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2
Section A
Read the source material carefully before answering Question 1.

Source material: India’s airline industry

Air India fact file

total revenue 2018 $2.2bn
total cost 2018 $2.9bn
number of passengers carried in 2018 16.4m
number of passengers carried in 2017 14.8m
share of India’s international and national air travel market in 2018 13%
share of India’s international and national air travel market in 1994 100%

Air India is owned by the Indian government. The entry of new firms into India’s air travel market has
reduced Air India’s ability to set price. The state-owned firm faces competition not only from other
airlines but also from other forms of transport including trains and ships.

In 2017 the Indian government tried, unsuccessfully, to sell Air India to the private sector. A successful
sale would have raised money for the Indian government and might have increased the airline’s
efficiency.

It is predicted that India will have the third largest airline industry by 2025. The growth in the industry
may affect the current account position of India’s balance of payments. Table 1.1 shows the current
account position in India and four other countries.

Table 1.1 The current account position of the balance of payments of selected countries in 2017

Country Current account Current account
($bn) % of GDP

Brazil -9.8 -0.5

China 164.9 1.4

India —48.7 -1.9

Kenya -54 -6.8

Russia 354 2.2

A rise in both the number of routes flown and the quality of the passenger experience may increase
the number of tourists visiting India. A larger Indian airline industry is likely to increase the ease of
movement of people and goods into and out of India. This might attract more multinational companies
(MNCs) and reduce firms’ costs of production.

India’s air travel market faces a number of challenges. India has Asia’s highest airline fuel tax. Some
economists suggest that this should be increased further to increase tax revenue and to reduce market
failure. The airlines’ other costs are rising but it is difficult for them to raise prices. This is because
India’s air passengers are among the most price-sensitive in the world. Some airlines stop their costs
rising any further by improving their staff training, introducing new technology and improving their pilots’
working conditions. The airlines’ ability to hire pilots is influenced by, among other factors, the quality of
education and other job opportunities.

© UCLIE%C‘?§5 Economics 0455 Expert Solutions 045§3|Hgﬂ\lr}2clopyright -smart exam resouces 2


https://www.smartexamresources.com

1(a)
Calculate, in $, Air India’s loss in 2018. [1]

2.9-2.2 =0.7bn
1(b) Identify two substitutes for air travel. [2]
The two substitutes for air travel. are Trains and ships

1 (c) Explain one characteristic that suggests that Air India was a monopoly in
1994[2]

[only one needed]

Share of the market was 100%: In 1994, Air India had a complete monopoly in the
market, meaning it was the only airline operating and serving customers. With no
competition from other airlines, Air India held the entire market share. This
indicates that there were no alternative choices for consumers, and Air India had
full control over the market.

Able to set price: Being the sole provider in the market, Air India had the power to
set prices without the influence of competitive forces. As a price-maker, the airline
had the ability to establish and adjust ticket prices according to its own discretion,
without concern for price competition. This control over pricing decisions further
highlights Air India's monopolistic position in the market, where customers had no
alternative options to consider.
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1(d)Explain two reasons why a government may privatise an industry. [4]

Privatization is the process of transferring ownership and control of government-owned or
public-sector enterprises to private individuals or entities. It involves the sale of shares,
assets, or the entire business operation of a state-owned enterprise to private investors
or companies. Privatization is often pursued as a means to introduce market competition,
improve operational efficiency, and reduce government involvement in specific industries
or sectors.

Following are detailed explanation of each of the reasons for government privatization:

Raise (tax) revenue: Privatizing an industry allows the government to sell its
ownership stake to private entities, resulting in a significant influx of funds. The revenue
generated from privatization can be used to invest in critical sectors such as education
and healthcare, or to increase government spending in areas that require additional
resources. This diversification of funding sources reduces the burden on taxpayers and
can stimulate economic growth by enabling targeted investments and public service
improvements.

Increase efficiency and productivity: Government-run enterprises often face
challenges related to bureaucracy, slow decision-making processes, and limited incentives
for innovation. Privatization introduces market competition, as private firms strive to
outperform one another to attract customers and maximize profits. Private ownership
brings a profit motive that incentivizes companies to adopt more efficient practices,
streamline operations, and invest in technological advancements. This drive for efficiency
and productivity can result in improved service delivery, cost reductions, and increased
output, benefiting both the industry and the economy as a whole.

[Following are explanations of additional reasons]

Increase competition: Privatization fosters competition by allowing multiple private
firms to operate in the industry. Increased competition leads to more choices for
consumers, as companies compete to offer better products, services, and prices. The
presence of competition encourages firms to innovate, differentiate their offerings, and
seek ways to attract customers. This can drive improvements in product quality, customer
service, and overall industry standards. Moreover, competition tends to keep prices in
check, ensuring that consumers receive better value for their money.

Financial considerations: Some industries may be financially burdensome for the
government to sustain. They may require substantial subsidies or ongoing financial
support, draining public resources. Privatizing such industries shifts the financial
responsibility to the private sector, relieving the government of the financial burden. The
private firms that acquire these industries may bring fresh capital, expertise, and
efficiency to improve their financial viability. This allows the government to redirect
resources to other priority areas, such as education, healthcare, or reducing national
debt.

By privatizing industries, governments aim to leverage the strengths of the private
sector to improve economic outcomes. This includes leveraging market dynamics,
competition, and profit incentives to enhance efficiency, productivity, and quality of
goods and services. Privatization can stimulate economic growth, enhance resource
allocation, and create a more vibrant and competitive business environment. However, it
is important for governments to carefully consider the implications and potential risks
associated with privatization to ensure it aligns with their economic and social objectives.
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1(e) Analyse how India’s position on the current account of its balance of payments in
2017 compares with the other four countries. [4]

In 2017, Brazil, India, and Kenya had current account deficits, indicating that
their spending on imports exceeded their earnings from exports and other current
account transactions. On the other hand, China and Russia had current account
surpluses, indicating that their earnings from exports and other current account
transactions exceeded their spending on imports.

India had the largest current account deficit among the five countries in terms of
dollars. This suggests that India's external spending and import reliance were relatively
high compared to its earnings from exports and other current account activities.
However, in terms of percentage of GDP, India's current account deficit was the second
largest, indicating that it may have been more manageable relative to the size of its
economy compared to other countries.

China's current account surplus had the largest impact on its economy in terms of
dollars, indicating its significant trade surplus and earning power from exports. On the
other hand, Kenya's current account deficit had the largest impact in percentage terms,
suggesting that its external imbalances had a relatively larger influence on its economy
compared to other countries.

Russia's current account surplus was larger than China's in terms of percentage of
GDP, indicating its relatively strong position in terms of export earnings and current
account stability compared to the size of its economy.

Overall, China had the largest current account surplus in dollars, reflecting its
strong export performance and earning capacity from international trade.

It is important to note that the analysis is specific to the year 2017 and the
current account positions of countries can vary over time due to various economic
factors and policy decisions.
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1(f) Analyse how a successful airline industry can promote economic growth. [5]
A successful airline industry can contribute to economic growth in several ways:

Increased tourism: A thriving airline industry can attract more tourists to a
country, leading to higher revenue from tourism and the growth of the tourism industry.
This can result in increased spending on local businesses, job creation in the tourism
sector, and overall economic development. Additionally, improved connectivity through
airlines can facilitate the ease of movement for both tourists and locals, promoting trade
and the exchange of goods and services.

Attraction of multinational corporations (MNCs): A well-developed airline industry
can make a country more accessible and appealing to multinational corporations. MNCs may
choose to establish operations or expand their presence in a country with good air
connectivity. This can result in increased investment, job opportunities, and the transfer
of new technologies and production methods, all of which contribute to economic growth.

Lower costs and increased profitability: A successful airline industry can lower
transportation costs for both passengers and cargo, enabling businesses to operate more
efficiently and cost-effectively. This can lead to increased profitability for firms,
providing them with the incentive and financial resources to expand their operations and
invest in innovation. As businesses grow and become more productive, the overall output
and GDP of the country can increase.

Job creation and increased incomes: A thriving airline industry can directly create
employment opportunities in various sectors, including airline operations, hospitality,
tourism, and related services. This contributes to job creation, reduces unemployment
rates, and increases overall incomes in the economy. Higher incomes, in turn, lead to
increased consumer spending and aggregate demand, stimulating economic growth.

Improved labor mobility: An efficient airline industry facilitates geographical
mobility of labor. This means that workers can easily travel to regions or countries with
better job opportunities, and expanding firms can access a larger pool of skilled workers.
Enhanced labor mobility helps match labor supply with demand, leading to increased
productivity and efficiency in various sectors, ultimately promoting economic growth.

It is important to note that the success of an airline industry alone is not sufficient
for sustained economic growth. Other factors such as sound economic policies,
infrastructure development, political stability, and a conducive business environment also
play significant roles in fostering overall economic growth

APPROVED
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1(g) Discuss whether the Indian government should increase the tax on airline fuel. [6]

There are arguments both in favor of and against increasing the tax on airline fuel in
India. Let's examine them:

Reasons why the Indian government should increase the tax on airline fuel:

Raise revenue: Increasing the tax on airline fuel would generate additional revenue
for the government. This revenue can be utilized to finance various public services and
infrastructure development, such as education and training programs for pilots, or to
increase government spending in other priority areas. Additionally, by targeting the
affluent who can afford air travel, it may provide a more equitable distribution of the tax
burden, potentially allowing for reductions in taxes on essential goods and services.

Address market failure: Air travel can impose external costs on society, such as air
and noise pollution. By increasing the tax on airline fuel, the government can internalize
these externalities and reduce market failure. The higher price of air travel resulting
from the tax may discourage some individuals from flying, leading to a decrease in demand
for air travel and a potential shift towards alternative modes of transportation that have
lower environmental impacts.

Reasons why the Indian government should not increase the tax on airline fuel:

Impact on airlines: Increasing the tax on airline fuel would raise the costs for
airlines, potentially reducing their profits or causing losses. Airlines already face various
other cost pressures, and it may be challenging for them to pass on the increased costs
to consumers due to elastic and price-sensitive demand. This could result in financial
difficulties for airlines, potential job losses, and discourage future investments in the
industry.

Negative impact on tourism: Higher taxes on airline fuel may lead to an increase in
airfare, making air travel more expensive. This could deter tourists from visiting India,
negatively impacting the tourism industry and the overall current account position. Tourism
plays a crucial role in generating foreign exchange, creating employment opportunities, and
stimulating economic growth. Therefore, any negative effects on the tourism sector should
be carefully considered.

Existing high taxation: Airline fuel is already subject to significant taxation in many
countries, including India. Further increasing the tax burden on airline fuel may reach a
point where it becomes challenging to impose additional taxes without disproportionately
burdening the aviation industry or negatively affecting its competitiveness.

Safety considerations: Air travel is generally considered safer than car travel in many
countries. Increasing taxes on airline fuel could potentially lead to a shift from air travel
to road transportation, which may increase the risk of injuries and accidents on the
roads. The government should consider the safety implications and ensure that adequate
infrastructure and safety measures are in place before implementing any significant
changes in the tax policy.

In conclusion, the decision to increase the tax on airline fuel should consider the potential
benefits in terms of revenue generation and addressing market failure, as well as the
potential drawbacks such as increased costs for airlines, potential negative impact on
tourism, existing tax burdens, and safety considerations. A comprehensive analysis of the
economic, environmental, and social implications is necessary to make an informed decision
on this matter.
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1(h) Discuss whether more people will apply to be pilots for Indian airlines in the future.
[6]

There are arguments both in favor of and against the belief that more people will apply to
be pilots for Indian airlines in the future. Let's examine them:

Reasons why more people might apply to be pilots for Indian airlines in the future:

Introduction of new technology: The introduction of new technology in aviation, such
as advanced aircraft systems and automation, may make the job of a pilot easier and more
attractive. This could potentially encourage more individuals to pursue a career as a pilot.

Improved staff training and working conditions: If there are improvements in staff
training programs and working conditions for pilots, it could enhance their skills, motivation,
and job satisfaction. Positive changes in these areas may attract more individuals to
consider a career as a pilot.

6rowth in the airline industry: As the airline industry expands and more routes are
being flown, there is likely to be an increased demand for pilots. This growth may create
more job opportunities for aspiring pilots, potentially leading to an increase in the number
of people applying for pilot positions.

Competitive fringe benefits: Airlines may offer attractive fringe benefits to pilots,
such as travel perks, health benefits, and retirement plans. These additional benefits can
make the profession more appealing and contribute to a higher number of individuals
pursuing a career as a pilot.

Reasons why more people might not apply to be pilots for Indian airlines in the future:

Lack of qualified individuals: Becoming a pilot requires meeting specific education and
training standards. If there is a shortage of qualified individuals or a decline in educational
standards, it may limit the pool of potential applicants for pilot positions.

Increasing training costs and duration: The cost and duration of pilot training can be
significant. If the expenses associated with training increase or the duration of training
becomes longer, it may deter some individuals from pursuing a career as a pilot due to
financial constraints or the extended time commitment.

Attractiveness of alternative occupations: Other occupations may offer higher wages,
better working conditions, or greater job security than being a pilot. If alternative careers
provide more favorable benefits, it could reduce the attractiveness of pursuing a career in
aviation.

Technological advancements: Advances in aviation technology, such as increased
automation and remote piloting, may reduce the demand for pilots in certain roles. This
could limit the job opportunities available and potentially discourage individuals from
pursuing a career as a pilot.

Economic factors and industry changes: Economic factors, such as increased taxation on
airline fuel, can impact the size and profitability of the airline industry. If the industry
contracts or faces financial challenges, it may result in fewer job opportunities for pilots
and diminish the attractiveness of the profession.

Competition from substitute forms of transport: If there are advancements in
alternative modes of transportation, such as high-speed rail or improved road networks, it
may reduce the demand for air travel and, consequently, the need for pilots.

In conclusion, the number of people applying to be pilots for Indian airlines in the
future will depend on various factors. Positive developments such as technological
advancements, improved training, industry growth, and attractive working conditions can
potentially attract more applicants. Conversely, factors such as a lack of qualified
individuals, rising training costs, competition from alternative occupations, technological
changes, economic factors, and shifts in transportation preferences may discourage
individuals from pursuing a career as a pilot. A comprehensive evaluation of these factors is
necessary to assess the potential trends in pilot applications for Indian airlines.

IGCSE Economics 0455 Expert Solutions Solution copyright -smart exam resouces 8


https://www.smartexamresources.com

Job may require workers to be away from their families: The nature of the job
often involves pilots being away from home for extended periods, especially for long-
haul flights. This can create challenges in maintaining family relationships and may
discourage individuals who prioritize being close to their families.

Working hours may be unsociable: Pilots may have irregular and unpredictable
working hours, including overnight flights and shifts that extend into weekends and
holidays. The unsociable working hours may be undesirable for individuals seeking a
more conventional work schedule or those who prioritize spending time with their
families during evenings and weekends.

Perceived risk associated with the job: Some individuals may perceive being a
pilot as a risky profession due to factors such as aircraft accidents, potential
emergencies, or exposure to health risks associated with frequent air travel. The
perceived risk involved in the job may deter individuals who prioritize personal safety
and seek occupations perceived as less risky.

It's important to note that these reasons may vary for individuals based on their
personal preferences, circumstances, and priorities.

APPROVED
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2(a) Define a free good. [2]

A free good is a good that has no opportunity cost and requires no resources or factors
of production to produce, as it is naturally abundant in supply or does not utilize scarce
resources.

2(b) Explain, with examples, the difference between the secondary sector and the
tertiary sector. [4]

The secondary sector refers to the sector of the economy that is involved in
manufacturing and construction activities. It involves the conversion of raw materials or
primary products into finished goods. Examples of the secondary sector include the
automobile industry, where raw materials like steel, rubber, and plastic are transformed
into cars.

On the other hand, the tertiary sector represents the sector of the economy
that is focused on providing services to individuals and businesses. It encompasses a
wide range of services that contribute to the final stage of production or cater to the
needs of consumers. Examples of the tertiary sector include insurance services, where
companies provide coverage and protection against various risks to individuals or
businesses.

In summary, the primary difference between the secondary sector and the
tertiary sector lies in their respective activities. The secondary sector involves the
physical transformation of raw materials into finished goods, while the tertiary sector is
concerned with providing services to meet the demands of consumers or support the
production process.

2(c) Analyse, using a production possibility curve (PPC), the effect of an increase in the
quality of its resources on an economy. [6]

oa | APPROVED
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When considering the effect of an increase in the quality of resources on an economy
using a Production Possibility Curve (PPC), we can observe the following:

Initially, the PPC is drawn as a downward-sloping curve or line, representing the
maximum combination of two goods that can be produced with the given quantity and
quality of resources in the economy.

With an increase in the quality of resources, a new PPC is drawn parallel to the
initial curve but located at a higher point along the axes. This shift is indicated by an
arrow or letter to denote the change.

The analysis of this shift in the PPC due to the increase in resource quality involves
understanding the impact on productivity and the economy as a whole. The better quality
resources result in increased productivity, as they enable more efficient production
processes and higher output levels.

As|scseRédnories 0265 rxBEY SAdHROdUC SOl EcaY Bt BmbrtR&EnPiEsBGads within fihe given
quantity of resources. This leads to an expansion of the economy's productive potential or
capacity, ultimately contributing to economic growth.
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2(d) Discuss whether or not a fall in a country's birth rate will benefit an economy. [8]
Here's a more detailed elaboration on the potential benefits and drawbacks of a fall in a
country's birth rate on the economy:

Why it might benefit the economy:

Reducing the number of dependents: A lower birth rate means fewer children and elderly
individuals who rely on the working-age population for support. This can reduce the financial
burden on the working population, allowing them to allocate more resources towards productive
activities such as investments, entrepreneurship, and innovation. With fewer dependents,
there is greater potential for saving and investment, which can contribute to economic growth.

Increased labor force participation and productivity: When the birth rate falls, fewer
workers need to take time away from work for childcare responsibilities. This can result in
higher labor force participation rates and increased productivity. With more workers actively
engaged in the labor market, there is a larger pool of human capital available to drive
economic activity and output.

Resource allocation for economic growth: The resources that would have been used for
childcare and education can be redirected towards investments in infrastructure, healthcare,
and other sectors that foster economic growth. This can lead to improved physical and social
infrastructure, better healthcare systems, and enhanced education and skills development, all
of which contribute to long-term economic progress and higher living standards.

Reduced pressure on the environment: A lower birth rate can help alleviate pressure on
the environment and natural resources. With a smaller population size and reduced
consumption levels, there is less strain on finite resources, leading to a more sustainable use
of natural resources and a lower ecological footprint.

Moving towards the optimum population: A fall in the birth rate can facilitate a transition
towards an optimum population size, where the number of people aligns with available
resources and environmental sustainability. This can result in a more balanced and harmonious
relationship between population, resources, and the environment, fostering long-term economic
stability.

Why it might not benefit the economy:

Smaller labor force: In the longer term, a decline in the birth rate can result in a
smaller labor force. This can pose challenges in terms of maintaining productivity, filling job
vacancies, and meeting the demands of a growing economy. It may necessitate policies to
promote workforce participation, attract skilled migrants, or enhance labor productivity
through technology and automation.

Reduced labor mobility: A lower birth rate may also reduce labor mobility as individuals
may be less willing to relocate for work opportunities when they have fewer children to
consider. This can result in regional disparities in labor supply and demand, potentially
affecting the distribution of economic activities and growth across different areas.

Aging population: A decline in the birth rate can lead to an aging population, where a
larger proportion of the population is comprised of older individuals. This can increase the
demand for healthcare services, retirement benefits, and social support systems, putting
pressure on government budgets and potentially affecting economic sustainability. Adequate
policies and programs need to be in place to address the needs of an aging population and
ensure fiscal sustainability.

Potential market size reduction: A lower birth rate can reduce the size of the domestic
market. With fewer consumers in the population, there may be a decline in demand for goods
and services, which can affect businesses and economic growth. This may necessitate a
greater focus on international trade and export-oriented strategies to compensate for the
smaller domestic market.

..... continued
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In conclusion, a fall in a country's birth rate can have both positive and negative
implications for the economy. While it can bring benefits such as reducing dependents,
increasing labor force participation and productivity, reallocating resources for growth,
and promoting environmental sustainability, it may also pose challenges such as a smaller
labor force, reduced labor mobility, an aging population, and potential market size
reduction. Effective policy measures and proactive planning are crucial to maximize the
benefits and mitigate the drawbacks associated with changes in the birth rate.

APPROVED
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3(a)Identify two determinants of price elasticity of supply.

two determinants of price elasticity of supply are , ability to store and the level of stocks
You could add any belowe to your answer:

- perishability / production time / level of spare capacity / cost of altering supply
- time period under consideration / short/long run

3(b) Explain two advantages to an economy of ending child labour. [4]
Ending child labor can bring several advantages to an economy. Here is a detailed
explanation of the potential benefits:

Enable children to be educated: Ending child labor allows children to access
education. Education equips them with knowledge, skills, and abilities, raising their
productivity and expanding their future employment opportunities. Educated individuals
contribute to higher productivity levels, innovation, and economic growth in the long run.
Additionally, increased literacy rates lead to a more informed and engaged citizenry,
fostering social development and economic progress.

Improve children's health: Child labor often exposes children to hazardous working
conditions and deprives them of proper healthcare. Ending child labor ensures that children
can prioritize their health and well-being. Improved access to healthcare services, nutrition,
and sanitation can lead to healthier individuals, reducing healthcare costs and increasing
overall productivity. Moreover, healthier individuals have higher life expectancies, leading to
an increase in the productive years of the workforce and ultimately raising living standards.

[More advantages are explained below]

Reduce the cycle of poverty: Ending child labor helps break the cycle of poverty.
When children are engaged in labor, they are deprived of the opportunity to acquire the
skills and education necessary for higher-paying jobs. By providing them with the chance to
receive proper education, they gain the potential to secure higher-skilled and better-paying
employment in the future. Breaking the cycle of poverty contributes to social mobility and
reduces income inequality within society.

Raise wages: Child labor often results in a large supply of cheap labor, which can drive
down wages for both children and adult workers. Ending child labor reduces the supply of
cheap labor, leading to a tightening of the labor market. With reduced competition from
child workers, wages are likely to increase, providing better income opportunities for
workers and improving living standards for families. Higher wages also contribute to
increased consumer spending, stimulating economic growth.

Remove international bans and attract foreign tourists: Many countries have imposed
international bans on goods produced through child labor. By ending child labor, a country
can comply with these bans, opening up opportunities for international trade and attracting
foreign investments. Additionally, ending child labor improves the country's image and
reputation, making it more attractive to foreign tourists. Increased international trade and
tourism contribute to economic growth, job creation, and the generation of foreign
exchange.

Increase job opportunities for adults: Ending child labor creates job opportunities for
adults. When children are engaged in labor, they may occupy positions that could otherwise
be filled by adult workers. By removing child labor, adults have a greater chance to secure
decent and productive employment. This reduces unemployment rates, increases workforce
participation, and contributes to overall economic stability.

In conclusion, ending child labor brings multiple advantages to an economy. It enables
children to receive education, improves their health and well-being, breaks the cycle of
poverty, raises wages, complies with international bans, attracts foreign tourists, and
increases job opportunities for adults. These benefits contribute to long-term economic
growth, improved living standards, and a more sustainable and inclusive society.
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3(c)Analyse how average cost can change as output increases.  [6]

As output increases, the average cost of production can change in different ways. Here is
an analysis of how average cost can be influenced:

Economies of scale leading to falling average costs: As output increases, a firm
may benefit from economies of scale, resulting in a decrease in average costs. Economies
of scale occur when a firm experiences cost advantages as it expands its production. For
example, a financial economy of scale can be observed in the banking industry. Banks can
offer lower interest rates on loans to larger firms, reducing their cost of borrowing. This
lower cost of capital contributes to lower average costs for firms, enabling them to
produce goods or services more efficiently.

Another example is a buying economy of scale, where firms can purchase inputs in bulk
and receive discounts. By buying larger quantities of raw materials or components, firms
can reduce their average costs per unit, leading to cost savings.

Spreading fixed costs over larger output: Higher levels of output allow fixed costs

to be spread over a larger production quantity. Fixed costs, such as rent, equipment, and
infrastructure, do not change with the level of production. When output increases, the
fixed costs are divided among a greater number of units, reducing average fixed costs.
This spreading effect can contribute to a decrease in average costs.
However, whether average total cost will fall depends on the relationship between average
fixed cost and average variable cost. If the reduction in average fixed cost is greater
than any increase in average variable cost, then average cost will decrease. If the
increase in average variable cost outweighs the reduction in average fixed cost, average
cost may rise.

Diseconomies of scale leading to rising average costs: On the other hand, as output
continues to increase, a firm may experience diseconomies of scale, resulting in higher
average costs. Diseconomies of scale occur when the firm faces increasing costs per unit
as it grows beyond a certain point. One example is a managerial economy of scale. As an
organization becomes larger, it can become more challenging to maintain control and
coordination, leading to more mistakes and poor decision-making. These inefficiencies
increase average costs. Another example is poor labor relations. As an organization
grows, there may be a lack of contact between workers and managers, which can lead to
issues such as reduced productivity, conflicts, and even strikes. These disruptions in labor
relations increase average costs for the firm.

In conclusion, as output increases, average costs can change due to economies of
scale or diseconomies of scale. Economies of scale can lead to falling average costs by
taking advantage of cost advantages, spreading fixed costs, or buying in bulk. Conversely,
diseconomies of scale can result in rising average costs due to inefficiencies or labor-
related issues. The specific impact on average costs will depend on the nature of the
industry, the firm's operations, and the ability to manage and control the growing
organization.

APPROVED
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3(d) Discuss whether or not an economy would benefit from allocating more of its resources
to agriculture. [8]

When considering whether allocating more resources to agriculture would benefit an economy,
there are several factors to consider:
Why it might benefit:

Specialization and efficiency: Allocating more resources to agriculture may lead to
increased specialization, allowing for greater efficiency in production. This specialization can
result in higher agricultural output, increased exports, and potentially improved productivity
within the sector.

Improving the current account: By expanding agricultural production and reducing the
reliance on imports for food, an economy may experience an improvement in its current
account balance. This can be advantageous for the overall balance of payments and reduce
the need for foreign currency to purchase essential food items.

Reduced reliance on other countries: Increasing domestic agricultural production can
decrease a country's dependence on other nations for basic necessities. This can enhance
food security and reduce vulnerability to supply disruptions or price fluctuations in the
international market.

Maintenance of health and safety standards: Focusing on the agricultural sector can
facilitate the implementation and enforcement of health and safety regulations. This ensures
the production of safe and quality food products, protecting consumer health and maintaining
public trust in the agricultural industry.

Employment opportunities: Agriculture is often a labor-intensive sector, particularly in
developing countries. Allocating more resources to agriculture can help reduce unemployment
by creating jobs in rural areas and providing livelihood opportunities for a significant portion
of the population.

Why it might not benefit:

Relatively low wages: The agricultural sector is known for relatively low wages compared
to other industries. Allocating more resources to agriculture may not contribute significantly
to raising overall income levels or reducing income inequality in the economy.

Fluctuations in agricultural output: The supply of agricultural products can be highly
influenced by weather conditions, leading to production fluctuations and potentially impacting
food availability and prices. Dependence on agriculture as a primary sector can make the
economy more susceptible to these fluctuations.

Opportunity cost of resources: Allocating more resources to agriculture means diverting
resources away from other sectors such as manufacturing or services. This opportunity cost
should be carefully considered, as the demand for manufactured goods and services tends to
increase as income levels rise.

Water consumption: Agriculture is a water-intensive industry, and allocating more
resources to agriculture may further strain water resources. This can pose challenges in
regions where water scarcity is already a concern and may require careful management and
sustainable practices.

In conclusion, the benefits of allocating more resources to agriculture include
specialization, improved current account, reduced import dependency, health and safety
standards, and potential employment opportunities. However, potential drawbacks include
relatively low wages, fluctuations in agricultural output, opportunity cost in other sectors,
and increased water consumption. The decision to allocate resources to agriculture should be
made considering the specific circumstances and priorities of the economy, balancing the
potential benefits and challenges associated with such a choice.
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4(a) Identify two of the three resource allocation decisions.
Two of the three resource allocation decisions. include:

+ what to produce

* how to produce

Also,, you could include:

- who to produce for

4(b)Explain two reasons why households may save less even though their income has i
ncreased. [4]

Fall in the rate of interest: When the interest rate is low, the return on savings
is reduced. This means that households earn less interest on their savings, making saving
less attractive compared to spending or borrowing. As a result, households may choose to
spend their increased income rather than save it.

Inflation: Inflation refers to the general increase in prices over time. When there
is high inflation, the purchasing power of money decreases. In other words, the same
amount of money can buy fewer goods and services in the future. In this situation,
households may prefer to spend their income immediately to avoid the risk of prices rising
further. This reduces the real rate of return on savings and can discourage saving.

Increased confidence about the future: If households have a positive outlook on
their future financial situation, they may feel more secure and have fewer concerns
about unforeseen expenses or a decline in income. This increased confidence can lead to a
lower motivation to save for potential hard times, as households believe they will be able
to handle any financial challenges without relying heavily on savings.

Fall in range, number, or reliability of financial institutions: If there is a decrease
in the availability or reliability of financial institutions, such as banks, credit unions, or
investment firms, households may have limited options for safe places to save their
money. This can make households less inclined to save, as they may not feel confident in
the security of their savings or have access to attractive savings products.

Greater consumption opportunities: When there are new products available in the
market or when prices of goods and services decrease, households may be tempted to
increase their consumption and enjoy a higher standard of living. This increased
consumption can result in less money being allocated to savings, as households prioritize
immediate gratification and the enjoyment of new opportunities or improved amenities.

Increase in taxes: If there is a rise in taxes, households may experience a decrease
in their disposable income. With less money available after taxes, households may find it
more challenging to save as much as they did before, especially if they need to allocate a
larger portion of their income to cover their tax obligations.

Rise in family size: An increase in family size typically leads to higher household
expenses. Additional dependents, such as children or elderly relatives, can create
financial obligations that reduce the amount of disposable income available for saving. In
such situations, households may prioritize meeting the needs of their larger family and
allocate less money towards savings.

Rise in debt: If households have accumulated debt, such as mortgages, car loans, or
credit card debt, they may need to allocate a significant portion of their income to
repayments. This can limit the amount of money available for savings, as households
prioritize debt reduction over saving for the future.

Change in social attitudes: Social attitudes towards saving can change over time,
influenced by factors such as generational differences or shifts in cultural norms. For
example, younger generations may prioritize experiences and immediate gratification over
long-term saving. Changes in social attitudes can impact saving behavior and lead to
households saving less, even with an increase in income.

It's important to note that these factors are not exhaustive, and individual households
may have unique circumstances and motivations that influence their saving behavior.
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4(c) Analyse how a trade union may benefit its members.  [6]

A trade union can benefit its members in several ways:

Negotiating better wages and working conditions: One of the primary functions of
a trade union is to negotiate with employers on behalf of its members. Through
collective bargaining, trade unions can secure higher wages, improved working
conditions, and better fringe benefits for their members. For example, a trade union
may negotiate for increased hourly rates, shorter working hours, paid leave, or
improved safety measures in the workplace.

Settling disputes and protecting workers' rights: Trade unions play a vital role in
settling disputes between employers and employees. They can mediate conflicts and
advocate for workers' rights, ensuring fair treatment and preventing any exploitation
or unfair practices by employers. This can involve addressing issues related to changes
in working practices, disciplinary actions, or unfair dismissals.

Protecting employment and negotiating redundancy terms: Trade unions aim to
safeguard the employment of their members. They work to prevent job losses by
negotiating job security measures, such as implementing policies against arbitrary
layoffs or advocating for fair redundancy terms in cases where job cuts are
unavoidable. This can provide a sense of security and stability for workers, especially
during times of economic uncertainty or industry restructuring.

Influencing government policies: Trade unions have the power to influence
government policies through lobbying and advocacy efforts. They can put pressure on
the government to enact labor-friendly regulations, such as raising the national
minimum wage, improving workers' rights, or reducing the retirement age. By actively
participating in policy discussions and engaging with lawmakers, trade unions can shape
legislation that benefits their members and the broader workforce.

Providing additional benefits and services: In some countries, trade unions go
beyond their traditional role of representation and negotiation. They offer various
benefits and services to their members, such as access to training programs, career
development opportunities, legal assistance, or healthcare schemes. These additional
benefits aim to support workers' well-being, enhance their skills, and improve their
overall quality of life.

It's important to note that the effectiveness and outcomes of trade unions can
vary depending on factors such as the legal framework, the strength of the union, the

industry, and the overall economic context.
APPROVED
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4(d)Discuss whether or not a fall in its foreign exchange rate will improve a country's
macroeconomic performance. [8]

A fall in a country's foreign exchange rate can have both positive and negative impacts
on its macroeconomic performance.

Why it might improve macroeconomic performance:

Export price competitiveness: A lower exchange rate can make a country's
exports more price competitive in international markets. This can lead to an increase in
demand for exports, boosting export revenue and potentially improving the trade
balance. Additionally, a fall in import prices can make domestically produced goods
relatively cheaper compared to imported goods, stimulating domestic consumption and
reducing import expenditure.

Increased domestic output and economic growth: The improved competitiveness
of exports and the shift towards domestically produced goods can stimulate domestic
production. This can lead to an increase in output and economic growth as domestic
industries expand to meet the higher demand for their products.

Employment and unemployment: The expansion of domestic industries and
increased demand for exports can create job opportunities and reduce unemployment.
This can have positive effects on income levels, consumer spending, and overall economic
activity.

Current account balance: A depreciation of the exchange rate can help reduce
a current account deficit or increase a current account surplus. By making exports
relatively cheaper and imports relatively more expensive, the trade balance can improve,
contributing to a more favorable current account position.

Foreign investment: A lower exchange rate can make a country's assets and
investments appear cheaper for foreign investors. This may attract foreign investment
as investors perceive an opportunity to acquire assets at a lower cost, potentially leading
to increased capital inflows and economic activity.

Why it might not improve macroeconomic performance:

Inflationary pressures: A depreciation of the exchange rate can lead to higher
import prices for capital goods and raw materials, increasing production costs. This
cost-push inflation can erode the benefits gained from export competitiveness and
reduce the purchasing power of domestic consumers.

Demand-pull inflation: If the economy is already operating close to full capacity,
an increase in aggregate demand resulting from a fall in the exchange rate can lead to
demand-pull inflation. This can occur if the increase in domestic spending outpaces the
capacity of the economy to produce goods and services.

Inelastic demand for exports and imports: If the demand for exports and imports is
relatively insensitive to changes in price (inelastic), a depreciation of the exchange rate
may not significantly boost export revenue or reduce import expenditure. In such cases,
the country may benefit more from a rise in the exchange rate, which would make
imports cheaper and reduce inflationary pressures.

Trade restrictions: The effectiveness of a depreciated exchange rate in improving
export performance can be limited if other countries impose trade restrictions or
barriers, making it difficult for the country to export more products.

Investor confidence: A significant fall in the exchange rate may raise concerns
about a country's economic stability and future prospects. This can discourage foreign
investment as investors may perceive increased exchange rate volatility and a higher risk
of economic instability.

It's important to consider that the impact of a fall in the foreign exchange rate
on macroeconomic performance can be influenced by various factors such as the
country's economic structure, the degree of openness to trade, the inflationary
environment, and the responsiveness of domestic industries and consumers to exchange
rate changes.
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5(a) Identify two ways a government could reduce income inequality. [2]
The two ways a government could reduce income inequality could be:

* progressive taxation

- state benefits

[You may also include any of the following in your answer]
- spending on state education / training

- spending on state healthcare APPROVED

* equal pay legislation By Smart Edu Hub at 6:51 pm, May 26, 2023
* minimum wage
5(b) Explain two advantages of a market economic system. [4]

Advantages of a market economic system:

Consumer sovereignty: In a market economy, consumers have the power to determine
what goods and services are produced through their purchasing decisions. Producers respond
to consumer demand and allocate resources accordingly, ensuring that the production of
goods and services aligns with consumer preferences.

Low prices: Market competition drives producers to offer goods and services at
competitive prices. The presence of multiple producers offering similar products encourages
price competition, which benefits consumers by keeping prices affordable.

High quality: In a market economy, producers are motivated to innovate and improve the
quality of their goods and services. The desire to attract consumers and gain a competitive
edge pushes businesses to invest in research and development, leading to the production of
higher quality products.

Consumer choice: Market economies provide consumers with a wide range of choices. Due
to the competitive nature of the market, producers strive to differentiate their products
to attract customers. This results in a diverse range of products and services available to
consumers, allowing them to select options that best suit their preferences and needs.

Greater efficiency: The profit motive in a market economy drives businesses to operate
efficiently and minimize costs. Producers have an incentive to optimize resource allocation,
improve production processes, and innovate to increase profitability. This pursuit of
efficiency leads to the most effective use of resources, maximizing overall economic output.

Automatic adjustment to changes in demand and supply: In a market economy, prices
act as signals that reflect changes in demand and supply. When demand for a particular
product or service increases, prices rise, signaling producers to increase production to meet
the higher demand. Conversely, if demand decreases, prices fall, indicating producers to
reduce output. This automatic adjustment mechanism ensures that resources are allocated
efficiently based on changing market conditions.

Quick response to changes in demand and supply: The price mechanism in a market
economy facilitates a quick response to changes in demand and supply. When there is an
increase in demand, prices rise, encouraging producers to increase supply. Similarly, if
there is a decrease in demand, prices fall, prompting producers to adjust their production
levels accordingly. This responsiveness helps to maintain a balance between supply and
demand, preventing significant shortages or surpluses.

Increased consumer satisfaction: The combination of consumer sovereignty, low prices,
high quality, and choice results in greater consumer satisfaction. Market economies
prioritize meeting consumer preferences and providing value for money. As a result,
consumers have the freedom to choose from a variety of products, enjoy competitive
prices, and benefit from quality improvements over time.

It's important to note that while market economies offer several advantages, they also
have limitations and challenges, such as income inequality, market failures, and the need
for appropriate regulations to address externalities and ensure fair competition.
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5(c)Analyse why life expectancy may decrease. [6]
Analysis of reasons for a decrease in life expectancy:

Fall in incomes: A decrease in incomes can lead to lower living standards and
reduced access to basic necessities, including healthcare, nutritious food, and safe living
conditions. This can result in poorer health outcomes and ultimately contribute to a
decrease in life expectancy.

Reduction in healthcare: Limited access to healthcare services, including
medication and medical facilities, can have a detrimental effect on health outcomes.
Without proper healthcare, individuals may face difficulties in managing chronic conditions,
receiving timely treatment, and preventing or addressing illnesses, leading to a decline in
life expectancy.

Reduction in education: A decrease in education levels can impact people's health
behaviors and choices. Lower levels of education may result in individuals adopting less
healthy lifestyles, such as increased smoking, poor dietary habits (e.g., consuming "junk
food"), and reduced physical activity. These factors can contribute to various health
issues and a shorter life expectancy.

Rise in poor nutrition/malnutrition: Inadequate access to nutritious food can lead to
malnutrition and related health problems. Both undernutrition and overconsumption of low-
quality food can impact physical and cognitive development, weaken the immune system,
and increase the risk of chronic diseases, ultimately affecting life expectancy.

More pollution: Exposure to high levels of pollution, including air and water pollution,
can have adverse health effects. Prolonged exposure to pollutants can increase the risk of
respiratory diseases, cardiovascular problems, and other illnesses, thereby decreasing life
expectancy.

Spread of new diseases/pandemics, wars/civil unrest: Emergence of new diseases,
pandemics, or widespread conflicts can significantly impact life expectancy. These
situations often disrupt healthcare systems, lead to inadequate access to medical
resources, and create unstable living conditions, resulting in higher mortality rates and a
decrease in life expectancy.

Climate change and natural disasters: Climate change can contribute to an increase
in natural disasters such as hurricanes, floods, and droughts. These events can cause
significant damage to infrastructure, disrupt healthcare services, displace populations, and
increase the risk of injury and disease outbreaks, thereby impacting life expectancy.

Poor working conditions/dangerous jobs: Occupations with poor working conditions or
high levels of occupational hazards can lead to increased sickness, accidents, and injuries.
Workers in such jobs may face higher mortality rates and a shorter life expectancy due
to the adverse effects of their working conditions on their health.

It is important to address these factors through appropriate policies and
interventions to mitigate their impact and improve overall population health and life

expectancy.
APPROVED

By Smart Edu Hub at 6:51 pm, May 26, 2023
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5(d) Discuss whether or not supply-side policy measures can reduce inflation. [8]
Supply-side policy measures refer to government actions aimed at improving the
productive capacity and efficiency of the economy. Let's analyze whether these
measures can reduce inflation:

Why supply-side policies might reduce inflation:

Increase in total supply: Supply-side policies that focus on improving productivity,
such as education and training programs, can lead to an increase in total supply. By
enhancing the skills and knowledge of the workforce, productivity improves, reducing
production costs. This increase in total supply can help alleviate cost-push inflation,
where rising production costs lead to higher prices.

Allowance for increased demand without inflation: Effective supply-side policies can
stimulate economic growth by removing barriers to production and investment. This
enables total demand to increase without causing inflationary pressures. When the
economy's productive capacity expands, it can meet higher demand levels without leading
to excessive price increases.

Labour market reforms: Supply-side policies aimed at labor market reforms, such
as reducing trade union power or implementing flexible labor market regulations, can
influence wage growth. By curbing excessive wage increases, these policies can help
control cost-push inflationary pressures.

Lower production costs through subsidies: Supply-side policies may include providing
subsidies to certain industries or sectors. These subsidies can help lower production
costs, making goods and services more affordable. By reducing costs, inflationary
pressures can be mitigated.

Why supply-side policies might not reduce inflation:

Privatization and competition: While privatization is often seen as a supply-side
policy, its impact on reducing inflation can be limited. Privatization does not always
guarantee increased competition, which is necessary to drive down prices. In some cases,
privatized industries may lack effective competition, resulting in limited price reductions.

Time lags and limited demand: Education and training programs designed to enhance
human capital and productivity can take time to yield results. Additionally, these
programs may focus on areas that are not immediately in demand, resulting in a time lag
before their impact is felt. This can limit their effectiveness in reducing inflation in the
short term.

Simultaneous demand and supply effects: Certain supply-side measures, such as
cuts in income taxes, can have both demand and supply effects. While they may
stimulate economic growth and increase supply, they can also lead to higher total
demand, potentially fueling inflationary pressures.

Resource limitations: Supply-side policies may face limitations in increasing
productive capacity due to resource constraints. For example, if there is limited
availability of land or scarce resources like oil, supply-side measures alone may not be
sufficient to reduce inflation caused by rising raw material prices.

Inflation is a complex economic phenomenon influenced by various factors beyond the
scope of supply-side policies alone. A comprehensive approach that considers both
demand-side and supply-side factors, as well as monetary policy measures, is often
necessary to effectively manage and reduce inflationary pressures in an economy.

APPROVED

By Smart Edu Hub at 6:51 pm, May 26, 2023
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