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  Assessment Schedule – 2011
Economics: Describe market failure and government interventions to correct for market failure (90631)
Evidence Statement
	Grade
	Q
	Evidence
	Achievement
	Merit
	Excellence

	A1 / M1
	ONE
Part A
(a)
	See Appendix One.
	TWO of:

· correct AC reaching minimum after Qm 

· Qm Pm correct AND Qs Ps correct 

· correct DWL

· ONE point why natural monopoly leads to market failure.


	TWO points why natural monopoly lead to market failure.

and

One of:

· correct AC reaching minimum after Qm 

· Qm Pm correct AND Qs Ps correct 

· correct DWL


	

	
	(b)
	See Appendix One.
	
	
	

	
	(c)
	Because :

At Qs, (S)MB = (S)MC and total surpluses are maximised, so it is the most socially desirable output level.

At Qm allocative inefficient / a DWL exists, indicating the amount by which total surpluses will increase if the market operates at Qs

The good is under-produced

Producing less than consumers / society wish
	
	
	

	A2 / 
M2 / 
E2
	ONE

Part B

(a)
	· If the government regulates the price to Ps then the quantity produced would increase to Qs and :there will be no DWL

· CS and PS will be maximised even though sub normal profits are being made
	Any ONE of:

· a partial answer that describes how price regulation will solve market failure 

· describes ONE alternative policy
· Correctly Identifies the policy that would be efficient 
· describes how the policy is more efficient / equitable 
	Any ONE of:

· an explanation of why price regulation will solve market failure 
· an explanation on the effectiveness of the policy AND no significant economic errors.
	A justified explanation of which policy is better with reference to both equity and efficiency
AND no significant economic errors

	
	(b)
	E.g.

· Set price at Ps AND subsidise the provider to cover subnormal losses.

· Regulate it so it is split into several companies that compete.

· AC pricing regulation.
	
	
	

	
	(c) (i)
	Answer to (b) 

(as regulation of price to Ps would lead to the producer shutting down in the long run.)
	
	
	

	
	(ii)
	e.g. Regulating the price to Ps AND providing a subsidy would increase efficiency because it would decrease the price and increase output, ideally to the socially desirable output (Qs) and price (Ps).  The subsidy from the government will give the monopolist additional revenue to cover the subnormal losses resulting 
	
	
	

	Grade
	Q
	Evidence
	Achievement
	Merit
	Excellence

	
	
	from regulation keeping the firm in the market at regulated price imposed by the government. 
If there was price regulation to Ps, although the output level may be achieved in the short run it would not be efficient in the long run as the firm would be making sub-normal profits and would shut down and therefore no output would be produced.
Equity would be improved in the market because more consumers would be able to benefit from the product at a lower price, which is fair because lower income earners will be able to access the good as well as those on higher incomes. 

Or other valid explanation.
	
	
	

	A1 / M1
	TWO
PART A

(a)
	(Spillover) costs to third parties resulting from production
	TWO of:

· Correct definition

· New curve drawn correctly and labelled

· Spill-over correctly identified

· One correct point from (d)
	Market failure explained fully (all points in (d))

and

ONE of:

· Correct definition

· New curve drawn correctly and labelled

· Spill-over correctly identified


	

	
	(b)
	See Appendix Two. 

(Could also be drawn parallel.)
	
	
	

	
	(c)
	See Appendix Two.
	
	
	

	
	(d)
	Idea of:

· In an unregulated market, producers take account only of their private costs and benefits, so produce at intersection of MC & MB,

(OR have spill-over costs OR is under-priced and overproduced,)

· However, the socially efficient level of output, Qs is achieved when MC shifts to SMC (where SMC = [S]MB).

· Meaning the unregulated market has overproduced (and undercharged), so fails.
· Should also allow answers that explain / show DWL at Q1 and explain how gains from moving to Qs exceed losses so Qs is allocative efficient and Q1 thus represents a failing market
	
	
	

	
	
	
	
	
	

	Grade
	Q
	Evidence
	Achievement
	Merit
	Excellence

	A2 / 

M2 / 

E2
	PART B

(a) (i)
	Decrease equity
	TWO of:

· Decrease equity identified (in a (i) or d)
· Appropriate alternative policy described

·   A correct description of efficiency of chosen method (1 point)
	· Decreased equity for either producers or households explained

· An explanation of efficiency of chosen method (2 points)
AND no significant economic errors
	A justified explanation on efficiency and equity of chosen policy 

AND no significant economic errors

	
	(ii)
	Taxing all producers might force producers who are not causing the externality to pay for it, which would not be fair / equitable
	
	
	

	
	(b)
	e.g.

· introduce tradable permits

· prohibit
	
	
	

	
	(c)
	Taxing all producers (depends on answer to b).
	
	
	

	
	(d)
	e.g. Idea of:

Taxing all producers would lead to an increase in the price paid by consumers from Pm and a decrease in the quantity demanded and will decrease the price received by producers and decrease the quantity supplied from Qm.This will the increase efficiency in the market as it moves closer towards social equilibrium of Ps, Qs.

The funds raised from the tax could be put towards the costs of monitoring and enforcing the regulation or towards research into production methods that cause fewer externalities in the future. This is more efficient as the other methods do not allow for this.
Sales taxes are inequitable as they’re regressive.  Meaning they hurt low income earners more as they spend a higher % of their income (so more exposed to sales tax) so equity is reduced.
	
	
	

	A1 / M1
	THREE

PART A

(a)
	Idea of:
· In a market system, incomes are allocated by the supply and demand and supply and demand are different in different markets, uneven incomes are earned.
· If you have skills to produce products that are demanded, you earn income (and if the product demand is high and the number with the skills to produce it is small, you earn a high income).
	2 of 5 points
	4 of 5 points
	

	Grade
	Q
	Evidence
	Achievement
	Merit
	Excellence

	
	
	· This could be considered by some to be equitable (fair) because those with the skills and who work hard, longer etc. are rewarded by earning a higher income.  
· It could be considered inequitable (unfair) because those who are sick or injured and unable to work would receive no income.
	
	
	

	A2 / 

M2 / 

E
	PART B

(a) (i)
	GST is a regressive tax
	TWO of:

· Regressive identified

· One point from (a)(ii)

· Curve shifted correctly

· One point from (c)(i)
· One point from c(ii)
	TWO of:

· Both points for (a)(ii)

· Both points from (c)(i)

· Both points from (c)(ii)
	All of:

· Both points for (a)(ii)

· Both points from (c)(i)

· Both points from (c)(ii)

	
	(ii)
	Idea of:

· A regressive tax taxes low-income earners at a higher rate than high income earners. 

· Low income earners spend a higher proportion of their income than high income earners (who can afford to save) so a greater percentage of their income is exposed to GST tax.
· So it is regressive.


	
	
	

	
	(b)
	· See Appendix Three.
	
	
	

	
	(c)

(i)
	Idea of:

· The removal of GST will make the distribution of income more equal 

· Those on lower incomes will have a proportionately greater percentage of their income available to them to spend.

Or other valid explanation
	
	
	

	
	(ii)
	Idea of:

· Removal of GST decreases price and makes necessities more affordable. This is fair because …
· Those on lower incomes benefit more as their purchasing power increases more relative to high income earners.  This is fair because …
· So the removal of GST will decrease equity.

Or other valid explanation


	
	
	


Judgement Statement 
	Achievement
	Achievement with Merit
	Achievement with Excellence

	Minimum of:

1 A1
1 A2

AND

2 other A
	Minimum of:

2 M1
1 M2

1 A2
	Minimum of:

2 M1
1 M2
1 E2 (Q1 or 2)

	Codes:

A1 and M1 refer to the first criterion

A2, M2 and E2 refer to the second criterion


Appendix One – Question One (a) and (b)
Graph 1: Natural Monopoly
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Appendix Two – Question Two (b) and (c)

Graph 2: Negative externality of production
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 Appendix Three – Question Three (b)

Graph 3: Lorenz Curve
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