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Instructions:

Attempt any 2 questions

1.

2.

Traffic congestion is a problem in many cities. Among the possible ways of reducing congestion
are allocating more resources to building roads, taxing petrol and subsidising bus travel.

(a) Describe how resources are allocated in a market economy. [3]
(b) Explain why the social costs of car use are greater than the private costs. [4]

(¢) Using a demand and supply diagram, analyse the effect of a tax on petrol on the market for
petral. [5]

(d) Discuss whether bus travel should be subsidised. [8]

A government decides to increase the number of schools it operates, leading to an increase in the
demand for teachers. At the same time, the government decides to increase the qualifications that
a person needs to have to become a teacher.

{(a) Using a demand and supply diagram, analyse the effect of these two decisions on the
equilibrium wage rate and the equilibrium quantity of teachers. [6]

{b) Describe why the earnings of teachers can change over a period of time. 4]

{c) Consider whether teachers working in the private sector and in the public sector are likely to
receive different earnings. [4]

(d) Discuss whether highly-paid teachers are likely to spend more and borrow more than less
well-paid teachers. [6]
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3. A company produces cigarettes which it believes have a low price elasticity of demand.
(a) Explain what is meant by price elasticity of demand. [4]

(b) How might knowledge of price elasticity be of use to a producer? [6]

(c) Sometimes governments do not provide goods and services but they still influence the
activities of private firms. Analyse how they might do this. [10]
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