SECTION A

1 (a) Between 1995 and 2007 which country was
(i) the least successful and [1]
UK or France

(ii) the most successful in increasing the overall educational participation rate? [1]

South Korea

(b) Explain TWO possible economic reasons why the educational participation rate of
15-19 year-olds is higher than that of 20-29 year-olds as shown in Table 1. [4]

e.g. legal requirement

direct costs

opportunity costs

age — family responsibilities etc. (2 < 2)

(c) (i) What is the difference between production and productivity? [2]

Production relates to output from all factors of praduction (1)
OR

Production is the process of providing goods and services
Productivity is output per unit of input (often labour) (1)

(ii) Explain how education may affect labour productivity and the production
possibility curve. [4]

Education results in greater skills leading to higher productivity (1)
Higher productivity leads to higher output (1)

Understanding of ppc (1) — either written or accurate diagram
QOutward shift of ppc (1)

(d) Why is education considered to be an example of a merit good? [2]

EITHER

Merit goods are under-consumed because of lack of information (1)

Individuals not aware of benefits (1). In terms of long term income/career opportunities/
personal development (1)

CR

Education has positive externalities (1). Benefits to society on top of individual benefits (1).
More educated labour force contributes to higher national welfare (1)
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(e) Discuss the extent to which the provision of education is different from the provision
of national defence. [6]

Education is a private good but defence is a public good (1)

Explanation of (Mon) excludability/(Mon) rivalry/(Mon) rejectability (2)

(1 mark if any 2 of the above are correctly identified but not explained)

In market economy — education under-provided, defence not provided at all (1)
Both can be totally provided by the public sector from taxation (1)

Defence can only be provided by public sector (1) + reason (1)

Education can be pravided by public and private sectors (1)

Reason for public sector provision of education (1)

Reason for private sector provision of education (1)

Comments on contrast of provision (1)
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SECTION B

2 (a) Explain, with the help of a production possibility diagram, how the opportunity cost of
producing different combinations of goods can be measured. [8]

For knowledge and understanding of the ppc and opportunity cost (Up to 4 marks. Allow 3/1
or 1/3 split). For an analysis of how the ppc can be used to measure opportunity cost (Up to
4 marks).

(b) Discuss the ease with which a planned economy may be changed into a market
economy. [12]

For knowledge and understanding of planned and market economies (2).

For an analysis of the nature of the changes required to transform a planned economy into a
market economy. (Up to 2 marks for identified features with implications that they need to
change). (Up to 6 marks) For evaluative comment on the ease of transformation.

3 (a) Explain why the value of income elasticity of demand for a good can be positive,
negative or zero, while the value of its price elasticity of demand is most likely to be
negative. [8]

For knowledge and understanding of price elasticity and income elasticity of demand. (Up to
4 marks)

What each measures. (1 mark for each)
Formula for each. (1 mark for each)

Candidates need to show understanding of both measures of elasticity for full marks.

For application to show the values of price and income elasticity outlined. (Up to 4 marks)
Explanation of positive income elasticity. Normal good. (1)

Explanation of negative income elasticity. Inferior good. (1)

Explanation of zero income elasticity. Necessary good. (1)

Explanation of price elasticity of demand. Negative. (1)

Marks will be awarded here for a clear explanation of the types of good and the related value

of income elasticity and for an explanation of the reason that price elasticity usually has a
negative value.
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(b) Discuss whether price elasticity of demand is a more useful concept than income
elasticity of demand for a business that is trying to increase its sales revenue. [12]

For analysis to explain how knowledge of each type of elasticity might be useful to a
business that is trying to increase sales revenue. (Up to 8 marks)

The analysis should show the link between the types of good produced when there are
changes in income in an economy. For example, businesses will enjoy an increase in sales
revenue if they produce normal goods when incomes are rising and inferior goods when
incomes are falling in an economy.

The link between price elasticity of demand and changes in sales revenue when prices are
changed also needs to be clearly explained. For example, businesses will increase prices to
increase sales revenue when the price elasticity of demand for their product is inelastic and
cut prices when demand is elastic.

(Up to six marks for one side allows a 6/2 or 2/6 split).
(If only one side is explained then no marks can be awarded for evaluation.)

For evaluation on the ‘'more useful’ aspect of the question. (Up to 4 marks)

Candidates will gain evaluation marks when they make a judgement an the more useful
aspect of the question. For example, they might comment that price elasticity is more useful
because prices are set by the business whereas changes in income are beyond the control
of the business. Some might argue that the data might be inaccurate or out-of-date. Accept
any feasible assertion as long as it is justified by a valid argument.

For full marks for evaluation, a conclusion must be reached.
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SECTION C

4. A study found that demand for tickets for exhibitions at a major art gallery had unitary price
elasticity.

(a) Explain how the concept of diminishing marginal utility may be used to construct a
demand curve for the product and whether that analysis still applies in the case of
demand for tickets for the exhibitions. [12]

Explanation of diminishing marginal utility and its link to a demand curve. It can still apply in
the case of unitary elasticity.

L4 For a sound explanation of the analysis and a clear understanding with a conclusion

[9-12]

L3 For a competent comment but with limited development of the analysis and a weaker
conclusion. [7-8]

L2 For a brief explanation and with a weak comment on the possible problems and no
correct conclusion [5-6]

L1 For an answer which has some basic correct facts but includes irrelevancies. Errors of
theory or omissions of analysis will be substantial. [1-4]
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(b) Discuss whether the law of diminishing returns contradicts the concept of economies
of scale. [13]

Discussion of the law of diminishing returns and economies of scale and a recognition that
the two can be used together, diminishing returns in the short run and economies of scale in

the long run.

L4 For a sound discussion with good explanation of the analysis and a clear understanding
of the difference between short and long run [9-13]

L3 For a competent comment but with more limited explanation of the link between the two
and of the use of short and long run [7-8]

L2 For a brief explanation and with a weak discussion of the links [5-6]

L1 For an answer which has some basic correct facts but includes irrelevancies. Errors of
theory or omissions of analysis will be substantial. [1-4]
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5.1n 2011, as a result of a recession, the governments of some countries reduced the wages

that théy paid to public sector workers. Trade unions organised mass demonstrations in
protest.

Discuss how the economic theory of wage determination in perfect competition can be
adapted to explain such a situation. [25]

Candidates should recognise in their discussion of the theory of the determination of wages the
role of demand and supply. Perfect competition theory (using mrp) can be adapted to include
institutional factors, government, and trade unions.

L4 For a thorough analysis of theoretical wage determination with a clear focus on how the
theory may be adapted to include unions andfor government policy together with a
conclusion. (18-25)

(14-17 for demand and supply only with institutional factors and government policy)

L3 For a competent explanation but with a more limited focus of the significance of unions
and/or government factors but still with some conclusion. (14-17)
(10-13 for demand and supply)

L2 For a correct but undeveloped theoretical analysis with litle comment about government
and/or trade unions. (10-13)
(6-9 for demand and supply)

L1 For an answer which contains inaccuracies and only a few correct points. (1-9)
(1-5 for demand and supply only)
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