


























Source 4: One day this will all be flats

© 2008 Jupiterimages Corporation

An increasing number of people who live on their own, immigration, wealthy second homeowners
and the general mania for house-buying are putting immense pressure on land in some areas of the
country.

One of the results is “‘garden grabbing’. Developers buy a house with a generous garden, apply for
planning permission to demolish the house and build either flats or even a mini-estate in its place.

The charity Garden Organic is leading the fight against this trend. It says an area equivalent to
2,755 Wembley pitches will be lost to new housing in Britain over the next decade. This is
happening because the law allows gardens to be classified as ‘brown field’ sites, the same category
as former industrial and commercial property. Local councils have targets to meet for new houses
and brown field building and this is causing a rash of flats and new houses replacing gardens in
high-price areas.

The Government is under pressure to increase the supply of new houses and some wonder whether
greenbelt land will eventually have to be sacrificed to meet the need for affordable housing.
Television gardener Diarmuid Gavin claimed that, though the loss of gardens was sad, it might be
viewed as acceptable if it saves vast areas of the countryside from being built on. He said ‘It is the
new reality. We haven’t got the space anymore. People come first and they need a place to live’.

© Adapted from ‘One day this will be multi-occupancy units’ by Finlo Rohrer, news.bbc.co.uk, 13 June 2007



Source 5: UK Base Interest Rate, 1997-2007
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Cheap credit has fuelled the recent housing boom. However credit is only cheap if interest rates
stay low. People often forget about this when they take on a 25 year mortgage. Long-term average
interest rates are around 5% but homeowners may face interest rate rises if the Bank of England
needs to act to deal with inflationary pressures.

Source 6: Average UK House Price to Earnings Ratio, 1953-2006
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The ratio is obtained by dividing the average house price by average annual earnings. This is a key
indicator of how much people are stretching themselves to get on the housing ladder. The long-
term average is about 3.5 but there are peaks and troughs which coincide with booms and busts in

the housing market.



Source 7: Mortgage lending slows

The number of new mortgages being given to house buyers has fallen by 20% in September 2007
from a year earlier, according to Bank of England figures. 102,000 new mortgages were approved
in September: 25,000 fewer than in the same month in 2006. The downturn has been going on
since summer 2006 when the Bank of England imposed the first of several increases in interest
rates. Higher borrowing costs and prices that have still been rising briskly in the past year have
finally had their effect.

Michael Coogan of the Council for Mortgage Lenders (CML) said “We now expect a slower
mortgage market next year. Most borrowers will cope, but not everyone will escape unharmed
from the effects of a slower market’. The CML also forecasts a 50% rise in the number of home
repossessions in 2008. Adam Sampson, head of housing charity Shelter said ‘These figures will no
doubt set alarm bells ringing for hundreds of thousands of homeowners across the country’.

© http://news.bbc.co.uk 29 October 2007

Source 8: Act now to avoid misery of housing market slump

Mortgage lenders have often offered introductory cheap, fixed rate deals to attract borrowers.
When the initial two-year period ends, the interest rate goes back to the normal variable rate.

With recent rises in interest rates, many borrowers coming to the end of a two-year “fix” will face a
significant increase in their monthly mortgage payments.

For borrowers worried about affording their monthly payments, the important thing is to plan
ahead, start budgeting and shop around for the best mortgage deal.

If house prices do slump, thousands of first-time buyers could be at risk of ‘negative equity’.

This means that the amount they have borrowed from their mortgage lender may be greater than the
value of their home. They are then effectively trapped in the property until house prices recover.
This may take several years if the price fall is a large one.

Young people thinking about buying their first home are advised to be cautious before stretching
themselves financially. Some lenders may offer 100% mortgages but interest rates tend to be
higher because of the greater risk involved. First-time house buyers may therefore be better asking
their parents to help with a deposit.

© Adapted from “Act now to avoid misery of housing market slump’, by Lisa Batchelor and Esther Shaw, The Observer,
Sunday 4 November 2007
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The Task
As an economics student, you have studied a range of information on the UK housing market. You
have been asked to write a report on this topic for a student magazine.

Using the Case Study, any other relevant information you have studied and your own knowledge
and understanding of economics, write a report which clearly explains the problems facing the UK
housing market and suggests ways in which the situation could be improved.

In your report, you should:

1.
2.
3.
4.
S.

6.

give a brief introduction setting out what your report is about;

describe the trend in UK house prices between 2000 and 2007 and compare it with earlier
periods;

use the ideas of supply and demand to explain this trend;

explain why this trend was expected to change in 2008 and why there may be regional
differences;

consider the possible problems faced by existing homeowners, first-time house buyers, house
builders and the government; and

discuss and recommend possible ways in which the UK housing market could operate more
effectively.

Assessment
Your report will be assessed on your ability to:

recall, select and communicate your knowledge and understanding of economic concepts, issues
and terminology (15 marks);

apply economics skills, knowledge and understanding to the UK housing market

(18 marks); and

analyse and evaluate evidence, make reasoned judgements and present appropriate conclusions
(27 marks).
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Start your report on this page.

Report on the UK Housing Market

1. Introduction

2. The trend in the UK house prices between 2000 and 2007
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3. Explaining this trend: supply and demand
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4. Expected changes to UK house prices in 2008
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5. The problem facing the UK housing market:

Existing homeowners

First-time buyers

House builders

The government
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6. Ways in which the UK housing market could work more effectively
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Continuation page (Use this page if you need more space to complete your report.)
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Continuation page (Use this page if you need more space to complete your report.)
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THIS IS THE END OF THE QUESTION PAPER
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Section A

Answer all questions in this section

A Break Even Chart
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Fig.1
(@) What is the value of fixed costs in the break even chart above?
[2]
(b) Give two examples of fixed costs.
1
2 [2]
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(c)  What will happen to break even output if fixed costs increase by £50?

[2]
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Over time the value of currencies changes. The £/$ exchange rate in November 2000
and November 2007 is shown below:

Nov 1 2000: £1 = $1.45
Nov 1 2007: £1 = $2.03

(@) What is meant by an ‘exchange rate’?

[2]
(b)  What has happened to the exchange rate of the pound against the dollar
between 2000 and 20077
[2]
(c) Give one reason why this might have happened.
[2]
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In 2007, the UK Government forecast a budget deficit of £38 billion and the National
Debt was £574 billion. To try to reduce the deficit the government could have
increased direct or indirect taxes.

(@) What is meant by a ‘budget deficit’?

[2]
(b)  What are indirect taxes?

[2]
(c)  What will happen to the National Debt if the government runs a £38 billion

budget deficit?

[2]
(d)  Give one reason why the government might not want to have a budget deficit.

[2]
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4

Section B
Answer both questions in this section

Carefully study the information below and answer the questions that follow.

Average Yearly Price of a Barrel of Oil

Yearly Average Price (US Dollar)
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© OPEC Secretariat, 22 October 2007

Fig. 2
What is driving up oil prices?

Demand is at an all-time high, fuelled by the continued rapid economic expansion of
the Indian and Chinese economies.

With more than a billion people in each country, and sustained growth rates of 8% in
India and 10% in China, manufacturers and consumers are using energy at an ever-
increasing rate.

Analysts worry that global demand for oil is so high that supplies may not keep pace.
© http://news.bbc.co.uk/1/hi/business/7048600.stm 17 October 2007
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The oil crunch

Oil is a resource in finite supply. No major oil fields have been found since 1976 and
experts suspect that there are no more to find. Some analysts argue that world
production is already at or near its peak...\Whatever we do, oil prices are going up.
What we have to do is adapt.

© From the New York Times, 7 May 2004. The New York Times All rights reserved. Used by
permission and protected by the Copyright Laws of the United States. The printing, copying,
redistribution, or retransmission of the Material without express permission is prohibited.

(@) By how much did the price of oil change between 1998 and 2007?

[2]

(b)  With the aid of demand and supply diagrams, explain the effect on oil prices
of:

(i)  the growth of the Chinese and Indian economies.
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(i) afall in oil production.

[6]
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(c) Describe three effects on the economy of rising oil prices.

1

[3]
2

[3]
3

[3]
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(d) Explain one way that consumers and firms could respond to rising oil prices.

Consumers

[2]

Firms

[2]
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BLANK PAGE

(Questions continue overleaf)

[Turn over
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5 Carefully study the information below and answer the questions that follow.

Savings Rates January 29 2008

Provider Type of Withdrawal | Minimum | Annual
account notice period | investment | Rate of
Interest
Yorkshire Easy access — | Instant £1 6.00%
Building no
Society withdrawal
penalty
Egg Cash Instant £1 6.05%
Individual
Savings
Account
(ISA)
Whiteaway | Notice 90 days £1,000 6.26%
Laidlaw account
Bank
Limited
Alliance Regular saver | 1 year £10 per 12.00%
and month
Leicester

© Money Supermarket, www.moneysupermarket.com January 29 2008

Fig 3
Debt in Numbers

e 107,000 people went insolvent in 2006 — an annual rise of 59%

e UK personal debt totals £1.4 trillion

e A 1%rise in interest rates means a £60-70 increase in repayments on a £100,000
mortgage

e There was a 15% increase in debt calls to Citizens Advice in the past year.

© http://news.bbc.co.uk/1/hi/in depth/business/borrowing_debt/default.stm
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(@) Explain what is meant by *savings’.

3]
(b)  Why might a saver choose an ISA even though other forms of saving offer a
higher rate of interest?
[4]
(c) Describe two types of consumer debt other than a mortgage.
1
[2]
2
[2]
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(d)

(e)

Outline two problems that a consumer may face as a result of increased debt.

1

[2]
2

[2]
Explain two ways in which the economy can benefit from consumers
borrowing more money.
1

[2]
2

[2]
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(@)

Section C

Answer one question in this section

NHS faces £15bn black hole
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Explain what you understand by the *basic economic problem’.
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(b)  With the aid of a production possibility frontier, examine how the National
Health Service faces the basic economic problem.

[9]
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(c) Discuss whether health care in the UK should be provided by the government
or be provided by the private sector.

[15]
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Financial advisers earning millions a year in large financial institutions are paying tax
on the majority of their income at just 10 per cent. The loophole led Nick Ferguson,
the chairman of one of these companies, to declare that some advisers paid less tax

than cleaners.

Adapted from 'Darling to act on private equity tax' by Helen Power, Daily Telegraph, 6 October 2007
© Telegraph Media Group Ltd

(@) Explain what is meant by ‘income tax’.

[6]
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(b)  Examine why some people earn more than others.

[9]

(c) Discuss whether the government should impose higher tax rates on people on
higher incomes.
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[15]



Mr Robinson, the Finance Minister, told members of the Northern Ireland Assembly
that the Budget’s “primary focus on economic growth is an indication of our long-
term commitment to build a better future for the people of Northern Ireland.”

© Crown Copyright 2007

(a) Explain what is meant by ‘economic growth’.

[6]

(b)  Examine how supply-side policies could help to promote economic growth.
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[9]

(c) Discuss the benefits and costs of increased economic growth for the Northern
Ireland economy.
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9

Unemployment is on the rise again. Faced with falling sales, firms are laying off
workers. A trade union leader said that the government should take action.

(a) Explain what is meant by ‘unemployment’.

(b)  Examine the costs of unemployment to the economy.

42
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[9]

(c) Discuss how policies to reduce unemployment might affect other government
economic objectives.
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Continuation page (Use this page if you need extra space to complete your answers.)
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Continuation page (Use this page if you need extra space to complete your answers.)
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THIS IS THE END OF THE QUESTION PAPER
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General Marking Instructions

Introduction

These mark schemes are intended to ensure that the GCSE examination is marked consistently and
fairly. The mark schemes provide markers with an indication of the nature and range of candidates
responses likely to be worthy of credit. They also set out the criteria which they should apply in
allocating marks to candidates’ responses. The mark schemes should be read in conjunction with
these general marking instructions which apply to both papers.

Assessment objectives
Below are the assessment objectives for GCSE Economics.

Candidates must show they are able to:

e Recall, select and communicate their knowledge and understanding of concepts, issues and
terminology (AO1);

o Apply skills, knowledge and understanding in a variety of contexts (AO2); and

e Analyse and evaluate evidence, make reasoned judgments and present appropriate conclusions
(AO3).

Flexibility in marking

Mark schemes are not intended to be totally prescriptive. For the report writing task on Paper 1 and
many questions on Paper 2, there may be a number of equally legitimate responses and different
methods by which candidates may achieve good marks. No mark scheme can cover all the
responses which candidates may produce. In the event of unanticipated answers, examiners are
expected to use their professional judgement to assess the validity of answers. If an answer is
particularly problematic, then examiners should seek the guidance of the Supervising Examiner.

Positive marking

Examiners are encouraged to be positive in their marking, giving appropriate credit for what
candidates know, understand and can do rather than penalising candidates for errors or omissions.
Examiners should make use of the whole of the available mark range for any particular question
and be prepared to award full marks for a response which is as good as might reasonably be
expected of a 16-year-old GCSE candidate.

Awarding zero marks
Marks should only be awarded for valid responses and no marks should be awarded for an answer
which is completely incorrect or inappropriate.

Types of mark schemes

Mark schemes for tasks or questions which require candidates to respond in extended written form
are marked on the basis of levels of response which take account of the quality of written
communication.

Other guestions which require only short answers are marked on a point for point basis with marks
awarded for each valid piece of information provided.
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Levels of response

Tasks and questions requiring candidates to respond in extended writing are marked in terms of
levels of response. In deciding which level of response to award, examiners should look for the
‘best fit’ bearing in mind that weakness in one area may be compensated for by strength in another.
In deciding which mark within a particular level to award to any response, examiners are expected
to use their professional judgement. The following guidance is provided to assist examiners.

e Threshold performance: Response which just merits inclusion in the level and should be
awarded a mark at or near the bottom of the range.

¢ Intermediate performance: Response which clearly merits inclusion in the level and should be
awarded a mark at or near the middle of the range.

¢ High performance: Response which fully satisfies the level description and should be awarded a
mark at or near the top of the range.

Marking calculations
In marking answers involving calculations, examiners should apply the ‘own figure rule’ so that
candidates are not penalised more than once for a computational error.

Quiality of written communication

Quality of written communication is taken into account in assessing candidates’ responses to all
tasks and questions that require them to respond in extended written form. These tasks and
questions are marked on the basis of levels of response. The description for each level of response
includes reference to the quality of written communication. Where the quality of candidates’
economics is not matched by the quality of written communication, marks awarded will not exceed
the maximum for Level 2 in tasks or questions which have three levels of response or the maximum
for Level 3 in those which have four levels of response.

For conciseness, quality of written communication is distinguished within levels of response as
follows:

Level 1: Quality of written communication is limited.

Level 2: Quality of written communication is satisfactory.

Level 3: Quality of written communication is of a high standard.
Level 4: Quality of written communication is excellent.

In interpreting these level descriptions, examiners should refer to the more detailed guidance
provided below:

Level 1 (Limited): The candidate makes only a limited selection and use of an appropriate form
and style of writing. The organisation of material may lack clarity and coherence. There is little
use of specialist vocabulary. Presentation, spelling, punctuation and grammar may be such that
intended meaning is not clear.

Level 2 (Satisfactory): The candidate makes a reasonable selection and use of an appropriate form
and style of writing, supported with appropriate use of diagrams as required. Relevant material is

organised with some clarity and coherence. There is some use of appropriate specialist vocabulary.
Presentation, spelling, punctuation and grammar are sufficiently competent to make meaning clear.
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Level 3 (High standard): The candidate successfully selects and uses an appropriate form and
style of writing, supported with effective use of diagrams where appropriate. Relevant material is
organised with a high degree of clarity and coherence. There is widespread use of appropriate
specialist vocabulary. Presentation, spelling, punctuation and grammar are of a sufficiently high
standard to make meaning clear.

Level 4 (Excellent): The candidate successfully selects and uses the most appropriate form and
style of writing, supported with precise and accurate use of diagrams where appropriate. Relevant
material is extremely well organised with the highest degree of clarity and coherence. There is
extensive and accurate use of appropriate specialist vocabulary. Presentation, spelling, punctuation
and grammar are of the highest standard and ensure that meaning is absolutely clear.
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Introduction

60 marks are allocated to the report-writing task for Paper 1. Candidates’ reports will be marked
holistically by examiners according to the following criteria. Candidates will be assessed on their
ability to:

e recall, select and communicate their knowledge and understanding of economic concepts, issues
and terminology (15 marks);

o apply skills, knowledge and understanding to the context of the pre-released case study (18
marks); and

¢ analyse and evaluate evidence, make reasoned judgements and present appropriate conclusions
(27 marks).

For each of the above assessment criteria there are four levels of response. If no success has been
demonstrated for any criterion then no mark should be awarded for that criterion.

A level 1 response indicates a limited performance.

A level 2 response indicates a fair performance.

A level 3 response indicates a good performance.

A level 4 response indicates an excellent performance.

Report-writing task: anticipated responses
The following is an indication of the areas that candidates might be expected to cover in their
report:

Describe the trend in UK house prices between 2000 and 2007 and compare it with earlier
periods.

Source 1 shows that average house prices in the UK have experienced a sharp increase between
2000 and 2007 of approximately 150% (from about £80,000 to £200,000). This compares with
much more gradual rises, and some falls, in earlier comparable periods since 1983.

Use supply and demand analysis to explain this trend.

The sharp rise in the average UK house price suggests that supply has not been able to keep pace
with increasing demand. Candidates might be expected to draw attention to factors such as the
following to explain the increase in demand over recent years, drawing on some of the information
in Sources 4, 5, 6 and 8:

e rising real incomes

o relatively low interest rates

o the willingness of mortgage lenders to offer introductory discounts, lend larger income multiples
and higher proportions of the purchase price

a rising population boosted by net immigration

the increasing proportion of single people within the adult population

the increasing desire of relatively wealthy people to own a second home

speculative buying

the increase in Stamp Duty thresholds

the influence of TV property programmes
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On the supply side, the inability of supply to match demand could be attributed to planning
restrictions and the fact that the UK is a relatively small country with population tending to
concentrate around a few major conurbations where available building land is very limited.

Better candidates might be expected to illustrate this process with a diagram showing a fairly steep
supply curve and a significant rightward shift of the demand curve causing a substantial price
increase as illustrated below:

P2 \
Average
House
Price
Pl

— D1
0 Qr Q2
Quantity of Housing

Explain why this trend was expected to change in 2008 and why there may be regional
differences.

Towards the end of 2007, many commentators were predicting a slowdown in house price rises or

even a fall in 2008. Source 3 draws attention to a number of factors which might cause a reversal

of the recent upward trend. On the demand side, these include:

e slower economic growth

o the possibility of potential house buyers withdrawing from the market due to the high multiples
of income they now need to borrow to finance a purchase

e amore restrictive lending policy from banks and building societies making it more difficult to
borrow

o fewer buy-to-let purchasers as this section of the market becomes less profitable due to
relatively high interest rates and lower rental incomes

On the supply side, the release of more land for house building may increase supply and further
depress prices.

Source 2 provides evidence of regional differences in UK house prices. Source 3 suggests that the
market slowdown may be subject to considerable regional variation with some areas such as
Scotland continuing to experience price rises while others such as Northern Ireland, London and the
South East face significant falls. It is suggested that prices in these latter areas have been set at too
high a level by “‘greedy’ developers and estate agents. Good candidates might be expected to point
out that such a situation will result in excess supply, thereby driving market prices down to a lower
market equilibrium as illustrated in the diagram overleaf:
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Consider the problems faced by existing homeowners, first-time house buyers, house builders
and the government.

For existing homeowners, the recent rising trend in house prices is often viewed as beneficial but
this is really only the case for those looking to ‘downsize’ or move from expensive to cheaper areas.
For those looking to move up the housing ladder, the cost of a larger house will often involve a
bigger mortgage and larger monthly interest charges and repayments. If there is a significant fall in
house prices, existing homeowners can see the value of their major asset fall and they may
experience ‘negative equity’.

For first-time house buyers, rising house prices have made it very difficult to get on to the first rung
of the housing ladder. Young people may be forced to move away from their communities in order
to find affordable housing. The pressure to buy a house may also cause young people to over-
commit financially, perhaps encouraged by 100% mortgages or introductory discounted interest
rates. If interest rates rise, such house buyers can be unable to meet repayments and find their
houses being repossessed (See Source 7). Again, a sharp fall in house prices may result in negative
equity as indicated in Source 8.

With a high demand for housing and limited land available for building, house builders may find it
difficult to supply sufficient new houses. In such a situation, land prices are inevitably forced up
thus increasing builders’ costs. On the other hand, builders may also over-commit themselves in a
‘land-grab’ encouraged by rising house prices. If demand for new houses then falls, builders may
find themselves with unsold houses on their hands and have to reduce prices and lay off building
workers. In extreme situations, this may force house builders out of business.

For the government, one major dilemma of the housing market is how to ensure that sufficient land
is made available for house building and at the same time guarantee that the countryside and
greenbelt areas are conserved (see Source 4). There is the problem caused by mortgage lenders
possibly over-exposing themselves to risk as in the Northern Rock episode. In such a situation, the
government’s bank, the Bank of England may be forced to act as lender of last resort in order to
guarantee customers’ deposits and maintain confidence in the banking system. As noted in the
introduction to the case study, the government also has an interest in the housing market because of
the far reaching effects it has on the rest of the economy. When house prices are rising, people tend
to have confidence in the future as they see the value of their most important asset increase. This
can lead to spending booms which may add to inflation and cause balance of payments problems.
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On the other hand, the predicted fall in house prices may cause people to view the future more
cautiously. They may then cut back on spending which in turn may damage economic growth and
cause unemployment to rise.

Discuss and recommend possible ways in which the UK housing market could operate more
effectively.

Following on from some of the problems identified above, candidates would be expected to identify
various ways in which these might be overcome, discuss the pros and cons of each and arrive at
recommendations as to the most appropriate solutions. The following are some of the possible
areas that might be examined.

e Increasing the supply of building land. This may help to create more affordable housing and
help to avoid large house price rises in the future but may have adverse environmental
consequences. By insisting on increased housing density (building up rather than out),
concentrating new building in brownfield sites and changing the law to re-designate gardens as
greenfield sites, a balanced outcome may be achievable.

e On the demand side, controls on immigration and the ownership of second homes might be
considered as ways of reducing demand in certain areas. However, these may be considered as
restrictions on individual freedom and rights, may cause problems in the labour market and
encourage wealthy entrepreneurs to relocate their businesses in other countries.

e Greater regulation of mortgage lending may be viewed as a way of preventing financial over-
commitment by lenders and borrowers. For example, rules insisting on a minimum percentage
deposit or a maximum income multiple for a mortgage might help to prevent buyers from
getting into financial trouble and lenders taking on over-risky business. However, such
regulation may prevent a free housing market from working efficiently and make it more
difficult for lower income earners to become homeowners.

e An expansion of private and public rented accommodation or shared-ownership schemes may
allow young people to have access to good quality affordable housing without having to make
such a large financial commitment as is involved in buying a house on one’s own. However,
such schemes may involve public subsidy at the cost of increased taxes or cuts in other public
services.

¢ Increased financial education could also be suggested as a policy for improving the housing
market. This would encourage young people to make sensible and informed financial decisions
by shopping around and weighing up the costs and benefits of alternative choices. However,
curriculum time is also scarce and more time spent on one aspect of education inevitably
involves an opportunity cost in the form of less time available for others.
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Levels of response: guidelines for examiners

The following guidelines are provided for examiners in identifying levels of response for each
assessment criterion:

(AO1) Recall, select and communicate their knowledge and understanding of economic
concepts, issues and terminology:

Level of Description Mark
response
0 No relevant concepts, issues and terms are included in the 0
report.
1 Few relevant concepts, issues and terms are included in the 1-5
report. There is only very restricted evidence of
understanding. Quality of written communication is limited.
2 Relevant concepts, issues and terms are included in the 6-9
report. There is some evidence of understanding. Quality of
written communication is satisfactory.
3 Most of the report makes effective use of relevant concepts, 10-12
issues and terms. There is evidence of good understanding.
Quality of written communication is of a high standard.
4 The report makes extensive and skilful use of a wide range of 13-15

relevant concepts, issues and terms. There is clear evidence
of highly developed understanding. Quality of written
communication is excellent.
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(AO2) Apply skills, knowledge and understanding to the context of the pre-released case

study:
Level of Description Mark
response
0 No relevant skills, knowledge and understanding are applied 0
to the UK housing market.
1 A restricted range of basic skills, knowledge and 1-6
understanding are applied to the UK housing market. Quality
of written communication is limited.
2 Some relevant skills, knowledge and understanding are 7-10
applied to the UK housing market. Quality of written
communication is satisfactory.
3 A good range of relevant skills, knowledge and understanding 11-14
are effectively applied to the UK housing market. Quality of
written communication is of a high standard.
4 A wide range of relevant skills, knowledge and understanding 15-18

are successfully applied to the UK housing market. Quality of
written communication is excellent.
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(AO3) Analyse and evaluate evidence, make reasoned judgements and present appropriate
conclusions:

Level of Description Mark
response
0 No relevant analysis, evaluation, judgement or conclusion 0
provided.
1 Evidence is only superficially analysed and there is little 1-9

attempt at evaluation. Basic judgements are made but tend to
lack reasoning. Conclusions and recommendations are
unsupported. Quality of written communication is limited.

2 Evidence is partially analysed and evaluated. Some relevant 10-15
judgements are made but inadequately explained.
Conclusions and recommendations are presented but
insufficiently supported. Quality of written communication is
satisfactory.

3 Most evidence is analysed and evaluated. Relevant and 16-21
reasoned judgements are made. Conclusions and
recommendations are appropriately presented and adequately
supported. Quality of written communication is of a high
standard.

4 Nearly all evidence is comprehensively analysed and 22-27
evaluated. All judgements are well reasoned and consistent.
Conclusions and recommendations are clearly presented and
well supported. Quality of written communication is
excellent.
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Section A

Award [2] marks for stating that fixed costs are equal to £50. Award [1] mark
if the candidate provides an accurate definition of fixed costs with an
inaccurate identification of value, or states 50 without indicating that this is a
monetary value.

(AO1: 1 mark; AO2: 1 mark)

Fixed costs are those that do not vary with output. Possible examples of fixed
costs include rent, business rates, interest on loans, phone bills, salaries of
management, etc. Award [1] mark for each correct example up to a maximum
of [2]

(AO1: 2 marks)

If fixed costs increased by £50 at every output, the producer would need to
produce and sell a higher level of output to break even. Award [2] marks for
correctly identifying the new level of output and sales of 1100 units per week.
Award [1] mark if the candidate only states that output will increase or
identifies an increase but incorrectly identifies the new break-even level.
(AO3: 2 marks)

An exchange rate is the price of one currency in terms of another such as the £
in terms of the US $. Award [2] marks for a clear and accurate definition.
Award [1] mark for a partial or flawed definition or an example without a
definition.

(AO1: 2 marks)

The £ has risen in value or appreciated against the $ by 58 cents or 33%.
Award [2] marks for the correct identification of the rise in monetary or
percentage terms. Award [1] mark if the candidate only states that the value of
the £ has risen.

(AO2: 2 marks)

Possible explanations for the appreciation of the value of the £ are any factors
which might lead to an increase in the demand for or a decrease in the supply
of £s, or a decrease in the demand for or an increase in the supply of $s. These
include:

e afall in US interest rates making financial investment there less attractive

e arise in demand for UK exports from US consumers
e aloss of confidence in the $ by speculators.

Award [2] marks for any reasonable suggestion well explained. Award [1]
mark for any relevant point that is partially or inaccurately explained.
(AO3: 2 marks)
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A budget deficit occurs when, in any one year or month, public expenditure is
greater than tax revenue and the government has to borrow money to finance
its spending. Award [2] marks for a full and accurate definition. Award [1]
mark for a partial or flawed definition.

(AO1: 2 marks)

Indirect taxes are taxes on spending such as VAT. They are levied on
producers but consumers end up paying them indirectly as they are passed on
in the form of higher prices. Award [2] marks for a full and accurate
definition. Award [1] mark for a partial or flawed definition or a relevant
example without a definition.

(AO1: 2 marks)

If the budget deficit is £38 billion, the National Debt will increase from £574
billion to £612 billion. Award [2] marks for correctly identifying the new
figure for the National Debt. Award [1] mark if the candidate only states that
the National Debt will increase.

(AO1: 1 mark; AO3: 1 mark)

The government may wish to avoid a budget deficit for a number of reasons.
A budget deficit could:
e be considered inflationary as it may add to the demand for goods and

services without increasing the supply
e raise the national debt and increase the government’s interest payments
o force interest rates up by increasing the demand for credit.

Award [2] marks for any valid reason fully and clearly explained. Award [1]
mark for a partial or flawed explanation of a relevant reason.
(AO3: 2 marks)

Section A
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Section B

(@) The price of oil rose from $11 to $65 a barrel. An increase of $54 or 490%.
Award [2] marks for an accurate identification of the price rise. Award [1]
mark for an answer which is approximately correct, i.e. within $4 or 40
percentage points.
(AO2: 2 marks) [2]

(b) (i)  The growth in the Indian and Chinese economies will cause an increase
in demand and a subsequent increase in price as shown below. Award
[1] mark for correctly labelling axes and demand and supply curves.
Award [1] mark for showing an increase in demand for oil leading to a
rise in price. Award [1] mark for a correct explanation.

The Effect Of Growth in India and China

Price P2 \

of Oil

D2

— 3> Dl
QI Q2
Quantity of Oil
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(i) Afallin oil production due to the exhaustion of oilfields represents a
decrease in supply. This leads to an increase in the price of oil as shown
in the diagram below.
Award [1] mark for correctly labelling axes and drawing demand and
supply curves. Award [1] mark for showing a decrease in supply
leading to a rise in price. Award [1] mark for a correct explanation.
(AO1: 2 marks, AO2: 2 marks, AO3: 2 marks) [6]

A Fall in Oil Production

S2
S1
Price P2 £
of Oil Pl
D2
Q2 Ql
Quantity of Oil

There are a number of possible effects that rising oil prices could have on the

economy.

e They could lead to higher inflation and thereby to higher interest rates

e The rising cost of oil imports could increase a balance of payments current
account deficit

e Higher costs for firms could lead to a decrease in the supply of goods and
services and a slowdown in economic growth

e There could be a rise in unemployment as firms cut back output or are
forced out of business due to rising costs.

Award [3] marks for each relevant effect clearly and fully described up to a

maximum of [9]. Award [2] marks for each relevant effect which is partially

but reasonably well described. Award [1] mark for each relevant effect which

is only indicated or described inaccurately.

(AO1: 3 marks; AO2: 3 marks; AO3: 3 marks) [9]
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Consumers could respond to rising oil prices in a number of ways.

For example, they could:

e use public transport more to reduce their petrol consumption

e try and reduce consumption of energy in their homes by better insulation or
by turning off lights and electrical appliances

e purchase more energy efficient appliances

Firms could also respond to rising oil prices in a number of ways.

For example, they could:

e try and reduce their energy consumption

e produce more energy efficient products to respond to changes in
consumers’ tastes

e try and achieve compensatory savings in other areas such as wages and
administration in order to keep total costs down.

Award [2] marks for each relevant point clearly explained up to a maximum of

[4]. Award [1] mark each for relevant points with incomplete or flawed

explanations.

(AO2: 2 marks; AO3: 2 marks)
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Savings are deferred or postponed consumption. They are therefore a
withdrawal or leakage from the circular of income received by households for
the provision of factors of production but not passed on to firms in the form of
consumer spending. Consumers may save in a bank, building society or credit
union and receive interest or invest in financial assets such as stocks, and
shares. Saving may occur for a number of reasons including to finance future
consumption, to provide a source of income or as a contingency for emergency
expenditure. Savings provide finance for firms’ capital investment and
therefore are important for economic growth.

Award [1] mark for each relevant point made up to a maximum of [3].

(AO1: 3 marks)

An ISA is a form of saving scheme designed to encourage people to save. A
taxpayer might choose an ISA over another form of saving with a higher
interest rate because the interest received is tax-free. Some ISAs like the one
in the stimulus material also provide instant access to funds and may therefore
be chosen in preference to a form of saving that requires depositors to give a
period of notice before they withdraw their savings.

Award [2] marks for each relevant reason fully and clearly explained up to a
maximum of [4]. Award [1] mark for each relevant point partially or
inaccurately explained.

(AO1: 1 mark; AO2: 2 marks; AO3: 1 mark)

There are a number of types of consumer debt other than mortgages. For

example:

e Personal loans. A fixed sum of money is borrowed, normally for the
purchase of a particular item such as a car or to finance a particular project
such as home improvements. The sum borrowed is repaid over a number
of years, usually up to five, with a fixed rate of interest

e Overdraft. A facility that allows a borrower to withdraw more money from
an account than is actually deposited in it. Interest is only charged on the
amount overdrawn and the rate may vary over time. The bank will
normally set a maximum limit on the size of the overdraft

e Credit card. A card allowing individuals to purchase goods on credit. The
consumer normally has 25 days of interest free credit from the date the
monthly bill is calculated. After that point interest is charged on any
amount of outstanding credit. Interest rates may vary over time.

Award [2] marks for each type of credit fully and accurately explained up to a

maximum of [4]. Award [1] mark each if the type of credit is stated but not

explained or is inaccurately explained.

(AO1: 4 marks)
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Rising debt may cause a number of problems for a consumer.

e The consumer may borrow more than he/she can afford to repay and be
forced to sell assets to meet repayments

¢ The ease with which credit can be obtained may distract the consumer from
the benefits of saving

¢ If money has been borrowed through an overdraft or credit card, the
consumer may be vulnerable to a rise in interest rates

e When debt has to be repaid, the consumer may be left with less disposable
income and a lower standard of living.

Award [2] marks for each relevant problem clearly outlined up to a maximum

of [4]. Award [1] mark each for a relevant problem which is only linked at or

unclearly outlined.

(AO2: 2 marks; AO3: 2 marks)

Consumer credit is essential to the working of a modern economy and brings a

number of benefits.

e Consumers are able to buy more goods and services than they would
otherwise be able to afford thus increasing their standard of living, at least
in the short term

e The increased spending by consumers may help to stimulate economic
growth

e Extra demand for goods and services may help to reduce unemployment if
the credit borrowed is spent on domestically produced goods

e Banks and other financial institutions will receive increased income from
interest charges and their profits are likely to rise thus benefiting their
shareholders.

Award [2] marks for each relevant benefit fully and clearly explained up to a

maximum of [4]. Award 1 mark each for benefits that are only indicated or

partially/unclearly explained.

(AO2: 2 marks; AO3: 2 marks)

Section B
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Section C

The basic economic problem refers to the assumption that individuals,
organisations and societies have unlimited wants whilst there are limited
resources in the form of factors of production. As a result choices have to be
made about how to use resources and the making of choices involves an
opportunity cost in the form of the best or highest valued alternative foregone.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[2])

(AO1: 2 marks)

The candidate demonstrates a very restricted or confused understanding of the
nature of the basic economic problem. Examples are not given or are
inappropriate. Quality of written communication is limited.

Level 2 ([3]-[4])

(AO1: 3 marks; AO2: 1 mark)

The candidate demonstrates an adequate understanding of the nature of the
basic economic problem. Some relevant examples are provided but only
partially explained. Quality of written communication is satisfactory.

Level 3 ([5]-[6])

(AO1: 4 marks; AO2: 2 marks)

The candidate demonstrates a clear understanding of the nature of the basic
economic problem, including the concept of opportunity cost. A number of
relevant examples are skilfully used to illustrate the answer. Quality of written
communication is of a high standard.

A production possibility frontier (PPF) illustrates the sets of combinations of
goods and services that can be produced or provided when all the available
resources are being fully utilised. As there are limited resources currently
available, combinations beyond the frontier are impossible. Combinations
inside the frontier represent unemployed factors of production. In the context
of the National Health Service, the production possibility frontier could
illustrate all the alternative combinations of health care that could be provided
with the current level of resources. Assuming there were just two types of
care, A and B, available from the NHS, an increase in resources devoted to A
would involve an opportunity cost in terms of the reduced provision of B.
Providing more resources for the NHS would shift the PPF outwards and allow
the provision of more of both types of care.
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Using the diagram to illustrate their answers, candidates might be expected to

make the following points:

e There are a limited amount of resources available in the form of money,
doctors, nursing staff, hospital beds, drugs and medicines, etc

e At the same time, there is an increasing demand for health care brought
about by a growing and ageing population and scientific advances which
increase the range of illnesses that can be treated

¢ Increased use of resources in one area, for example, cancer treatment, will
leave reduced resources for the next most valued alternative, for example,
accident and emergency. This is the opportunity cost

o Greater resources for the NHS will cause the PPF to shift outwards and
allow more of all types of care to be provided.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[3])

(AO1: 1 mark; AO2: 2 marks)

The candidate demonstrates a very restricted understanding of the concept of a
PPF. There is no diagram or a very poor attempt at one. Some attempt is
made to illustrate scarcity of resources in the NHS. Quality of written
communication is limited.

Level 2 ([4]-[6])

(AO1: 2 marks; AO2: 3 marks; AO3: 1 mark)

The candidate demonstrates an adequate understanding of the concept of a
PPF. There is a reasonable attempt at a diagram. The relevance of the basic
economic problem to the NHS is examined briefly and illustrated. Quality of
written communication is satisfactory.

Level 3 ([7]-[9])

(AO1: 3 marks; AO2: 4 marks; AO3: 2 marks)

The candidate demonstrates a clear understanding of the concept of a PPF.
There is a clear and well labelled diagram. The relevance of the basic
economic problem to the NHS is thoroughly examined and clearly illustrated
with good links to the diagram. Quality of written communication is of a high
standard.
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A number of arguments can be advanced for and against government and
private provision of health care. For example, it could be argued that
government provision:

e ensures access to health care for everyone regardless of income

¢ allows the benefits of economies of scale to be achieved

e ensures that an adequate share of national resources is devoted to health care

On the other hand, it could be argued that government provision:

e can be inefficient due to bureaucracy and the remoteness of the central
decision-makers from the needs of local health care providers and users

e imposes an unnecessary burden on some taxpayers who might make little
use of the NHS

o leads to excess demand for the use of services that are not charged for and
the need for alternative forms of rationing

Those who support private sector provision might claim that it:

¢ reduces government spending allowing tax cuts or the diversion of resources
to other public services

e may be more efficient due to the need for private sector providers to keep
costs down in order to make a profit

e provides greater consumer choice and helps to raise standards of care

However, those that are against private provision of health care may counter

that:

e some people may not be able to afford private health care and resources
may therefore be devoted to those with the ability to pay rather than those in
most need

e it may be more costly as private companies have to make a profit

e itis less able to benefit from the economies of scale.

A balanced conclusion might be that there are benefits in having both types of
provision co-existing with each one having its own advantages and also being
able to compensate, to some extent, for the disadvantages of the other.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[5])

(AO1: 1 mark; AO2: 1 mark; AO3: 3 marks)

Some points for or against the provision of government and private health care
are made but not developed. Any conclusion is unbalanced and inadequately
supported. Quality of written communication is limited.
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Level 2 ([6]-[10])

(AO1: 2 marks; AO2: 2 marks AO3: 6 marks)

A number of relevant points are made for and against government and private
health care provision. Some of these points are reasonably developed and
discussed. A conclusion is reached and supported. Quality of written
communication is satisfactory.

Level 3 ([11]-[15])

(AO1: 3 marks; AO2: 3 marks; AO3: 9 marks)

A wide range of points for and against government and private health care are
thoroughly developed and discussed. A reasoned and balanced conclusion is
provided. Quality of written communication is of a high standard. [15]
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Income tax is a direct tax levied on a person’s income whether this is from
employment, savings or investments. All taxpayers receive a personal
allowance which is tax free. Additional allowances may also be claimed for
such things as certain work expenses and charitable donations. Thereafter,
taxable income is currently taxed at a standard rate of UK income tax of 20%,
with a rate of 40% levied on higher incomes. The net effect of this is for the
UK to have a mildly progressive income tax system.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[2])

(AO1: 2 marks)

The candidate demonstrates some basic understanding of one or two features
of income tax but these are poorly explained or undeveloped. Quality of
written communication is limited.

Level 2 ([3]-[4])

(AO1: 3 marks; AO2: 1 mark)

The candidate demonstrates a reasonable understanding of the main features of
income tax and makes use of some relevant examples. Quality of written
communication is satisfactory.

Level 3 ([5]-[6])

(AO1: 4 marks; AO2: 2 marks)

The candidate demonstrates a clear understanding of most significant features
of the UK income tax system and illustrates this effectively with examples.
Quality of written communication is of a high standard.

Earnings refer to the total pay of people in employment and include overtime
and bonuses over and above the basic wage rate. The main explanation of why
some individuals earn more than others lies in the wage rate. This is the price
of labour which is determined in a market economy by the forces of supply and
demand. Among the factors that affect the demand for labour are:

¢ the demand for the final product or service

o the price of capital equipment that may be a substitute for labour

e the skills and productivity of the workers

On the supply of labour side, some of the important factors include:

¢ the wage rates available in other occupations

¢ the non-monetary attractions of the job such as pleasant working conditions,
good holidays or high job satisfaction

¢ the training and/or qualifications required

e membership of a trade union or professional association that can bargain
more effectively with employers than individuals would be able to.
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In general, the higher the demand for labour relative to the available supply,
the higher will be the wage rate and earnings. In addition, some workers are
able to earn more than others because the nature of their work allows them to
earn overtime and bonuses or performance-related pay which are not available
in other occupations.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[3])

(AO1: 1 mark; AO2: 2 marks)

The candidate is aware of a small number of factors which influence why some
people earn more than others but points are not developed and do not make
reference to demand and supply of labour. Quality of written communication
is limited.

Level 2 ([4]-[6])

(AO1: 2 marks; AO2: 3 marks; AO3: 1 mark)

The candidate provides a reasonable examination of a number of reasons why
some people earn more than others. There is some reference to demand and
supply of labour. Quality of written communication is satisfactory.

Level 3 ([7]-[9])

(AO1: 3 marks; AO2: 4 marks; AO3: 2 marks)

The candidate provides a thorough examination of most relevant factors
accounting for differences in earnings and links these effectively to the demand
and supply of labour. The distinction between earnings and wage rates is
explained or alluded to. Quality of written communication is of a high
standard.

There are a number of reasons why the government might wish to place higher

taxes on those with higher incomes.

e Itisargued that it is fair that those who are able to pay more should be
expected to pay more

¢ It helps to reduce income inequality in society and may help to reduce social
divisions

e It provides money to help fund public services

However, it is argued by some that the government should not place higher

taxes than those on higher incomes.

e It could be argued that it is unfair that people should pay more tax when
they have worked hard for their higher incomes

e High taxes on those earning higher incomes could cause a disincentive to
work or seek promotion

e People may try to evade or avoid tax if they consider tax rates are too high.

Most societies accept that there has to be a balance between fairness, efficiency
of administration and the avoidance of major disincentives to effort, saving and
enterprise. This may in turn suggest a progressive taxation system but one that
is not too steeply so.
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Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[5])

(AO1: 1 mark; AO2: 1 mark; AO3: 3 marks)

The candidate identifies some possible arguments for or against higher rates of
tax on higher income earners, but points are not developed or discussed. Any
conclusion is unbalanced and inadequately supported. Quality of written
communication is limited.

Level 2 ([6]-[10])

(AO1: 2 marks; AO2: 2 marks AO3: 6 marks)

The candidate briefly discusses some arguments for and against higher taxes
on higher income earners. A conclusion is reached and supported. Quality of
written communication is satisfactory.

Level 3 ([11]-[15])

(AO1: 3 marks; AO2: 3 marks; AO3: 9 marks)

A wide range of arguments for and against higher taxes on higher income

earners is developed and discussed. A reasoned and balanced conclusion is

provided. Quality of written communication is of a high standard. [15]
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Economic growth is an increase in the productive potential of an economy
meaning that it has the ability to increase output and real incomes. Economic
growth is usually measured as the percentage increase in the real gross
domestic product of a country over a period of time such as a year.

Level O ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[2])

(AO1: 2 marks)

The candidate demonstrates some basic understanding of the meaning of
economic growth but this is poorly explained or undeveloped. Quality of
written communication is limited.

Level 2 ([3]-[4])

(AO1: 3 marks; AO2: 1 mark)

The candidate demonstrates a reasonable understanding of the meaning of
economic growth but the explanation could be more fully developed. Quality
of written communication is satisfactory.

Level 3 ([5]-[6])

(AO1: 4 marks; AO2: 2 marks)

The candidate demonstrates a clear understanding of the meaning of economic
growth and how it is normally measured. Quality of written communication is
of a high standard.

Supply-side policies are those designed to increase the long-run ability of the

economy to produce goods and services and thus increase economic growth.

Examples of how supply-side policies could promote economic growth would

include:

e greater investment in training and education which may lead to more
efficient and productive workers

e making the labour market more efficient by reducing restrictive practices
could increase productivity

e promoting greater competition between businesses thus making them more
efficient

e lowering rates of income tax which may encourage workers to work harder

e reducing taxes on company profits which would leave businesses with
more money to invest in their expansion

e providing financial incentives such as tax relief to businesses which
increase spending on research and development

e privatisation of public sector organisations which may provide greater
incentives to increase efficiency.

78

[6]



(©

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[3])

(AO1: 1 mark; AO2: 2 marks)

The candidate shows some awareness of the nature of supply-side policies but
is unable to indicate how they may promote economic growth in practice.
Quality of written communication is limited.

Level 2 ([4]-[6])

(AO1: 2 marks; AO2: 3 marks; AO3: 1 mark)

The candidate understands the nature of supply-side policies and is able to
indicate how a small range of policies may promote economic growth in
practice. Quality of written communication is satisfactory.

Level 3 ([7]-[9])

(AO1: 3 marks; AO2: 4 marks; AO3: 2 marks)

The candidate fully understands the nature of supply-side policies and
examines thoroughly how a range of policies may promote economic growth in
practice. Quality of written communication is of a high standard.

Increased economic growth may give rise to a range of benefits and costs for
the Northern Ireland economy.

Possible benefits include:

e lower unemployment

¢ higher income levels and an improved standard of living

e more tax revenue to fund increased public spending or the possibly of
maintaining services at existing levels and cutting tax rates

e awider range of goods and services becoming available to consumers.

However, there are also a number of possible costs including:

e the risk of inflation if the economy is allowed to grow too fast

e increasing pressure on infrastructure and rising traffic congestion

e damage to the rural environment as towns and cities expand with
consequent adverse effects for the leisure and tourism sector

e increased pollution levels and accelerating climate change.

On balance, economic growth is normally considered to be desirable if it is
sustainable. This means that it has to be controlled so that it does not produce
shortages of factors of production and consequent inflationary pressures and
that it does not cause long-term environmental damage by the depletion of
non-renewable resources.
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Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[5])
(AO1: 1 mark; AO2: 1 mark; AO3: 3 marks)
The candidate identifies some possible points for or against increased

economic growth in Northern Ireland, but these are not developed or discussed.

Any conclusion is unbalanced and inadequately supported. Quality of written
communication is limited.

Level 2 ([6]-[10])

(AO1: 2 marks; AO2: 2 marks; AO3: 6 marks)

The candidate is able to briefly discuss some arguments for and against
increased economic growth in Northern Ireland. A conclusion is reached and
supported. Quality of written communication is satisfactory.

Level 3 ([11]-[15])

(AO1: 3 marks; AO2: 3 marks; AO3: 9 marks)

A wide range of arguments for and against increased economic growth in
Northern Ireland are developed and thoroughly discussed. A reasoned and
balanced conclusion is provided. Quality of written communication is of a
high standard.
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Unemployment occurs when those who are willing and able to work cannot
obtain jobs. This leads to a loss of potential production to the economy.
Unemployment can be measured in two main ways. The claimant count is the
number of people who register as unemployed. This excludes people who are
available for work but not eligible for unemployment benefit. The
International Labour Organisation (ILO) measure includes this group and
therefore tends to produce a higher figure. Unemployment is often classified
into a number of categories according to its causes, for example, frictional,
seasonal, structural, demand-deficiency or cyclical.

Level 0 ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[2])

(AO1: 2 marks)

The candidate demonstrates some basic understanding of the meaning of
unemployment but this is poorly explained or undeveloped. Quality of written
communication is limited.

Level 2 ([3]-[4])

(AO1: 3 marks; AO2: 1 mark)

The candidate demonstrates a reasonable understanding of the meaning of
unemployment but the explanation could be more fully developed. Quality of
written communication is satisfactory.

Level 3 ([5]-[6])

(AO1: 4 marks; AO2: 2 marks)

The candidate demonstrates a clear understanding of the meaning of
unemployment and how it can be measured. Quality of written communication
is of a high standard.
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Unemployment imposes a number of costs on the economy. These include:

e the lost output of unemployed workers which is the opportunity cost of
unemployment

e the lost income tax revenue which could have helped to improve the
quality of public services

e increases in social welfare spending which could have been spent on other
public services such as education or health

e increased social costs which are sometimes associated with unemployment
such as rising crime and alcohol or drug abuse.

Level O ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[3])

(AO1: 1 mark; AO2: 2 marks)

The candidate shows some awareness of one or two costs of unemployment but
these are not developed or examined. Quality of written communication is
limited.

Level 2 ([4]-[6])

(AO1: 2 marks; AO2: 3 marks; AO3: 1 mark)

The candidate provides a brief examination of some of the costs of
unemployment. Quality of written communication is satisfactory.

Level 3 ([7]-[9])

(AO1: 3 marks; AO2: 4 marks; AO3: 2 marks)

The candidate provides a thorough examination of the main costs of

unemployment. Quality of written communication is of a high standard. [9]

Reducing unemployment is often quoted as one of the four main economic

policy objectives of government, the others being low inflation (currently the

most important), steady economic growth and a balance of payments current

account that, over the long-term, avoids substantial deficits (currently a low

priority). Other important considerations include an equitable distribution of

income and environmental sustainability. In examining, how keeping

unemployment low might affect these other objectives, the following points

could be made.

e Keeping unemployment low by stimulating demand for goods and services
may lead to higher inflation

e Reductions in unemployment can be generated by high economic growth
so these aims may complement one another

e Low unemployment could generate an increase in imports so causing a
balance of payments current account deficit

e Low unemployment should reduce the level of poverty contributing to an
equitable distribution of income

e To keep unemployment low, the government may have to boost public
spending or cut taxes thus causing an increase in the budget deficit and
government borrowing.
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Overall, all governments have to recognise that changes in one economic
policy may have implications for other objectives and that there are trade-offs.
The priority given to different economic objectives may change over time in
response to changing economic conditions.

Level O ([0])
The candidate’s response contains no content worthy of credit.

Level 1 ([1]-[5])

(AO1: 1 mark; AO2: 1 mark; AO3: 3 marks)

The candidate identifies one or two possible ways in which reducing
unemployment might affect other government economic objectives but points
are flawed or lack development. Any conclusion is unbalanced and
inadequately supported. Quality of written communication is limited.

Level 2 ([6]-[10])

(AO1: 2 marks; AO2: 2 marks AO3: 6 marks)

The candidate briefly discusses some possible ways in which reducing
unemployment might affect other government economic objectives. A
conclusion is reached and supported. Quality of written communication is
satisfactory.

Level 3 ([11]-[15])

(AO1: 3 marks; AO2: 3 marks; AO3: 9 marks)

The candidate develops and thoughtfully discusses a number of possible ways
in which reducing unemployment could affect other government economic
objectives. A reasoned and balanced conclusion is provided. Quality of
written communication is of a high standard.

Section C
Total
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[15]
[30]
[90]



