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‘Many ideas in the UK for coping with rising health care costs are imported from other EU
countries’ ( The European Union Context Extract F, lines 1 and 2).

Using the data and your economic knowledge, assess whether the UK Government should
encourage greater use of market forces in the provision of health care.

[25 marks]

‘The Spirit Level, a book by Richard Wilkinson and Kate Pickett published in 2009, is subtitled:
Why More Equal Societies Almost Always Do Better!

Evaluate the view that the government should rely less on market forces to determine the
distribution of income and wealth in the UK and should increase its intervention to make the UK
more equal.

[25 marks]
A government wishes to make the distribution of both income and wealth more equal.
Discuss whether the most effective way to achieve these aims is to tax income more
progressively.
[25 marks]
‘The Spirit Level, a book by Richard Wilkinson and Kate Pickett published in 2009, is subtitled:
Why More Equal Societies Almost Always Do Better!
Explain the causes of inequality in the distribution of income and wealth in the UK.
[15 marks]
THE EUROPEAN UNION CONTEXT
Extract E: Wage differentials in the UK in 2008
In 2008, the average doctor in general practice earned £105 000 and, while the average 1

earnings of dentists doing NHS work were £89 000, over 700 dentists earned more than

the Prime Minister, who earned £190 000. The Lord Chief Justice earned £236 000 and

the Director-General of the BBC earned £816 000. The average annual earnings of all

UK workers in full-time employment was around £30 000. Someone with a normal 5
full-time working week on the national minimum wage would have earned about £11 000

over the year.

Source: news reports, 2009

The European Union Context Extract E gives examples of wage differentials.

Explain what is meant by the term ‘wage differentials’ and analyse two reasons, suggested by
economic theory, why wage differentials occur.

[9 marks]
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‘Addressing unfairness in the UK tends to focus on policies to redistribute income after it has
been earned... On the other hand, much EU policy is aimed at reducing the unequal distribution
of income at source...” (The European Union Context Extract D, lines 25 — 28).

Using the data and your economic knowledge, evaluate the view that a fair distribution of income
can better be achieved by policies which aim to redistribute income after it is earned rather than
by policies which tackle supply-side obstacles in the economy.

[25 marks]

THE EUROPEAN UNION CONTEXT
Extract D: Policies for fairness

The European Union is one of the richest areas in the world but both absolute poverty and 1

relative poverty exist within the EU. Although unemployment is a major cause of poverty,

the working poor, whose wages are at or below the ‘poverty line’, are estimated to number

20 million across the EU.

The EU named 2010 as the ‘European Year for Combating Poverty and Social Exclusion’, 5

but this hardly featured at all in the UK media. However, the concept of fairness is very

much on the national agenda. For example, the UK Prime Minister, David Cameron,

did at one stage suggest that the earnings of the highest paid public servant should be no

more than 20 times that of the lowest. Furthermore, many commentators have suggested

that, if such a formula were introduced, the idea could spread to the private sector. 10
The UK is one of 20 out of 27 EU member states with a minimum wage. Across those

20 countries, minimum wages are between 30% and 50% of average earnings. The

European Parliament has floated the idea of an all-EU ‘minimum income’ but this is not

expected to be taken up by governments just yet. And how long before there are also

serious proposals for a national, or even an all-EU, maximum wage? 15

Between 1980 and 2005, the distribution of income in the UK became less equal. In 1980,

the top 1% of earners received 12% of all income. However, by 2005 the top 1% of earners

received 16% of all income, with bonuses in the financial sector pushing this figure nearer

to 18%. The trend towards greater income inequality in the UK in recent years has largely

been justified by the idea that market forces provide ‘incentives’ for successful businesses 20
and that the spending power of high earners ‘trickles down’ to the rest of society.

Fairness is difficult to define. One view, suggested by the UK'’s Institute for Public Policy

Research, is that fairness involves basic minimum entitlements and equal opportunities,

plus an absence of obstacles created by factors such as where an individual is born or

where they happen to live. Addressing unfairness in the UK tends to focus on policies to 25
redistribute income after it has been earned: for example, through the tax and benefits

system. On the other hand, much EU policy is aimed at reducing the unequal distribution

of income at source, through what are called cohesion policies to target supply-side

obstacles.

EU policies are, to a large extent, aimed at boosting the employability and earning potential 30
of workers through measures such as skills training and business advice. They work on

the ‘supply side’ of the labour market but the demand for labour cannot be ignored. For

example, despite receiving significant levels of EU funding, recently Wales lost 900

well-paid, skilled jobs when the German company Robert Bosch moved its factory to

Hungary, where wages are much lower. Perhaps an all-EU minimum wage would have 35
helped to prevent this.

Source: news reports, 2010
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10.

11.

12.

13.

Assess the view that wide wage differentials are good for the economy and that governments
should therefore play no part in deciding wage rates.

[25 marks]

Assess the economic costs and benefits of government action which results in the UK becoming
a less equal society.

[25 marks]

Explain what is meant by ‘absolute poverty’ ( The Global Context Extract C, line 4) and analyse
how access to clean water is ‘closely linked to production, income and wealth, both within and
between countries’ ( The Global Context Extract B, lines 1 and 2).

[9 marks]
THE EUROPEAN UNION CONTEXT
Extract F: UK health reforms
Many ideas in the UK for coping with rising health care costs are imported from other 1

EU countries. For example, in 2002, the Labour Government introduced the idea

of ‘Foundation Trust Hospitals’, which had been tried in Spain. These not-for-profit

organisations are able to set their own clinical and financial priorities and have greater

freedom to borrow money, invest their surpluses, and form public-private partnerships. 5
Meanwhile, in Spain, some doctors were complaining that their newly formed Foundation

Hospitals had fewer beds, fewer staff and more complaints from patients than before.

Some hospitals were returned to their former status because they were said to be

bureaucratic, inefficient and ‘cherry-picking’, that is choosing the easiest patients to treat.

During 2011 and 2012, the UK Coalition Government legislated for NHS reforms, 10
promoting the idea of an ‘internal market’ in health provision, with local doctors working in

groups to buy hospital services on behalf of their patients. In February 2012, a hospital in

East Anglia was the first in the NHS to be taken over by a private company, which hoped

to clear the hospital’'s £45m debts and make it ‘profitable’ by ‘competing’ for patients with

neighbouring hospitals. 15

‘Government should be concerned about incentives and disincentives to work.
They should not be concerned with fairness in the treatment of various income groups.’

Assess the case for and against governments intervening in labour markets to achieve a fairer
distribution of income.

[25 marks]
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14.

15.

16.

THE GLOBAL CONTEXT

Extract C: A lot of bottle

The global market for bottled water is dominated by a small number of large firms, and 1
demonstrates another of the curiosities of globalisation. A plastic bottle of water contains

two of the world’s most precious commodities: oil and water. Many millions of people,

living in absolute poverty, are in need of clean water, and yet the water bottling industry

in the more developed countries transports water from people who have water to other 5
people who already have water. Critics say that, in terms of productive resources, it takes

three litres of water and one-fifth of a litre of oil to manufacture one litre of bottled water

and transport it to a shop shelf.

In the UK, drinking water is cheap, and if unmetered it is even ‘free’ in terms of marginal

cost to the user. Safe drinking water is available on tap through water mains almost 10
anywhere. Thames Water estimates that a litre of mains water creates 600 times less

carbon dioxide than a litre of bottled water. Yet the British public spends over £2 billion

each year on bottled water, relying mainly on local councils to dispose of the resulting

3 billion plastic bottles.

A government has a policy of reducing taxes on income while increasing taxes on spending,
such as Value Added Tax (VAT).

Distinguish between equity and equality and explain the effects of this government policy on both
equity and equality.

[15 marks]

¢

...children from poor families are likely to grow into poor adults, and remain poor into old age’
(The Global Context Extract B, lines 7-8).

Using the data and your economic knowledge, evaluate whether it is better for the UK
government to reduce poverty by using policies to improve people’s ability to earn higher wages
during their working lives, rather than through the provision of state benefits to those who are
poor for various reasons.

[25 marks]
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17.

18.

It has been suggested that the NMW should be increased so that it is the same as the Living
Wage.

Using The National Minimum Wage After 15 Years, explain the possible effects on individuals

and the economy if the government were to adopt this suggestion.

[15 marks]

Explain what is meant by ‘market failure’ ( The Global Context Extract C, line 13) and analyse

two reasons why markets might fail to provide adequate pensions.

[9 marks]
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19.

THE GLOBAL CONTEXT

Extract C: Pensions and poverty

A major factor in tackling global poverty is the provision of adequate pensions. According to
the think tank, Pensionwatch, four out of five older people around the world have no access
to a pension, with many millions living in poverty or working well into their old age. Around
80 countries have some form of state pension which gives a basic income in old age.

An important question is whether individuals should take responsibility for their old age

by choosing to contribute to a scheme provided by the state, or an employer, or via the
insurance industry. Only a few wealthier countries also have a basic ‘universal’ state
pension, financed from general taxation rather than contributions. These have a cost to the
taxpayer but they reduce the social costs of old age poverty.

Statisticians can make long-term predictions of population changes and yet many private and
public sector pension schemes are in crisis as countries are faced with ageing populations
and rising levels of national debt. This can be seen as government failure, caused by poor
forward planning. There has also been some market failure. For instance, due to the selling
of inappropriate insurance-based private pension schemes, and a significant fall in the value
of pensions being provided by even the better schemes, many consumers have lost trust in
the private sector pensions industry.

It could be that many people are simply too poor to be able to afford to save, or it might be
that people often prefer current consumption over future consumption. This form of market
failure could be tackled by the government imposing a high rate of compulsory pension
saving, as in Chile and Singapore. There was a small step in this direction in the UK in 2012
when the government launched ‘auto-enrolment’, an occupational pension scheme pioneered
in Australia and New Zealand where employees are automatically included unless they opt
out. While rich countries argue over who should pay for pensions, and by what methods, in
poor countries, where pensions are needed the most, they are likely not to exist at all.

Sources: news reports, government statistics, 2013

10

15

20
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THE GLOBAL CONTEXT

Extract B: Poverty and age

The UN estimates that half the children in the world live in poverty. The 40 poorest 1
countries in the world contain 500 million people who share a total annual income which is
less than the total personal wealth of the 40 richest people in the world.

When measuring poverty within countries, economists generally use an indicator of relative

poverty. In the UK, government statisticians generally view people as being ‘at risk of 5
poverty’ if their household disposable income after housing costs is less than 60% of the

average. Politicians in the UK often focus on child poverty, because children from poor

families are likely to grow into poor adults, and remain poor into old age. In 1999, the then

Prime Minister, Tony Blair, promised to eliminate child poverty by 2020. In 2012, the Office

for National Statistics (ONS) reported that relative poverty, as measured by the gap between 10
a family’s income and the national average, had fallen since 2008. However, this was

likely to be because people in the middle had become worse off, rather than the poorest

becoming better off. People aged 18 to 24 saw their risk of poverty rise, due to rising

unemployment among that age group. However, it is not necessary to be unemployed

to be poor. It has been said that some UK government benefits, such as tax credits, 15
subsidise low wages paid by employers to many workers whose jobs are essential but may

require few specialist skills. Training schemes and minimum wage legislation are among

government policies aimed at reducing the number of ‘working poor’ in the labour market.

Sources: news reports, government statistics, 2013

The National Minimum Wage after 15 years

Extract A: The role of the National Minimum Wage

The purpose of the NMW is to provide a wage floor, in order to protect low-paid workers 1
against exploitation, without causing job losses. Many economists have been wary of

statutory minimum wages: unless they raise the price of labour at the bottom of the wage

distribution above what it would otherwise be they are pointless; but if they raise it then the

fear is that they will curb demand for labour, and curb it to the particular detriment of the least S
skilled.

However, others have pointed out that labour markets are not perfectly competitive. There are

costs and risks for workers who want to change jobs, and some employers enjoy a degree of

monopsony power in local labour markets. As a result workers may be paid at levels below 10

the market-clearing rate. The implication is that a statutory wage floor may raise the pay of
the lowest earners without adverse employment effects. The challenge is to set the level as
high as possible short of causing people to lose jobs.

Source: The Future Path of the National Minimum Wage - Low Pay Commission 2014
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22.

23.

24.

The National Minimum Wage after 15 years

Extract E: The National Minimum Wage: silver bullet or poisoned chalice?

Since its introduction in 1999, the NMW has increased by 75%, whilst average earnings 1
have risen by 61% and the Retail Price Index by 53%. A new report, published by the

Institute of Economic Affairs, argues that the NMW should be abolished for apprentices

and under 18-year-olds in the UK to tackle persistently high youth unemployment. The

rate for 16 and 17 year olds is due to rise to £3.79 per hour in October 2014 and to £2.73 5
per hour for apprentices. The authors of the report also believe that setting a single NMW

is likely to have adverse effects on private sector employment in the regions. In Wales,

for example, the NMW is 70% of median hourly earnings in the private sector, compared

to just 42% in London. The report recommends that the minimum wage should be

regionalised. When determining the minimum wage for each region, differences in 10
productivity and economic conditions should be taken into consideration.

Source: News Reports accessed May 2104

The National Minimum Wage after 15 years

Extract D: Calls for employers to commit to paying the Living Wage as the pay gap widens

The TUC, the Archbishop of Canterbury and Boris Johnson, the Mayor of London, are just a 1
few of those who have called on employers to pay their workers a living wage. The Living

Wage is defined as 'the wage that can meet the basic needs to maintain a safe, decent

standard of living within the community'. The Living Wage differs from the minimum wage in

that the latter is set by law and may fail to provide people with enough income to have a 5
reasonable quality of life. It has been claimed that five million people are paid less than the

Living Wage, which is estimated at £8.80 an hour in London and £7.65 elsewhere.

Proponents argue that paying the Living Wage means workers can live with dignity and not

just exist. By paying the Living Wage, employers can lift their employees out of poverty, debt,

and illness, which will improve family life. Employers benefit because it is easier to recruit and 10
retain staff, productivity increases, and there is a reduction in sickness and absenteeism.

Government spending on welfare is also reduced. Everyone is a winner.

Source: News Reports accessed May 2104

The National Minimum Wage after 15 years

Extract B: The National Minimum Wage to rise to £6.50 in October 2014

Will a rise in the National Minimum Wage (NMW) damage the competitiveness of the UK 1
economy? Representatives of businesses in the UK have claimed that the recently
announced 3% increase in the National Minimum Wage is 'unwelcome in today's economic
climate'. Critics of the increase maintain that 'it is essential that businesses remain
competitive and that the above inflation increase in the NMW will add significantly to business
costs'. Yet competitiveness is not just about wages, it also, for example, depends on
productivity, the exchange rate and innovation.

Source: News Reports accessed May 2104
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The National Minimum Wage after 15 years

Extract C: International comparison of adult minimum wages by country, December 2013

Country Minimum wage in UK £s,
using purchasing power
parity exchange rates

Australia 7.79

France 7.77

Belgium 7.02

Netherlands 6.97

Ireland 6.80

New Zealand 6.35

UK 6.31

Canada 5.89

USA 5.31

Japan 4.80

Spain 3.48

Greece 3.40

Portugal 2.91

Source: Extracted from National Minimum Wage — Low Pay Commission 2014
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Adult minimum wages relative to full-time median earnings, by country, 2012
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Some countries, such as China and India, do not have a single national minimum wage. In
China, each province sets its own minimum wage to reflect local conditions. In November the
hourly rate in Beijing was equivalent to approximately £1.74, whereas in Hunan it was around

£0.93.

International comparisons of productivity, final estimates for 2012
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Source: The Future Path of the National Minimum Wage - Low Pay Commission 2014

UK =100

Canada 105
France 132
Germany 131
Italy 111
Japan 89

UK 100
USA 135
G7 average 120

STEMUP.CO.UK

Source: ONS 20 February 2014
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Issues and areas for discussion include

Introduction

definition of market forces
distinction between insurance-based and tax-base systems
importance of the NHS ‘free at the point of use’ principle.

Developing the
response to the
guestion
(Application)

use of theory (monopoly, competition, efficiency)
discussion based on information from the data related to eg
practice in France

practice in Germany

practice in Spain

coordination across the EU (The EHIC)

US views of the ‘European Model’

charging

internal markets

public-private partnerships.

Developing the
response to the

the nature of health services
o degree of monopoly; contestable markets
o imperfect/asymmetric information

guestion I
(analysis) o externalities
arguments for markets, eg
o rationing/signalling
o choice
o de-centralisation
o opportunity costs
o efficiency.
arguments against, eg
o market failure, externalities
o merit good
o income distribution
o imperfect information
° needs and wants
o economies of scale.
Evaluation efficacy of privatisation

critique of idea of increased choice for patients/competition
between providers

bureaucracy of health reforms, eg doctors having to spend
time

commissioning services

comments on alternative arrangements, eg the German split
between public, private, not-for-profit

possibility of ‘cherry picking’ by the private sector

NHS having to underwrite the private sector’s errors, eg
recent

cases of implants

possibility that insurance leads to unnecessary procedures
economies/diseconomies of scale in the NHS

outcomes and results of PPPs

does the ‘ownership’ of assets and resources matter more
than

outcomes?

market failure versus government failure
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» possibility that innovation in health care comes from
government

funded investment rather than private sector investment.

Examiners should note that, for some of the weaker or average
students, parts of the above represent quite sophisticated
evaluation and so it is important to ensure that more basic
evaluation is adequately rewarded where a genuine effort has
been made to display that skill.

Also give credit for

» diagrams
» an overall judgement on the issues raised.

It will only be possible for candidates to consider a few of the above. They may also discuss

issues not discussed above.

[25]
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The issues identified below are intended to provide an indication of some of the areas which
might be discussed. Candidates can only be expected to consider a few of these and / or other
issues in the time available.

Issues and areas for discussion include:

Introduction « types of government action, eg:

o fiscal / taxes, welfare, payments in kind
° legislative, eg:

 NMW, anti age / sex / racial discrimination

* supply side policies: qualifications / life chances

e ad hoc measures, eg ‘supertax’ on bank bonuses

e general policy options, eg progressive versus regressive taxation

+ definitions of income, wealth, market forces

Developing the
response to the

consequences of market forces, eg:

o positive : efficiency, adjustment between emerging and

question: declining industries; incentives, enterprise
o negative: inequality, poverty
> winners and losers
o trickle down
e arguments for government action, eg:
o imperfect labour markets
o efficiency arguments, eg supply-side policy
o demand side policy
o the government is itself a major employer
o equality and aggregate demand.
e arguments against government action, eg:
o government failure
o trade offs between incomes and employment
o costs of intervention, eg burden on the taxpayer / government
debt
°  savings, incentives.
Evaluation » efficiency versus equity

¢ the fairness and justice of reliance on markets (eg costs and
benefits might accrue to different people / groups / firms)

» relationships between equality and wider economic / social
variables (as hinted in the quotation)

« do market forces widen or reduce inequality?
¢ market failure and government failure
» greater case for targeting income or wealth?

Examiners should note that it may be possible to award some marks for
basic evaluation such as consideration of a number of pros and cons.
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However, this must be considered as low-level evaluation and rewarded
accordingly. Stronger evaluation would prioritise the arguments for and
against, and / or give economic reasons for justifying a course of action.

Also give credit
for:

« reference to the UK and / or other economies
e diagrams
e an overall judgement on the issues raised

[25]
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Issues and areas for discussion include:

Introduction

e details of inequalities
* the distinction between income and wealth

* progressive, proportional and regressive taxation.

Developing the
response to the

¢ the relationships between income and wealth

» examples of taxes on income and wealth

guestion:

* ways in which income affects wealth and wealth affects income
Application /  horizontal and vertical equity in the taxation of income and wealth
Analysis o

« the use of taxes for re-distribution purposes

« the effects of various taxes on income and wealth distribution

« influences other than taxes, e.g. the provision of public services free

at the point of use

* ways in which taxing income affects income

* ways in which taxing income might affect wealth

« the concept of ‘ability to pay’

* the idea that progressive income taxes reduce incentives

* demand side effects, supply-side effects.
Evaluation * market forces versus government intervention

« different treatment of income and wealth
* income is not just wages: also rent, interest, profit

< consideration of the claim for progressive income taxation made in
the question

e critique of various ‘theories’ such as ‘trickle down’
« reference to claims about relative success of more equal societies

e strengths and weaknesses of alternative methods of redistribution,
e.g. education and training, min wage.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated evaluation
and so it is important to ensure that more basic evaluation is adequately
rewarded where a genuine effort has been made to display that skill.

Also give credit
for

e relevant use of examples
e diagrams

» an overall judgement on the issues raised

[25]
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Define or explain inequality, eg in terms of unequal absolute / relative distribution of income and
wealth and / or distinguish between income as a flow concept / reward to a factor and wealth as a
stock concept / an accumulation of past savings out of income.

Explain causes, eg

* (Income) differences in earnings between households can arise due to eg fulltime /
part-time work, male / female earnings qualifications and skills required, the economic
significance of the industry.

* (Income) marginal revenue product and / or labour supply and demand

* (Wealth) differences in wealth between households, eg due to inheritance

* (Income / wealth) regional differences, eg due to industrial history, locational factors
* (Income / wealth) influences of the state, public services, taxation and benefits

* (Income / wealth) unemployment, old age, disability, single parenthood, home
ownership, discrimination etc.

* (Income / wealth) the argument that wealth begets income and vice versa.

Maximum of 10 marks for causes if there is no reference to both income and wealth in this
explanation.

[15]
Explanation:
Explain (eg define / describe) wage differentials
* eginterms of the payment of a different wage rate (or price of labour) to different
groups of workers, and / or between individual workers within the same occupational
group
Analysis:
Analyse two reasons for wage differentials, for example:
» differences in the supply of labour such as inter-occupational skills, training,
responsibilities and elasticity of supply
» differences in the demand for labour (derived demand)
» differences in inter-industry marginal revenue productivity
» growth rates/competition between industries (eg the media are a growth industry, the
DG of the BBC claims he could earn more elsewhere)
* regional differences/differentials encourage mobility
* non-market factors, eg government intervention, trade unions, professional groups
» discrimination.
(]
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Issues and areas for discussion include:

Introduction

+ definition of income

* examples of minimum entitlements (eg minimum wage, universal
benefits)

» examples of ‘hindrances’, e.g. poor education, health, life chances;
'postcode lotteries.’

Developing the
response to the
guestion:

Application

e use of theory

+ discussion based on information from the data related to fairness,
e.g. distribution facts and figures (Extract D, lines 7-12)

Developing the
response to the

e policies aimed at re-distribution, examples, effects, eg

o progressive / proportional / regressive taxes

guestion:
o universal benefits
Analysis > EU social policies.
< role of other policies, examples, effects, eg
°  minimum wage
o anti-discrimination laws.
e policies aimed at ‘obstacles’, examples, effects eg
o access to education / training
o social housing
o health care
o EU cohesion policies, e.g. skills training, business advice
Evaluation e what is fairness?

« conflict between policies, eg
o income tax: redistributive or disincentive?
o supply side / demand side

e ‘trickle down’ arguments

* idea of ‘'multiples’ in public sector; appropriateness for private
sector?

*  maximum wage idea
e difficulty of defining ‘fairness’

e isita question of either / or? Can different types of policies
complement each other?

Examiners should note that, for some of the weaker or average
students, parts of the above represent quite sophisticated evaluation
and so it is important to ensure that more basic evaluation is adequately
rewarded where a genuine effort has been made to display that skKill.
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Also give « relevant use of evidence and examples not contained in the data

credit for « diagrams

» an overall judgement on the issues raised

It will only be possible for students to consider a few of the above. They may also discuss issues
not discussed above.

[25]
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Issues and areas for discussion include:

Introduction

* meaning of ‘differentials’
* measurement of inequality
» types of intervention (eg min/max wage).

Developing the
response to the
guestion
Application/
Analysis

Application

» candidate knowledge of, eg

* inequality in the UK

* recentissues, eg ‘bonus culture'

» the argument that inequality is economically dysfunctional.

Analysis

* arguments in favour of differentials, eg
° incentive arguments
o trickle-down
° encouraging enterprise
o encouraging work rather than welfare promoting efficient
resource allocation
e arguments for government action
o market failure
o counter-arguments to trickle-down
o general disadvantages of inequality (micro/macro).
» examples of government action affecting equality, eg
o income/wealth taxes
o  encouraging/discouraging a bonus culture
o minimum/maximum wages/ratios between top and
medium pay
» effects of government action, eg on patterns of spending
(synoptic macro point: mpc and mps of low/high income
groups)
» the role of the government as an employer.

Evaluation

» overall assessment of whether inequality is ‘good’ for the
economy

» possible economic disfunctions of inequality (eg negative
externalities, social costs, inflationary pressures, recession)

e costs versus benefits of government action/inaction

* equality of opportunity versus equality of outcome

e equity, efficiency

* market failure versus government failure

* long run versus short run.

Examiners should note that, for some of the weaker or average
students, parts of the above represent quite sophisticated
evaluation and so it is important to ensure that more basic
evaluation is adequately rewarded where a genuine effort has
been made to display that skill.

Also give credit for

e diagrams
e an overall judgement on the issues raised.
» examples.
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It will only be possible for students to consider a few of the above. They may also discuss issues
not discussed above.

[25]
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10.

Issues and areas for discussion include:

Introduction

» Meaning of a ‘less equal society’
* Measurement of inequality
» Examples of government action resulting in inequality, eg

o regressive taxes

o reducing inheritance taxes

° encouraging a bonus culture

o removal of universal benefits

o raising entry barriers (eg. tuition fees)

o reducing the ‘social wage’ (reducing or slowing down
increases in spending on public and merit goods)

o equality of opportunity/equality of outcome.

Developing the
response to the

* Benefits of inequality, eg

o incentive arguments
o trickle-down

guestion _ _
o encouraging enterprise
Application/ > encouraging work rather than welfare
Analysis > impact on saving and investment
» Costs of inequality, eg
o social cost, unrest, riots
o waste of talent
o lack of safety nets
o wider costs, correlations between inequality and wider
economic and social issues
o macro effects of inequality and insecurity (synoptic
points), eg
= downward multiplier
= boom and bust
= national income and welfare
= impact on output of policies to promote
equality/inequality.
Evaluation » questioning of individual alleged benefits, eg do managers

receiving annual ‘compensation’ measured in millions really
have an ‘incentive’ to improve efficiency?

» questioning of individual alleged costs, eg is social unrest
caused by inequality as such, or by unreal expectations or
simple greed?

» overall assessment of costs versus benefits

» question of whether ‘inequality’ is an actual ‘aim’ of policy

» for and against ‘trickle down’ ideas

* impacts depend on the extent of inequality, time periods.

Examiners should note that, for some of the weaker or average
students, parts of the above represent quite sophisticated
evaluation and so it is important to ensure that more basic
evaluation is adequately rewarded where a genuine effort has
been made to display that skill.

Also give credit for

e diagrams
e an overall judgement on the issues raised
» examples.
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11.

It will only be possible for students to consider a few of the above. They may also discuss issues
not discussed above.

[25]
A relevant explanation or definition of absolute poverty, eg in terms of a lack of access to a
recognised minimum amount of resources. An example of a criterion, eg ‘living on a dollar a day’.
For contrasting ‘absolute’ with relative.
Analysis of the links:
For example:
. ownership of water resources gives a source of income and wealth to those with the
property rights since the water can be traded or used in production eg in agriculture or
industry
. in turn, people with more income and/or wealth are more likely to have access to water
than poorer people because they have a greater ability to pay
. richer countries can afford to invest in the necessary infrastructure such as reservoirs,
pipelines
. irrigation improves the land and enables countries to lift themselves out of subsistence
agriculture
. access to cheap clean water reduces the cost of living and boosts real income.
Making appropriate use of diagrams, eg supply of and demand for water.
(9]
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13.

Issues and areas for discussion include

Introduction

Definitions, examples:
o Incentives
o Disincentives

o Labour market

Developing the
response to the
question:

Application /
Analysis

Application

Ways of assessing ‘fairness’
Equity and equality
Equity and efficiency
Ways of intervening in labour markets, eg
o Incomes policies
o Minimum and maximum wage rates
o Progressive, proportional, regressive taxation
o Anti-discrimination legislation
o Supply side policies

o ‘Thatcherite’

° Third Way’

o Measures for occupational and geographical mobility

Analysis

Fairness in terms of

o Income distribution

o Wealth distribution

Relationships between income and wealth
Horizontal and vertical equity

Taxes and benefits

Reasons for taxation

o Allocation (revenue raising)

o Stabilisation (macro objectives)

o Distribution (Progressive/proportional/regressive taxation).

Evaluation

Difficulties of defining fairness
Are economists qualified to assess justice and fairness

Are unequal societies necessarily unfair (is fairness the same thing
as equality?)

Is unfairness economically functional or dysfunctional (drip-down
versus ‘all in this together’)

Possibility of labour market failure, and government failure in labour
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15.

markets
* Relative efficiency of different types of intervention.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated evaluation
and so it is important to ensure that more basic evaluation is adequately
rewarded where a genuine effort has been made to display that skKill.

Also give credit |« Diagrams

for > An overall judgement on the issues raised

o Examples.

It will only be possible for students to consider a few of the above. They may also discuss issues
not discussed above.

[25]

. Distinguishing between equity and equality, eg basic definitions of equity (to do with
‘fairness), equality (to do with reducing ‘differentials’/increasing opportunities/affecting
outcomes).

. Vertical equity: The treatment of people in different income and wealth positions. Taxes
can be progressive proportional or regressive. Switch to VAT is likely to be regressive
because, assuming a wide range of goods and services are taxed, and as a general rule
consumption expenditure represents a decreasing proportion of income the actual amount
of tax paid will increase with expenditure but fall as a percentage of income.

. Horizontal equity: The treatment of people in similar earning positions. Policy effects
depend on, eg the ‘universality’ or otherwise of the VAT, and whether, say, ‘luxury’ items
can be identified and taxed at higher rates.

. Equality, eg it could be argued that the switch will affect life chances of both the better off
and less well off by increasing ‘incentives’, and hence affect equality through trickle-down;
or that the regressive nature of the switch and the resulting inequality is economically
dysfunctional and will cause further inequality; or that the effects are neutral, and wealth
taxes would have greater effects on equality than tinkering with income and expenditure
taxes.

. Use of diagrams to help support explanations.

[15]
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16.

Candidates can approach the question with a focus on the UK government or government
in general. Either approach can gain full marks.

Issues and areas for discussion include:

Introduction

« Definitions/descriptions of, eg
o absolute poverty
o relative policy
o welfare benefits.

Developing the
response to the
question
(application)

« Comments from own economic knowledge or based on the data, eg
o further comments on Extract A (international comparisons)
o various reasons for poverty (Extract B), eg

» child poverty
» working poverty
o labour market failure: lack of earning power due to skills,
etc
o trade unions in the labour market
o dependence on state benefits to subsidise low wages
o poverty and pensions (Extract C)
» ‘social costs’ of inadequate pensions (Extract C)
» policies of other countries (Extract C).

Developing the
response to the
question (analysis)

« Re-distribution (taxes and benefits) and ‘pre-distribution’ (education,
training, skills, life chances). Note; the phrase ‘pre-distribution’ need
not be expected

¢ Relationships between benefits and poverty

* Low wages and poverty

« Examples of policies on the supply side of the labour market, eg
o education and training
o minimum wage/living wage
o ‘workfare’

* Example of pensions as a merit good
°  pensions are not a public good, but they could be treated

as if they were: arguments for/against
o externalities imply under supply/under consumption, and
an argument for direct government provision or subsidy.

Evaluation

< Different policies for the state sector and private sector
« External influences, eg life expectancy, policies to balance
government budgets, high income countries and low income countries
« Spending on education and training: consumption or investment?
« Market failure versus government failure, eg
o poor/asymmetric information
o markets tend to assess what is happening now, and are
not good at looking ahead
o governments can look ahead, but can make incorrect
assumptions, or come up with inaccurate forecasts.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated evaluation
and so it is important to ensure that more basic evaluation is adequately
rewarded where a genuine effort has been made to display that skill.
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17.

Also give credit for

Relevant diagrams
* An overall judgement on the issues raised.

It will only be possible for candidates to consider a few of the above. They may also discuss

issues not discussed above.

Level of
response

Response

Max
15 marks

3

A good response provides an answer that:

is well organised and develops a selection of the
key issues that are relevant to the question

shows sound knowledge and understanding of
economic terminology, concepts and principles with
few, if any, errors

includes good application of relevant economic
principles and, where appropriate, good use of
data to support the response

includes well-focused analysis with clear, logical
chains of reasoning.

11-15 marks

A reasonable response provides an answer that:

focuses on issues that are relevant to the question
shows satisfactory knowledge and understanding
of economic terminology, concepts and principles
but some weaknesses may be present

includes reasonable application of relevant
economic principles and, where appropriate, some
use of data to support the response

includes some reasonable analysis but which might
not be adequately developed or becomes confused
in places.

6-10 marks

A weak response provides an answer that:

has one or more relevant issues identified

has some limited knowledge and understanding of
economic terminology, concepts and principles but
some errors are likely

has very limited application of relevant economic
principles and/or data to the question

might have some limited analysis but it may lack
focus and/or become confused.

1-5 marks

[25]
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18.

Relevant issues include:

. likely to increase the pay of the lowest paid employees

. the effect on the distribution of income

. the effect on employment and unemployment

. the effects on different types of workers

. the effects in a competitive labour market

. the effects in a non-competitive labour market

. the effect on firms’ costs, profits and competitiveness

. the effect on productivity

. the effect on growth

. the effect on motivation, absenteeism and labour turnover
. the effect on inflation

. the effect on competitiveness and the balance of payments
. diagrammatic representation of the likely effects

Relevant issues/logical chains of analysis include:

. relevant explanation of market failure, e.g. in terms of markets failing to achieve socially
optimum price or output

. there is a lack of consumer information . Consumers do not know when they are likely to
need a pension. They might have a high rate of time preference, i.e. prefer current

[15]

consumption to saving for future consumption, because pensionable age seems a long way

off

. assymetric information between consumers and pension providers (mis-selling of
inappropriate pension products)

. strong externalities give pensions some characteristics of merit goods; there is an
argument that they are more efficiently provided by the state

. inability of insurance-based pension providers to produce results in adverse economic

conditions; e.qg. falling pension fund returns due to low interest rates

. failure of occupational pension schemes due to weak regulation, the raiding of pension
funds by directors during hard times

. appropriate use of diagrams, e.g. marginal private benefit, marginal social benefit

(9]
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In an economy, over the last decade, each of the top five decile groups has experienced a fall in
their share of total income. In contrast, the bottom five decile groups have experienced a
substantial increase in their share of total income.

It can be concluded that, over this period, the distribution of income is most likely to have
become

A more equal.
B more equal but less equitable.
C  more equitable.
D more equitable but less equal.

[1 mark]

The two Lorenz curves below represent the distribution of disposable income for the same
economy in two time periods.
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Over time the shift from the Curve 1 to Curve 2 curve is most likely to have been caused by
which one of the following?

A  Reduced welfare expenditure and reduced taxes
on higher earners

B Increased welfare expenditure and increased taxes
on higher earners

C Increased tax allowances for low earners and
increased welfare expenditure

D Lower taxes on expenditure with reduced taxes on
low earners

[1 mark]

Taking into account the news report, Brazil: The Hot 'BRIC' Extract D and the original evidence,
do you recommend that the company should invest in Brazil? Justify your recommendation.

[25 marks]
The table below shows the Gini coefficient of income for two countries.
Country Gini coefficient
X 0.4
Y 0.6
From the table it can be inferred that
A the distribution of income is more equal in country X.
B the distribution of wealth is more equal in country Y.
C  40% of the population in country X have more than the median income.
D  60% of the population in country Y have more than the mean income.
[1 mark]

Many people were surprised when UK unemployment fell during 2013. The government’s policy
of deficit reduction was expected to prevent significant falls in unemployment and some called for
the government to reverse its policy of planned cuts in expenditure.

Explain why low unemployment is a key objective of economic policy for the UK and most other
governments.

[15 marks]
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10.

Over the past 35 years, successive governments have reduced taxes on income whilst
increasing taxes on spending, such as excise duties and Value Added Tax (VAT).

Assess the economic costs and benefits of government action which results in greater inequality
in the distribution of income and wealth in the UK.

[25 marks]

Over the past 35 years, successive governments have reduced taxes on income whilst
increasing taxes on spending, such as excise duties and Value Added Tax (VAT).

Distinguish between equity and equality and explain the effects of this government policy on the
distribution of income.

[15 marks]

It is generally accepted that we need to adopt new ways of charging for the use of our roads.
This is partly because of worsening congestion, but is also due to the reduction in revenue
generated from taxes on fuels as a result of more fuel-efficient vehicles.

Assess the view that a system of road-pricing is the best way to tackle the problem of worsening
traffic congestion in the UK.

[25 marks]
Which one of the following is used to measure inequality in the distribution of income?
A  The size of the employed labour force.
B The value of the Gini coefficient.
C The size of the income multiplier.
D  The marginal rate of income tax.
[1 mark]

In recent years, growth rates in the UK have been low and unemployment has risen. For
example, in 2012 output was still below its peak of 2008 and unemployment had risen from 6.4%
from 7.8%.

Explain why economic growth is a key objective of UK Government economic policy.
[15 marks]
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11.

12.

13.

14.

The information below shows the changes in key economic indicators for a country over a period
of one year.

Money GDP Rate of inflation Population Gini coefficient
increase
+6% +4% +1% —-8%

Which one of the following can be concluded from the data?

A External costs generated from economic activity have
reduced the quality of life

B Real GDP per capita has fallen
C  The distribution of income has become more unequal

D  The standard of living of typical residents in the country has
probably improved

o] 1o o] [o]

[1 mark]
Apple sells iPhones and iPads at considerably lower prices in the USA than in the UK market,
but sources the products from the same factories in the Far East.
Discuss the view that price discrimination only benefits suppliers, such as Apple.
[25 marks]

Inequality Extract E (lines 6-7) states that ‘growing inequality would create incentives, kick-start
enterprise, boost growth and is good for us all'.

Using the data in the extracts and your economic knowledge, assess the view that inequality is
‘good for us all.’

[25 marks]

Inequality Extract F (lines 9-10) states that ‘concentrating income in fewer and fewer hands
eventually leads to bubble economies in which the prices of assets, such as houses and shares,
rise continuously’.

With the help of a diagram, explain how growing inequality might lead to a persistent rise in the
price of houses.

[9 marks]
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15.

16.

17.

Inequality

Extract F: Against inequality

The main outcome of the post-1980 experiment in neo-liberal (market) economics has been an 1
economy that is much more divided and unhealthy, both of which are closely related. There are

three powerful reasons why the global financial crisis of 2008 and 2009 had its roots in excessive
concentrations of income and wealth.

First, above a certain limit of inequality, economies develop a natural tendency to deflation. In the 5
UK and US, by cutting the purchasing power to buy the extra output being produced, the long

wage squeeze has created consumer societies without enough consumers. The solution has

been to allow an unsustainable increase in private debt to fill the gap.

Second, concentrating income in fewer and fewer hands eventually leads to bubble economies

in which the prices of assets, such as houses and shares, rise continuously until the ‘bubbles’ 10
eventually burst. From the early 1990s, the growing inequality created a global mix of increasing

company profits, excessive bank lending and rapidly growing personal wealth, all of which

contributed to the bubbles in property and share prices. This eventually brought the global

economy to its knees.

Finally, excessive concentrations of wealth create dangerous concentrations of economic power. 15
Corporate lobby groups, which promote the interests of the financial sector, are able to promote
measures such as weak financial regulation by the state and lower taxes on the wealthy.

Source: Copyright Guardian News & Media Ltd 2011

Explain how the data in Inequality Extract D show that taxes and benefits have been successful
in reducing inequalities in household income in the UK.

[4 marks]

Inequality

Extract E: In favour of inequality

The way in which society's resources are distributed has long been of major concern to 1
economists, directly affecting as it does the level of social welfare. Changes in the size and

distribution of national output raise important questions of efficiency and also involve basic

issues of equality. However, what is equitable is a matter of considerable debate amongst

economists of different political persuasions. 5

It has been argued by the supporters of free-market capitalism that growing inequality would

create incentives, kick-start enterprise, boost growth and is good for us all. Free market

economists would argue that justice automatically arises from the interaction of demand and

supply and the existence of competitive markets. In such a scenario, each factor receives what it

is worth in terms of the value of its marginal revenue product. Disparities in income and wealth 10
are justified by such factors as greater levels of innate or acquired skills which enable some

factors to be more productive than others and earn a greater amount. Differences in the

distribution of income and wealth are therefore viewed as inevitable and also desirable in that

they provide the necessary incentives for individuals to study, train, supply their factor services

and set up new businesses. These differences help the smooth operation of the price system 15
and lead to an efficient resource allocation.

Moreover, an unequal distribution of income is seen as necessary to ensure economic efficiency
and a faster growth rate — by making the rich richer, the size of the national cake, that is real
GDP, will grow, and the benefits will trickle down to the less well off.

Source: News reports, November 2013
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18.

19.

20.

Which one of the following values for the Gini coefficient shows the greatest inequality?

A -05 [2]
B 0 =l
C 05 =
D 1 (o]
[1 mark]
Inequality

Extract D: The effects of taxes and benefits in the UK on household income by quintile
groups, 2011-2012

Quintile group ' !
87000

Top

G4 000

44 000
38000

4ih

Key

' B Original
3rd ZoXH | income
| 31000 [ ] Final

income

ond 14000
24000

6000

Bottom ;
18000

0 20000 40000 60000 40000 100000 120000
Average per household (£ per vear)

Source: Office for National Statistics licensed under the Open Government Licence v. 1.0.

Attempts by governments to equalise incomes are well-intentioned but counter-productive. They
destroy incentives for people to lift themselves out of poverty.

To what extent can the problem of poverty in the UK be solved through the operation of market
forces? Justify your answer.

[25 marks]
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21.

22.

23.

24.

The Resolution Foundation estimates that 1% of adults, about 488 000 people, own 14% of the
UK'’s assets — worth about £11 trillion. At the other end of the scale, 15% of adults, about 7.3
million people, either own no assets at all, or are in debt. Meanwhile, income is also unequally
distributed, but not to the same extent as wealth.

Explain how the Lorenz curve and Gini coefficient may be used to illustrate increasing income
inequality in a country.

[15 marks]

Attempts by governments to equalise incomes are well-intentioned but counter-productive. They
destroy incentives for people to lift themselves out of poverty.

Explain the main causes of poverty in the UK.
[15 marks]

The Resolution Foundation estimates that 1% of adults, about 488 000 people, own 14% of the
UK'’s assets — worth about £11 trillion. At the other end of the scale, 15% of adults, about 7.3
million people, either own no assets at all, or are in debt. Meanwhile, income is also unequally
distributed, but not to the same extent as wealth.

Assess the view that, in the UK, the consequences of wealth inequality are more damaging than
the consequences of income inequality.

[25 marks]
All other things being equal, which one of the following would be most likely to result in a
reduction in inequality in the distribution of income in the UK? An increase in the
A amount of government tax revenue. El
B  average standard of living. EI
C level of median income. EI
D  share of income of the lowest quintile. EI
[1 mark]
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25.

The table below shows the value of the Gini coefficient for a country between 2012 and 2016.
Over the five-year period, the government has used progressive taxation to change the

distribution of income.

Year Gini coefficient
2012 0.60
2013 0.55
2014 0.50
2015 0.45
2016 0.40

Based on the above data, which one of the following is a positive statement?

A

A progressive tax system is the fairest way of correcting

income inequality.

Between 2012 and 2016 the distribution of income in the

country became more equal.

The Gini coefficient is the best way of measuring changes in

the distribution of income.

The government should continue to tax the rich to improve

the distribution of income.

of o] [ o

[1 mark]
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Mark schemes

1. A

[1]

[1]
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Level of
response

Response

Max
25 marks

5

Sound, focused analysis and well-supported
evaluation that:

is well organised, showing sound knowledge and
understanding of economic terminology, concepts
and principles with few, if any, errors

includes good application of relevant economic
principles and, where appropriate, good use of
data to support the response

includes well-focused analysis with clear, logical
chains of reasoning

includes supported evaluation throughout the
response and in a final conclusion.

21-25 marks

Sound, focused analysis and some supported
evaluation that:

is well organised, showing sound knowledge and
understanding of economic terminology, concepts
and principles with few, if any, errors

includes good application of relevant economic
principles and, where appropriate, some good use
of data to support the response

includes some well-focused analysis with clear,
logical chains of reasoning

includes some reasonable, supported evaluation.

16-20 marks

Some reasonable analysis but generally
unsupported evaluation that:

focuses on issues that are relevant to the question,
showing satisfactory knowledge and understanding
of economic terminology, concepts and principles
but some weaknesses may be present

includes reasonable application of relevant
economic principles and, where appropriate, some
use of data to support the response

includes some reasonable analysis but which might
not be adequately developed or becomes confused
in places

includes fairly superficial evaluation; there is likely
to be some attempt to make relevant judgements
but these aren’t well-supported by arguments
and/or data.

11-15 marks
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2 A fairly weak response with some understanding 6-10
that: marks

¢ includes some limited knowledge and
understanding of economic terminology, concepts
and principles but some errors are likely

¢ includes some limited application of relevant
economic principles and/or data to the question

« includes some limited analysis but it may lack focus
and/or become confused

¢ includes some evaluation which is weak and
unsupported.

1 A very weak response that: 1-5

e includes little relevant knowledge and marks

understanding of economic terminology, concepts
and principles

e includes analysis which is, at best, very weak

* includes attempted evaluation which is weak and
unsupported.

Relevant issues and areas for discussion include:

the stability of the Brazilian economy

political and social stability

the rule of law and corruption

whether the investment is likely to be profitable and whether it is secure
the nature of any capital controls

the infrastructure in Brazil

the skills and abilities of the workforce

financial and other support from the government

regulations on business

the tax regime; both corporate and individual taxes

availability of finance

the prospects for future growth of the Brazilian economy

the size of the Brazilian car market and the potential for future growth

access and proximity to businesses that can support the car industry, eg component

suppliers

potential for exporting cars from Brazil, eg access to other markets in the Americas

the prospects for the value of the Brazilian currency, the real, and its stability

[25]

[1]
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Relevant issues include:

. definition of unemployment

. voluntary and involuntary unemployment
. why some unemployment is inevitable

. UK unemployment levels in recent years

. unemployment leads to a loss of output and is a waste of scarce resources

. unemployment and living standards

. benefits of reduced unemployment on the tax and welfare expenditure of government

. unemployment and inequality

. benefits of reduced unemployment on social cohesion

. personal costs of a period of prolonged unemployment

. problem of long-term unemployment, eg hysteresis

. conflict of reducing unemployment with other macroeconomic objectives, eg growth
and inflation

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

[15]
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Areas for discussion include:

. the meaning of income and wealth
. meaning and measurement of inequality
. examples of government action resulting in inequality, eg
° regressive taxes
° reducing inheritance taxes
° encouraging a bonus culture
° removal of universal benefits
° raising entry barriers (eg. tuition fees)
° reducing the ‘social wage’ (reducing or slowing down increases in

spending on public and merit goods)
° policies that inhibit equality of opportunity
. benefits of inequality, eg

° incentive arguments

° impact on labour mobility and resource allocation
° trickle-down

° encouraging enterprise

° encouraging work rather than welfare

° impact on saving and investment

. costs of inequality, eg
° waste of talent

° social cost, unrest, riots
° lack of safety nets
° wider costs, correlations between inequality and wider economic and
social issues
. normative arguments relating to fairness and justice
. costs and benefits of inequalities income may be different from inequalities in wealth

. macroeconomic effects of inequality (synoptic points), eg multiplier effects, national
income and welfare, impact on output and employment of policies to promote
equality/inequality.

. guestioning of individual alleged benefits, eg do managers receiving annual
‘compensation’ measured in millions really have an ‘incentive’ to improve efficiency?

. guestioning of individual alleged costs, eg is social unrest caused by inequality as
such, or by wider social factors?

. overall assessment of costs versus benefits

. impacts depend on the nature and extent of the inequality, eg due to age differences,

social mobility over time

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[25]
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Relevant issues include:

. the meaning of equity, eg basic notions of equity (to do with fairness and justice)

. the meaning of equality eg how evenly income and wealth are distributed amongst
individuals, regions, ethnic groups etc.

. equality versus equality of opportunity, which is more subjective

. equity as a normative concept whereas equality/inequality can generally be measured and
is positive concept

. the Gini coefficient as an indicator of the degree of inequality

. explaining vertical equity: treatment of people in different income and wealth positions
based on their ‘ability to pay’

. explaining horizontal equity: the same treatment of people with identical income and wealth

. describing how taxes can be progressive, proportional or regressive

. explaining how the switch to taxes on spending is likely to be regressive - as a general rule
consumption expenditure represents a decreasing proportion of income

. however expenditure taxes can be made more progressive by applying different tax rates to
different types of product, eg most food is zero-rated for VAT, could apply high rates of tax
to ‘luxuries’

. explaining the nature of taxes on income and why they can be made very progressive

. general conclusion that, other things being equal, such a policy is likely to make the
distribution of income less equal

. use of evidence from the UK economy

. wider issues that might be considered either to reinforce of contradict the basic conclusion
that such a policy will increase inequality, eg increases incentives and hence reduces the
dependency culture, trickle-down effects, inequality in income inhibits equality of
opportunity, cumulative causation — inequality generates more inequality.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[15]
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Areas for discussion include:

roads as a scarce resource

the negative externalities associated with congestion, eg the longer journey times for
other road users

what is meant by road-pricing and how it might be implemented (allow both tolls and
congestion charges as forms of road-pricing or as alternative policies)

other policies that might be employed such as: higher taxes on fuels, increasing the
road fund licence, building more roads, subsidising public transport, investing in and
improving public transport

the extent to which roads display the characteristics of a public good and how has
this been affected by developments in technology.

congestion is most prevalent on certain roads and at certain times of the day

how road-pricing might be implemented, eg charging drivers a price for each mile
travelled with different prices for different roads and for different times of the day,
perhaps mentioning automatic number plate recognition systems

setting up tolls on major roads with the toll charge varying between peak and off-peak
times

how higher taxes on fuels would help to reduce congestion and the relevance of price
elasticity of demand

how subsidising, for example, bus and rail transport, will help to reduce congestion
and the relevance of cross elasticity of demand

the budgetary and cost implications of the different options

possible unintended consequences of the different methods, eg the impact of road
pricing on city centres, such as empty shops, higher prices for products as transport
costs rise

equity arguments, eg are indirect taxes regressive, should the road user pay or the
taxpayer, the impact of the different policies on the poorest members of society, town
versus country dwellers, commuters and businesses

the likelihood of government failure, eg inadequate information means that the
government may set an inappropriate price for using roads, eg a price that doesn't
reflect the true cost of congestion, government policy is likely to be affected by public
opinion and the reactions of voters.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[25]

[1]
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10.

11.

12.

Relevant issues include:

. the nature of economic growth

. short-run versus long-run growth

. UK economic growth and living standards

. UK economic growth, tax revenues, public spending and the budget balance

. UK economic growth, inequality and poverty

. UK economic growth and employment

. UK economic growth and inflation

. UK economic growth and the balance of payments, including export-led growth

. the relationship between the government’s wider political and social objectives, eg
political and military power, the environment.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[15]
D
[1]
Areas for discussion include:
. the nature and examples of price discrimination
. allows the producer to convert consumer surplus into producer surplus
. how price discrimination allows the producer to increase revenue and profit compared
to a single price
. relevance of price elasticity of demand
. how price discrimination enables the producer to reduce fixed costs by spreading
demand more evenly, eg peak and off-peak rail fares
. better capacity utilisation by firms will lower costs and may lead to lower prices for
consumers
. why price discrimination may increase total sales and generate economies of scale
. the use of price discrimination as a barrier to entry, reducing competition
. why price discrimination almost certainly means that some consumers will face a
higher price than if there was a single price
. the use of price discrimination to cross-subsidise loss-making services
. some consumers will benefit from lower prices and products that might not otherwise
be supplied
. equity considerations related to the redistribution of income that results from price
discrimination.
The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.
The use of examples to illustrate price discrimination should also be taken into account
when assessing the quality of response.
[25]
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Areas for discussion include:

. what is meant by inequality, eg income, wealth, health, social background

. inequality in the UK

. causes of inequality, eg differences in innate or acquired skills, differences in the
marginal revenue product of individuals, inheritance, social factors

. inequality and incentives to work and enterprise

. inequality, resource allocation and the operation of the price mechanism

. the trickle-down effect

. inequality as a consequence of market failure

. inequality as a cause of market failure

. inequality and poverty are likely to result in a waste of human talent

. inequality resulting from and leading to the concentration of economic power

. how inequality might contribute to ‘asset price bubbles’ and macroeconomic instability
. impact of inequality on people’s well-being and social factors such as crime, life

expectancy and obesity
. why and how the consequences of different types of inequality may vary
. the impact of measures designed to reduce inequality
. the degree of inequality as a determinant of whether inequality is ‘good for us all’
. is inequality good for any of us?
. the importance of value judgements, including fairness and justice.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[25]
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14.

Level of
response

An answer that:

Max
9 marks

3

is well organised and develops one or more of the
key issues that are relevant to the question
shows sound knowledge and understanding of
relevant economic terminology, concepts and
principles

includes good application of relevant economic
principles and/or good use of data to support the
response

includes well-focused analysis with a clear, logical
chain of reasoning

includes a relevant diagram that will, at the top of
this level, be accurate and used appropriately.

7-9 marks

includes one or more issues that are relevant to the
guestion

shows reasonable knowledge and understanding of
economic terminology, concepts and principles but
some weaknesses may be present

includes reasonable application of relevant
economic principles and/or data to the question
includes some reasonable analysis but it might not
be adequately developed and may be confused in
places

may include a relevant diagram.

4-6 marks

is very brief and/or lacks coherence

shows some limited knowledge and understanding
of economic terminology, concepts and principles
but some errors are likely

demonstrates very limited ability to apply relevant
economic principles and/or data to the question
may include some very limited analysis but the
analysis lacks focus and/or becomes confused
may include a relevant diagram but the diagram is
not used and/or is inaccurate in some respects.

1-3 marks

A demand and supply diagram is expected, showing a rightward shift of the demand curve
leading to an increase in both the price and quantity sold.
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16.

Relevant issues include:

relationship between income and mortgage finance

as inequality increases, the better-off members of society can obtain larger

mortgages
more borrowing increases the demand for houses
the inelastic supply of houses, particularly in the short run

excess demand for houses, particularly at the top end of the market
how excess demand at the top end of the market also affects prices at the bottom

end
houses as an asset and house purchase as a speculative activity

rising house prices leading to higher demand, at least until ‘the bubble’ bursts.

Response: Max
4 marks
» includes evidence that shows that taxes and benefits have been 4 marks
successful in reducing inequalities in the distribution of household
income in the UK
» clearly explains how this data is evidence of reduced inequality
* includes evidence that shows that taxes and benefits have been 3 marks
successful in reducing inequalities in the distribution of household
income in the UK
* unclear explanation of how this data is evidence of reduced
inequality
» includes evidence that shows that taxes and benefits have been 2 marks
successful in reducing inequalities in the distribution of household
income in the UK
» limited explanation of how this data is evidence of reduced
inequality
* includes evidence that does not clearly show that taxes and 1 mark

benefits have been successful in reducing inequalities in the
distribution of household income in the UK

* no explanation of how this data is evidence of reduced inequality

(9]
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18.

20.

Relevant issues include:

Evidence that the gap between those on the top quintile group and those on the
bottom has narrowed because of the impact of tax and benefits is an indication of
reducing inequality.

Evidence that overall the final distribution of income between quintile groups is more
even than original distribution of income is an indication of reducing inequality.

the distribution of original income is more unequal than the distribution of final
income, eg the bottom quintile has an original average household income of £6000
per year, whereas the top quintile has £87 000 (14.5 times as much). In terms of final
income, the figures are £18 000 and £64 000 respectively (approx. 3.5 times as
much)

for the first 3 quintile groups, the final income is more than the original income but for
the 2 richest quintile groups, final income is less than original income, eg bottom
quintile £6000 and £18 000, 2nd £14 000 and £24 000, 3rd £26 000 and £31 000,
whereas 4th quintile £44 000 and £38 000 and top quintile £87 000 and £64 000. This
indicates that taxes and benefits have helped to make the distribution of household
income more equal

[4]

[1]

Areas for discussion include:

discussion of whether relative poverty is a problem, whether it is inevitable and insoluble.
discussion of market forces

the argument that some relative poverty has been created or reinforced by the state,
through, for example the unemployment trap or a culture of benefits dependency
discussion of the fact that the individual people defined as being in relative poverty have
not always been so, and that the UK has reasonably good levels of social mobility with
people moving infout of relative poverty

market forces can lead to job creation, providing one of the strongest routes out of poverty
low labour taxes and low welfare spending provide stronger incentives for workers to
escape poverty by their own means

many problems associated with housing are linked to failures of policy rather than the
market (eg lack of new homes resulting from Green Belt planning law, etc.)

trickle down effects

the need for government intervention to prevent wealth from being excessively
concentrated in the hands of the rich

why market forces are unlikely to deal adequately with some causes of poverty, e.g.
poverty amongst the sick, disabled, the old and infirm

arguments in favour of progressive direct taxes rather than regressive indirect taxes
policies that retain an element of incentives, such as working tax credit

the need for government intervention to establish a minimum level of essential human
capital and physical capital investments (eg education and transport infrastructure)

the tendency of markets to increase rather than decrease poverty

the distinction between the impact of market forces on absolute, as opposed to relative,
poverty.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.
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Level of |Response Max 25
response marks
5 Sound, focused analysis and well-supported evaluation that: 21 _ 25
» is well organised, showing sound knowledge and understanding of marks
economic terminology, concepts and principles with few, if any, errors
* includes good application of relevant economic principles to the given
context and, where appropriate, good use of data to support the
response
» includes well-focused analysis with clear, logical chains of reasoning
e includes supported evaluation throughout the response and in a final
conclusion.
4 Sound, focused analysis and some supported evaluation that: 16 — 20
» is well organised, showing sound knowledge and understanding of marks
economic terminology, concepts and principles with few, if any, errors
* includes some good application of relevant economic principles to the
given context and, where appropriate, some good use of data to
support the response
* includes some well-focused analysis with clear, logical chains of
reasoning
» includes some reasonable, supported evaluation.
3 Some reasonable analysis but generally unsupported evaluation that: 11— 15
» focuses on issues that are relevant to the question, showing marks
satisfactory knowledge and understanding of economic terminology,
concepts and principles but some weaknesses may be present
* includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response
» includes some reasonable analysis but which might not be adequately
developed or becomes confused in places
* includes fairly superficial evaluation; there is likely to be some attempt
to make relevant judgements but these are not well-supported by
arguments and/or data.
2 A fairly weak response with some understanding that: 6—10
* includes some limited knowledge and understanding of economic marks
terminology, concepts and principles but some errors are likely
* includes some limited application of relevant economic principles to the
given context and/or data to the question
* includes some limited analysis but it may lack focus and/or become
confused
* includes some evaluation which is weak and unsupported.
1 A very weak response that: 1-5
* includes little relevant knowledge and understanding of economic marks
terminology, concepts and principles
» includes application to the given context which, at best, is very weak
* includes attempted analysis which is weak and unsupported.
[25]
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21.

Areas for discussion include:

. a clear diagram of the Lorenz curve correctly labelled

. explanation of how perfect equality and perfect inequality are represented

. explanation of how the shape of the curve relates to the cumulative proportions of income
and population

. the connection between the Lorenz curve and the Gini coefficient

. how the Lorenz curve and Gini coefficient could be used to show increasing inequality. This

is most likely to be done by using the diagram to show 2 Lorenz curves on the same axes.

The use of relevant diagrams to support the analysis should be taken into account when

assessing the quality of the candidate’s response to the question.

Level of |Response Max 15
response marks
3 A good response provides an answer that: 11 - 15
» is well organised and develops a selection of the key issues that are marks
relevant to the question
» shows sound knowledge and understanding of economic terminology,
concepts and principles with few, if any, errors
* includes good application of relevant economic principles to the given
context and, where appropriate, good use of data to support the
response
* includes well-focused analysis with clear, logical chains of reasoning.
) A reasonable response provides an answer that: 6—10
» focuses on issues that are relevant to the question marks
» shows satisfactory knowledge and understanding of economic
terminology, concepts and principles but some weaknesses may be
present
* includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response
* includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.
1 A weak response provides an answer that: 1-5
* has identified one or more relevant issues marks
* has some limited knowledge and understanding of economic
terminology, concepts and principles but some errors are likely
* has very limited application of relevant economic principles to the given
context and/or data to the question
* might have some limited analysis but it may lack focus and/or become
confused.
[15]
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22.

Areas for discussion include:

. distinction between absolute and relative poverty

. measures of absolute and relative poverty in the UK

. drawing a distinction between wealth and income poverty

. drawing a distinction between poverty before/and after housing costs

. increasing tendency for those in poverty to be in work as a result of
o low productivity and thus wages
o low skills

o flexible labour markets and lower trade union power

o issues with the tax and benefit system — the poverty trap
. reasons why out-of-work people may be in relative poverty — the unemployment trap
. connections between the economic cycle and relative poverty
. child poverty.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

Level of |Response Max 15
response marks
3 A good response provides an answer that: 11 -15
» is well organised and develops a selection of the key issues that are marks
relevant to the question
» shows sound knowledge and understanding of economic terminology,
concepts and principles with few, if any, errors
* includes good application of relevant economic principles to the given
context and, where appropriate, good use of data to support the
response
* includes well-focused analysis with clear, logical chains of reasoning.
2 A reasonable response provides an answer that: 6—10
» focuses on issues that are relevant to the question marks
» shows satisfactory knowledge and understanding of economic
terminology, concepts and principles but some weaknesses may be
present
* includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response
» includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.
1 A weak response provides an answer that: 1-5
* has identified one or more relevant issues marks
* has some limited knowledge and understanding of economic
terminology, concepts and principles but some errors are likely
» has very limited application of relevant economic principles to the given
context and/or data to the question
* might have some limited analysis but it may lack focus and/or become
confused.
[15]
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23.

Areas for discussion include:

. explanation of the distinction between wealth and income

. the sources of wealth (inheritance, gifts, accumulated earned income, etc.)

. the sources of income (wages, rent, interest, dividends, etc.)

. the trends in wealth and income inequality in the UK

. how useful it is to consider inequality as a snapshot in time rather than looking at inequality

across entire lifetimes (eg students are very likely to have low income, but likely to have
high social mobility)

. the consequences of wealth inequality
° unequal distribution of property, causing some to live in low-quality homes, or having
to frequently move house
° asset bubbles and property speculation
° the hindrance of social mobility via the wealthy affording better education, health,
cultural goods
° impact on poverty, including child poverty and pensioner poverty
° impact on income inequality, as wealth creates income via interest, rent and
dividends
° the argument that only the wealthy can afford to take big risks as entrepreneurs, so
have access to high risk/ high reward opportunities
° envy and jealousy leading to social problems
° intergenerational problems arising from (mainly) property inequality, the changing
nature of university funding
. the consequences of income inequality
° a sense of unfairness, especially if associated with discrimination or
gender/race-based pay gaps
° impact on aggregate demand
° impact on economic growth and performance
° impact on social indicators, such as crime, education, physical health, mental health
° several of the factors listed above under wealth inequality
. analysis of policies currently used by the UK government (eg inheritance tax, income tax,
capital gains tax, national insurance) and whether these are progressive, proportional or
regressive
. analysis of other possible policies such as restrictions on second homes, ‘mansion tax’,
forcing independent schools to charge VAT
. analysis of policies to prevent inequality between the top 1%/0.1% and the rest of the
population
. the tendency of markets to increase rather than decrease inequality
. the argument that wealth and income inequality are not serious issues because of the
trickle-down effect
. the argument that some degree of income and wealth inequality is inevitable in a market
economy and perhaps desirable, to provide incentives and allocate resources effectively
. the argument that neither is worse than the other, that they are equally damaging.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.
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Level of
response

Response

Max 25
marks

Sound, focused analysis and well-supported evaluation that:

is well organised, showing sound knowledge and understanding of
economic terminology, concepts and principles with few, if any, errors
includes good application of relevant economic principles to the given
context and, where appropriate, good use of data to support the response
includes well-focused analysis with clear, logical chains of reasoning
includes supported evaluation throughout the response and in a final
conclusion.

21-25
marks

Sound, focused analysis and some supported evaluation that:

is well organised, showing sound knowledge and understanding of
economic terminology, concepts and principles with few, if any, errors
includes some good application of relevant economic principles to the
given context and, where appropriate, some good use of data to support
the response

includes some well-focused analysis with clear, logical chains of
reasoning

includes some reasonable, supported evaluation.

16 — 20
marks

Some reasonable analysis but generally unsupported evaluation that:

focuses on issues that are relevant to the question, showing satisfactory
knowledge and understanding of economic terminology, concepts and
principles but some weaknesses may be present

includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

includes fairly superficial evaluation; there is likely to be some attempt to
make relevant judgements but these are not well-supported by arguments
and/or data.

11 - 15
marks

A fairly weak response with some understanding that:

includes some limited knowledge and understanding of economic
terminology, concepts and principles but some errors are likely
includes some limited application of relevant economic principles to the
given context and/or data to the question

includes some limited analysis but it may lack focus and/or become
confused

includes some evaluation which is weak and unsupported.

6-10
marks

A very weak response that:

includes little relevant knowledge and understanding of economic
terminology, concepts and principles

includes application to the given context which, at best, is very weak
includes attempted analysis which is weak and unsupported.

1-5
marks

24.

[25]

[1]
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