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1

Price controls/increasing minimum price of exported rice (1) minimum wage (1),
ownership of industries (1).

(b) Explain how the actions of the Viethamese Government in 2009 might have caused

any two different types of inflation to occur in the Viethamese economy. [4]

Cost push inflation might have resulted from the devaluation if this pushed up the price
of imported items and from higher minimum wages that increased firms’ production
costs. Up to 3 marks

Demand pull inflation might have resulted from the greater spending power associated
with the higher minimum wages and state pensions and from increased borrowing
that that fed into greater consumption. The banking policy may cause greater lending
so increasing money supply and monetary inflation contributing to increased demand in
the economy. Up to 3 marks

The two types of inflation needed for full marks
No marks for just naming the 2 types of inflation

(c) Suggest two reasons why an inflation rate of 8.9% might not be a cause of concern to
a government. [2]

Some reasons why it might not be a cause of concern to any government are:

if it was below its target/is very close to its target (8.9% is close to then 8% target)
if it was on a downward trend

if it was lower than rival exporters’ inflation

if reduced inflationary pressures were expected

if inflation at this rate exists only for a short time period

1 mark per identified point

(d) (i)

Compare the contribution to the change in the CPI of the changes in the price of
housing with that of education. [2]

Housing rose by 12.8% and had a double digit weighting that would cause significant
upward pressure (1).
The price of education rose by more but its lower weighting meant it had less effect (1).
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(ii) Analyse two possible reasons for the Government’s selection of
included for price control.

Possible reasons might include:

e Agricultural supplies such as fertilisers might be selected in order to increase output,
lower input costs and keep down food prices. Up to 3 marks

e Basic materials for production such as cement and steel may be selected because
they are significant inputs for industry and so help competitiveness. Up to 3 marks

e Consumer goods such as salt and rice might be selected because they are basic
foods that make up a significant part of the spending of poorer families and might be
justified in terms of equity. Up to 3 marks

e Selection of certain items with the macroeconomics objective of bringing down/
keeping down the rate of inflation

o Accept any well-argued reasons not included above. Up to 3 marks

Two reasons needed for full marks.

(e) Discuss the desirability of a policy of widespread price controls. [6]

Arguments for: Price controls may help check the rate of inflation and help in a
redistributive way. They may form part of a planning approach to economic management.
This approach may work in the short run. Up to 4 marks

Arguments against: The problem is that price controls may not tackle the underlying cause
of the inflation and pressure may continue to build. It will undermine the operation of the
market mechanism and may reduce the efficiency in the economy. Analysis of the imposition
of maximum prices in a particular market indicates the need for further government
intervention e.g. rationing and the emergence of illegal markets. Up to 4 marks

(a) Explain, using a diagram, how the social cost of consuming some goods can exceed
the private cost of consuming them. [8]

Candidates are often confused on the terms used here. Good answers will be clear and
supported with an accurate diagram that is explained.

e For knowledge and understanding that social cost is equal to the sum of private costs
negative externalities with terms explained. Up to 4 marks

o For application with a diagram showing the divergence between private costs and social
costs. Up to 4 marks

For correct drawing and labelling of PMC (1 mark); for correct drawing and labelling of SMC
(1 mark); for correct drawing and labelling of SMB/correct labelling of both axes (1 mark); for
clearly showing the divergence (1 mark).

No diagram = 4 marks out of 8 maximum.
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(b)

Discuss, using examples, whether cost-benefit analysis is an effective way
making when allocating an economy’s resources.

Candidates should be aware of the technique of cost-benefit analysis and should be abl
explain the process and provide appropriate examples. They should also be aware of th
difficulties that must be overcome if the approach is to result in an efficient allocation of
resources.

o For an analysis of the way in which cost-benefit analysis is used with suitable examples.
Up to 8 marks
Maximum 6 marks if no examples.

e For an evaluative consideration of whether cost-benefit analysis is an effective way of
decision making when allocating an economy’s resources. Up to 4 marks
If no conclusion then cap at 3 marks maximum.

3 A firm that produces yoghurt is given the following information about the price elasticity
of demand of various flavours: strawberry (-0.8), vanilla (-1.0), pineapple (-2.5).

(@)

(b)

Explain the pricing policy that the firm should adopt for each of the flavours if it wants
to increase total revenue. [8]

The candidate should have a good grasp of the concept of price elasticity of demand and
should be able to apply this to the question and explain that the firm should raise the price of
strawberry yoghurt, reduce the price of pineapple yoghurt and leave the price of vanilla
yoghurt unchanged if it wishes to increase total revenue.

e For knowledge and understanding of the concept of price elasticity of demand.
Up to 2 marks

o For application of the appropriate policy to increase revenue in each case.
Up to 6 marks

Explain the factors that would lead to an increase in the demand for all types of
yoghurt and discuss the extent to which the firm can influence these factors. [12]

Candidates should be able to identify the factors of demand and apply these to the case of
an increase in the demand for yoghurt. In terms of whether these can be influenced by the
firm, candidates should be able to recognise that advertising by the firm will affect tastes.
Credit other suggestions, such as any complementary goods that might be supplied by the
firm that could be reduced in price to increase the demand for yoghurt.

e For analysis of the factors of demand that will increase the demand for yoghurt.
Up to 8 marks

e For evaluative comment on the ability of firms to influence demand. Up to 4 marks
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4 (a) Use a diagram to explain how a fall in the rate of interest in a country ca
foreign exchange rate to change.

A fall in the rate of interest will cause an outflow of capital and cause an excess suppl
foreign currency in the market. This will cause a fall or depreciation in the exchange rate.

o For knowledge and understanding of the process leading to an outflow of capital as a
result of a fall in the rate of interest — leading to a shift in the supply curve to the right or
the fall in the rate of interest reduces the rate of demand causing the demand curve to
shift to the left or both. Up to 4 marks

e For application with a clear and accurate diagram, showing a shift of the supply curve of
foreign currency to the right, or the fall in the rate of interest reduces the rate of demand
causing the demand curve to shift to the left or both in which this process is explained.
For the price label must indicate the price of one currency in terms of another (1 mark);
for the initial equilibrium showing price (1 mark); for the shift of supply curve to the right,
or the demand curve to the left or both (1 mark); for the new equilibrium price (1 mark).

Up to 4 marks

(b) Discuss whether a rise in its exchange rate or a fall in its exchange rate is more
beneficial for an economy. [12]
Candidates should be familiar with the effects of both depreciation and appreciation of a
currency on an economy. Both have advantages and disadvantages and it is important that
candidates have a grasp of both if they are to gain a high mark.

e For an analysis of both the advantages and disadvantages of a currency appreciation
and a currency depreciation. Up to 8 marks
A maximum of 6 marks if only appreciation or depreciation is analysed.

e For evaluative comment on which is more beneficial. Up to 4 marks

e If no conclusion then cap at 3 marks maximum.
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