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SECTIONA
Answer ALL questions in this section.

You should spend 35 minutes on this section. Use the data to support your answers where
relevant. You may annotate and include diagrams in your answers.

Statement 1 The Swedish Government increased the amount it spends on health as
a percentage of GDP from 8.5% in 2010 to 11.0% in 2016.

Statement 2 The Irish Government decreased the amount it spends on health as a
percentage of GDP from 10.5% in 2010 to 7.9% in 2016.

(@) Which one of the following best describes the two statements?
(1)

Both statements are normative
Statement 1 is normative and statement 2 is positive

Both statements are positive

O Nn ©w >

Statement 1 is positive and statement 2 is normative

Answer
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(b) Explanation

(Total for Question 1 = 4 marks)
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(

frontier LL in 2010.

2 The diagrams show the Georgian economy at position X on the production possibility

Georgia’s population decreased by 723 000 between 2010 and 2015.

(@) In which of the diagrams does the movement from X to Y illustrate this decrease

in population?

A

Capital
goods

Consumer
goods

C

Capital

goods
= oY

L

Consumer
goods

Answer

(1)

Capital

goods

D

Consumer
goods

Capital

goods

L

Consumer
goods
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(b) Explanation

(Total for Question 2 = 4 marks)
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3 The table shows estimates of the price elasticity of demand and income elasticity of
demand for electricity in Hawaii.

Price elasticity of demand -0.07
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Income elasticity of demand +0.13
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(Source: http://files.hawaii.gov/dbedt/economic/data_reports/
reports-studies/Elasticity_Section_5-10-11_Final.pdf)
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(a) From this information it can be deduced that
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A anincrease in income will lead to a more than proportionate increase in
demand for electricity

B anincrease in the price of electricity will increase total revenue for electricity
suppliers
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(b) Explanation

(Total for Question 3 = 4 marks)
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In the UK, sales of hybrid electric vehicles increased from 1 100 in 2013 to 27 000

in 2016.

(@) The most likely effect on workers employed in hybrid electric vehicle production

is that

O n W >

Answer

(b) Explanation

(1)

employment will fall
unemployment will rise
the wage rate will fall

the wage rate will rise

(Total for Question 4 = 4 marks)
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5 The table shows the estimated annual savings that a household can make by
switching to the cheapest gas and electricity supplier in two Australian states in
October 2017.

Victoria AUD929

Queensland AUD532

Some consumers are unlikely to change their gas and electricity suppliers despite
these estimated annual savings.

(@) This behaviour can be explained by consumers
(1)

A being good at computation

B experiencing immobility of labour

C feeling undervalued by their current supplier
D

behaving habitually

Answer

(b) Explanation

(Total for Question 5 = 4 marks)
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(

6 Workers employed by a furniture manufacturer perform all tasks in the production of

bookcases from start to finish.

(a) If the owners decide to apply the division of labour in the production process, this
may lead to an increase in

O n W >

Answer

(b) Explanation

costs per unit

(1)

output per worker

time taken to produce each bookcase

time taken to train workers

(Total for Question 6 = 4 marks)
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S5

<21 7 (a) One of the roles of the state in a mixed economy is to

SR

KX (1)
S

subsidise goods with external costs

provide public goods

impose taxation on goods with external benefits

<X
{
S

Ratele

O n w >

allocate resources using the price mechanism
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(

8 InJanuary 2015 the South Korean Government introduced a tradable pollution
permit scheme. The scheme involved 525 firms and aimed to reduce carbon
emissions by 22% between 2012 and 2030.

(@) The tradable pollution permit scheme will
(1)

offer subsidies to firms who pollute
tax firms that pollute above their permitted level

allow those that have spare permits to sell them to polluting firms

O n W >

allow those that pollute above the permitted level to sell permits

Answer

(b) Explanation

(3)

(Total for Question 8 = 4 marks)
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9 The market for dairy products
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Extract 1 The rising price of butter

0%
XX
X
Soridels
RS

The global price of butter increased from €2 500 per tonne in April 2016 to €4 500 in

RS

<]

% 5

00“.0

<

September 2017. §2§§§§2§§
S

The price increased because of the rise in the popularity of baking. Health experts §§§§§§§§§§
have also suggested that butter is not as fattening as previously thought. Butter 5 §§§§§§§§§§
consumption has increased in China and Japan. Globally there was a 19% increase in SR
consumer demand between 2016 and 2017. Low milk prices in 2014 and 2015 led to S
many dairy farmers leaving the market. This resulted in less milk being available to §§§'§:’

butter producers.

In France, the price of pastries increased significantly in 2017. A large quantity of 10 §§‘
butter is used in the production of pastries. UK manufacturers of biscuits, cakes, §§§§§j§§,
pastries and fudge have experienced an 80% rise in the cost of butter in one year. The §§§“

Food and Drink Federation Scotland said that Scottish manufacturers have not yet

passed on the cost increases but that higher prices were inevitable. A spokesperson

for the Fudge Kitchen, in the UK, said that small producers who use butter will 15
have reached the point where they can no longer absorb the higher costs. Some
manufacturers may switch to cheaper alternatives such as margarine.

X KA A
L0920.0:9:9
X XAA X KK
AT W
W
etaesels

¢
0

-
58
S %t

(Source: adapted from https://www.connexionfrance.com/French-news/
France-s-butter-shortage-is-worst-in-the-west and ‘Biscuits

are bad for your (financial) health as butter costs soar’ by

Andrew Ellson, 21 October 2017, The Times)

Figure 1 Estimates of elasticity of demand for the UK

Price elasticity of demand for butter -0.38

Cross elasticity of demand for margarine

with respect to the price of butter +0.08

(Source: adapted from http://kokminglee.125mb.com/economics/cped.html)
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Extract 2 European Union (EU) support for the butter market

The EU operates an Intervention Butter Scheme which is a buffer stock scheme to

support butter producers. When the price is too low butter will be purchased and

stored to be sold at a later date. The scheme operates a number of cold storage

facilities to keep the butter fresh. The scheme will only buy unsalted butter and the 5
minimum quantity it will purchase is 20 tonnes. It only buys butter between 1 March

and 31 August each year. If there are excess stocks of butter then some will be sold

outside the EU. In contrast, when the price is too high butter will be released from the

buffer stock.

(Source: adapted from © Crown Copyright https://www.gov.uk/guidance/
dairy-farming-and-schemes#milk-marketing-standards)

Extract 3 Nepal subsidy for dairy farmers

In 2017 Nepal’s Government bought Rs2 billion worth of milk powder from abroad

to meet domestic demand. To reduce the future need to import milk powder, the
Government started a subsidy scheme to support dairy farmers. The subsidy will

offer one rupee per litre. The Government allocated Rs70 million for 2017 in selected 5
regions. To be able to claim the subsidy, farmers need to sell at least 500 litres of milk

a day. Some farmers argue that this scheme only helps larger farms.

(Source: adapted from ‘Dairy farmers to get subsidy of a rupee per litre’
14 March 2017 https://thehimalayantimes.com/business/
dairy-farmers-get-subsidy-rupee-per-litre/)

(a) With reference to Extract 1, explain why the price of butter increased between
April 2016 and September 2017. lllustrate your answer with a supply and demand
diagram.

(b) With reference to Extract 1, evaluate the likely effects of the increase in the price
of butter on food manufacturers.

(c) With reference to Figure 1, explain the effect of the increase in the price of butter
on the demand for margarine in the UK.

(d) With reference to Extract 2, to what extent is it likely that a buffer stock scheme
will reduce price fluctuations of butter?

(e) With reference to Extract 3, evaluate the impact of the introduction of a subsidy
for milk farmers in Nepal. lllustrate your answer with an appropriate diagram.
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(@) With reference to Extract 1, explain why the price of butter increased between
April 2016 and September 2017. lllustrate your answer with a supply and demand
diagram.
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(b) With reference to Extract 1, evaluate the likely effects of the increase in the price
of butter on food manufacturers.
(14)
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(c) With reference to Figure 1, explain the effect of the increase in the price of butter
on the demand for margarine in the UK.

(4)
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(d) With reference to Extract 2, to what extent is it likely that a buffer stock scheme
will reduce price fluctuations of butter?

(10)
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(e) With reference to Extract 3, evaluate the impact of the introduction of a subsidy
for milk farmers in Nepal. Illustrate your answer with an appropriate diagram.
(14)
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Figure 1 Price of crude oil, USS per barrel, October 2012 to October 2017 S
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There was a sharp fall in the price of oil in the second half of 2014. This was caused by % ;§§§:*
the discovery and extraction of large quantities of oil in the USA and an increase in :§§§ %%‘:Zz
production in Iraq, Libya and Saudi Arabia. Further, there was a fall in global demand §§§§§ §§§§§§§§§§
resulting from slow growth in Europe and China. 5 :§§ 2§2§2§3§
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Qatar earned $69.4 billion in oil revenue in 2012. This figure fell to $24.0 billion in

2016. Consequently the Government was not able to raise enough tax revenue to

cover its spending. To raise more tax revenue Qatar decided to introduce its first

indirect tax on the sale of goods and services at a rate of 5%. The tax will be applied

to clothes, food and technology products. 10

(Sources: adapted from ‘Why crude oil prices keep falling and

falling, in one simple chart; by Brad Plumer, 8 February 2016,
https://www.vox.com/2016/1/12/10755754/crude-oil-prices-falling and ‘Gulf
states still committed to VAT but dates will vary: IMF, by Andrew Torchia,

31 October 2017, https://www.zawya.com/uae/en/story/Gulf_states_still_
committed_to_VAT_but_dates_will_vary_IMF-TR20171031nL8NTN61EUX2/)
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(@) With reference to Figure 1 and Extract 1, explain why there was a sharp fall in the
price of oil in the second half of 2014. Illustrate your answer with a supply and
demand diagram.
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(b) With reference to Extract 1, assess the impact of the introduction of the indirect
tax on the market for clothes in Qatar.

(10)
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(c) With reference to Extract 2, explain the difference between renewable resources
and non-renewable resources.

(4)
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(d) With reference to Extract 2, evaluate the likely microeconomic effects of the
introduction of a minimum wage for construction workers in Qatar.

(14)
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(e) With reference to Extract 3, evaluate the impact of the external costs caused
by the construction boom in Qatar. lllustrate your answer with an appropriate
diagram.
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(Total for Question 10 = 48 marks)

TOTAL FOR SECTION B
TOTAL FOR PAPER

48 MARKS
80 MARKS
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