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Gen er a l  Mar k in g  Gu id an ce  
 

• All candidates must  receive the same t reatment .  

Exam iners must  mark the first  candidate in exact ly the 

same way as they mark the last .  

• Mark schemes should be applied posit ively. Candidates 

must  be rewarded for what  they have shown they can do 

rather than penalised for om issions.  

• Exam iners should mark according to the m ark scheme not  

according to their percept ion of where the grade 

boundaries may lie.  

• There is no ceiling on achievement . All marks on the mark 

scheme should be used appropr iately.  

• All the marks on the mark scheme are designed to be 

awarded. Exam iners should always award full marks if 

deserved, i.e. if the answer matches the mark scheme.  

Exam iners should also be prepared to award zero marks if 

the candidate’s response is not  worthy of credit  according 

to the mark scheme. 

• Where some judgement  is required, mark schemes will 

provide the pr inciples by which marks will be awarded and 

exemplif icat ion may be lim ited. 

• When examiners are in doubt  regarding the applicat ion of 

the mark scheme to a candidate’s response, the team 

leader must  be consulted. 

• Crossed out  work should be marked UNLESS the candidate 

has replaced it  with an alternat ive response. 

 

 

 

 

FOR ALL QUESTI ONS:   No markscheme can cover all possible responses.  

Therefore, reward analysis which is relevant  to the quest ion even if this is 

not  specifically ident if ied in the markscheme. 

 

 

 

 

Gen er a l  ob ser v at ion s 

 
• Up to 3 marks can be awarded for reject ing 3 incorrect  opt ions if a 

valid reason is given (with 1 mark for each opt ion rejected) . 

 

• Up to 3 explanat ion marks can be awarded even if candidate selects 

incorrect  key. 
 
 
 
 
 

 

 



 

 

Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q1  

 

• B ( 1  m ar k )  

 

• Definit ion of opportunit y cost  (value of the next  best  

alternat ive foregone)  (1  m ar k ) . 

 

• Definit ion of product ion possibility front ier (maximum 

output  potent ial for an economy when all it s resources 

are fully /  eff icient ly employed)  (1  m ar k ) . 

 

• Diagramm at ic analysis:  a product ion possibility diagram 

depict ing a movement  along the front ier e.g. X to Y /  

ident ify ing the gain in output  of one good and loss of 

output  for another good (1 + 1  m ar k s) . NB:  t h e ax es 

m u st  b e su i t ab ly  lab el led  t o  secu r e t h e 2  m ar k s 

p ossib le. 

 

 
      Rej ect ion  m ar k s 

• Opt ion A incorrect  since a shift  in the supply curve 

indicates changes in condit ions of supply, for example, 

discovery of new resources or an increase in product ion 

costs (1  m ar k ) . 

  

• Opt ion C incorrect  since movement  along a demand 

curve economy is due to a change in pr ice of a good (1  

m ar k ) . 

 

• Opt ion D incorrect  since an outward shift  in the front ier 

shows economic growth /  more output  of both goods can 

be achieved (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q2  

 

• D ( 1  m ar k )  

 

• Definit ion of free market  economy ( the price 

mechanism allocates resources)  (1  m ar k ) . 

 

• Explanat ion of why compet it ion can benefit  

consumers:  lower pr ices /  improved qualit y of goods 

and services /  more consumer choice /  more 

investment  by firms which benefit  consum ers in the 

long term :  (1 + 1 + 1  m ar k s)  

 

• Rej ect ion  m ar k s  

• Opt ion A incorrect  as government  funding of 

healthcare and educat ion occurs in a m ixed economy 

rather than free market  economy (1  m ar k ) . 

 

• Opt ion B incorrect  as government  intervent ion to 

correct  market  failure indicates that  the free market  

is not  operat ing efficient ly in the interests of 

consumers /  there is no government  intervent ion in a 

free market  economy        (1  m ar k ) . 

 

• Opt ion C incorrect  as this descr ibes the operat ion of 

a cent rally planned economy (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q3  

 

• B ( 1  m ar k )  

 

• Definit ion of consumer surplus ( the difference between 

the price consumers are willing to pay for a good and the 

actual market  pr ice paid /  the area above the equilibr ium 

price and below the demand curve)  (1  m ar k ) . 

 

• I dent if icat ion of or iginal consumer surplus area as PeXZ. 

(1  m ar k )  

 

• I dent if icat ion of new area of consumer surplus such as 

P1YZ. (1  m ar k )  

 

• I dent if icat ion of the area of fall in consumer surplus (1  

m ar k )  

 

• Diagramm at ic explanat ion showing a decrease in the 

supply curve and higher equilibr ium pr ice ( 1  m ar k ) . 

 

 

 

         

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

       Rej ect ion  m ar k s 

• Opt ion A incorrect  since producer surplus will decrease as 

supply shifts inwards. (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q4  

 

• A (1  m ar k )  

 

• Definit ion of pr ice elast icity of demand or correct  formula 

( the responsiveness of demand for a good due to a 

change in its pr ice, or ,   %ΔQD ÷ %ΔP = PED  (1  m ar k ) . 

 

• Definit ion of total revenue ( the total amount  of money 

received by producers from selling a given quant ity of a 

good /  pr ice mult iplied by total quant ity =  total revenue)  

(1  m ar k ) .  

 

• Demand for meat  is price inelast ic so a fall in its pr ice will 

cause a smaller proport ionate r ise in demand, leading to 

lower total revenue /  it  is inelast ic as the answer is 

between 0 and    -1.  (1  m ar k ) . 

 

• Diagramm at ic analysis depict ing an inelast ic demand 

curve and a fall in pr ice /  or iginal and new lower total 

revenue areas ident if ied (0peXQe falls to 0P1YQ1)   (1 + 1  

m ar k s) . 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Rej ect ion  m ar k s 

• Opt ion B incorrect  since fruit  and vegetables are price 

inelast ic in demand not  price elast ic in dem and (1  m ar k ) . 

 

• Opt ion C incorrect  since demand for fruit  and vegetables 

is more pr ice inelast ic than meat  as it  is closer to zero ( -

0.2 compared to -0.3)  (1  m ar k ) . 

 

• Opt ion D incorrect  since demand is perfect ly pr ice 

inelast ic (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q5  

 

•  C ( 1  m ar k )  

 

• Definit ion of income elast icit y of demand or correct  

formula ( the responsiveness of demand for a good due to 

a change in income, or , %ΔQD ÷ %ΔY = YED) (1  m ar k ) . 

 

• A negat ive income elast icity of demand means that  

tobacco is an infer ior good (1  m ar k ) . 

 

• Definit ion of infer ior good:  an increase in real income 

leads to a decrease in quant ity demand for tobacco (1  

m ar k ) . 

 

• Numerical applicat ion, for example, a 10%  increase in 

income leads to a 1.2%  fall in demand for tobacco (1  

m ar k ) . 

 

• Applicat ion:  as real income increases people may become 

more health conscious and so reduce their consumpt ion of 

tobacco (1  m ar k ) . 

 

Rej ect ion  m ar k s 

• Opt ion A incorrect  since a normal good has a posit ive 

income elast icit y of demand (1  m ar k ) . 

 

• Opt ion B incorrect  since demand for tobacco is income 

inelast ic because the value is between -1 and + 1 (1  

m ar k ) . 

 

• Opt ion D incorrect  since the data on tobacco is for income 

elast icity of demand rather than pr ice elast icity of 

demand.    (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q6  

 

• D ( 1  m ar k )  

 

• Definit ion /  understanding of  occupat ional labour 

immobility /  immobilit y ( labour unable /  able to change 

occupat ions to take available work)  (1  m ar k )  

 

• A decrease in t raining programmes for the unemployed 

means they may lack appropriate skills /  qualif icat ions /  

work experience for a part icular j ob)  (1  m ar k ) . 

 

• Applicat ion to real world example:  e.g. unemployed motor 

vehicle worker may lack the skills to become an I T web 

designer (1  m ar k ) . 

 

 

Rej ect ion  m ar k s 

• Opt ion A incorrect  since a decrease in rail and bus fares 

will increase geographical mobility of labour as fares are 

now cheaper (1  m ar k ) . 

 

• Opt ion B incorrect  since a decrease in regional house 

price differences will increase geographical mobility of 

labour as housing is now more affordable (1  m ar k ) . 

 

• Opt ion C incorrect  since an increase in mult i- skilled 

workers will enable them to t ransfer into different  

occupat ions more easily. (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q7  

 

• C ( 1  m ar k )  

 

• Definit ion of guaranteed m inimum pr ice (a m inimum pr ice 

at  which wheat  can be sold for and any surplus is 

purchased by the government  /  a floor pr ice below which 

the price of wheat  cannot  fall)  (1  m ar k ) . 

 

• I dent if icat ion of the surplus or excess supply of wheat  as  

4,000 tonnes at  the m inimum pr ice (1  m ar k ) , or ,  total 

calculat ion shown as 4,000 tonnes ×  £300 =  £1,200,000     

(2  m ar k s) . 

 

• Also award for diagrammat ic explanat ion where m inimum  

price is set  above free market  pr ice in a demand and 

supply diagram  /  area of government  purchase ident if ied 

(1 + 1  m ar k s) .  

 

       Rej ect ion  m ar k s 

• Opt ion A incorrect  since this is the m inimum pr ice of 

£300 mult iplied by supply of 108 000 tonnes (1  m ar k ) . 

 

• Opt ion B incorrect  since this is the m inimum pr ice of 

£300 mult iplied by demand of 104 000 tonnes (1  m ar k ) . 

 

• Opt ion D incorrect  since this is the m inimum pr ice of 

£300 mult iplied by 1000 tonnes (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  

 

Mar k  

 

Q8  

 

 

 

• C  ( 1  m ar k )  

 

• Explanat ion of t radable pollut ion perm its (allowances 

(cap)  on the amount of pollut ion firms m ay em it  which 

can be bought  and sold)  (1  m ar k )  

 

• Definit ion of external costs ( third party costs /  costs 

external to an exchange /  costs outside the market  

t ransact ion /  costs the price mechanism ignores /  

negat ive spillover effects /  difference between social costs 

and pr ivate costs)  /  this may be shown by diagram (1  

m ar k )  

 

• Applicat ion to air lines:  the price of f ly ing m ay increase if 

air lines have to buy addit ional perm its and this m ay 

reduce the overall number of f lights /  air lines have 

incent ive to increase fuel efficiency of f ly ing /  this may be 

shown by diagram (1 + 1  m ar k s)  

 

• The t radable perm its have the effect  of increasing 

product ion costs. (1  m ar k )  

 

 

      Rej ect ion  m ar k s 

• Opt ion A incorrect  since air lines can buy and sell carbon 

perm its /  perm its are t radable (1  m ar k ) . 

 

• Opt ion B incorrect  since the perm its are designed to 

internalise external costs of fly ing /  designed to achieve 

equilibr ium between marginal social costs and marginal 

social benefits. (1  m ar k ) . 

 

• Opt ion D incorrect  since an excess supply of carbon 

perm its will lower their pr ice and so give less incent ive for 

air lines to reduce carbon em issions (1  m ar k ) . 
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q9 ( a)  

 

      KAA =  6  m ar k s 

• Definit ion of total revenue ( total payment  received by 

producers for selling a given quant it y of tea /  pr ice 

mult iplied by output )  (1  m ar k )  

 

• Total revenue is likely to increase (1  m ar k )  

 

• Award for explanat ion of importance of pr ice inelast ic 

supply for affect ing total revenue (1  m ar k )  

                 

•  Diagram (u p  t o  4  m ar k s)  

 Original demand and supply curve with equilibr ium pr ice 

and quant ity (1 )  

 I ncrease in demand curve (1 )  

 Original area of total revenue ident if ied (0PeXQe)  (1 )  

 New area of total revenue ident if ied (0P2YQ2)  (1 )  

 The increase in area of total revenue may also be 

shown (2 )  
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q9 ( b )  

 

      KAA =  4  m ar k s 

• A growing taste or increase in demand for black tea is 

likely to lead to an increase in demand for tea workers /  

since the demand for labour is derived from  the demand 

for the final product . (1 + 1  m ar k s) . 

 

•  Accept  diagramm at ic explanat ion of the labour market  

for tea workers depict ing:  an increase in the demand for 

labour /  higher equilibr ium  wage and quant ity employed. 

(2  m ar k s)  

 

• An increase in employment  or a decrease in 

unemployment  (but  do not  double award) . ( 1  m ar k )  

 

• An increase in earnings:  wage rate may r ise /  or more 

hours worked. (1 + 1  m ar k s)  

 

•  Reduct ion in poverty for tea workers and their fam ilies /  

increase standard of living. ( 1 + 1  m ar k s)  

 

• Other changes e.g. impact  on gender equalit y, t raining, 

product iv ity /  eff iciency or adverse effects (1 + 1  m ar k s) . 
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Qu est ion  

Nu m b er  

An sw er  Mar k  

 

Q9 ( c)  

 

 

 

 

 

 

 

 

 

          KAA =  6  m ar k s 

• Definit ion or formula of price elast icity of supply            

( the responsiveness of supply due to a change in pr ice 

or   %∆QS ÷ %∆P) (1  m ar k )  
 

• Explanat ion of pr ice inelast ic supply ( this may be 

shown by diagram) . (1  m ar k )  
 

• I n the short  run supply appears to be pr ice inelast ic 

but  in the long run pr ice elast ic (1  m ar k ) . 
 

• No ext ra land available for tea cult ivat ion in I ndia and 

Sri Lanka and very lit t le in Kenya /   reference to 

Figure 2 shows they are the world’s largest  producers 

of black tea diff icult  to find 700 to 800 hectares. 

(1 + 1 + 1  m ar k s)  
 

• Takes six years to grow tea bushes before tea can be 

picked (1  m ar k ) . 
 

• Land available in Rwanda and Vietnam but  takes t ime 

to prepare (1  m ar k ) .  
 

• Dist inct ion between the short  run (where at  least  one 

factor input  is f ixed)  and long run (where all factor 

inputs are var iable)  (1  m ar k ) . 
 

Ev alu at ion :  2 + 2  o r  3 + 1  o r  1 + 1 + 2  m ar k s 

• Price elast icity of supply depends on the level of 

stocks of tea e.g. buffer stocks  /  discussion of 

perishability of tea (accept  that  some tea improves in 

quality over t ime) . 
 

• Price elast icity of supply depends on ease of ent ry and 

exit  to the market  for  farmers /  appears difficult  due 

to the long t ime period (6 years)  before revenue can 

be obtained from growing the crop. 
 

• Tea is dependent  on the climate and so no guarantee 

that  supply will be elast ic in the long run /  problem of 

flooding or drought  m ight  occur. 
 

• Discussion on qualit y of tea crop:  it  m ight  be possible 

for supply to be more elast ic if qualit y is reduced. 
 

• The price fluctuat ions shown in Figure 1 m ay 

discourage farmers from responding to pr ice increases 

as there is too much uncertainty in the market  /  pr ice 

may fall back in the near future. 
 

• Technological improvements may enable supply to 

respond to price changes more quickly.  
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Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q9 ( d ) *  

 

            KAA =  8  m ar k s 

• Explanat ion of buffer stock scheme:  an organizat ion 

intervenes in a market  and holds stocks of tea to keep 

price within a certain range or at  a fixed pr ice. (1  m ar k )  

 

• Explanat ion of how buffer stocks scheme operates:  it  will 

buy tea and add to its stockpile to prevent  price falling 

too far /  it  will sell tea from its stockpile to prevent  price 

r ising too far (1 + 1  m ar k s) . 

 

• NB:  Diag r am ( s) :  accep t  v ar iat ion s o f  t ar g et  p r ice o r  

t ar g et  p r ice r an g e. ( u p  t o  6  m ar k s in clu d in g  a clear  

ex p lan at ion  o f  su r p lu ses an d  sh or t ag es) . A 

m ax im u m  o f  4  m ar k s i f  j u st  on e is ex p la in ed .  

 

• NB:  Diag r am ( s) :  accep t  v ar iat ion s o f  su p p ly  cu r v es 

( su ch  as sh or t  r u n  v er t ica l  su p p ly  cu r v es b ein g  

i l lu st r at ed  t h r ou g h ou t ) . 

 

A g ood  h ar v est  o f  t ea w h ich  sh i f t s su pp ly  t o  S1  
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           A p oor  h ar v est  o f  t ea w h ich  sh i f t s su p p ly  t o  S6  

 

 Original demand and supply curves with equilibr ium pr ice 

(1 )  

 Maximum and m inim um pr ice posit ions ident if ied or 

target  pr ice ident if ied (1 )  

 Good harvest  with supply increasing – so leading to 

agency buying tea and adding to stockpile /  quant it y of 

stock purchased ident if ied as XY or LQ1 (1 + 1 ) . 

 Poor harvest  with supply decreasing – so leading to 

agency releasing stock on to market  /  quant it y of stock 

released ident if ied as Q6M or VW. (1 + 1  m ar k s)  

 

• Th e ex t r act  su g g est s t h e sch em e is u n l ik e ly  t o  b e 

su ccessfu l  s in ce:  

 

 I dent if icat ion of problems from passage:  funding, 

storabilit y and agreement . (1  m ar k )  

 

NB:  aw ar d  a m ax im u m  o f  4  KAA m ar k s i f  n o  su i t ab le 

d iag r am  at t em p t ed  o r  o f f er ed . 
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            Ev alu at ion :  6  m ar k s  ( 2 + 2 + 2  o r  3 + 3  m ar k s)  

 

• Accep t  as ev alu at ion  an y  ad d i t ion al  ob st acles t o  a 

b u f f er  st ock  sch em e n o t  m en t ion ed  in  t h e ex t r act , 

f o r  ex am p le:  

 

 Problems of set t ing a suitable target  pr ice or maximum  

and m inimum pr ice. 

 

 Tea is not  an homogenous product  – many different  

var iet ies and qualit ies /  diff icult  to create m inim um pr ice 

for each of these variet ies. 

 

  A series of bad harvests may mean the agency runs out  

of stock so cannot  keep within the maximum pr ice lim it .  

 

 Tea producers current ly do not  want  a buffer stocks 

scheme since the demand and pr ice of tea is set  to 

increase further /  leading to increased revenue and 

profit .  

 

 Previous buffer stocks schemes have failed, for example, 

Tin, coffee, rubber and cocoa – so every reason to 

expect  failure with tea. 

 

 Discussion of dependency culture /  inefficiency among 

tea farmers. 

 

• Discu ssion  o f  f u n d in g  o f  sch em e :  government  funding 

of buffer stock schemes less likely in t imes of low 

economic growth and large nat ional debts /  opportunity 

cost  associated with intervent ion buying. 

 

• Discu ssion  on  t im e p er iod :  buffer stock schemes may 

work in the short  term  as both consumers and producers 

want  pr ice stability /  more chance of success when price 

of tea is falling as this reduces revenue and profits for 

producers. 

 

• Discu ssion  on  st o r ab i l i t y :  tea can be stored for several 

years, although its f lavour and qualit y m ight  dim inish 

over t ime -  there is st ill a market  for lower quality tea. 

 

• Discu ssion  on  t h e em er g en ce o f  su bst i t u t es f o r  

b lack  t ea :  consumers may switch to green tea dur ing 

t imes of high pr ices of black tea /  producers may switch 

to growing green tea during t imes of low pr ices for black 

tea.  

 

 

 



 

 

Qu est ion   

Nu m b er  

An sw er  Mar k  

 

Q9 ( e) *  

 

 

          KAA =  8  m ar k s 

• Definit ion of pr ivate benefit  (1 + 1  m ar k s) :  benefit  internal 

to an exchange /  benefit  the pr ice mechanism takes into 

account  /  benefit  from the market  t ransact ion /  benefit  to 

first  and second party /  benefit  direct  to consumer or 

producer from economic act iv ity. 

 

• Definit ion of external benefit  (1 + 1  m ar k s) :   benefit  

external to an exchange /  benefit  the pr ice mechanism 

ignores /  benefit  outside of the market  t ransact ion /  

posit ive third party effect  /  indirect  benefit  to consumer of 

producer from an economic act iv ity.                           

 
• Diagram  (u p  t o  4  m ar k s)  

 MPB =  MC curve (1 ) . 

 MSB curve (1 ) . 

 I dent if icat ion of market  equilibr ium (Qe)  and social 

efficient  equilibr ium (Q2)  (1 ) . 

 Triangle of welfare gain (1 ) .  

 

• Explanat ion of pr ivate benefits (1 + 1  o r  2  m ar k s) :  these 

include the sat isfact ion or ut ility the indiv idual gains from 

consuming tea /  improvement  to personal health  /  

increase in qualit y of life /  life expectancy /  higher 

earnings from staying healthy /  higher revenue and 

profits to firms that  sell tea. 
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• Explanat ion of external benefits (1 + 1  o r  2  m ar k s) :  these 

include less pressure on healthcare services /  less 

consumpt ion of caffeine /  addit ional product iv ity to the 

economy from healthier workers /  leading to increased 

revenue and profits for f irms not  associated with tea /  

at t ract ion of foreign investment  /  increased internat ional 

compet it iveness /  increased tax revenue for government  

from workers who earn more. 

 

NB:  can d id at es m u st  b e ex p l ici t  w h en  d ist in g u ish in g  

b et w een  p r iv at e b en ef i t s an d  ex t er n al  b en ef i t s o f  

t ea con su m p t ion , o t h er w ise d o  n o t  aw ar d  

ex p lan at ion  m ar k s. 

 

           NB:  I f  n o  d iag r am  aw ar d  a m ax im u m  o f  4  KAA     

           m ar k s    

                 

                      Ev alu at ion :  ( 3 + 3  o r  2 + 2 + 2  m ar k s)  

 More research is required into the possible health 

benefits from consum ing tea /  the mechanisms of 

how tea improves health are st ill uncertain. 

 

 Uncertainty of the value of external benefit s:  

diff icult  to measure the part  of increased 

product iv ity that  m ight  be at t r ibuted to consumpt ion 

of tea /  hard to at tach a monetary value. 

 

 Possibilit y of data bias /  value of benefits may be 

exaggerated in order to increase sales. 

 

 There could be external costs from consum ing tea 

e.g. damage to environment  from creat ing tea 

plantat ions /  health issues from drinking tea e.g. 

consumpt ion of caffeine. 

 

 I mpact  on coffee market :  decline in employment  

and incomes among coffee producers /  increase in 

poverty among coffee farmers in developing world. 
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Nu m b er  

An sw er  Mar k  

 

Q1 0 ( a)  

 

      KAA =  4  m ar k s 

• Explanat ion of renewable energy resource:  energy that  

can be used without  supply being dim inished /  a 

sustainable resource available for future generat ions (1  

m ar k ) . 

 

• I dent if icat ion of renewable energy resource from ext ract  -  

solar power or wind power (1  m ar k ) . 

 

• Explanat ion of non- renewable energy resource:  use of 

energy which dim inishes the supply available /  it  is f inite 

in supply and non-sustainable for future generat ions (1  

m ar k ) . 

 

• I dent if icat ion of non- renewable energy resource from 

ext ract   -  gas or coal (1  m ar k ) . 

 

• Award for definit ion of ‘resource’ ( factor input  or agent  

used to produce goods and services)  (1  m ar k ) . 
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            KAA =  6  m ar k s 

I dent if icat ion of two benefits in ext ract ing gas from 

underground rock  plus their development .  

• I d en t i f i cat ion :  Gas causes less pollut ion ( than coal)  (1  

m ar k ) :   

 I t  may help reduce global warm ing /  less of a v isual 

eyesore in product ion since most  of the operat ions 

is underground /  maintain property pr ices in areas 

where fracking occurs (u p  t o  3  m ar k s) . 

 

• I d en t i f i cat ion :  Lower gas pr ices due to plent iful supply 

( 1  m ar k ) :   

 Diagram  depict ing an increase in supply and fall in 

market  pr ice of gas /  major benefit  to low income 

fam ilies and pension households who st ruggle with 

paying fuel bills /  supply of gas guaranteed for 

consumers as reserves could last  100 years /  

increase consumer surplus (u p  t o  3  m ar k s) . 

 

• I d en t i f i cat ion :  I ncreased income and revenue (1  m ar k ) :  

 I t  generates employment   or data use of 50 000 

jobs created  /  wages for labour /  profits for f irms /  

increased tax revenue for government  /  less welfare 

payments from government  (u p  t o  3  m ar k s) . 

  

• I d en t i f i cat ion :  Development  of a new energy source (1  

m ar k ) :  

 Less dependency on imports of energy /  help to 

make up for decline in North Sea oil and gas 

reserves (u p  t o  3  m ar k s) . 
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Q1 0 ( c)  

 

            KAA ( u p  t o  6  m ar k s)  

• Definit ion or formula for cross elast icity of demand ( the 

responsiveness in demand for one good due to a change 

in price of another good or %∆QD good x ÷  %∆P good 
y)  (1  m ar k ) . 

 

• The ext ract  suggests a fall in pr ice of gas will cause a 

decrease in demand for coal /  an increase in the pr ice of 

gas will cause an increase in demand for coal (1 + 1  

m ar k s) . 

 

• Gas and coal are subst itutes with a posit ive cross 

elast icity of demand (1 + 1  m ar k s) . 

 

• Diagram  depict ing the posit ive cross elast icity of demand 

relat ionship between gas and coal (1  m ar k ) . 

 

• Accept  numerical example of a posit ive relat ionship 

between the price of gas and demand for coal (1  m ar k ) .  

 

• I dent if icat ion that  complementary goods have a negat ive 

cross elast icity of demand (1  m ar k ) . 

 

• Ev alu at ion :  ( 2 + 2  m ar k s o r  3 + 1  m ar k s)  

 Discussion on the st rength of subst itutes:  if exist ing 

power stat ions only take one form  of fuel resource and not  

the other, then they are weak subst itutes /  for example, 

gas- fired power stat ions as opposed to coal- fired power 

stat ions /  XED may be close to zero. 

 

 Time and money may come into play:  depends on the 

cost  and ease to adapt  power stat ions to take either fuel.  

 

 Gas and coal are subst itutes when it  comes to power 

stat ions which can burn both forms of fuel /  subst itutes 

when it  comes to deciding whether to build new power 

stat ions – gas or coal.  

 

 Depends on the amount  of available coal reserves:  if there 

are lots of coal reserves it  suggests st rong subst itutes /  if 

few coal reserves then it  suggests weak subst itutes. 

 

 Discussion of environmental issues:  for example, if gas 

creates less pollut ion than coal in energy product ion, it  

suggests power companies will prefer gas over coal. 

 

NB:  accep t  ar g u m en t s b ased  on  h ou seh o ld s. 
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            KAA ( Up  t o  8  m ar k s)  

• Definit ion of market  failure:  the price mechanism fails to 

allocate resources efficient ly /  the pr ice mechanism leads 

to a net  welfare loss (1  m ar k ) . 

 

• Definit ion of external costs:  costs external to an exchange 

or t ransact ion /  costs which the pr ice mechanism fail to 

take into account  /  negat ive third party effects /  

difference between social costs and pr ivate costs (1 + 1  

m ar k s) . 

 

• Explanat ion of external costs by ext ract ing gas from 

underground rock, for example:   pollut ion of underground 

water supplies /  air  pollut ion could lead to respiratory 

diseases  /  carbon em issions add to global warm ing and 

climate change /   im pact  of earthquakes on property 

prices and potent ial damage (1 + 1 + 1  m ar k s) . 

 

• Diagram  (u p  t o  4  m ar k s) :  

 

 

 Original MB and MPC curves (1 )  

 MSC curve (accept  a parallel shift  of the MSC 

curve)  (1 )  

 I dent if icat ion of market  equilibr ium and socially 

efficient  quant ity (1 )  

 I dent if icat ion of t r iangle of welfare loss (1 )  

 

NB:  I f  n o  d iag r am  t h en  aw ar d  a m ax im u m  o f  4  KAA 

m ar k s. 
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• Explanat ion of market  failure:  the social opt imum pr ice is 

higher than the free market  pr ice and social opt imum 

output  is lower than the market  output  /  there is over-

product ion and under-pricing of gas (1  m ar k ) .   

 

 

            Ev alu at ion  ( 2 + 2 + 2  o r  3 + 3  m ar k s)  

 Discussion of the diff iculty in quant ify ing and at taching a 

monetary value to external costs created by fracking, for 

example:  measur ing earthquake damage or its 

cont r ibut ion to global warm ing.  

 

 Discussion of long term  implicat ions:  there is much 

uncertainty over the effects of fracking since it  is a 

relat ively new method of ext ract ing gas /  need more 

research and evidence to draw conclusions /  a greater 

t ime per iod required to assess its long term  impact .  

 

 Discussion of the magnitude of fracking:  already supplies 

a quarter of US gas needs and set  to r ise to nearly half by 

2035 /  could supply all of UK gas needs for 100 years /  

environmental im plicat ions are potent ially massive /  most  

act iv ity is underground so less visual im pact . 

 

 Discussion of the possible benefits from fracking which 

could outweigh all the pr ivate and external costs:  reduce 

dependency on imports of gas /  replace the dim inishing 

gas supplies from North Sea /  self- sufficient  in energy /  

could provide all of UK gas needs for 100 years /  impact  

on UK Balance of Payments /  less pollut ion created 

compared to coal /  creat ion of up to 50,000 jobs in UK /   

increase in tax revenue. 

 

 Discussion of measures that  either government  or f irms 

engaged in fracking m ight  take to reduce market  failure. 
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Q1 0 ( e) *  

 

KAA ( u p  t o  8  m ar k s:  2 + 2 + 2 + 2  o r  3 + 3 + 2 )  an d  

Ev alu at ion  ( u p  t o  6  m ar k s:  2 + 2 + 2  o r  3 + 3 )  

 

NB:  t h e ad v an t ag es  o r  b en ef i t s o f  r egu lat ion  an d  

in d i r ect  t ax es m ay  b e r eg ar d ed  as KAA m ar k s an d  

t h e d isad v an t ag es o r  l im i t at ion s m ay  b e r eg ar d ed  

as ev alu at ion  

 

NB:  i f  on ly  on e m easu r e con sid er ed , aw ar d  a 

m ax im u m  o f  6  KAA m ar k s an d  4  Ev alu at ion  m ar k s. 

 

I d en t i f i cat ion  o f  t w o  g ov er n m en t  m easu r es su ch  as 

r eg u lat ion s an d  in d i r ect  t ax at ion  ( 1 + 1  m ar k s) . 

 

 Reg u lat ion s -  ad v an t ag es 

 Simple for f irms to understand. 

 

 A quota can applied to the ext ract ion of gas from sites. 

 

 Possible to fine firms and use the money to compensate 

vict ims. 

 

 Fines act  as a deterrent  to firms to pollute environment . 

 

 Possible to close firms down and ban operat ions. 

 

 Firms m ight  be required to restore site to previous 

condit ions at  the end of operat ions. 

 

 

 Reg u lat ion s –  d isad v an t ag es o r  l im i t at ion s 

 Expensive to monitor behaviour of f irms /  issue of who 

pays for the monitor ing. 

 

 Extra costs of installing pollut ion monitor ing equipment  – 

who pays? 

 

 Difficult  to measure the quant it y of pollut ion from fracking 

as most  operat ions underground /  diff icult  to at tach 

monetary value to the pollut ion. 

 

 Regulat ions rest r ict  the operat ion of the pr ice mechanism 

and work against  market  forces /  if too st r ict  then 

investment  may fall and gas ext ract ion is halted. 

 

 Regulat ions may not  be enforced properly – as in the case 

of the US, leading to extensive pollut ion of water supplies 

/  regulatory capture. 
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 I n d i r ect  t ax es –  ad v an t ag es 

 Polluter pays pr incipal /  so increase costs for f irms and 

internalises the externality.  

 

 I ndirect  taxes work with market  forces – so the pr ice 

mechanism st ill operates leading to efficiency. 

 

 Quant ity of pollut ion should fall and the market  moves 

towards the social opt imum posit ion /  this may be shown 

by diagram  e.g. the imposit ion of an indirect  tax which 

shifts the supply curve inwards (or MPC curve closer to 

the MSC curve) . 

 

 Tax revenue raised for government  which can be used to 

compensate vict ims of the pollut ion /  can be used to clean 

up the pollut ion. 

 

 

 I n d i r ect  t ax es –  d isad v an t ag es o r  l im i t at ion s 

 Difficult  to set  the correct  tax to internalize the negat ive 

externalit ies.  

 

 No guarantee that  the tax revenue collected will be used 

to compensate vict im s or to clean up the environment . 

 

 I f demand for gas is price inelast ic then firms can pass on 

the ext ra tax to consumers. Overall levels of gas 

ext ract ion and pollut ion may not  be affected much. 

 

 I ncent ive for f irms to avoid or evade paying high indirect  

taxes on gas ext ract ion. 
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