXHI to PeYGM 
• Consumer subsidy increases from PeICP1 to PeMEP2 
• WTO might intervene  
• Market may become unprofitable for farmers outside of India- e.g. in Brazil 

and Australia 
• The subsidy is likely to increase consumption which may have implications 

for health in terms of obesity and cancers. These external costs will impose 
costs on those not associated with sugar consumption- for e.g. healthcare 
costs for the Government 

• Impact on businesses using sugar as an ingredient- e.g. biscuits, chocolates, 
sweet manufacturers  

NB Diagram may refer to businesses using sugar as an ingredient 
NB If no diagram maximum of Level 3 

Level Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in  
the answer. 
Chains of reasoning in terms of cause and/or consequence are evident 
but they may not be developed fully or some stages are omitted. 
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Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context using relevant 
examples which are fully integrated to address the broad elements of 
the question.  
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (6 marks) – indicative content 
• Magnitude of change in subsidy 55 to 138 rupees is a large increase/151% 

increase 
• Magnitude of subsidy- 138 rupees is still not a significant amount of money 

per tonne 
• Measurement – it is hard to measure the level of subsidy that should be paid 
• Over-production may cause waste  
• Third parties may benefit from the subsidy- suppliers to sugar growers  
• Elasticity of demand and supply may affect the size of the producer and 

consumer subsidy 
• Dependency culture- the growers may become dependent on the subsidy 

and its withdrawal would cause significant problems 
• Retaliation from other countries in terms of subsidising supply 
• May not be the only country subsidising growers- EU, Japan and USA have 

heavily protected agricultural growers 
• Opportunity costs of funds that could be better used in providing education/ 

healthcare/poverty reduction 
• Impact may be significant because India is the world’s second largest sugar 

producer 
 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 
evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 

  

173



MARK SCHEME  ·  IAL Unit 1  ·  June 2021  ·  Q12(e), Q13 1.3.6.1  Purpose and methods of government intervention < QUESTION

Section D 

Question 
Number 

In 2019, the price of a litre of diesel was 65% higher in Thailand than in 
Malaysia. The price difference was because of higher taxation on diesel in 
Thailand. This led to illegal smuggling. For example, on one night, Thai 
authorities seized 300 000 litres of diesel that was illegally imported from 
Malaysia. 
 
Evaluate possible causes of government failure in a market of your choice.  
 
Indicative content 

13 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make, but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Government failure– where government intervention leads to a net 

welfare loss 
Possible causes of government failure include: 

• Information gaps- where the government lacks perfect information and 
sets the wrong level of regulation/taxation/subsidy  

• Lack of incentives- where the policy fails to create the incentives for 
firms and consumers to change their behaviour appropriately  

• Unintended consequences- where a policy leads to an outcome that 
was not anticipated, this could include smuggling 

• Excessive administrative costs- where the costs of administering the 
regulation or tax are greater than any benefit of the government 
intervention 

• Moral hazard- where the costs of an action are likely to be experienced 
by someone else causing riskier actions 

Possible responses linked to the stem 
• The 65% higher price in Thailand gives those in Thailand the incentive to 

travel to Malaysia to buy cheaper diesel 
• Even taking in to account the costs associated with travelling the 

significant difference in price means this activity can be profitable 
• The returns may be so large that smugglers are willing to take the risk of 

being caught  
• 300 000 litres in one night suggests that the smuggling is commonplace 
• Diesel will have the same properties in both countries so the 

appearance and smell will be identical making it difficult to discover its 
origins 

• This makes it easier to smuggle undetected  
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Question With reference to Extract B and your own knowledge, discuss the possible 
effects of a subsidy paid to manufacturers of Battery Electric Buses (BEBs).   
Illustrate your answer with an appropriate diagram. 
 
Indicative content 

12(e) Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates may 
make but this does not imply that any of these must be included. Other relevant 
points must also be credited. 

Quantitative skills assessed 
QS4: Construct and interpret a range of standard graphical forms 
QS9: Interpret, apply and analyse information in written, graphical,   
tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 
• Subsidy- cash grant paid to encourage production 
• $979 million allocated to subsidy for BEBs in the USA 
• Subsidy- decreases costs of production  
• Increases supply S to S+Sub 
• Decreases price PE to P1 
• Increases quantity QE to Q1 
• Increases government spending- ABCP1  
• Government spending creates an opportunity cost leaving less for other 

areas of the economy 
• Consumer surplus increases FJPE to FCP1 
• Producer surplus increases 
• BEB cost more than diesel buses and closes the gap 
• Will be cheaper to run/maintain BEB than diesel buses 
• Reduce pollution caused by diesel buses, reducing external costs- respiratory 

diseases, asthma and cancer- health costs lower/less noise pollution  
• Increase employment in BEB manufacturers 
• Decrease in employment in diesel bus manufacturing  
• BEB manufacturing of batteries cause external costs 

Diagram 
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NB Level 3 response requires a diagram 
NB Do not reward externalities diagrams  
NB Positive effects may be presented as KAA and negative effects as evaluation, or 
vice versa 

G Mark Descriptor 
 0 No rewardable material 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 
principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in  
the answer. 
Chains of reasoning in terms of cause and/or consequence are evident but 
they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context using relevant 
examples which are fully integrated to address the broad elements of the 
question.  
Analysis is clear, coherent, relevant and focused. The answer demonstrates 
logical and multi-stage chains of reasoning in terms of cause and/or 
consequence. 

 Evaluation (6 marks) – indicative content 
• Magnitude- $979 million will help subsidise many BEB in the USA 
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• Value of PED is important, if firms demand for diesel buses are inelastic they may 
not substitute to BEB 

• Depends on the cross elasticity of demand, if close substitutes firms may 
substitute to BEB 

• Time lag- short run impact limited as it takes time to manufacture BEB so long 
run before impact felt 

• Still use electricity which may use fossil fuels 
• Can only travel 150 miles on a fully charged battery 
• Price of a BEB $887 000 compared to diesel $480 000- so even with subsidy price 

is much higher 
• Infrastructure spending will be needed 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the evidence. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Section D 
Question Evaluate the impact of imposing this maximum price on the market for white 

rice in Sri Lanka. 
 
Indicative content 

13 QS9: Interpret, apply and analyse information in written, graphical,   
tabular and numerical forms. 
 
Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make, but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Maximum price is a price ceiling above which firms cannot charge 
• Maximum price is below the equilibrium price 
• Leads to a contraction in supply 
• Leads to an extension of demand  
• Creates a disequilibrium 
• Creates an excess demand

 
• Ensures white rice remains affordable to consumers 
• Prevents powerful firms being able to charge high prices 
• Creates government failure- the emergence of an informal market- 

illegal trading of rice  
• Creates queues for goods, time in queues is an opportunity cost and 

could be spent productively elsewhere 
• Reduces producer surplus/profits 
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Question With reference to Extract C and your own knowledge, discuss the possible 

microeconomic effects of the subsidies paid to semiconductor manufacturers 

in the USA. 

Illustrate your answer with an appropriate diagram. 

 

Indicative content 

12(e) Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 

• Subsidy- cash grant paid to encourage production 

• US Government increased subsidy from $0 between 2000-20 to $52 bn 

in 2021 

• To reduce the reliance of US on imports of semiconductors- had 

increased 63% to 88% 

• Increase the number of US semiconductor factories by at least 7 

• Helps expand production capacity and reduce risk of car manufacturers 

having to stop production 

• The subsidy will make US production more profitable/able to compete 

with Asian producers who have lower costs 

• Subsidy- decreases costs of production  

• Increases supply S to S+Sub 

• Decreases price PE to P1 

• Quantity of semiconductors increase/increases quantity QE to Q1  

• Increases government spending- ABCP1  

• Reference to incidence of the subsidy (consumer/producer) 

• Consumer surplus increases FJPE to FCP1 

• Producer surplus increases 

• Helps improve semiconductor supply enabling car companies to 

increase production 

• Will be cheaper to produce products that use semiconductors 

• Increases employment in semiconductor manufacturing in the USA 

• Increased production generates external costs- cancer causing and 

water usage 
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Diagram 

 
NB Macroeconomic effects e.g. higher tax revenues leading to budget 

improvement would only achieve Level 1 

NB Level 3 response requires a diagram  

NB Positive microeconomic effects may be rewarded as KAA and negative 

effects as EV or vice versa 
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Level Mark Descriptor 

 0 No rewardable material 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 

models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in  

the answer. 

Chains of reasoning in terms of cause and/or consequence are evident 

but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using relevant 

examples which are fully integrated to address the broad elements of 

the question.  

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 
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 Evaluation (6 marks) – indicative content 

• Magnitude- $52 bn in USA 

• Government spending creates an opportunity cost leaving less for other 

areas of the economy 

• Benefits in terms of increased supply of semiconductors takes time as 

factories take three years to become fully operational  

• Value of PED is important, if firms’ demand for a particular brand of 

semiconductors is inelastic they may not demand semiconductors from new 

suppliers 

• Time lag- short-run impact limited as it takes time to manufacture 

semiconductors so long-run before impact felt 

• External costs associated with additional semiconductor manufacturing are 

difficult to quantify/measure  

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 

evidence. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

 

Question Evaluate the advantages of a free market economy. 

 

Indicative content 

13 QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make, but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Free market economies- where price mechanism/supply and demand 

determine resource allocation/where government has minimal 

involvement in decisions  

• Hong Kong closest to free market- low tax rates, low government 

spending and the low level of business regulation 

Advantages 

• Incentives to work hard in order to increase incomes 

• Profit incentive means firms have incentive to be efficient 

• Consumers are free to choose the goods and services they desire 

• Producers are free to create products to meet customer needs 

• Firms are likely to use profits to develop new processes helping to 

reduce costs and improve efficiency/productivity 

• Profits invested in innovative new products which better meet 

consumer needs  

• Government failure avoided e.g.  

o surpluses & shortages resulting from price controls 

o information gaps meaning the intervention is not always the best 

option 

o can create unintended consequences such as smuggling 

o creates excessive administrative costs. 

• No expensive central planning 

• Competition between firms may help lower price and increase quantity 

of goods available 

• Market forces (invisible hand) helps to clear the market when there is 

excess demand/excess supply/disequilibrium  

• Disadvantages of command economy  
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Question With reference to Extract B and your own knowledge, discuss the impact of the 

introduction of an indirect tax on ‘junk food’. 

Illustrate your answer with an appropriate diagram. 

 
Indicative content 

12(e) Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 
 

Knowledge, Application and Analysis (8 marks) – indicative content 

 
• Indirect tax- expenditure tax 

• Junk food- foods that are low in nutrients and high in calories, salt, sugar 

or fat. 

• Junk food/ obesity increases the risk of cancer, heart disease and 

diabetes- these will reduce the quality of life and result in costs to health 

services/ government 
• Tax introduced on junk food, such as burgers, fried chicken, pizza, chips 

and ice cream. 

• Sales of junk foods increased from $862 billion to $972 billion and are 

expected to grow further to $1 467 billion by 2028- tax is needed to 

reduce the quantity of junk food consumed 

• The WHO estimated that junk food has contributed to 770 million people 

being obese in 2020/ will grow to over 1 billion by 2030 - this causes 

costs to health services- the tax would help reduce this number of obese 

people and health care costs associated with this/decrease the external 

costs of consumption 
• Treating obesity-related issues account for 8.4% of expenditure on 

health care in developed countries- creating an opportunity cost as less 
funds are available for other treatments 
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• The indirect tax causes supply to pivot/shift left 

• As costs of production rise 

• The quantity consumed decreases from Qe to Q1. In Hungary there was a 
73% reduction in consumption of affected foods/in Mexico 7% reduction 
in junk food consumption 

• With less quantity the amount of junk food consumed decreases and the 

instances of obesity/ healthcare costs reduce 

• The price of junk food increases from Pe to P1. In Denmark resulted in 

food prices rising. The revenue for sellers of junk food decreases from 

OPeIQe to OJHQ1 
• The tax revenue earned by the government will be FGHJP1 

• Producer incidence will be GHJPe 

• Consumer incidence will be FGPeP1 

• Consumer surplus decreases from KIPe to KFP1 

• Producer surplus decreases 

• As quantity of junk food sales decreases, employment may fall. 

• In Hungary people switched to healthier choices e.g. demand for bottled 
water, fruit and vegetables increased- boost to non-junk food markets 

NB Maximum Level 2 if diagram omitted 

 

G Mark Descriptor 
 0 No rewardable material 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 
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  Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in 
the answer. 

Chains of reasoning in terms of cause and/or consequence are evident 

but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using relevant 

examples which are fully integrated to address the broad elements of 

the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 
Evaluation (6 marks) – indicative content 

• Magnitude- depends on the level of the tax set- if too low then little 
impact on behaviour 

• The numbers affected by junk food are estimates which may be 

inaccurate 

• Junk food may have highly inelastic demand resulting in little impact on 

quantity demanded and most of the incidence of the tax being faced by 
consumers 

• Junk food market results in external benefits in terms of employment 
opportunities 

• Retailers of junk food do offer healthier alternatives 

• Difficult to measure the size/value of external costs of consumption-so 

difficult to decide the level of tax to charge 

• Denmark abandoned the tax as it resulted in food price inflation and job 
losses 

• Firms may adjust the contents of the meals to reduce the fat, salt, and 
sugar content to avoid the tax 

• Indirect taxes might result in government failure e.g. if they are set too 
high, information gaps, unintended consequences 

• Indirect taxes might have a more significant impact on low income 
families 

• Other methods e.g. increased information might be more effective than 
introducing indirect taxes 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 

evidence. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

Question According to a German insurance company, global natural disasters have become 

more common in recent years. For example, there was an increase in natural disasters 

from 400 in 1990 to 820 in 2019. 

 

Evaluate the microeconomic effects of an increase in the number of natural disasters. 

Include at least one appropriate diagram in your answer. 

Indicative content 

13 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 
QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make, but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

 

Knowledge, application and analysis (12 marks) – indicative content 

• Natural disasters include earthquakes, flooding, monsoons, tornados, wildfires 

etc. 
• Increased number of natural disasters from 400 to 820 between 1990 and 

2019 
• Production possibility frontiers in countries affected will be shifted inwards 

• Reducing productive potential of these countries 
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Question With reference to Extract C, discuss the benefits of subsidies paid to rice 
growers.  

Illustrate your answer with an appropriate diagram. 

 
Indicative content 

12(e) Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

Knowledge, Application and Analysis (8 marks) – indicative content 

 

• Subsidies - cash grant to encourage production and consumption  

• Reduces costs of production for rice growers 

• Subsidy is used for capital goods, fertiliser and water 

Subsidy diagram 

 

Consumers 

• Price paid lowers from Pe to P1 

• Consumer surplus increases from ABPe to ACP1 

• Quantity consumed increases from Qe to Q1 

 

Producers 

• Increase in amount received increases from 0Pe to 0G for each item sold 

• Producers' revenue increases from 0PeBQe to 0GEQ1 

• Producer subsidy is EFPeG 
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• Producers increase quantity sold, from Qe to Q1 

 

Government  

• Increased welfare of its citizens as they can now access cheaper rice 

• Popular amongst farmers 

• Boosts export revenue income that can be used to buy capital goods and 

other imports 

• Boosts rice production creating economic growth 

 

Workers 

• Higher output, results in more workers being needed 

• Creates more job security whilst the subsidy is paid 

• Producers have more revenue so can afford to pay more 

Level  Mark Descriptor 

 0 No rewardable material 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in  

the answer. 

Chains of reasoning in terms of cause and/or consequence are evident 

but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using relevant 

examples which are fully integrated to address the broad elements of 

the question.  

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (6 marks) – indicative content 

• Magnitude- depends on the level of the subsidy set- if too low then little 

impact on economic agents 

Consumers 

• Higher output may cause land to become less fertile and quality of the 

rice to fall 

• Will not benefit those that prefer varieties grown in other countries 

• Depends on the proportion of rice that makes up an Indian consumer's 

diet 

Producers 

• May become reliant on the subsidy 

• May struggle if the subsidy is removed 

• May see a decline in the quality of the crop and the amount they can 

actually sell 
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• Increased water use/fertiliser use reduces availability for farmers of 

other crops 

 

Government  

• Spending by the government will be the area ECP1G, cost $6.9bn in 2021 

• Opportunity cost- the money spent on rice subsidies cannot be used 

elsewhere 

• Removing the subsidies is difficult- resulted in mass protests and the 

subsidy was reinstated 

Workers 

• If the subsidy is removed and output falls- risk of job losses 
• May keep workers in low-skilled jobs for longer 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 

evidence. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question  With reference to Extract B, discuss the likely effects of subsidies paid to 

the nuclear power industry on consumers and governments. Illustrate your 

answer with an appropriate diagram.  
  
Indicative content  

12(e)  Indicative content guidance  

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance.  

The indicative content below exemplifies some of the points that candidates may 

make but this does not imply that any of these must be included. Other relevant 

points must also be credited.  

Quantitative skills assessed  
QS4: Construct and interpret a range of standard graphical forms  

QS9: Interpret, apply and analyse information in written, graphical,   tabular 

and numerical forms.  

Knowledge, Application and Analysis (8 marks) – indicative content  
• Subsidies- cash grant to encourage production and consumption   
• Which reduces the cost of production  
• In 2021 the UK Government provided subsidies of £1.7 billion   
• In 2023 the Government of China provided $17 billion in subsidies for the 

building of six new reactors  

• The Government of South Korea will spend $515 million subsidising the 

nuclear industry    

  
Subsidy diagram  

  
Consumers  

• Price paid lowers from Pe to P1  
• Consumer surplus increases from ABPe to ACP1  
• Quantity consumed increases from Qe to Q1  
• Consumer subsidy is FC P1 Pe  
• Consumers extend their demand from B to C  

  
Government   
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 • Increased welfare of its citizens as they can now access cheaper nuclear 

energy  
• Popular amongst voters as it reduces use of carbon-producing fossil fuels  
• Boosts energy production creating economic growth  

  

N.B. Award a maximum of level 2 if candidates do not discuss both governments 

and consumers in their answer  

N.B. Award a maximum of level 2 if candidates do not draw a relevant diagram  
NB Positive points may be presented as KAA and negative as EV or vice versa  

G  Mark  Descriptor  

  0  No rewardable material  

Level 1  1–3  Displays isolated, superficial or imprecise knowledge and understanding of 

economic terms, principles, concepts, theories and models.  

Use of generic material or irrelevant information or inappropriate 

examples.  

Descriptive approach, which has no chains of reasoning.  

Level 2  4–6  Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models.  

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in  the 

answer.  

Chains of reasoning in terms of cause and/or consequence are evident but 

they may not be developed fully or some stages are omitted.  

Level 3  7–8  Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models.  

Ability to link knowledge and understanding in context using relevant 

examples which are fully integrated to address the broad elements of the 

question.   

Analysis is clear, coherent, relevant and focused. The answer demonstrates 

logical and multi-stage chains of reasoning in terms of cause and/or 

consequence.  
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  Evaluation (6 marks) – indicative content  

• Magnitude- depends on the level of the subsidy set- $17billion in China likely 

to have a more substantial impact than in South Korea where $515m 

subsidy  

• Short-run/long-run effects of subsidy- especially given the time it take to 

build   

Consumers  

• Nuclear power may be preferred to fossil fuels by final consumers but may 

be less popular than renewable alternatives  
• Final consumers may face an information gap around nuclear 

production/subsidies  
• The impact on consumer surplus/consumer subsidy depends on the PED and 

PES for nuclear power  
Government   

• Spending by the government will be the area ECP1G  
• Opportunity cost- the money spent on nuclear subsidies cannot be used 

elsewhere  
• Removing the subsidies is difficult- and will be needed for a long time  
• Large projects often result in overspending   
• The government may become unpopular because the public may object to 

nuclear power  
 

Level  Mark  Descriptor  

  0  No rewardable material.  

Level 1  1–2  Identification of generic evaluative comments.  
No supporting evidence/reference to context.  
No evidence of a logical chain of reasoning.  

Level 2  3–4  Evidence of evaluation of alternative approaches.  
Some supporting evidence/reference to context.  
Evaluation is supported by a partially-developed chain of reasoning.  

Level 3  5–6  Evaluation recognises different viewpoints and/or is critical of the 

evidence.  

Appropriate reference to evidence/context.  
Evaluation is supported by a logical chain of reasoning.  
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Section D  
  

Question  In 2022 consumers in the UK who did not switch suppliers for different services at the 

end of their contracts were paying a total of £1.3 billion more than those consumers 

who chose to switch suppliers. It is estimated that this applied to:  
• 630 000 consumers with mortgages   
• 1.5 million consumers with mobile phone contracts  
• 7 million broadband consumers.  

  
Evaluate possible reasons why consumers did not switch suppliers for these services.   
  

Indicative content   

13  Quantitative skills assessed  
QS9: Interpret, apply and analyse information in written, graphical,   tabular 

and numerical forms.  
  
Indicative content guidance  
Answers must be credited by using the level descriptors (below) in line with the general 

marking guidance.  
The indicative content below exemplifies some of the points that candidates may make 

but this does not imply that any of these must be included. Other relevant points must 

also be credited.  
Knowledge, application and analysis (12 marks) – indicative content  
  

• Definition of rational consumers – consumers who maximise utility  
• Definition of irrational consumers- consumers who fail to maximise utility   
• Consumers who did not switch suppliers for different services at the end of their 

contracts were paying £1.3 billion more than those who did switch suppliers  
• Affected 630 000 consumers with mortgages/1.5 million consumers with mobile 

phone contracts/7 million broadband consumers  

• Prices may have been increased by all providers- so less benefit from switching  
• Information failure- where there is asymmetric information- where one party 

(bank/mobile provider/ broadband provider) has more information than another 

(consumer) or there is an information gap where consumers do not have 

information  
• Complexity of bills makes it hard to compare options to see if better deals exist  
• Some consumers may have been unable to switch as they were locked into 

long/fixed-term contracts  
  

Reasons why consumers may not aim to maximise utility:   

• The influence of other people’s behaviour (herding) – consumers may stay with 

the bank/mobile/broadband provider that their parents/ friends/ peers are using   
• Habitual behaviour- consumers may be used to using a brand, be in a habit of 

purchasing from a supplier and have loyalty  
• Inertia- consumers may not want to spend the time and effort finding a better 

deal- so they stay with a supplier that charges them more  
• Poor computational skills- the consumers may not be able to calculate possible 

savings from switching or the costs of the current deal, therefore they do not 

know how much they could save  
• The need to feel valued- consumers may feel valued by their current provider/ 

they may be part of loyalty schemes / they value the level of customer service 

offered  
• Framing and bias- when the information on service options is framed in a way 

that makes consumers select the more expensive option  
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Question With reference to Extract C and your own knowledge, discuss the likely benefits 

of subsidies paid to the manufacturers of wind sails. 

 

Illustrate your answer with a supply and demand diagram. 

 
Indicative content 

12(e) Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

 

Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, Application and Analysis (8 marks) – indicative content 

• Subsidy- cash grant paid to encourage production 

• Reduces wind sail manufacturers’ costs of production 

• Generates employment in manufacturing wind sails 

195



MARK SCHEME  ·  IAL Unit 1  ·  June 2025  ·  Q12(e) 1.3.6.1  Purpose and methods of government intervention < QUESTION

 

• Price of wind sails reduces Pe to P1 

• Quantity of wind sails increases Qe to Q1 

• Consumer subsidy PeIJP1 

• Producer subsidy GHIPe 

• Consumer surplus increases FKPe to FJP1/ increases by PeKJP1 

• Increased revenue for manufacturers 

• Profit/ Producer surplus increases 

• Reduces external cost/ environmental damage as compared with fuel 

• One ship using the wind sail reduced emissions by 11.2 tonnes of CO2 per 

day/ in one year equivalent to the removal of 480 cars from the road 

 

NB Award maximum of Level 2 if no diagram included 

Level Mark Descriptor 

 0 No rewardable material 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in  

the answer. 

Chains of reasoning in terms of cause and/or consequence are evident 

but they may not be developed fully or some stages are omitted. 

Level 3 7–8 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 
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Ability to link knowledge and understanding in context using relevant 

examples which are fully integrated to address the broad elements of 

the question.  

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (6 marks) – indicative content 

• Opportunity costs as the money given to wind sail manufacturers cannot 

be spent on improving healthcare for the poor or spending on education 

• Wind sail manufacturers may become dependent on subsidies 

• Wind sail manufacturers may become complacent and less focused on 

cutting costs 

• New factories being built cause environmental damage 

• Magnitude of the subsidy is important- a lot is needed with so many 

container ships 

• Production may be capital intensive meaning few workers are employed 

• External benefits of additional employees spending in local businesses   

• Balance the job losses in fuel with the job creation at wind sail 

manufacturers  

• This was only a trial so the benefits may be larger or smaller 

• Subsidy costs the government GHJP1 

• With higher wind sail quantity- the fuel suppliers may suffer/decline 

• Employment in the fuel market may decrease 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–2 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 3–4 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 5–6 Evaluation recognises different viewpoints and/or is critical of the 

evidence. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

 

Question Evaluate the microeconomic benefits of this increase in demand for electric vehicles. 

Illustrate your answer with a supply and demand diagram. 

 

Indicative content  

13 Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

 

• Between 2017 and 2023 electric vehicles sales increased from 1.18m to 13.8m 

globally/increase by 12.62m/ increased 1069.5% 

• Demand shifts right D to D1 

• Producer surplus increased from EFPe to CFP1 

• Consumer surplus increased from BEPe to CAP1 

 
• Tax revenue increase for governments if indirect tax imposed on electric 

vehicles 

• Reduced external costs associated with non-electric vehicles 

• Creation of external benefits- e.g. those employed in electric vehicles 

manufacturing spending more in local businesses 

• Increased demand for complementary products- e.g. electric charging units  

• Increased employment in the electric vehicle manufacturing industries 

• Creates an incentive for firms to shift production to electric vehicles from other 

types of vehicles 

• Signals to consumers/producers that these products are more in demand as 

sales and prices rise 

 

Maximum of Level 3 with only 1 benefit 

Maximum of Level 3 without a supply and demand diagram 
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Question 
Number 

‘12 million consumers within the UK are on standard variable tariffs for 
their gas and electricity. One energy supplier, RWE npower, charged 
consumers on the standard variable rate £1 166 per year. However, its 
cheapest deal was £935 per year. Consequently the UK Government is 
introducing a maximum price for gas and electricity.’ 
Evaluate the likely impact of the introduction of a maximum price for gas 
and electricity. 
 
Indicative content 

14 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line 
with the general marking guidance. 
The indicative content below exemplifies some of the points that 
candidates may make but this does not imply that any of these must be 
included. Other relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative 
content 

• Maximum price- the price ceiling above which price cannot be 
charged. 

• The idea is to protect consumers from being charged very high 
prices for gas and electricity. 

• When they pay £1 166 it is a high price compared to the cheapest 
deal- £231 more expensive. 

• Diagram may be offered. 

 
• The price charged to standard variable rate customers should fall 

from Pe to Pmax. 
• This will see a contraction in quantity supplied to Qs as providing 
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the good is less profitable. 
• The lower price will see an extension in demand to QD as product 

is more affordable. 
• Maximum price causes excess demand/ a shortage. 
• Consumer surplus will rise for those being charged a lower price. 
• Producer surplus will fall. 
• Total revenue and profit may fall for electricity and gas providers. 
• Could reduce choice to consumers as some firms may decide to 

leave the market, further increasing the shortage in the future. 
• The emergence of informal activities, alternative sources of 

energy. 
Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories 
and models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning.  

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of 
reasoning in terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements 
of the question. Some evidence and contextual references are 
evident in the answer. 
Analysis is clear and coherent. Chains of reasoning in terms of 
cause and/or consequence are evident but they may not be 
developed fully or some stages are omitted. 

Level 4 10–
12 

Demonstrates accurate and precise knowledge and 
understanding of economic terms, principles, concepts, theories 
and models. 
Ability to link knowledge and understanding in context using 
appropriate examples which are fully integrated to address the 
broad elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in 
terms of cause and/or consequence. 

 Evaluation (8 marks) – indicative content 
• Measurement problem – what level should maximum price be set 

at.  
• Magnitude – depends on level of maximum price as to whether it 
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will have desired impact/ 12 million may benefit from this policy. 
• Time frame – it will take time for the maximum price to be 

implemented. 
• Consumers may be worse off if they cannot secure a supplier as 

supply contracts. 
• Regulators will ensure customers still receive supply. 
• Firms may change the way they charge to get around the 

maximum price.  
• Long term energy supply problems if maximum prices discourage 

investment in the industry. 
• Demand likely to be inelastic so little change in quantity  

 
Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments.  

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of 
reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the economic effects of subsidising electric bicycles. 

 
Indicative content 

13 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates may 
make, but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Definition of ‘subsidy’ – cash grant paid by the Government  
• Subsidy is €400 
• Reduces the cost of production for electric bicycle manufacturers 
• Diagram showing the subsidy for electric bicycle manufacturers   

 
• Originally the price paid by consumers was Pe but decreases to P1 
• Quantity of electric bicycles increases from Qe to Q1 
• Consumer surplus increases from PeEF to P1CF. A change/ increase of PeP1CE - 

consumers benefit 
• Producer surplus increases from PeEG to P1CH 
• Government spending ACP1P2 
• Consumer incidence BCP1Pe 
• Producer incidence ABPeP2 
• Profits generated by electric bicycle manufacturers may rise 
• Employment in electric bicycle manufacturers may rise 
• Encourage healthy lifestyles- cycling 
• Reduce the reliance on motor vehicles 
• Likely to lead to lower demand, price, quantity, producer surplus for motor 

vehicles  
• Leads to lower emissions and external costs associated with motor vehicles 
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Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 
principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. 
Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully or 
some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context, using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (8 marks) – indicative content 
• Size of subsidy is important. €400 is likely to cover most of the production 

costs so likely to have a large impact 
• Measurement – it is hard to measure what the ideal subsidy should be 
• May create government failure as over-investment in electric bicycles and 

resources wasted 
• Subsidy may make electric bicycle manufacturers- inefficient as reliant/ 

dependent on subsidy 
• May be better to increase consumption by giving information on the costs 

associated with motor vehicles and benefits of electric cycling.  
• Time frame – people may take a long time to adjust their behaviour 
• Opportunity costs - less funds available for other public services 
• Better to support subsidies of alternative fuel cars 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 
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Level 2 4–6 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the use of tradeable pollution permits to reduce pollution. 
 
Indicative content 

14 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Tradeable pollution permit- where firms are allowed to pollute up to 

limit. They can buy or sell permits as required 
• The idea is to reduce external costs associated with production by 

internalising the negative externality 
• 12 000 businesses including power producers, airlines, the steel industry 
• Firms who pollute will need to purchase permits from cleaner firms in the 

market 
• This adds costs to polluting firms and creates an incentive for them to 

lower costs by reducing pollution 
• This generates revenue to firms that are less polluting - creates 

incentive for firms to become cleaner 
• Quantity of pollution falls- external costs fall- move closer to the social 

optimum level of output 
• Producers may become more efficient improving the competitiveness of 

EU producers versus non-EU producers 
• Relevant diagram should be rewarded- e.g. external costs  
• The supply of permits will determine the price of the permits- high 

supply of permits being traded will leads to lower price and limited 
supply of permits being traded will increase the price 

• Acts as a signal to the Government that if price is falling supply of 
permits is too high, or if price is rising supply of permits may be more 
limited 

 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach, which has no chains of reasoning.  

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of reasoning 
in terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
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Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. 
Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully 
or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (8 marks) – indicative content 
• Measurement problem – what level should number of permits be set  
• Magnitude – depends on the how many permits are released to the size 

of the effect   
• Time frame – it will need to see ongoing reductions to ensure pollution 

continues to fall 
• Some producers may not remain viable- reducing employment, profits 
• EU might find it difficult to measure/ quantify the pollution levels 
• Competitiveness of EU producers is reduced compared to non-EU 

producers 
• Difficulty to enforce because it impacts 12 000 businesses  
• Cost of monitoring and enforcement may be significant/these costs may 

exceed any benefits – government failure 
• Alternative policies explaining how they might be more effective or not- 

e.g. regulation, taxation, subsidies for cleaner technology 
• Some schemes release too many permits issued leading to the price of 

the permits falling  
• Later EU reduced permits pushing up price  

 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments.  

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Section D 
Question 
Number 

Indicative content 

13 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make, but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Indirect tax– expenditure tax 
• Ad valorem tax- defined 
• Specific tax- defined 
• Increases costs of production of firms selling petrol 
• Supply falls 
• Customers pay a higher price 
• The quantity consumed will be lower  
• Less external costs associated with petrol consumption/ production 
• People may buy in cheaper countries like Germany/ may lead to 

smuggling- Germany may benefit and the Netherlands lose out 
• Government failure if costs associated with intended consequences 

exceed benefits of reduced consumption 
• Incentive to substitute to hybrid/ electric/ hydrogen powered vehicles/ 

public transport/ bikes/ walking 
• Government revenue earned- can be used to fund improvements in 

public transport and roads  
• Increased demand for public transport 
• Impact on sectors reliant on road transport 
• Diagram may show ad valorem or specific tax  
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Impact on business 

• Price received by the business is lower at A 
• Quantity lower at Q1 
• Incidence of tax on producer per unit – AP/ Producer incidence ABFP 
• Reduced producer surplus  

 
Impact on consumers 

• Price paid higher at P1 
• Incidence of tax on consumer per unit - PP1/ consumer incidence CFPP1 
• Reduced consumer surplus 

 
Impact on government 

• Government revenue ABCP1 
• Funds that can be used elsewhere- e.g. roads 
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Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. 
Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully 
or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context, using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 
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 Evaluation (8 marks) – indicative content 
• Magnitude- 68% of the price charged is indirect tax- significant impact 
• Germany at just 59% may make it attractive to purchase in Germany but 

only for those close to border 
• Changed in behaviour to alternative fuels may take a very long term 
• Demand is likely to be highly inelastic so even if tax means higher price 

the quantity demanded will fall less than proportionately 
• Tax evasion/ avoidance may reduce tax revenues 
• Difficult to measure the correct indirect tax that should be charged 
• Electric cars may still be significantly more expensive than petrol cars so 

there will be little impact on the demand for petrol 
• Public transport is less convenient for the consumer leading to less 

consumer substituting 
• Depends on how significant petrol taxes are as a proportion of total 

business costs e.g. significant issue for logistics/delivery companies 
• Impact of the tax may affect those on different income levels differently 

 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Section D 

Question In 2018 the Government of Uganda introduced an indirect tax on mobile 

internet usage. The aim was to raise tax revenue. Consumers had to pay 200 

shillings per day to use services including Facebook, Twitter and Instagram. In 

the six months that followed the introduction of the tax, mobile internet usage 

decreased from 47.4% to 35% of the population. 

Evaluate the likely microeconomic effects of the introduction of this indirect tax. 

 

Indicative content 

13 QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make, but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Define indirect tax- expenditure tax 

• Specific tax as it is 200 shillings per day/supply shifts and does not pivot 

 

Possible impacts of indirect tax: 

• Increases costs to firms 

• Decreases supply/shifts left 

• Quantity consumed falls- significant fall in internet usage 

• Mobile internet usage decreased from 47.4% to 35% of the population 

• Price increases 

• Consumer surplus falls 

• Producer surplus falls/lower profits for Facebook/Twitter/Instagram 

• Consumer/producer incidence of the tax 

• Increases tax revenue for the government- 200 shillings per day per 

person  

• Tax revenue can be used to support/subsidise Ugandan companies 

• Reduce the willingness of firms to set up or operate in Uganda 

• Job losses likely within Facebook/Twitter/Instagram/mobile companies 

• Government can target the tax revenue to improve infrastructure 

• External benefits- may impact productivity positively 

• External costs- may reduce reward from advertising as fewer people will 

see advertising if consumption of mobile data falls 

 

Possible government failures: 

• Information gaps- where the government lacks perfect information and 

sets the wrong level of taxation  

• Lack of incentives- where the policy fails to create the incentives for 

firms and consumers to change their behaviour appropriately- tax may 

be too low  

• Unintended consequences- where a policy leads to an outcome that was 

not anticipated, this could include stopping people from accessing 

information/ communicating  

• Excessive administrative costs- where the costs to administer the tax is 

greater than any benefit of the government intervention 
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When government failures is presented as microeconomic effects it should be 

rewarded as KAA but may alternatively be rewarded when offered as evaluation 

 

Positive effects may be offered as KAA and negative effects as Evaluation or 

vice versa   

 

Candidates should be rewarded for illustrating impacts using a diagram.  

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 

models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context.  

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause 

and/or consequence are evident but they may not be developed fully or 

some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using 

appropriate examples which are fully integrated to address the broad 

elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

 

Evaluation linked to stem 

• Measurement problem- difficult to measure the right level - 200 shillings 

may too high or low 

• Magnitude- sizeable tax so likely to have a large impact on reducing 

consumption- significant change 

• 200 shillings may not be a significant tax as a proportion of a persons 

income in Uganda 

• Might disadvantage certain groups with higher income groups finding it 

affordable but poorer groups struggling, some business people may have 

costs covered by employer 
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• Government revenue may be misused/misdirected 

• Impact on business costs reduces profits and tax paid to government 

• Impact on Facebook/Twitter/Instagram may not be significant if 

Ugandan market is relatively small  

• Impact depends on the elasticity of demand – if inelastic little change in 

mobile usage 

• No data provided on the minutes of mobile internet usage to see the 

true impact  

• Black market may emerge where people access mobile data illegally 

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question In 2019, in Sweden, on average:  

• households saved 16.5% of their incomes 

• households borrowed 189% of their incomes  

• a consumer made 349 debit card payments  

With reference to the information above and your own knowledge, evaluate the 

role of financial markets in an economy. 

 
Indicative content 

14 QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Define financial markets- any market where financial products are traded 

• Roles of financial products include 

o To facilitate saving- 16.5% of income saved by households 

▪ So that consumers can save for future purchases of 

consumer goods/luxury goods/expensive goods/save for 

emergencies 

▪ So that producers can save for future purchases/capital 

goods/save for when they have cash flow problems 

▪ So financial providers have funds to be able to lend to 

consumers and firms 

▪ Without the financial sector providing funds to businesses 

they will struggle to buy capital goods to improve the 

business/households will spend a long time saving to be 

able to make large purchases such as housing/cars 

o To make funds available to businesses  

▪ Enabling businesses to fund investment in capital goods to 

make them more productive 

o To make funds available to individuals - households borrow 189% 

of their income  

▪ Enabling consumers to improve their living standards by 

being able to consume more consumer goods 

▪ Enabling consumers to consume now and to then pay back 

in future 

o To facilitate the exchange of goods and services- 349 debit card 

payments per year 

▪ Reducing the need for firms to hold large quantities of 

cash- which is expensive to handle for businesses 

▪ Enabling purchases to be made online without the need for 

cash to be transferred 

▪ Making it easier for consumers and producers to trade 

with each other quickly 
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Question Evaluate ways that would encourage and enable consumers to make rational decisions.  

 

Indicative content 

14 QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the general 

marking guidance. 

The indicative content below exemplifies some of the points that candidates may make but 

this does not imply that any of these must be included. Other relevant points must also be 

credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Define rational decisions- where consumers maximise utility/welfare/satisfaction 

• Utility- satisfaction achieved by consumers 

• Banking 50% never moved banks- despite paying AUD1500 more per year 

• Broadband loyal customers pay 12% more than those that switch in UK 

 

Barriers to rational behaviour and ways that would encourage and enable consumers to 

make rational decisions  

• The influence of other people’s behaviour (herding)  

o Ensure banks/electricity/gas/broadband providers explain the best deal 

available to them  

o Hopefully as they switch to better deals will advise other people to switch 

too 

• Habitual behaviour  

o Provide information on the costs of loyalty e.g. AUD1500/ 12% higher 

price 

o Other providers might offer incentives to switch- bonuses/ cash payment 

• Inertia  

o Regulation and laws ensure banks and electricity/gas/broadband suppliers 

provide tariff information so that consumers can easily compare tariffs 

o Comparison sites then compare deals on different networks and the process 

happens automatically without any effort from the consumer 

 

 

• Poor computational skills  

o Provision of websites- which calculate savings and compare 

banks/electricity/gas/broadband suppliers deals 

o Regulation and laws that insist banks and electricity/gas/broadband 

suppliers provide information on their best deals and are clear about the 

tariff they are on 

• The need to feel valued  

o Other providers may provide incentives- bonuses 
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Other ways to encourage rational behaviour 

• Subsidies provided to comparison sites- lowering their costs and enabling them to 

provide more support to consumers 

• Subsidising smaller banks outside big 4 to enable them to advertise to gain more 

consumers with better deals 

• The government could introduce a maximum price if it is felt the price is too high- 

reduces the price but does not necessarily improve rationality.  

• State provision- e.g. Government provide electricity and gas to prevent consumers 

from being overcharged 

• Regulation- to ensure that banks/electricity/gas/broadband providers have rules that 

make it harder for them to exploit. 

• Support companies to provide information to help consumers to make rational 

decisions 

• Provision of information so people are aware of costs/benefits of switching so 

better able to make rational decisions 

 

Answers must look at ways to encourage rational behaviour to access Level 2 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate examples. 

Descriptive approach, which has no chains of reasoning.  

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, principles, 

concepts, theories and models. 

Limited application of knowledge and understanding to economic problems in 

context.  

A narrow response or superficial, only two-stage chains of reasoning in terms of 

cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the question. 

Some evidence and contextual references are evident in the answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause and/or 

consequence are evident but they may not be developed fully or some stages are 

omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using appropriate 

examples which are fully integrated to address the broad elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer demonstrates logical 

and multi-stage chains of reasoning in terms of cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

 

• Different consumers will be able to save more or less than this amount  

• Some may save much less and therefore it is rational to stay with the current 

provider 

• Automatic switching may not always work and could cost the consumer as they 

may not be switched to the lowest priced deal 

216



MARK SCHEME  ·  IAL Unit 1  ·  January 2022  ·  Q14 1.3.6.1  Purpose and methods of government intervention < QUESTION

• Websites- may be captured by industries paying them incentives to highlight their 

deals despite them not being the best deal 

• Other providers may provide incentives- bonuses which add to the costs of the 

business reducing profitability 

• Subsidies create an opportunity cost and this might be better spent on improving 

efficiency of energy generation 

• A maximum price reduces the price but does not necessarily improve rationality 

• State provision- costly for the government and without competition they may be 

less efficient  

• Regulation- even with these rules consumers may not be able to calculate or have 

inertia and therefore still not switch 

• Provision of information may be ignored as people follow others or have inertia 

• People may in fact be acting rationally- there may be other loyalty schemes, 

customer service, quality benefits of their loyalty 

• A lower price is not always the best/rational choice as quality and after sales 

service need to be considered  

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments.  

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the evidence, 

leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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• Increases consumer surplus for those still able to purchase white rice 
• May result in unemployed workers in the rice industry, impacting 

standards of living 
• Some rice growers may exit the market 
• Decreased demand for substitutes- e.g. brown rice  

 
NB Positive impacts as KAA and negative impacts as evaluation and vice 
versa 
 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. 
Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully 
or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context, using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (8 marks) – indicative content 
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• Magnitude- we do not know how much of a reduction in the price this 
will cause to know the size of the excess demand 

• Excess demand will also depend on PED and PES for white rice 
• If supply is perfectly inelastic then there will be no change in the 

quantity 
• Highly inelastic demand would result in less change in quantity 
• Costs associated with managing the maximum price may be incurred 
• Depends on how long the policy is in place  
• Monitoring can ensure the informal trading of rice does not occur  
• If equilibrium price falls below maximum price, then no impact 
• No shortage if it can be met by imports 
• If shortage of white rice it may in fact increase demand for brown rice / 

substitutes. 
 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 
 
 
 
 
 
 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the advantages of state provision of goods and services.  

Indicative content 

14 QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

 

• State provisions is where government uses taxation to provide goods 

and services 

• UAE- provides free education and healthcare, flood defences and world 

tallest lighthouse 

 

Advantages 

• Reduces the problem of underconsumption and production of goods 

with positive externalities- underconsumption as people underestimate 

the benefits of consuming a good- state provided free healthcare/free 

primary and secondary education 

• Reduces the problem of overconsumption and production of goods 

with negative externalities- overproduction as firms ignore negative 

impact on third parties- government imposes indirect taxes on firms 

producing external costs 

• Reduces the problem of underprovision of public goods- non-rival and 

non-excludable- free rider problem makes provision by the private 

sector unprofitable so government steps in e.g. lighthouse/flood 

defences 

• Ensures safety of the public by preventing flooding and ships hitting 

rocks 

• Reduces the problem of information gaps/Imperfect market 

information- information failure means consumers may under-consume 

goods such as health care and education so the government provides. 

State provides information to fill gaps- e.g. on impact of high sugar 

consumption 

• Ensures provision for all including those on low incomes who would 

otherwise be unable to afford the goods/services 

• May help to prevent exploitation of consumers by private monopolies  

• Can increase the number that are employed in construction/in 

healthcare/education system 
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Diagrams may be drawn to illustrate underproduction/overconsumption  

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 

models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning.  

Level 2 4–6 Displays elements of knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context.  

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause 

and/or consequence are evident but they may not be developed fully 

or some stages are omitted. 

Level 4 10–

12 
Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using 

appropriate examples which are fully integrated to address the broad 

elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 
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 Evaluation (8 marks) – indicative content 

 

Disadvantages 

• Government failure where there is a net welfare loss through: 

o information gaps 

o lack of incentives 

o unintended consequences 

o excessive administrative costs 

o moral hazard  

• Government provision can be less efficient compared to the free 

market- lack of competition 

• Opportunity costs associated with the government spending leaving 

less money for other priorities 

• Less choice for consumers 

• Reduction in freedom  

• High levels of taxation to fund spending 

 

Other evaluation 

• It is difficult to place a value on the size of any external benefits/costs to 

know how much to provide 

• Information failure is increasingly solved by the internet 

• Magnitude of spending e.g. $136 million needs to judge this against the 

benefit of flood defences 

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments.  

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

 

Question Evaluate two possible measures that could be introduced to reduce the price 

that consumers pay for energy. 

Include at least one diagram in your answer. 

 

Indicative content 

13 QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make, but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

Possible measures include: 

• Subsidies to energy producers 

o German government 

o Lowers costs of production 

o Shifts supply to the right S to S+sub 

o Decreases price charged to consumers Pe to P1 

o Increases quantity of energy available to consumers, Qe to Q1 

o Consumer surplus will increase from FGPe to FCP1 

o Producer surplus will increase 

o Cost of subsidy to the government ABCP1 
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• Decrease in indirect taxes- expenditure tax charged on consumption of 

energy 

o Spanish government 

o Lowers costs of production 

o Shifts supply to the right, S to S1 

o Decreases price charged to consumers Pe to P1 

o Increases quantity of energy available to consumers, Qe to Q1 

o Consumer surplus will increase from FGPe to FHP1 

o Producer surplus will increase GIPe to HJP1 

o Reduced tax revenue for the government 
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• Maximum prices- price ceiling above which firms cannot charge 

o French government 

o Set below the market equilibrium price, at Pmax 

o Causes extension of demand due to lower prices, Qe to QD 

o Risk that firms may contract supply- Qe to Qs / exit the market 

due to reductions in revenue and profits 

o May be excess demand/shortage 

o Consumer surplus will increase only if supply is maintained 

o Producer surplus may fall at lower price 

 

Accept other relevant measures that help lower price or support consumers 

e.g. regulation, state provision, provision of information 

NB Reward the best two measures only 

NB Maximum Level 3 if only one measure 

NB Maximum Level 3 if no relevant diagram drawn 

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 

models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach which has no chains of reasoning. 
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Level 2 4–6 Displays elements of knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context. 

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. Analysis is clear and coherent. Chains of reasoning in terms of 

cause and/or consequence are evident but they may not be developed 

fully or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using 

appropriate examples which are fully integrated to address the broad 

elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 
Evaluation (8 marks) – indicative content 

• Subsidies- 

o The impact on price depends on the size of the subsidy 

o Firm in receipt to subsidy may become complacent 

o If a long-term problem then subsidies needed for a long time 

o Subsidy represents an opportunity cost- money could be spent 

elsewhere 

o Information failure- government does not know the ideal level 

for the subsidy 

o Government failure- government intervention leads to a net 

welfare loss 

o Depends on the significance of price elasticity of demand- likely 

to be inelastic limiting the impact on change in quantity/resulting 

in a significant reduction in price 

o PES likely to be inelastic with little change in quantity/resulting in 

a significant reduction in price 

o With both supply and demand being inelastic, the impact on 

price is significant 

 

• Decrease in indirect taxation 

o Depends on the size of the tax decrease 

o Although the price should decrease no guarantee this will be 

passed on to consumers 
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 o If price increases are a long-time problem indirect tax will need 

to be available for an extended period 

o With higher market prices the government may earn more tax 

revenue despite lowering the tax rate 

o Information failure, therefore may not know the ideal rate of 

taxation 

o Government failure if it leads to net welfare loss 

o Depends on the significance of price elasticity of demand- likely 

to be inelastic limiting the impact on change in quantity 

o PES likely to be inelastic with little change in quantity 

o With both supply and demand being inelastic, the impact on 

price is significant 

 
• Maximum prices- 

o The maximum price will result in reduced profitability for 

suppliers resulting in some leaving the market causing supply 

issues in the future 

o Consumers may be worse off if they struggle to find a supplier 

o Government may face difficulty in setting the maximum price 

because of information gaps (government failure) 

o Unintended consequences may emerge (government failure) 

o Legislation likely to exist that prevents consumers losing supply 

o Value of PED and PES will impact the size of change in quantity 

• All measures lower prices and encourage consumption resulting in 

environmental damage 

• Candidates may consider the relative effectiveness of the measures 

offered 

 
Accept evaluation of other measures that reduce price or help consumers 

 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the impact of the 400% increase in the cost of fertiliser on farmers 

and households. 

Include one diagram to show the impact on farmers in your answer. 

Indicative content 

14 QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

 
400% increase in costs 

Farmers 

• Increased costs of production 

• Supply shifts left, S to S1 

• Demand contracts 

• Price increases, Pe to P1 

• Quantity decreases, Qe to Q1 

• Decreased consumer surplus, ACPe to ABP1 

• Decreased producer surplus 

• Some may exit the market as profits fall 

• If less fertiliser is used, productivity may fall leading to a fall in income 

for farmers 
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Section D 

Question Commuters in Bursa, Turkey, spent an average of 82 hours in traffic congestion in 
2021. This was a 75% increase compared with 2019. 

 
Evaluate possible methods of intervention that the Turkish Government could 
introduce to reduce traffic congestion. 

 
Include at least one diagram in your answer. 

13 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 
make, but this does not imply that any of these must be included. Other relevant 
points must also be credited. 

 

Knowledge, application and analysis (12 marks) – indicative content 

Possible measures include: 

• Subsidies-cash grant for alternatives- e.g. freight/passenger 
trains/buses/trams/planes to reduce pressure on roads 

o Lowers costs of production 
o Shifts supply to the right S to S+sub 
o Decreases price charged to businesses/consumers Pe to P1 

o Increases quantity of train/air travel available to businesses/consumers, 
Qe to Q1 

o Cost of subsidy to the government ABCP1 

o Reduces road use by passengers/businesses- traffic congestion reduces 

 

 

 
• Increase in indirect taxation- expenditure tax charged on fuel/cars 

o Increase costs of production 
o Shifts supply to the left, S to S1 

o Increased equilibrium price charged to consumers Pe to P1 
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 o Decreases equilibrium quantity of fuel/cars for consumers, Qe to Q1 

o Tax revenue received by the government ABCP1 

o Reduces road use/traffic congestion 

 

 

 
• Road pricing- charging consumers to use roads- this will add to the costs of 

driving. With higher costs of driving, individuals might find alternatives cheaper 
and incentivise using alternative vehicles that are not charged e.g. 
bicycles/trains 

 
Accept other relevant measures that help reduce congestion e.g. 

• spending on roads- more lanes 
• spending on rail network/buses 
• provision of information to help consumers avoid traffic/congestion 

• encourage remote/home working- giving firms incentives to support home 
working so people do not need to travel 

• toll roads 
• congestion charges 

• higher level of minimum price resulting in contraction of demand 
• Regulation to ban vehicles 

 
Accept externalities diagram to illustrate effects of methods of intervention 

 

NB Level 4 requires at least one relevant diagram 

Level 4 requires at least two methods 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 
of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 
principles, concepts, theories and models. 
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  Limited application of knowledge and understanding to economic 
problems in context. 

A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 
principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. Analysis is clear and coherent. Chains of reasoning in terms of 
cause and/or consequence are evident but they may not be developed 
fully or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using appropriate 
examples which are fully integrated to address the broad elements of the 
question. 

Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 
Evaluation (8 marks) – indicative content 

• Subsidies- 

o Depends on size of the subsidy as to the impact on price 

o Firms in receipt of subsidy may become complacent 
o If traffic is a significant/long-term problem, then subsidies needed for a 

long time 
o Subsidy represents an opportunity cost- money could be spent 

elsewhere 
o Information failure- government does not know the ideal level of the 

subsidy 
o Government failure- government intervention leads to a net welfare loss 

• Indirect taxation- 

o Depends on the size of the tax increase 
o Highly inelastic demand for fuel/cars means relatively small impact on 

quantity 
o Information failure- government may not know the ideal rate of taxation 

o Government failure- if it leads to net welfare loss 

 
• Road pricing- 

o Depends on level at which road charges are set 
o Depends on the price difference with alternatives 
o Roads nearby without road pricing may become busier which just moves 

the congestion 
o Inelastic demand for using cars may limit the change in quantity 

demanded 
• Any measures to reduce traffic may be offset by increases in the number of 

drivers 
• Any policy to build capacity has a time delay and in fact may worsen traffic 

whilst construction occurs 
• External costs associated with construction 
• Opportunity costs with investment in roads/rail 
• Technology should improve over time helping consumers to avoid 

traffic/congestion 
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 • Bus or train alternatives may be slower and people end up spending a much 
time travelling to work 

• Following the global health crises significant numbers have continued to work 
remotely-reduces the need to commute 

Accept evaluation of other measures that reduce price or help consumers 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Between May 2021 and May 2022 some global commodity prices increased 
significantly. For example: 

• fuel prices increased by 83.8% 

• food prices increased by 23.6% 

• beverage (drink) prices increased by 20.3%. 

Evaluate possible methods of government intervention that might reduce the 
impact of increasing commodity prices. 
Include at least one diagram in your answer. 

14 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 
QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 

The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

 

Knowledge, application and analysis (12 marks) – indicative content 

• Subsidies-cash grant for producers 

o Lowers costs of production 
o Shifts supply to the right S to S+sub 
o Decreases price charged to consumers Pe to P1 

o Increases quantity of commodity consumed, Qe to Q1 

o Cost of subsidy to the government ABCP1 

 

 

 

Reduce taxation on commodities 
 

• Indirect tax- expenditure tax 
• Increase supply S to S1 
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 • Reduces costs of production 
• Results in reduced price P to P1 

• Increases quantity of commodity, Qe to Q1 

• Reduced tax revenue for the government 

 

 

 

 
Introduce maximum price 

• Maximum price is a price ceiling above which firms cannot charge 
• Maximum price set below the equilibrium price 
• Price paid is reduced 
• Makes the product more affordable 
• Leads to an extension of demand 
• Results in higher quantity demanded 
• Leads to a contraction in supply 
• Results in lower quantity supplied 

• Creates a disequilibrium 
• Excess demand results 
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Accept other interventions e.g. 

• State provision- nationalising suppliers 

• Cash payments to households/businesses 

 
NB Level 4 requires at least one relevant diagram 

Level 4 requires at least two methods 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 
of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 
principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 
problems in context. 

A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully or 
some stages are omitted. 

Level 4 10– 
12 

Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
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  Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

 
• Magnitude of the increase in price is large- so significant 

subsidies/tax cuts needed 
• Opportunity costs associated with government spending 
• The intervention may need to last a long time if prices stay high 

• Food manufacturers and farmers may absorb some of the decreases 
in costs from subsidies and not hand on price decreases 

• Price elasticity of demand- if inelastic there will be only small 
changes in quantity but large reductions in price 

• Volatile prices so may well fall rapidly without government 
intervention 

• Government difficulty in controlling commodity prices when they 
have a global price 

• Risk of government failure- government intervention leads to net 
welfare loss: 

o information gaps result in wrong level of 
subsidy/tax/maximum price 

o lack of incentives for firms and consumers to reduce demand 
as reduction in price in the case of subsidies 

o unintended consequences 

o excessive administrative costs 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

Question In the UK the maximum price for a unit of electricity for domestic consumers was 

£0.28 per kilowatt hour in September 2022. This was increased by the Government to 

£0.34 per kilowatt hour in October 2022.   

Evaluate the microeconomic effects of an increase in the maximum price of electricity.  

Indicative content 

13 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make, but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

Increase the maximum price  

• Maximum price is a price ceiling above which firms cannot charge  

• Maximum price set below the equilibrium price 

• Maximum price is increased from max P to max P1 

• Maximum price for a unit of electricity was £0.28 per kilowatt hour in September 

2022. This was increased by the Government to £0.34 per kilowatt hour in October 

2022  

• Makes the product less affordable than it was but more affordable than equilibrium 

price 

• Consumers have less income available for consuming other goods and services 

• Leads to a contraction of demand – QD to Qd1 

• Results in lower quantity demanded compared to lower maximum price 

• Leads to an extension of supply- Qs to Qs1 

• Results in higher quantity supplied compared to lower maximum price  

• Creates a disequilibrium 

• Excess demand is reduced QD-QS to Qd1-Qs1 

 
• The lower maximum price may have resulted in some electricity companies 

shutting down- the higher maximum price should result in fewer firms shutting 

down 

• This was due to reduced profitability and loss making of smaller firms in the 

market before the maximum price was increased 

• Consumers are likely to buy more energy saving devices e.g. electric blankets and 

to invest in home insulation  
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• Reduced electricity consumption would result in lower electricity generation and 

reduced levels of external costs 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context.  

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. Analysis is clear and coherent. Chains of reasoning in terms of 

cause and/or consequence are evident but they may not be developed 

fully or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using appropriate 

examples which are fully integrated to address the broad elements of the 

question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

• Magnitude of the increase in maximum price is large- so significant impact 

• Electricity companies are more likely to survive 

• Maximum price of electricity affects domestic consumers and not 

businesses  

• Price elasticity of demand- if inelastic there will be a smaller impact on 

demand  

• Volatile prices so the price could fall below the maximum price  

• Risk of government failure- government intervention leads to net welfare 

loss:  

o information gaps result in wrong level of maximum price 

o unintended consequences  

o excessive administrative costs 

• Overall impact depends on how much real incomes change 

• Consumers may not pay more as they may reduce their usage of electricity 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 
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Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Many consumers do not buy travel insurance before going on holiday abroad 

despite substantial costs if they need medical care. 

Many car drivers do not provide complete and accurate information to car 

insurance companies when insuring their cars.  

 

Evaluate the microeconomic effects of imperfect information on insurance 

markets.  

 

 

Indicative content  

14 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Information failure- where economic agents lack the information to 

make optimal decisions 

• Asymmetric information- where economic agents have different levels of 

informtion 

• Market failure- where the market leads to an inefficient allocation of 

resources 

• Many consumers holiday abroad without travel insurance despite 

substantial costs when they need medical care 

e.g.  many are unaware of the possible large costs if they need to be 

returned home in an emergency   

• This results in underconsumption of travel insurance  

• When taking out health insurance policies many consumers fail to 

declare all information. This means the policy offered does not take 

account of the risks for the individual- it means that the insurance 

company may end up paying out more in claims 

• Incomplete information may result in claims being rejected 

• For example, on medical or health insurance they may not declare they 

smoke or drink alcohol regularly which increases the risk of a claim 

• Car drivers don’t tell the whole truth on applications- meaning that the 

driver is a higher risk and therefore more likely to claim 

• When making claims the consumer may leave information out that would 

result in a lower or no payout- for example, they left the car or house 

unlocked or without the security alarm set 

• Imperfect information results in insurance companies making larger 

payouts increasing costs 

• These higher costs result in consumers having higher premiums / paying 

more for their insurance policy  

Level Mark Descriptor 

 0 No rewardable material. 
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Question In 2022 General Motors received a $1 billion subsidy from the US Government 

to open two new electric vehicle factories in the USA. This was expected to 

generate 4 000 new jobs. 

 
Evaluate the microeconomic effects of subsidies paid to electric vehicle 

manufacturers. 

 
Include at least one appropriate diagram in your answer. 

 
Indicative content 

14 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 
QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 
 

Knowledge, application and analysis (12 marks) – indicative content 

• Subsidy- cash grant paid to encourage production 

• Reduces electric vehicle manufacturers’ costs of production 

• Generates 4 000 new jobs in the USA 

• The cost per job created is $250 000 
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• Price of electric vehicles reduces Pe to P1 

• Quantity of electric vehicles increases Qe to Q1 

• Subsidy costs the government GHJP1 

• Consumer subsidy PeIJP1 

• Producer subsidy GHIPe 

• Consumer surplus increases FKPe to FJP1/ increases by PeKJP1 

• Producer surplus increases 

• With higher electric vehicle production- the diesel or petrol vehicle 
market may suffer/decline 

• Employment in the diesel/petrol market may decrease 

• General Motors experienced much lower costs, higher profit/producer 
surplus/invest more in USA 

• More electric vehicles reduces environmental damage as compared with 

diesel/ petrol vehicles 

 
NB Award maximum of Level 3 if no diagram included 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context. 
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  A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause 

and/or consequence are evident but they may not be developed fully or 

some stages are omitted. 

Level 4 10– 

12 
Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using 

appropriate examples which are fully integrated to address the broad 

elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

• Opportunity costs as the $1 billion given to General Motors cannot be 

spent on improving healthcare for the poor or spending on education 
• If subsidies are paid to other electric vehicle manufacturers then the 

costs would be substantially higher 
• Electric vehicle manufacturers may become dependent on subsidies 

• Electric vehicle manufacturers may become complacent and less focused 
on cutting costs 

• Two new factories being built cause environmental damage 

• Is it fair on other vehicle manufacturers outside the USA that do not 

receive subsidies? 

• Magnitude of the subsidy is substantial- although General Motors still 
have to spend billions starting production at these factories 

• Production may be capital intensive meaning few people are employed 

• External benefits 4 000 additional employees spending in local 

businesses 

• Other indirect employment from suppliers to General Motors so more 

than 4 000 new jobs are created 
• Balance the job losses in petrol and diesel with the job creation at 

General Motors 

• Electric vehicles still need electricity to be generated and if this is 
generated using fossil fuels then environmental costs are higher than 
first thought 

Level Mark Descriptor 
 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the likely impact of imposing indirect taxes on aeroplane flights 

to reduce carbon emissions.   
Include at least one relevant diagram in your answer. 
 

Indicative content  

14 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates 

may make but this does not imply that any of these must be included. Other 

relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

 

• Definition of indirect taxation- expenditure tax  

• Specific tax/Ad valorem tax-  

o Increase costs of production 

o Shifts/pivots supply to the left, S to S1 

o Increased equilibrium price charged to consumers Pe to P1 

o Decreases equilibrium quantity of flights for consumers, Qe to Q1 

o Reduced quantity of aeroplane flights will result in a reduction in 

fuel use and in total global carbon emissions. Therefore there will 

be a reduction in external costs 

o Tax revenue received by the government ABCP1 

o Use tax revenue to fund research into technology to reduce 

emissions/ fund alternatives 

o Producer surplus decreases/ airline/ airport profits fall 

o Consumer surplus decreases FEPe to FCP1 
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Accept ad valorem diagrams to illustrate the effects of the indirect tax 

Accept externalities diagram to illustrate effects of indirect tax  

 

NB Award maximum of Level 3 if no diagram is included 

Level 4 requires at least two impacts 

Advantages may be presented as KAA and disadvantages as EV or vice 

versa 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach, which has no chains of reasoning.  

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context.  

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 

terms, principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause 

and/or consequence are evident but they may not be developed fully or 

some stages are omitted. 
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Level 4 10–

12 
Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using 

appropriate examples which are fully integrated to address the broad 

elements of the question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

• Depends on the size of the tax 

• Highly inelastic demand for flights means relatively small impact on 

quantity 

• Different effects on those travelling for business/leisure  

• Information failure- government may not know the ideal rate of taxation 

• Government failure- if it leads to net welfare loss 

• Any measures to reduce flights may be offset by increases in the number 

of people using cars or lorries. Therefore, there may be little reduction in 

external costs 

• Following the global health crisis, significant numbers have continued to 

work remotely-reduces the need to fly. Even without imposing indirect 

taxes the total number of aeroplane flights is likely to have fallen below 

2019 levels. Therefore, global carbon emissions may already be below 

2.5% 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments.  

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section D 

 

Question In 2015 the Government of South Korea introduced a tradeable pollution permit 

scheme. This scheme applies to 70% of all businesses and includes power generation, 

manufacturing and domestic aviation. 

Evaluate the possible benefits of introducing a tradeable pollution permit scheme. 

 

Indicative content 

13 Quantitative skills assessed 

 

QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

 
Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

 

Knowledge, application and analysis (12 marks) – indicative content 

 

• Tradeable pollution permit scheme- selected firms in specific industries are 

given a limit to the amount of pollution they can produce. These permits can 

be bought or sold by firms in the scheme 

• Affects 70% of all businesses, including power generation, manufacturing and 

domestic aviation 
• Firms have the incentive to reduce pollution in order to reduce costs 

• Firms may develop cleaner technologies to be able to reduce pollution so that 

they can sell surplus permits 

• Firms that are able to sell permits can increase their revenues and producer 

surplus/profit 

• Firms that pollute at above their permitted level have to incur costs as they 

need to purchase permits 

• Each year the Government of South Korea can reduce the number of permits 

available to be able to reduce carbon emissions/pollution 
• Emissions from power generation, manufacturing and aviation will be reduced 

• Reducing external costs- global warming, flooding, wildfires 

• Profits and employment may fall versus companies not involved in the scheme 

• Increased revenues resulting from more innovation- as businesses develop 

ways to reduce pollution 

• It creates an incentive for businesses to change their behaviour to be cleaner 

to reduce pollution levels 

 
N.B. Award a maximum of Level 3 if only one benefit is considered 

   

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 
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  Use of generic material or irrelevant information or inappropriate examples. 

Descriptive approach, which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic problems in 

context. 

A narrow response or superficial, only two-stage chains of reasoning in terms 

of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. 

Analysis is clear and coherent. Chains of reasoning in terms of cause and/or 

consequence are evident but they may not be developed fully or some stages 

are omitted. 

Level 4 10– 

12 
Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context using appropriate 

examples which are fully integrated to address the broad elements of the 

question. 

Analysis is clear, coherent, relevant and focused. The answer demonstrates 

logical and multi-stage chains of reasoning in terms of cause and/or 

consequence. 

 Evaluation (8 marks) – indicative content 

• Does not affect 30% of businesses 

• 70% of businesses is substantial having large impact 

• May be no significant impact on profits and employment 

• Other methods to reduce pollution may be better e.g. An indirect tax might be 

better as it raises funds for the Government to be able to correct issues 

caused by pollution 

• Government failure due to information gaps; if the government does not know 

the correct number of permits to release 

• If too many permits are issued, the secondary market price may fall, leading 

to emissions remaining higher 

• If too few permits are released businesses may have excessive costs to meet 

the lower emission levels 
• Government failure due to high administration costs of the scheme 

• Government failure due to unintended consequences 

• Domestic businesses may suffer when competing with foreign businesses 

• Businesses might look to relocate to countries without tradeable pollution 

permit schemes 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 
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  Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the evidence, 

leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Between 2012 and 2021 government spending on education per person 

per year in high-income countries increased from $7 507 to $8 515. In low-income 

countries the increase was from $42 to $56 per person. 
Evaluate the microeconomic benefits of increased spending on education. 

Indicative content 

14 
Quantitative skills assessed 

QS9: Interpret, apply and analyse information in written, graphical, 

tabular and numerical forms. 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make, but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Increased external benefits- positive impacts on third parties 

o Individuals become more skilled- able to access better paid jobs, resulting 
in more spending power that would result in increased demand for goods 
and services 

o More skilled workforce- means output per worker is higher – this will 
benefit a business in terms of lower costs 

o Higher income levels lead to more spending- tax revenue from indirect tax 
will increase- increasing money available to provide public services/ 
healthcare 

• Increasing production possibilities as each unit of labour is more skilled and 

becomes more productive- PPF shifts right and the number of capital and 

consumer goods that can be produced increases. Economic growth- increased 

productive potential 

• Businesses are able to produce more with the same amount of inputs so 

output of firms/supply may increase- shifting supply to the right and creating 

downward pressure on price 

• Reduces market failure- where the market leads to an inefficient allocation of 

resources- the result is greater efficiency as education is consumed at the 

social optimum level 

• Closing information gaps- where consumers or producers lack information to 

make rational decisions 

• Reducing incidences of asymmetric information- where one economic agent 

has more knowledge than another- reducing the likelihood of producers 

exploiting consumers or vice versa 

• Private benefits achieved by consumers of education, such as developed 

knowledge, improved skills, better job, higher pay, more utility from being 

able to buy more/better goods 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 
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  Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context. 

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. Analysis is clear and coherent. Chains of reasoning in terms of 

cause and/or consequence are evident but they may not be developed 

fully or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using appropriate 

examples which are fully integrated to address the broad elements of the 

question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 
Evaluation (8 marks) – indicative content 

• Government failures- where the spending on education results in a net welfare 

loss 

• Information gaps mean the areas of education receiving funding are not 
appropriate 

• Unintended consequences- education spending may result in an increase in 
supply of some workers and a decrease in supply in other areas 

• Excessive administration costs- to implement more education spending more 

needs to be spent administering it- if these costs exceed the extra funding to 

schools then it is a government failure 

• Opportunity costs- the cost of the next best alternative forgone- e.g. reduced 

funding for healthcare 

• The impact of education spending takes a long time before it affects 
businesses as you have to wait for people to finish their education 

• The increase in spending on education in low-income countries is just $14 per 

person which may not have a significant impact/the increase in spending in 

high-income countries is $1008 so is likely to have a more significant impact 

• The increase in spending in low income countries is 33% and high income 

countries 13%- so more impact in low income countries 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 
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  Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Question Evaluate the microeconomic benefits of introducing a tax on plastic packaging.  

Illustrate your answer with a supply and demand diagram.  

Indicative content 

14 
Quantitative skills assessed 

QS4: Construct and interpret a range of standard graphical forms 

QS9: Interpret, apply and analyse information in written, graphical,   

tabular and numerical forms. 

Indicative content guidance 

Answers must be credited by using the level descriptors (below) in line with the 

general marking guidance. 

The indicative content below exemplifies some of the points that candidates may 

make, but this does not imply that any of these must be included. Other relevant 

points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 

• Indirect tax- expenditure tax 

• Plastic packaging- causes environmental damage affecting wildlife, taking 

hundreds of years to decompose 

• Tax introduced on plastic packaging in Italy, Spain and UK 

• Plastic requires oil in its production, this results in more use of this non-

renewable resource and is associated with environmental damage 

• Clearing up of plastics in the sea, on land, litter and in landfill uses resources  

 

• Ad valorem or specific tax diagrams should be rewarded 

• As the costs of production rise causing supply curve to shift left 

• The quantity consumed decreases from Qe to Q1. Less packaging will be used 

• The tax revenue earned by the government will be FGHJP1 

• Producer incidence will be GHJPe 

• Consumer incidence will be FGPeP1 

• Manufacturers may adjust the contents of the packaging to increase the 

percentage that is recycled 
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• Reduction in external costs 

 

Maximum of Level 3 with only 1 benefit 

Maximum of level 3 without a supply and demand diagram 

Level Mark Descriptor 

 0 No rewardable material. 

Level 1 1–3 Displays isolated, superficial or imprecise knowledge and understanding 

of economic terms, principles, concepts, theories and models. 

Use of generic material or irrelevant information or inappropriate 

examples. 

Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Limited application of knowledge and understanding to economic 

problems in context.  

A narrow response or superficial, only two-stage chains of reasoning in 

terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic terms, 

principles, concepts, theories and models. 

Ability to apply knowledge and understanding to some elements of the 

question. Some evidence and contextual references are evident in the 

answer. Analysis is clear and coherent. Chains of reasoning in terms of 

cause and/or consequence are evident but they may not be developed 

fully or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 

economic terms, principles, concepts, theories and models. 

Ability to link knowledge and understanding in context, using appropriate 

examples which are fully integrated to address the broad elements of the 

question. 

Analysis is clear, coherent, relevant and focused. The answer 

demonstrates logical and multi-stage chains of reasoning in terms of 

cause and/or consequence. 

 Evaluation (8 marks) – indicative content 

• Magnitude- depends on the level of the tax set- if too low then little impact on 

behaviour of manufacturers 

• Plastic packaging may have highly inelastic demand resulting in little impact on 

quantity demanded- this is because plastic may better preserve food 

• Packaging manufacturers produce external benefits in terms of employment 

opportunities which may be reduced 

• Difficult to measure the size/value of external costs - so difficult to decide the 

level of tax to charge 

• Indirect taxes might result in government failure e.g. if they are set too high, 

information gaps, unintended consequences 

Related to diagram 

• The price of packaging increases from Pe to P1, so consumers may pay more for 

goods  

• Consumer surplus decreases from KIPe to KFP1    

• Producer surplus decreases   

• As quantity of plastic packaging decreases, employment may fall  

Level Mark Descriptor 
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 0 No rewardable material. 

Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 

No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 

Some supporting evidence/reference to context. 

Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 

evidence, leading to an informed judgement. 

Appropriate reference to evidence/context. 

Evaluation is supported by a logical chain of reasoning. 
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Section A 

Question 
Number 

Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and analyse 
information in written, graphical, 
tabular and numerical forms 

A  
(1) 

2 – C 
 

 
(1) 

3 – A 
 

 
(1) 

4 QS9: Interpret, apply and analyse 
information in written, graphical, tabular 
and numerical forms 

B  
(1) 

5 QS9: Interpret, apply and analyse 
information in written, graphical, 
tabular and numerical forms 

B 
 

 
(1) 

6 QS8: Make and interpret calculations  
of elasticity 

D 
 

 
(1) 
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Section A 

Question 
Number 

Quantitative skills assessed Answer Mark 

1  The only correct answer is B 

A is not correct as this is successful 
government intervention 

C is not correct as this is market failure 

D is not correct as this is market failure 

 
 
 
 
 
 
        (1) 

2 – The only correct answer is C 

A is not correct as this economy only 
has price mechanism allocating 
resources 

B is not correct as this economy only 
has the government allocating 
resources 

D is not correct as this is where firms 
do not maximise profit and 
consumers do not maximise utility 

 
 
 
 
 
 
 
 
 
        (1) 

3 – The only correct answer is D 

A is not correct as forwards markets 
are found for commodities and 
currencies 

B is not correct as forwards markets 
are found for commodities and 
currencies 

C is not correct as forwards markets 
are found for commodities and 
currencies 

 
 
 
 
 
 
 
 
 
        (1) 

4 QS9: Interpret, apply and 
analyse information in 
written, graphical, tabular 
and numerical forms 

The only correct answer is B 

A is not correct as utility is maximised 
at 4 glasses of milk 

C is not correct as consumption of the 
fifth glass results in decreasing 
marginal utility 

 
D is not correct as utility is 
maximised at 4 glasses of milk 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
        (1) 
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Section A 

Question Quantitative skills assessed Answer Mark 
1 – The only correct answer is B 

 
A is not correct because this is a 
market failure 
C is not correct because this is a 
function of the price mechanism   
D is not correct because this is the 
government intervening to correct 
the market failure 
 

 
(1) 

2  The only correct answer is A  
 
B is not correct because housing is 
not a commodity or currency 
C is not correct because there is no 
forward market in higher education  
D is not correct because street 
lighting is a public good that has 
non-excludability and non-rivalry 
 

 
(1) 

3 QS8: Make calculations of 
elasticity and interpret the 
result 
QS9: Interpret, apply and 
analyse information in 
written, graphical, tabular 
and numerical forms 

The only correct answer is D  
 
A is not correct because the data 
provided is for cross elasticity of 
demand and not for income 
elasticity of demand 
B is not correct because the data 
provided is for cross elasticity of 
demand and not for income 
elasticity of demand  
C is not correct because fish and rice 
are substitutes as the value of XED is 
positive 

 
(1) 

4 QS4: Construct and 
interpret a range of 
standard graphical forms 
QS9: Interpret, apply and 
analyse information in 
written, graphical, tabular 
and numerical forms 

The only correct answer is C 
 
A is not correct because the 
diagram does not consider the 
relationship between income and 
quantity demanded 
B is not correct because the diagram 
does not consider the relationship 
between price and quantity supplied 

 
(1) 
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4 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS8: Make calculations of 

elasticity and interpret the 

results 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 

 

A is not correct because the change 

in price and quantity are both 

positive so the PES will be positive 

B is not correct because the value of 

PES is positive as both price and 

quantity increase 

C is not correct because this has 

been calculated using the formula 

the wrong way round 

 

(1) 

5 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is A 

 

B is not correct because the 

government intervention causes the 

net welfare loss not the market 

C is not correct because this is 

positions above the PPF 

D is not correct because this is when 

consumers do not have the energy 

to find better deals 

 

(1) 

6 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 

 

A is not correct because position Y is 

unobtainable 

B is not correct because the 

opportunity costs is in terms of 

consumer goods 

C is not correct because the 

movement shows a decrease in 

unemployed resources 

 

(1) 
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Section A 
Question Quantitative skills assessed Answer Mark 

1 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is D 

 

A is not correct because this 

illustrates that the market is 

functioning correctly 

B is not correct because this is an 

example of market failure 

C is not correct because this is 

government intervention succeeding 

in eliminating the market failure 

(1) 

2 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is A 

 

B is not correct because increased 

unemployment means that the 

economy operates further inside the 

PPF 

C is not correct because an 

improvement in technology would 

result in the PPF shifting outwards 

D is not correct because an increase 

in immigration will result in an 

increase in productive potential 

 

(1) 

3 QS8: Make calculations of 

elasticity and interpret the 

result 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is C 
 
A is not correct because the PED 

value for diesel is the only type of 

car whose demand is inelastic  

B is not correct because the demand 

for petrol and electric cars is elastic  

D is not correct because the demand 

for electric cars is elastic so 

increasing the price will result in a 

decrease in total revenue  

 

(1) 

4 QS4: Construct and 

interpret a range of 

standard graphical forms 

QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms 

The only correct answer is D 

 

A is not correct because the market 

equilibrium quantity is at Q1 

B is not correct because the social 

optimum quantity is at Q2 

C is not correct because the welfare 

gain area is equal to the area UWX 

 

(1) 

5 QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular 

and numerical forms 

The only correct answer is C 

 

A is not correct because inertia is 

about consumers finding that the 

effort to secure a better deal is too 

great 

B is not correct because the free-

rider problem is associated with 

public goods 

D is not correct because a market 

bubble emerges when the price of an 

asset rises above its true value 

 

(1) 
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Section A  

Question  Quantitative skills assessed  Answer  Mark  

1  QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms   

The only correct answer is B  
  
A is not correct because this is a 

free market economy  
C is not correct because this is a 

command economy  
D is not correct because this 

type of economy does not exist  

  
(1)  

2  QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms  

The only correct answer is D  
  
A is not correct because this is 

market failure  
B is not correct because this is 

market failure  
C is not correct because this is 

market failure  

  
(1)  

3  QS9: Interpret, apply and 

analyse information in 

written, graphical, tabular and 

numerical forms  

The only correct answer is B  
  
A is not correct because furniture is 

not purchased using forward 

markets  
C is not correct because 

smartphones are not traded on 

forward markets  
D is not correct because clothing 

is not traded on forward markets  

  
(1)  

4  QS4: Construct and interpret 

a range of standard graphical 

forms QS9: Interpret, apply 

and analyse information in 

written, graphical, tabular 

and numerical forms  

The only correct answer is A  
  
B is not correct because the 

welfare loss area is found by going 

up from the market equilibrium at 

point W C is not correct because 

this is producer surplus at the 

market equilibrium  
D is not correct because this is  
producer surplus at the social  
optimum  

  
(1)  
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Question Explain why this tax on imported cars is an example of government 
failure. 
 
Answer 

Mark 

9 Knowledge 1, Application 1, Analysis 2 

Knowledge 
1 mark for defining government failure, e.g.: 
• where government intervention leads to a net welfare 
loss/misallocation of resources  
Or for identifying the type of government failure  
• This is government failure as it is an unintended consequence (1) 

Application 
Up to 1 mark for applying to the government failure in the stem, 
e.g.: 
• Government seized smuggled cars / removed 800 smuggled cars 

in July 2018 (1) 
• Calculation of a relevant tax payable on a car / the calculation 

must be for a car worth $74 000 or above (1) 
 
Analysis 
Up to 2 marks for explaining how this is an example of government 
failure e.g.: 
• The 50% tax on imports of cars over $74 000 is substantial (1) 

meaning consumers may try to avoid the tax and smuggle cars 
(1) 

• The tax on a car valued at $74 000 is excessive at $37 000 (1) 
creating an incentive for people to smuggle cars (1) 

• To avoid the tax consumers will smuggle cars (1) meaning the 
Government will lose tax revenue (1)  

• There will be more unregistered cars on Philippine roads (1) 
owners will not pay for road taxes (1)  

• Owners of smuggled cars will struggle to find people to maintain 
unregistered cars (1) compromising safety of other drivers (1) 
 

 (4) 
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Question With reference to the Maldives, explain the difference between ‘market 
failure’ and ‘government failure’. 

 
Answer 

Mark 

8 Knowledge 2, Application 2 

Quantitative skills assessed: 

QS9: Interpret, apply and analyse information in written, graphical, 
tabular and numerical forms. 

Knowledge 

 
1 mark for understanding of ‘market failure’ 

• Where the price mechanism/ supply and demand/ buyers 
and sellers lead to an inefficient allocation of resources/ 
misallocation of resources (1) 

1 mark for understanding of ‘government failure’ 

• Where government intervention leads to a net welfare loss/ 
a worse allocation of resources (1) 

 
Application 

1 mark for reference to data on market failure 

• Market failure – under-provision of public goods/ 
under-investment in flood defences (1) 

1 mark for reference to data on government failure 

• Government failure - excessive administrative 
costs/required to complete extensive paperwork (1) 

 

 
 

 

 

 
 

 

 

 
 

 

 

 
 

 

 

 

 
 

 

 

 

(4) 
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• If the value of smuggling if greater than the tax revenue earned then 
this is an example of government failure 

• Smuggled diesel results in a loss of tax revenue to the Government 
• If the smuggling funds organised crime then this could be a further 

unintended consequence  
NB Maximum Level 3 if candidate does not refer to at least two causes of 
government failure related to a market of their choice 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Displays isolated, superficial or imprecise knowledge and 

understanding of economic terms, principles, concepts, theories and 
models. 
Use of generic material or irrelevant information or inappropriate 
examples. 
Descriptive approach which has no chains of reasoning. 

Level 2 4–6 Displays elements of knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Limited application of knowledge and understanding to economic 
problems in context.  
A narrow response or superficial, only two-stage chains of reasoning in 
terms of cause and/or consequence. 

Level 3 7–9 Demonstrates accurate knowledge and understanding of economic 
terms, principles, concepts, theories and models. 
Ability to apply knowledge and understanding to some elements of the 
question. Some evidence and contextual references are evident in the 
answer. 
Analysis is clear and coherent. Chains of reasoning in terms of cause 
and/or consequence are evident but they may not be developed fully 
or some stages are omitted. 

Level 4 10–12 Demonstrates accurate and precise knowledge and understanding of 
economic terms, principles, concepts, theories and models. 
Ability to link knowledge and understanding in context, using 
appropriate examples which are fully integrated to address the broad 
elements of the question. 
Analysis is clear, coherent, relevant and focused. The answer 
demonstrates logical and multi-stage chains of reasoning in terms of 
cause and/or consequence. 
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 Evaluation (8 marks) – indicative content 
Evaluation should be rewarded when linked to the relevant cause of 
government failure 

• Information gaps  
• Lack of incentives  
• Excessive administrative costs 
• Moral hazard 

 
Evaluation linked to stem 

• Measurement problem- difficult to value the level of smuggling as it 
goes unrecorded 

• Magnitude- sizeable tax so likely to have a large impact on generating 
smuggling 

• Depends on efforts to detect  
• Depends on punishment as to whether it continues 
• Possible rewards of smuggling may far exceed any penalties 
• Time- the current efforts to detect smuggling may in time reduce the 

unintended consequence 
• Malaysian sellers of diesel will earn more revenue and the Malaysian 

Government more tax revenue 

Level Mark Descriptor 
 0 No rewardable material. 
Level 1 1–3 Identification of generic evaluative comments. 

No supporting evidence/reference to context. 
No evidence of a logical chain of reasoning. 

Level 2 4–6 Evidence of evaluation of alternative approaches. 
Some supporting evidence/reference to context. 
Evaluation is supported by a partially-developed chain of reasoning. 

Level 3 7–8 Evaluation recognises different viewpoints and/or is critical of the 
evidence, leading to an informed judgement. 
Appropriate reference to evidence/context. 
Evaluation is supported by a logical chain of reasoning. 
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Question 
Number 

Between 2000 and 2019 in China the average price of a house increased from          
4 000 yuan per square metre (m2) to 60 000 yuan per m2. The ratio of average 
house prices to average incomes increased from 5.6 to 7.6, showing that 
houses were becoming less affordable. 
 
Evaluate the impact of market bubbles in the housing market. 
 
Indicative content 

14 Indicative content guidance 
Answers must be credited by using the level descriptors (below) in line with the 
general marking guidance. 
The indicative content below exemplifies some of the points that candidates 
may make but this does not imply that any of these must be included. Other 
relevant points must also be credited. 

Knowledge, application and analysis (12 marks) – indicative content 
• Define market bubble- a sustained rise in the prices of financial assets 

such as housing and equities which takes values will above long-run 
sustainable levels /where the value increases above the true value/ 
prices can be driven by expectations of future price increases attracting 
new buyers to the market/rapid price rise will eventually be followed by 
a crash when prices fall significantly 

• In China the price per m2 has increased from 4 000 yuan to 60 000 yuan 
between 2000 to 2019/1 400% increase in price over 20 years/ increased 
56 000 yuan 

• House price to income ratio has increased from 5.6 to 7.6 showing that 
house price has gone from being 5.6x to 7.6x the person’s income 

• Low/middle income families will find it increasingly difficult to purchase 
a house 

• High house prices will see banks lending more money helping them to 
generate more revenue and profits 

• The construction sector will benefit from increased demand to build 
more houses/property 

• If the bubble bursts the construction sector would suffer significantly 
with unemployment likely 

• Rising house prices in one area that are faster than another may make 
it harder to move between locations 

• When the bubble bursts the price will return to a value that reflects the 
fundamental value 

• The housing bubble will see house prices rise creating consumer 
confidence and increase consumption of other goods and services 

• Risk of housing market bubble bursting if interest rates rise, credit 
become less available or consumer confidence falls 
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