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Q1.

The cross elasticity of demand for meat with respect to fish is estimated to be +0.13 in
Bangladesh.

Explain the likely impact of a 10% increase in the price of fish on the demand for meat in
Bangladesh.

(Total for question = 4 marks)
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Q2.

Which one of the following will cause a movement along the demand curve in the market for
rice?

[l A Anincrease in the global population
[l B Anincrease in real incomes
[l € A decrease in the price of noodles

[ D A decrease in the price of rice

(Total for question = 1 mark)

Q3.

The table shows the average income and car sales in the USA in 2011 and 2021.

Average income Car sales
2011 $31024 12741 800
2021 $44 225 14926 900

(Sources adapted from: https://www.statista.com/statistics/199983/us-vehicle-
sales-since-1951/ and https://dqydj.com/individual-income-by-
year/#:~text=Average%20Individualde20Income%20by%20Yeart20%20
0620Year,%20%20%2463%2(214.03%20%2056%20mora%20rows%20)

Ceteris paribus, calculate the income elasticity of demand for cars between 2011 and 2021.
Show your working.
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(Total for question = 4 marks)

Q4.

The table shows average household income per month in Singapore and the total quantity of
cinema tickets purchased by its citizens in 2020 and 2021.

Year | Average household income | Quantity of cinema tickets
2020 $$4022 4.7 million
2021 S54166 7.6 million

(Source: adapted from https://www.statista.com/statistics/199983/us-vehicle-sales-
since-1951/ and https://dgydj.com/individual-income-by-year/#~text=Average%20
Individual%:20lncome%20by%20Yearde20%20%20Year,%20%20%2463%2C214.03%20%20
56%20more®e20rows%20)

Ceteris paribus, calculate the income elasticity of demand for cinema tickets. Show your
working.
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(Total for question = 4 marks)

Q5.

The table shows the number of new car sales and the average annual earnings per person in
China for 2021 and 2022.

Year Number of new car sales Average annual earnings per person
2021 21.52m ¥106837

2022 23.56m ¥114029

Ceteris paribus, calculate the income elasticity of demand for new cars.
Show your workings.
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(Total for question = 4 marks)

Q6.

The table shows the average world price of sugar and world sugar consumption in 2019 and
2020.

Average sugar price, | Quantity of sugar consumed,

per kg million kg
2019 $11.28 172620
2020 $15.06 171600

Ceteris paribus, calculate the price elasticity of demand for sugar. Show your workings.


https://stemup.co.uk

(Total for question = 4 marks)

Q7.

In Canada, two of the largest internet providers, Bell and Rogers, increased prices in 2018.
Consumers could save 25% by switching to smaller internet providers. However, most
consumers remained with their more expensive internet providers.

Explain one reason why many consumers behave in this way and remain with their current
internet providers.
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(Total for question = 4 marks)

Q8.

In the UK, new consumers paid an average of £130 for home insurance in 2020. Consumers who
had remained with the same insurance company since 2015 paid £238 for the same annual
home insurance cover. Despite this, many consumers stay loyal to their insurance company.

Which one of the following is the most likely reason why consumers stay loyal to their insurance
company?

[l A Consumers feel undervalued

[l B Consumers have good computational skills
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[ € The free-rider problem

[0 D Habitual behaviour

(Total for question = 1 mark)

QO.

The diagram shows the relationship between the price of Xbox games consoles and
the quantity demanded of PlayStation 4 games consoles.

Price per Xbox
games console
D
0 Quantity demanded of

PlayStation 4 games consoles
It can be deduced from the diagram that the two goods are
[l A complementary goods
[1 B inferior goods
[] € substitute goods
N

D unrelated goods

(Total for question = 1 mark)
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Q10.
The cross elasticity of demand for Pepsi cola with respect to Coca Cola is estimated to be +1.24.

Explain the likely impact of a 10% increase in the price of Coca Cola on the demand for Pepsi
cola.

(Total for question = 4 marks)
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Q11.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box 4 and then mark your new answer
with a cross [X.

The table shows the cross elasticity of demand for selected drinks with respect to
sugar-sweetened drinks in Chile.

Cross elasticity

Drink of demand
Water +0.63
Milk +0.25
Coffee +0.12

(source: https://bmcpublichealth.biomedcentral.com/articles/10.1186/512889-017-4098-%/
tables/5)

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

[0 A The demand for coffee will be most responsive to a change in the price of
sugar-sweetened drinks

[ B The demand for water will be most responsive to a change in the price of
sugar-sweetened drinks

L1 € Anincrease in the price of sugar-sweetened drinks will lead to a more than proportionate
increase in the demand for milk

L1 D Anincrease in the price of sugar-sweetened drinks will lead to a decrease in the demand
for water, milk and coffee

(Total for question = 1 mark)

Q1l2.

Answer the question with a cross in the box you think is correct [X. If you change your
mind about an answer, put a line through the box % and then mark your new answer
with a cross [X.

The table shows the estimated cross elasticity of demand in Indonesia for four goods with
respect to a change in the price of rice.
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Goods Cross elasticity of demand

Vegetables -0.05
Meat -0.19
Fish +0.40
Maize +1.25

(Source adapted from https://econbeh.blogspot.com/2019/05/some-astimates-of-cross-
price-elasticity.html)

Which one of the following can be deduced from the table?
[l A Vegetables and rice are normal goods

[l B Meat and rice are inferior goods

[l € Fishis a complement for rice

[0 D Maize is a substitute for rice

(Total for question = 1 mark)

Q13.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box 4 and then mark your new answer
with a cross [X.

The diagram illustrates the relationship between the price of PlayStation 5 games consoles and
the quantity demanded of Xbox Series X games consoles.
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Price per
PlayStation 5
games console

O Quantity of XBox Series X games consoles

Which one of the following can be deduced from the diagram about the relationship between
PlayStation 5 games consoles and Xbox Series X games consoles?

O A
B

L
L c
|

Q14.

They are substitutes
They are complements
They are unrelated goods

They are inferior goods

(Total for question = 1 mark)

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box & and then mark your new answer
with a cross X.

The cross elasticity of demand for Pepsi Cola with respect to a change in the price of Coca-Cola
is estimated to be +0.62 in North America.

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

A
B

L
Ll c
L

Pepsi Cola and Coca-Cola are complements
Pepsi Cola and Coca-Cola are substitutes
Pepsi Cola and Coca-Cola are unrelated goods

Pepsi Cola and Coca-Cola are normal goods
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(Total for question = 1 mark)

Q15.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box 4 and then mark your new answer
with a cross [X.

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

Which one of the following can be deduced from this information?
[ A Coffee and milk are inferior goods

[ B Coffee and milk are substitute goods

[I € Coffee and milk are unrelated goods
N

D Coffee and milk are complementary goods

(Total for question = 1 mark)

Q1l6.

Answer the question with a cross in the box you think is correct X. If you change your

mind about an answer, put a line through the box & and then mark your new answer
with a cross X.

The table shows the estimated cross elasticity of demand for selected drinks with respect to a
change in the price of soft drinks in Chile.

Drink = Cross elasticity of demand
Milk +0.25
Coffee +0.10

Water +0.63
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Which one of the following can be deduced from this information?
L1 A All three goods are complements of soft drinks

L1 B All three goods are substitutes for soft drinks

[l € All three goods are normal goods

[l D All three goods are luxury goods

(Total for question = 1 mark)

Q17.

Answer the question with a cross in a box [X. If you change your mind about an
answer, put a line through the box # and then mark your new answer with a cross X.

The table shows the estimated cross elasticities of demand for selected types of vehicle with
respect to a change in the price of petrol vehicles in Norway.

Types of vehicles | Cross elasticity of demand

Electric +0.19
Plug-in hybrid +0.25
Diesel +0.64

(Source: adapted from https://etrr.springeropen.com/articles/10.1186/512544-020-00454-2)
Ceteris paribus, which one of the following can be deduced from this information?
1 A All three types of vehicle are normal goods
L1 B All three types of vehicle are inferior goods
L1 € All three types of vehicle are complements of petrol vehicles

[1 D All three types of vehicle are substitutes for petrol vehicles

(Total for question = 1 mark)
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Q18.

In the Netherlands the cross-elasticity of demand for organic meat with respect to a change in
the price

of non-organic meat is +0.5.

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

[0 A Organic meat and non-organic meat are substitutes

[ B Organic meat and non-organic meat are normal goods

[ € Organic meat and non-organic meat are unrelated goods

[l D Organic meat and non-organic meat are complements

(Total for question = 1 mark)

Q1l19.

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

Define the term 'complementary goods' (Extract A, line 8).

(Total for question = 2 marks)
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Q20.

Study Figures 1 and 2 and Extracts A and B in the Source Booklet before answering
this question.

Define the term 'price elasticity of demand'. (Figure 2)

(Total for question = 2 marks)

Q21.

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

Define the term 'substitutes' (Extract A, line 12).

(Total for question = 2 marks)
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Q22.

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

Define the term 'substitutes' (Extract A, line 8).

(Total for question = 2 marks)

Q23.

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

Define the term 'substitutes' (Extract A, line 9).

(Total for question = 2 marks)
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Q24.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box # and then mark your new answer
with a cross X.

Which one of the following statements is a consequence of diminishing marginal utility?

L1 A Total utility will rise at a faster rate as more of a product is consumed

L1 B The supply curve for a product will slope upwards

[l € The demand curve for a product will slope downwards

[l D Total utility will rise at a constant rate as more of a product is consumed

(Total for question = 1 mark)

Q25.

The table shows the estimated price elasticity of demand for railway tickets for use on
underground trains in selected Mexican cities in 2020.

Price elasticity

City of demand
Guadalajara -0.32
Mexico City -0.25

Monterrey -0.23

(Source adapted from: https://www.nber.org/system/files/
working_papers/w28244/w28244.pdf)

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

[ A The demand for railway tickets in Guadalajara is price elastic

[1 B A decrease in the price of railway tickets in Mexico City will decrease total revenue
[1 € Anincrease in the price of railway tickets in Monterrey will decrease total revenue

[l D The demand for the railway tickets in all three cities will decrease in response to an
increase in income
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(Total for question = 1 mark)

Q26.

The table shows the estimated income elasticity of demand for various goods and services in the
USA.

Estimates of income

Item elasticity of demand
Cheese -0.51
Public transport -0.36
Ice cream +0.83
Motor cars +2.56

(Source: http://digitalcommons.unl.edu/cgi/viewcontent.
cgifarticle=1102&context=agecon_cornhusker)

Which one of the following can be deduced from the table?
[ A Cheese has relatively price inelastic demand.

L1 B Public transport is a normal good.

[ € Anincrease in real income will result in a less than proportionate decrease in demand for
ice cream.

[l D A decrease in real income will result in a more than proportionate decrease in the
demand for motor cars.

(Total for question = 1 mark)

Q27.

Questions must be answered with a cross in a box X. If you change your mind about

an answer, put a line through the box & and then mark your new answer with a cross
.
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The table shows the estimated income elasticity of demand for four items.

Item Income elasticity of demand
Caribbean holidays +2.02
Healthcare +0.70
Electricity +0.40
Bus travel -0.70

Which one of the following can be deduced from the table?
[l A Caribbean holidays are an inferior good
[1 B Demand for healthcare is income elastic
[J C Electricity is a normal good
L]

D Demand for bus travel is price inelastic

(Total for question = 1 mark)

Q28.

In 2017 floods in Bangladesh resulted in 8 million people having to move from their homes. 100
000 houses were destroyed and many crops were lost. The Institute of Water and Flood
Management claim that there had been an under-investment in flood defences.

Evaluate reasons for this under-investment in flood defences. Make reference to public goods in
your answer.

(Total for question = 20 marks)

Q29.

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


https://stemup.co.uk

With reference to the last paragraph of Extract C, examine two likely effects on smartphone
manufacturers of the growth in the market for refurbished smartphones.

(Total for question = 8 marks)

Q30.
Study Figures 1 and 2 and Extracts A and B in the Source Booklet.

With reference to Extract A, explain the impact of the availability of substitutes on the price
elasticity of demand for palm oil.

(Total for question = 4 marks)
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Q31.

The cross elasticity of demand of milk with respect to sugar-sweetened drinks is +0.25.

Explain the likely impact of a 5% increase in the price of sugar-sweetened drinks on the market
for milk.

(Total for question = 4 marks)
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Q32.

Study Figure 1 and Extracts A and B in the Source Booklet before answering this
question.

Explain what is meant by the term 'rational decision'. Refer to Extract B in your answer.

(Total for question = 4 marks)

Q33.

Unilever, a manufacturer of food, personal care and home care products, experienced an
increase in total costs of €4.4 billion in 2022. As a result, the company raised its prices, on
average, by 13.2% in Europe. Consequently, there was a 6.8% decrease in the number of items
sold by Unilever because consumers switched to cheaper alternatives.

With reference to this information, explain what is meant by the term 'rational decision making'.
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(Total for question = 4 marks)

Q34.

Study Figures 1 and 2 and Extracts A and B in the Source Booklet before answering
this question.

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

With reference to Figure 2, explain whether chicken is a normal good or an inferior good.
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(Total for question = 4 marks)

Q35.

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

With reference to Figure 2, explain whether demand for each of the four selected food groups is

price elastic or
price inelastic.
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(Total for question = 4 marks)

Q36.

Many hotels offer an all-you-can-eat breakfast buffet. 80% of hotel guests go to the breakfast
buffet three times for food but only 10% visit five times.

With reference to hotel breakfasts, explain why the above information illustrates 'diminishing
marginal utility'.
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(Total for question = 4 marks)

Q37.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box & and then mark your new answer
with a cross .

In April 2018, the Singapore Government passed a law allowing consumers to change electricity
providers. Most consumers have not switched their electricity provider despite the opportunity to
save, on average, 20% on their bills.

Which one of the following could explain this behaviour?

L] A Consumers are good at computation

L1 B Consumers aim to maximise their utility

[1 € Consumers are influenced by the behaviour of others

[l D Consumers feel undervalued by their current provider

(Total for question = 1 mark)

Q38.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box 4 and then mark your new answer
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with a cross X.

The table shows the estimated income elasticity of demand for selected food items in the UK.

Income elasticity of

Food item demand
Butter +0.20
Coffee +0.16
Margarine -0.37
Tea -0.02

(Source: https://pdfs.semanticscholar.org/c384/
d29d%fb4993d265c9bed5be20f6d984b09C3. pdf)

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

[ A A decrease in real income will result in a more than proportionate decrease in demand
for butter

[ B Anincrease in real income will result in a less than proportionate increase in demand for
coffee

[ € A decrease in real income will result in a more than proportionate increase in demand for
margarine

LI D Anincrease in price will result in a less than proportionate decrease in demand for tea

(Total for question = 1 mark)

Q39.

Answer the question with a cross in the box you think is correct X. If you change your
mind about an answer, put a line through the box & and then mark your new answer
with a cross X.

The diagram shows the market for the production of chemicals.
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Costs and

benefits MPC

MPB = MSB

O Q Quantity of chemicals
Which one of the following can be deduced from the diagram?
LI A The social optimum quantity is Q; and price is P,

B The market equilibrium quantity is Q, and price is P,

]
[0 € The welfare loss area is RTU
]

D The welfare loss area is RST

(Total for question = 1 mark)

Q40.

In the USA the income elasticity of demand for margarine is -0.2. In April 2021 real incomes
increased by 15%.

Draw a diagram to illustrate the likely impact of this increase in real incomes on the equilibrium

price
and quantity of margarine.
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(Total for question = 4 marks)

Mark Scheme

Q1.
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Question

The cross elasticity of demand for meat wath respect to fish 1s estimated to be
+0.13 1n Bangladesh

Explain the likely impact of a 10% increase in the price of fish on the demand
for meat in Bangladesh.

Answer

Mark

Knowledge 1, Application 1, Analysis 2
Quantitative skills assessed:
(Q58: Make calculations of elasticity and interpret the result.

QS9: Interpret, apply and analyse information in wrnitten, graphical. tabular
and numerical forms.

Knowledge
* 1 mark for defimition or formula of cross elasticity of demand e g.:

Responsiveness of demand for one product to a change in the price of another
product

% change in quantity demanded of good x
% change in price of good v (1)

Application
1l mark for application to meat and fish

. Meat and fish are substitutes (1)
. KED between fish and meat 1s positive (1)

Analysis
Up to 2 marks for calculating the likely impact on demand for meat
* An increase in demand (1) of 1.3% (0.13 x 10) (1)

Or

meat

Price of
meat
per kilo

Qany Quantity of
meat

* For showing mncrease in demand (1)

* TFor showing increase in equilibrium price/quantity (1)

Up to 2 marks for using a diagram to show the likely impact on demand for
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Or
2 marks for alternative written explanation.

¢ If the price of fish mcreases consumers will buy more meat causing the
demand for meat to increase (1) the percentage increase will be less than
10% as the cross elasticity 1s melastic (1)

* Not close substitutes (1) so the impact so will result 1 a less than
proportionate mmpact on quantity of meat demanded (1)

4

Q2.

Q3.

Question | Quantitative skills assessed Answer

Mark

- D

(1)
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Question | Ceteris paribus, calculate the income elasticity of demand for cars Mark
between 2011 and 2021. Show your working.
Answer
Knowledge 1, Application 3
Quantitative skills assessed:
QS8: Make calculations of elasticity and interpret the result.
QS9: Interpret, apply and analyse information in written, graphical,
tabular and numerical forms.
Knowledge
1 mark for definition/the formula for income elasticity of demand
% change in quantity demanded
% change in income
OR
1 mark for identifying that cars are normal goods (1)
Application
Up to 3 marks for calculations:
e Change in quantity
14926 900-12 741 800=2 185100
Change in quantity = original quantity x 100
2185100+12741 800x100=17.15% (1)
¢ Changeinincome
44 225 -31024=13 201
Change in income = original income x 100
13201 =31024x100=42.55% (1)
% change in quantity demanded
% change in income
e 17.15+42.55=0.40(1)
NB: if correct answer (e.g. 0.40 to 2 d.p./0.403055 to 6 d.p./
0.4030245 without any rounding) is given, award full marks
regardless of working.
&

Q4.



https://stemup.co.uk

Question | Ceteris paribus, calculate the income elasticity of demand for cinema Mark
tickets. Show your working.
Answer
Knowledge 1, Application 3
Quantitative skills assessed:
Q58: Make calculations of elasticity and interpret the result.
Qs9: Interpret, apply and analyse information in written, graphical,
tabular and numerical forms
Knowledge
1 mark for definition/the formula for income elasticity of demand
% change in quantity demanded
% change in income (1)
Application
Up to 3 marks for calculations:
« Change in quantity
7.6-4.7=2.9
Change in quantity + original quantity x 100
2.9:4.7 x 100=61.70 (1)
« Change in income
4166-4022= 144
Change in income=+ original income x 100
144+4 022 x 100= 3.58 (1)
% change in quantity demanded
% change in income
61.70+3.58
= 17.23 (1)
NB: if correct answer (e.g. 17.23 to 2 d.p.) is given, award
full marks regardless of working.
Accept reasonable rounding from full calculation or from
earlier stages in calculation i.e. 17.2
(61.7021277+-3.58030383= 17.2337686)
Award 3 if % sign is added to correct YED value
(4)

Q5.
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uestion ‘eteris paribus, calculate the mncome elasticity o and for new cars. ar
ti Ceteri. i) leulate th 1 f demand fi Mark
Show your workings.
Answer
Knowledge 1, Application 3
Quantitative skills assessed:
Q52 Calculate, use and understand percentages, percentage
changes and percentage point changes
QsS8: Make calculations of elasticity and interpret the result.
QS9: Interpret, apply and analyse information in written, graphical,
tabular and numerical forms
Knowledge
1 mark for definition/the formula income elasticity of demand
% change in quantity demanded
% change in income (1)
Application
Up to 3 marks for calculations:
+ Change in quantity of car sales
23.56m - 21.52m = 2.04
Change in quantity + original quantity x 100
2.04m = 21.52m x 100= 9.48% (1) 9.4795539033
+ (Change in income
114 029 - 106 837 = 7 192
Change in income + original income x 100
7192 = 106 837 x 100= 6.73% (1) 6.7317502363
% change in quantity demanded
% change in income
9.48 - 6.73
=+ 1.41 (1)
Accept reasonable rounding e.qg.
9.5 + 6.7
= +1.42
NB: if correct answer (e.g. 1.41, 1.409, 1.4086, 1.408,
1.408186, 1.42) is given, award full marks regardless of
working.
Accept reasonable rounding from full calculation
If 1.41% or -1.41 is given award 3 marks (4)

Q6.
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uestion ‘eteris panibus, calculate the price elasticity of demand for sugar. Show your Mar
Questi Cetenis panb: lculate the price elasticity of demand fi gar. Show y Mark
workings.
Answer
Knowledge 1, Application 3
Quantitative skills assessed:
Q58: Make calculations of elasticity and interpret the result.
Q859 Interpret, apply and analyse information in written, graphical. tabular
and numerical forms.
Knowledge
1 mark for definition/the formula for price elasticity of demand
% change 1n quantity demanded
% change in price (1)
Application
Up to 3 marks for calculations:
. Change in quantity = original quantity x 100
-1 020 =172 620 x 100 =-0.59% (1)
. Change 1n price =+ oniginal price x 100
378 +-1128x100=3351% (1)
% change in quantity demanded
% change 1n price
. -0.59+=33531=-00176 (1)
NB: if correct answer (e.g. -0.0176/-0.018/-0.02) is given, award full marks
regardless of working.
Award three marks if negative sign omitted. (4)

Q7.
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Question

Explain one reason why many consumers behave in this way and
remain with their current internet providers.

Answer

Mark

Knowledge 1, Application 1, Analysis 2

Knowledge & Analysis
1 mark for knowledge and a further 2 marks for linked analysis e.g.:
Irrational behaviour is where consumers fail to maximise their

utility (1)

Rational behaviour is where consumers maximise their utility (1)

People may be influenced by others’ behaviour (1) where they
stay with the same provider because their friends and family do

(1)

People exhibit habitual behaviour (1) where they have used the
same internet provider and are in a habit of using them/ loyal to

the provider (1)

Consumers experience inertia (1) where they lack the energy or
desire to go through the process of switching internet providers

(1)

Consumers have poor computational skills (1) meaning they find
it difficult to calculate the amount they can save by switching (1)

Consumers feel valued by current internet providers (1) so

remain loyal to them (1)

Consumers may not have information about the possible savings
(1) and therefore may be unaware that they could get a better

deal by switching provider (1)

Application
Up to 1 mark for applying to Canada’s internet providers, e.g.:

+« Consumers can save 25% by switching to smaller providers (1)
« Consumers tend to stay with more expensive providers (1) (4)

Q8.

Question | Quantitative skills assessed Answer Mark
QS9: Interpret, apply and The only correct answeris D
analyse information in (1)

written, graphical, tabular
and numerical forms

A is not correct because if
consumers felt undervalued they
are more likely to leave

B is not correct because if
consumers have good
computational skills they will
calculate the fact they are paying
£108 more

C is not correct because the
free-rider problem relates to the
underprovision of public goods
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QO.

Q1lo0.

Question Quantitative skills assessed Answer Mark
Number
QS9: Interpret, apply and analyse -
information in written, graphical and (1)
tabular forms
Question | Answer Mark
Number

Knowledge 1, Application 1, Analysis 2

Quantitative skills assessed:
QS4: Construct and interpret a range of standard graphical forms
Q58: Make calculations of elasticity and interpret the result.

Knowledge
1 mark for definition/formula of cross elasticity of demand e.g.:
Responsiveness of demand for one product to a change in the price
of another product
Or

% change in guantity demanded of good x

% change in price of good y (1)

Application
1 mark for identifying that Pepsi cola and Coca Cola are substitutes
s The XED is positive and therefore they are substitutes. (1)

Analysis
Up to 2 marks for likely impact on Pepsi cola

¢ Anincrease in demand (1) of 12.4% (1.24 x 10) (1)
NB accept rounded figures
OR

(4)
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Price of
Pepsi cola
per litre

P
Pe

I i

| »

I |

1

|

|

0 Qeql Quantity of Pepsi cola,

¢ For showing increase in demand (1)
¢ For showing increase in equilibrium price/ quantity (1)
Or

» Verbal description of impact of increase in price of Coca Cola on
demand for Pepsi cola

¢ Asthe price of Coca Cola increases consumers will substitute to
the relatively cheaper Pepsi cola causing the demand to increase
(1) the percentage increase will be greater than 10 as the cross
elasticity is elastic (1)

¢ C(lose substitutes (1) so the impact so will result in a more than
proportionate impact (1)

litres

Q11.

Question | Quantitative skills assessed | Answer Mark
Q58: Make calculations of The only correct answer is B- The
elasticity and interpret the demand for water will be most (1)

result

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

responsive to a change in the price
of sugar-sweetened drinks

A is not correct because coffee has
the lowest cross elasticity of demand
showing it will be least respaonsive

C is not correct because an increase
in the price of sugar sweetened
drinks will lead to a less than
proportionate increase in the
demand for milk

D is not correct because an increase
in the price of sugar-sweetened
drinks will lead to an increase in the
demand for water, milk and coffee
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Q1l2.

Q13.

Q14.

Question | Quantitative skills assessed | Answer Mark
Q58: Make calculations of The only correct answer is D
elasticity and interpret the (1)
result A is not correct because the data
QS9: Interpret, apply and provided is for cross elasticity of
analyse information in demand and not for income
written, graphical, tabular elasticity of demand
and numerical forms B is not correct because the data
provided is for cross elasticity of
demand and not for income
elasticity of demand
C is not correct because fish and rice
are substitutes as the value of XED is
positive
Question | Quantitative skills assessed | Answer Mark
Q5S4: Construct and The only correct answer is A
interpret a range of (1)

standard graphical forms
Q58: Make calculations of
elasticity and interpret the
result

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

B is not correct because an increase
in the price of one complement
would result in a reduction in the
quantity demanded for the other
complement

C is not correct because a change in
the price of one good causes a
change in demand for the other
good

D is not correct because there is no
information on income



https://stemup.co.uk

Question | Quantitative skills assessed | Answer Mark

QS8: Make calculations of The only correct answer is B

elasticity and interpret the (1)

result A is not correct because

QS9: Int_erpret, E_Ipp|}f and complements have a negative XED

analyse information in C is not correct because unrelated

written, graphical, tabular goods have an XED of 0

and numerical forms D is not correct because there is no

information on income
Q15.
Question | Quantitative skills assessed | Answer Mark
QS8: Make calculations of The only correct answer is D
elasticity and interpret the (1)
result A is not correct because there is no
QS9: Interpret, apply and information on income elasticity of
analyse information in demand
written, graphical, tabular B is not correct because substitute
and numerical forms goods have a positive XED
C is not correct because the value of
XED is not zero
Qlo.
Question | Quantitative skills assessed | Answer Mark

Q5S8: Make calculations of The only correct answer is B
elasticity and interpret the (1)

result

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

A is not correct because
complements have a negative XED C
is not correct because there is no
information on the income elasticity
of demand

D is not correct because there is no
information on the income elasticity
of demand

Q17.
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result

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

C

A is not correct because there is no
information on the income elasticity
of demand
B is not correct because there is no
information on the income elasticity
of demand

complements have a negative XED

Question | Quantitative skills assessed | Answer Mark
QS8: Make calculations of The only correct answer is D
elasticity and interpret the (1)

not correct because

Q18.
Question | Quantitative skills assessed | Answer Mark
QS8: Make calculations of The only correct answer is A
elasticity and interpret the (1)
result B is not correct because the data
QS9: Interpret, apply and provided are for cross elasticity of
analyse information in demand and not income elasticity of
written, graphical, tabular demand
and numerical forms C is not correct because unrelated
goods would have an XED of zero
D is not correct because
complements have an XED which is
negative
Q109.
Question | Define the term ‘complementary goods’ (Extract A, line 8). Mark
Answer
QS9: Interpret, apply and analyse information in written,
graphical, tabular and numerical forms
Knowledge 2
Up to 2 marks for defining ‘complementary goods’, e.g.:
* Goods that are used/consumed together/in joint demand (1)
+ Negative XED/XED value below 0 (1)
+ When the price of one increases the demand for the other
decreases or when the price of one decreases the demand for the
other increases (1)
(2)

complementary goods (1)

« Only accept explicit reference to Extract A: Tyres and cars are
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Q20.

Q21.

Q22.

Question

Define the term *price elasticity of demand’ (Figure 2)

Answer

Mark

QS8: Make calculations of elasticity and interpret the result.
Knowledge 2
Up to 2 marks for defining “price elasticity of demand.” e.qg.:

+ The responsiveness of quantity demanded (1) to a change in
price (1)

» % change in quantity demanded/% change in price (1+1)

«  AQu/Qo = AP/P (1+1)

« PED of chicken is -0.55/ relatively inelastic (1)

(2)

Question
Number

Define the term “substitutes’ (Extract A, line 12).

Mark

Knowledge 2
Up to 2 marks for defining a ‘substitute’, e.g.:

* A good that meets the same need as another product (1)
50 consumers can switch demand from one to the other
(1).

+ A good with a positive cross elasticity of demand (1) such
as tea and coffee (1). Other relevant examples are
accepted.

» Where the price of one good increases and the guantity
demanded for another good increases/ where the price of
one good decreases and the quantity demanded of another
good decreases (1).

(2)
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Question

Define the term ‘“substitutes’ (Extract A, line 8).

Answer

Mark

L]

Knowledge 2
Up to 2 marks for defining a "substitute’, e.g.:

Two goods that serve the same need. (1)

Consumers can switch between the two goods and receive similar
benefits (1)

A good which has a positive cross price elasticity of demand (1)

Where the price of one product increases it leads to an increase in
quantity demanded of the other product (1)

Example from Extract A: Vanilla and vanillan (1)

(2)

Q23.

Q24.

Question | Define the term ‘substitutes’ (Extract A, line 9).

Number

Answer

Mark

Knowledge 2
Up to 2 marks for defining a ‘substitute’, e.g.:
¢ Two goods that serve the same need (1)

» Consumers can switch between the two goods and receive
similar benefits (1)

zero (1)

¢ Where the price of one product increases and it leads to an
increase in quantity demanded of the other product (1)

o Example from Extract A: sugar and artificial sweeteners (1)

quantity demanded of artificial sweeteners (1+1)

» A good which has a positive cross elasticity of demand/XED above

» Where the price of sugar increases and it leads to an increase in

(2)
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written, graphical, tabular
and numerical forms

A is not correct because this occurs
when there is increasing marginal
utility

B is not correct because diminishing
marginal utility is not related to the
supply curve

D is not correct because diminishing
marginal utility means the utility will
rise at a slower rate as more of the
product is consumed

Question | Quantitative skills assessed | Answer Mark
QS9: Interpret, apply and The only correct answer is C
analyse information in (1)

Q25.
Question | Quantitative skills assessed Answer Mark
QS8: Make calculations of The only correct answer is B
elasticity and interpret the (1)
result A is not correct because the
QS9: Interpret, apply and demand for the railway tickets in
analyse information in Guadalajara is price inelastic
written, graphical, tabular C is not correct because an increase
and numerical forms in the price of raillway tickets in
Monterrey will increase total
revenue
D is not correct because there is no
data on income provided
Q26.
Question | Quantitative skills assessed Answer Mark
Number
QS8: Make and interpret calculations D
of elasticity (1)
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Q27.

Q28.

Question | Quantitative skills assessed Answer Mark
(Q58: Make calculations of The only correct answer 1s C
elasticity and interpret the (1)

result
Q59 Interpret, apply and

analyse information in written,

graphical. tabular and
numerical forms

A 15 not correct because Caribbean
holidays are a luxury/normal good

B is not correct because healthcare does
not have an income elasticity of demand
value above +1

D 1s not correct because there 15 no data
on price elasticity of demand
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Question
Number

In 2017 floods in Bangladesh resulted in 8 million people having to move
from their homes. 100 000 houses were destroyed and many crops were
lost. The Institute of Water and Flood Management claim that there had
been an under-investment in flood defences.

Evaluate reasons for this under-investment in flood defences. Make
reference to public goods in your answer.

Indicative content guidance

Answers must be credited by using the level descriptors (below) in line
with the general marking guidance.

The indicative content below exemplifies some of the points that
candidates may make but this does not imply that any of these must be
included. Other relevant points must also be credited.

Knowledge, application and analysis (12 marks) - indicative
content

* Public goods defined- non-rival and non-excludable.

« Non-rival: one person’s consumption does not negatively impact
on another consumption.

+ Non-excludable: one person’s consumption does not prevent
another from consuming.

+ Flood defence is a public good as

o If flood defence is in place then protecting one house does
not prevent the protection of another house

o If flood defence is protecting one house it does not reduce
the protection offered to the next house

e Free riders: if one person puts in place flood defences others will
benefit.

« This means private individuals are unlikely to contribute to flood
defences, as they know they would benefit anyway if they do not
contribute/ or that others would benefit if they did.

¢ This leads to an under-provision and under-investment in the
public good of flood defences.

« This is an example of market failure as there is an inefficient
allocation of resources.

*« The cost of flood defences may exceed the costs of damage from
flooding.

e« There may be imperfect market information- where people do not
know the benefits of flood defence/ costs of not putting in place
flood defences.

+« May be a lack of Government funds to afford flood defences/ May
be difficult to effectively defend against flooding.

= Bangladesh is a low-income country and finance for flood
defences is limited.

+« May lack technology/ engineers to put in place flood defences
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Level

Mark

Descriptor

Mo rewardable material.

Level 1

1-3

Displays isolated, superficial or imprecise knowledge and
understanding of economic terms, principles, concepts, theories
and models.

Use of generic material or irrelevant information or
inappropriate examples.

Descriptive approach, which has no chains of reasoning.

Level 2

Displays elements of knowledge and understanding of economic
terms, principles, concepts, theories and models.

Limited application of knowledge and understanding to
economic problems in context.

A narrow response or superficial, only two-stage chains of
reasoning in terms of cause and/or consequence.

Level 3

7-9

Demonstrates accurate knowledge and understanding of
economic terms, principles, concepts, theories and models.
Ability to apply knowledge and understanding to some elements
of the question. Some evidence and contextual references are
evident in the answer.

Analysis is clear and coherent. Chains of reasoning in terms of
cause and/or consequence are evident but they may not be
developed fully or some stages are omitted.

Level 4

10-12

Demonstrates accurate and precise knowledge and
understanding of economic terms, principles, concepts, theories
and models.

Ability to link knowledge and understanding in context using
appropriate examples which are fully integrated to address the
broad elements of the question.

Analysis is clear, coherent, relevant and focused. The answer
demonstrates logical and multi-stage chains of reasoning in
terms of cause and/or consequence.
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Evaluation (8 marks) - indicative content

The cost of flood defences may be less than the costs of damage
from flooding as 8 million moved from their homes, crops
destroyed and 100 000 homes lost.

It is not necessarily imperfect information but nature is
unpredictable and it is hard to predict amount of rainfall or ice
melting in mountains.

Measurement problem: it is hard to estimate the amount of flood
defence that is needed.

Opportunity costs if resources are used for flood defence than
funds are not available for education or health care.

Provision of information: Government could correct any
information failure.

Level Mark Descriptor
0 MNo rewardable material.
Level1 |1-3 Identification of generic evaluative comments.
MNo supporting evidence/reference to context.
No evidence of a logical chain of reasoning.
Level 2 |4-6 Evidence of evaluation of alternative approaches.
Some supporting evidence/reference to context.
Evaluation is supported by a partially-developed chain of
reasoning.
Level 3 | 7-8

Evaluation recognises different viewpoints and/or is critical of
the evidence, leading to an informed judgement.

Appropriate reference to evidence/context.
Evaluation is supported by a logical chain of reasoning.

Q29.
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Answer

Question | With reference to the last paragraph of Extract C, examine two likely | Mark
effects on smartphone manufacturers of the growth in the market for
refurbished smartphones.

Knowledge 2, Application 2, Analysis 2, Evaluation 2

Quantitative skills assessed:
QS9: Interpret, apply and analyse information in written,
graphical, tabular and numerical forms

Knowledge and Analysis

Up to 2 marks for identifying two effects (K) and up to 2 marks for
linked explanation (AN), e.g.:

New smartphone manufacturers lose revenue (1K) as
consumers substitute to refurbished smartphones (1AN)
MNew smartphone manufacturers achieve lower profit/producer
surplus (1K) as the demand for new smartphones decreases
(1AN)

Manufacturers of refurbished smartphones gain revenue (1K)
as consumers look to save money by purchasing the cheaper
alternative (1AN)

Manufacturers of refurbished smartphones achieve higher
profit/producer surplus (1K) they purchase the phones and
sell them at a higher price (1AN)

Manufacturers of new smartphones have the incentive to
encourage customers to return their smartphones after use
(1K) and then refurbish these to add to the firms total
revenue (1AN)

Application
Up to 2 marks for reference to Extract A, e.g.:

The market for smartphones that have been refurbished is
forecast to be worth $65 hillion by 2024 (1)

Typically, a consumer can sell a one-year-old smartphone for
50% of its original price (1)

The manufacturer can sell the same refurbished smartphone
for 80% of its original price (1)

Unwanted smartphones in developed countries are desired in
emerging countries (1)

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

We do not know how this value compares to revenues generated
by producing new smartphones (1+1)

There may be other external costs invelved in refurbishment that

manufacturers do not take account of (1+1)

The consumers may find reliability issues/inferior product

compared to new models (1+1)
Profits may be limited by production requiring a large amount of
labour (1+1)

(8)

Q30.
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Question
Number

Answer

Mark

Knowledge 2 Application 2

Quantitative skills assessed:

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

Knowledge
Up to 2 marks for definitions:

¢ Substitutes are goods with a positive cross elasticity of
demand/ two goods that meet the same need (1)

» Price elasticity of demand is the responsiveness of quantity
demanded to a change in price/ or formula (1)

¢ Elastic demand is where a change in price leads to a
proportionally larger change in quantity demanded/ diagram
showing elastic demand (1)

Application
Up to 2 mark for application to Extract A

o Competing vegetable oils such as rapeseed, soybean and
sunflower

OR
Crude oil is a substitute for palm oil (used in biodiesel) (1)

e With so many substitutes an increase in the price of palm oil
would see customers substitute to alternative- crude oil/
rapeseed/ soybean/ sunflower oil (1) meaning demand will be
relatively elastic / cause the PED to increase (1)

(4)

Q31.
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Question

Explain the likely impact of a 5% increase in the price of
sugar-sweetened drinks on the demand for milk.
Answer

Mark

Knowledge 1, Application 1, Analysis 2

Quantitative skills assessed:
QS84 Construct and interpret a range of standard graphical forms
QS8: Make calculations of elasticity and interpret the result.

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

Knowledge

e 1 mark for definition or formula of cross elasticity of demand
e.qg.

The responsiveness of quantity demanded of good A to a change in

the price of good B

or
% change in quantity demanded of good X

% change in price of good Y (1)



https://stemup.co.uk

Application
1 mark for identifying that the two goods are substitutes
Milk and sugar-sweetened drinks are substitutes (1)

Analysis
Up to 2 marks for linked expansion

e The demand for milk will increase (1) by 1.25% (1)
Or

Price of,
milk
per litra

1

-
']

Qe04 Cluarj:|t|ity of
mi

+ For showing increase in demand (1)

« For showing increase in equilibrium price/quantity (1)

Or

e |f the price of sugar-sweetened drinks increases, consumers will
buy more milk causing the demand for milk to increase (1) the
percentage increase will be less than 5% as the cross elasticity is
inelastic (1)

* Not close substitutes (1) so the impact so will result in a less than
proportionate impact on the guantity of milk demanded (1)

(4)

Q32.
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Question | Answer Mark
Number
Knowledge 2 Application 2
Quantitative skills assessed:
QS9: Interpret, apply and analyse information in written,
graphical, tabular and numerical forms
Knowledge
2 marks for definition of rational decision making;
» Rational decision-making is where consumers maximise (1)
utility/benefits/satisfaction (1)
Application
Up to 2 marks for application to Extract B:
o Consumers would purchase the E-Golf/ With added
indirect taxation the VW Golf is more expensive than the
subsidised electric VW Golf (1)
» Consumers will save money on the purchase of an electric
car/on the lower running and fuel costs which can then be
spent on other goods and services that gain utility (1) (4)

Q33.
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Question | With reference to this information, explain what is meant by ‘rational Mark
decision making'.
Answer
Knowledge 2, Application 2
Quantitative skills assessed:
QS9: Interpret, apply and analyse information in written, graphical,
tabular and numerical forms.
Knowledge
1 mark for understanding of ‘rational decision-making’
» Where consumers maximise utility/satisfaction/benefit
where producers maximise profit (1)
1 mark for link to how behaviour is rational
» Switching to cheaper alternatives for better value (1)
» Customers want to avoid the new higher prices (1)
+ By spending less enabling them to purchase other goods
(1)
+ Consumers are good at computation so can calculate the
savings from buying alternative products (1)
» Consumers lack loyalty/habitual behaviour so when they
see a better deal they will be happy to switch (1)
» The higher price results in a smaller decrease in quantity
demanded so revenues will rise (1)
» If the increase in revenue is greater than the change in
costs then profits will increase (1)
Application
Up to 2 marks for reference to data
* 6.8% decrease in the number of items sold (1)
« Increase in total costs of €4.4 billion (1)
¢ Unilever increased prices, on average, by 13.2% in response to
higher costs (1)
(4)

Q34.
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Question | With reference to Figure 2, explain whether chicken is a normal good Mark

or an inferior good.
Answer
QS8: Make calculations of elasticity and interpret the result.
QS9: Interpret, apply and analyse information in written,
graphical, tabular and numerical forms.
Knowledge 2 Application 2
Knowledge
1 mark for definition of normal good:
» A positive value of YED/

an increase in income leads to an increase in demand (1)
1 mark for definition of inferior good:
* A negative value of YED/

an increase in income leads to a decrease in demand/

decrease in income leads to an increase in demand (1)
Application
Up to 2 marks for application:

« YED of chicken is +1.04 (1)

« A normal good/luxury good (1)

¢« The 6.8% increase in income in Beijing will result in

a 7.07% increase in demand for chicken (1)
(4)

Q35.
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Question

With reference to Figure 2, explain whether demand for each of

the four selected food groups is price elastic or price inelastic.
Answer

Mark

Qs8: Make calculations of elasticity and interpret the result.
QS9: Interpret, apply and analyse information in written,
graphical, tabular and numerical forms.

Knowledge 2 Application 2

Knowledge
1 mark for definition of price elastic demand:

* A value between -1 and -/ a larger than proportional change in
quantity demanded to a change in price (1)

1 mark for definition of price inelastic demand

+ A value between 0 and -1/ a smaller than proportional change in
quantity demanded to a change in price (1)

Application
Up to 2 marks for application:

+ Demand for vegetables, fish and meat is price inelastic (1)
+ Demand for rice is price elastic (1)

(4)

Q36.
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Question | With reference to hotel breakfasts, explain why the above information | Mark
illustrates *diminishing marginal utility’.
Answer
Knowledge 1, Application 1, Analysis 2
Quantitative skills assessed:
QsS9: Interpret, apply and analyse information in written, graphical,
tabular and numerical forms.
Knowledge
1 mark for understanding of *diminishing marginal utility’

+  Where an additional unit of consumption leads to a smaller
increase in utility/ where the marginal utility
decreases/total utility increases but at a slower rate (1)

Application
1 mark for reference to data

* 30% of hotel guests go to the buffet three times /

Only 10% visit five times (1)
Analysis
Up to 2 marks for analysis e.q.

* 90% of hotel guests are satiated/full after consuming the
4™ bowl/plate of food (1) so do not consume the 5%
bowl/plate (1)

+ The last bowl/plate of food consumed increases total utility
(1) but the gain in utility is smaller than for the last bowl
(1)

(4)

Q37.
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Question | Quantitative skills assessed
Number

Answer

Mark

The only correct answer is C

A is not correct because is
consumers were good at
computation they would calculate
that they could save 20% and switch

B is not correct because if people
aimed to maximise utility they
would switch as the money they
have could be spent on other goods

D is not correct because if
consumers felt undervalued by their
current provider they would be
more likely to look for a provider
that does value them

(1)

Q38.

Number

Question | Quantitative skills assessed Answer

Mark

result

Q5s8: Make calculations of
elasticity and interpret the

The only correct answer is B

demand for butter

demand for margarine

price elasticity of demand.

A is not correct because a decrease
in real income will result in a less
than proportionate decrease in

C is not correct because a decrease
in real income will result in a less
than proportionate increase in the

D is not correct because the data is
about income elasticity and not

(1)
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Q39.

Q40.

Question | Quantitative skills assessed Answer Mark
Number
QS9: Interpret, apply and The only correct answer is D
analyse information in
written, graphical, tabular A is not correct because the social
and numerical forms optimum quantity is Q2 and price is
P2
B is not correct because the market
equilibrium guantity is Q1 and price
is P,
C is not correct because RST is the
area of welfare loss
(1)
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Question

Draw a diagram to illustrate the likely impact of this increase in real
incomes on the equilibrium price and quantity of margarine.

Answer

Mark

Knowledge 1, Application 3

Quantitative skills assessed:

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

Knowledge

1 mark for showing knowledge on diagram
» Original supply and demand and correctly labelled axes (1)

Application

Up to 3 marks for the following information included on diagram:
¢ Leftward shift of demand (1)

» Original equilibrium price and quantity (1)

o New equilibrium price and quantity (1)

Price of margarine
per packet

o 1 Q-: Cuantity of margaring

& packets

(4)
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