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Answers and commentaries

This resource is to be used alongside the A-level Economics Paper 1 Markets and Market

Failure, June 2022 question paper and inserts.

Context 1

Question 3
Extract C (lines 4-5) states that, as a result of trade union action, ‘The hospital trust increased
their £8.21 minimum wage to the London Living Wage of £10.75.

With the help of a diagram, analyse how a trade union might achieve higher pay for its
members.
[9 marks]

Mark scheme
Below is the levels of response marking grid which should be used to mark the 9 mark
questions.

Level of

Response: Max 9 marks
response

is well organised and develops one or more of the key
issues that are relevant to the question

e shows sound knowledge and understanding of relevant
economic terminology, concepts and principles

e includes good application of relevant economic
3 principles and/or good use of data to support the 7-9 marks
response

e includes well-focused analysis with a clear, logical chain
of reasoning

e includes a relevant diagram that will, at the top of this
level, be accurate and used appropriately.

e includes one or more issues that are relevant to the
question

2  shows reasonable knowledge and understanding of 4-6 marks
economic terminology, concepts and principles but
some weaknesses may be present
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e includes reasonable application of relevant economic
principles and/or data to the question

e includes some reasonable analysis but it might not be
adequately developed and may be confused in places

e may include a relevant diagram.

e isvery brief and/or lacks coherence

e shows some limited knowledge and understanding of
economic terminology, concepts and principles but
some errors are likely

e demonstrates very limited ability to apply relevant

o . 1-3 marks
economic principles and/or data to the question

e may include some very limited analysis but the analysis
lacks focus and/or becomes confused

e may include a relevant diagram but the diagram is not
used and/or is inaccurate in some respects.

Suggested diagram

A labour market diagram is expected, showing how trade unions can negotiate for a higher
wage than that prevailing in an otherwise competitive labour market. However, other
appropriate diagrams should be given credit, for example a diagram showing the impact of a
trade union negotiated wage in a monopsonistic labour market (such as the market for
hospital workers in the UK), or a diagram showing a labour supply curve shifted to the left.

Wage

L
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Qryy Q- Employment
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Relevant issues include:

e definitions of trade union and pay

e explanation of the diagram, showing impact of higher wage and comparison with non-
unionised wages. Analysis of impact on employment is not expected

e how a union may engage in collective bargaining for the benefit of its members

e explanation of types of actions taken by unions, such as strikes, work-to-rule, litigation,
media campaigning, and how they can lead to higher negotiated pay settlements

e how a union may act as a monopoly supplier, or at least have some degree of monopoly
power in the labour market

e use of extracts (particularly Extract C) in explaining how unions have acted to protect the
interests of workers and secured higher pay.

Student responses
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This is a Level 3 response

This is a relatively high value response. The response is well organised and shows sound
knowledge and understanding. It includes some good application of economics to the
context, though there is little use of the data to support. There is some well-focused
analysis with a clear and logical chain of reasoning.

The student begins with an explanation of a trade union and its purpose. This is further
developed as they analyse the collective bargaining power of the trade union. There is a
brief reference to the ‘UVW union’ used in the extracts, but the context could have been
developed further.

The student includes an accurately drawn labour market diagram which shows the
increase in the wage. It might have shown the quantity coordinates at the higher wage, but

this was not a focus of the question. The diagram is effectively integrated into the
response.

Overall, this is ‘just about’ a Level 3 response. The student shows good understanding, but
the analysis and context could have been slightly more developed.

7 marks
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Response B
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This is a Level 2 response

This is a medium value response. The response includes issues that are relevant to the
question. The student shows reasonable knowledge and understanding. There is
reasonable application of relevant economics to the context, including good use of the
data in the extracts. There is some reasonable analysis, but the diagram is very weak.

The student begins with a detailed explanation of a trade union and its purpose. This is

supported by plenty of data from the extracts and leads into some reasonable analysis,
which generally show good understanding of the issues posed by the question.

However, the response is spoiled by the diagram that follows. The intention is to show a
labour market diagram, but none of the curves are labelled. The value of the analysis
below the diagram is diminished as a result.

6 marks
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Question 4

Extract B (lines 16-18) states that, ‘Gig economy defenders claim that today’s flexible labour
markets offer modern workers the opportunity to move freely between jobs and this gives
them more choice over their working hours.’

Assess the view that government intervention in the UK labour market is necessary to protect
the interests of people who are working in the gig economy.

Mark scheme
Below is the levels of response marking grid which should be used to mark the 25 mark

questions.

[25 marks]

Level of
response

Response:

Max 25
marks

Sound, focused analysis and well-supported evaluation that:

is well organised, showing sound knowledge and understanding
of economic terminology, concepts and principles with few, if any,
errors

includes good application of relevant economic principles to the
given context and, where appropriate, good use of data to
support the response

includes well-focused analysis with clear, logical chains of
reasoning

includes supported evaluation throughout the response and in a
final conclusion.

21-25
marks

Sound, focused analysis and some supported evaluation that:

is well organised, showing sound knowledge and understanding
of economic terminology, concepts and principles with few, if any,
errors

includes some good application of relevant economic principles
to the given context and, where appropriate, some good use of
data to support the response

includes some well-focused analysis with clear, logical chains of
reasoning

includes some reasonable, supported evaluation.

16-20
marks
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Some reasonable analysis but generally unsupported evaluation
that:

focuses on issues that are relevant to the question, showing
satisfactory knowledge and understanding of economic
terminology, concepts and principles but some weaknesses may
be present

includes reasonable application of relevant economic principles
to the given context and, where appropriate, some use of data to
support the response

includes some reasonable analysis but which might not be
adequately developed or becomes confused in places

includes fairly superficial evaluation; there is likely to be some
attempt to make relevant judgements but these aren’t well-
supported by arguments and/or data.

11-15
marks

A fairly weak response with some understanding that:

includes some limited knowledge and understanding of economic
terminology, concepts and principles is shown but some errors
are likely

includes some limited application of relevant economic principles
to the given context and/or data to the question

includes some limited analysis but it may lack focus and/or
become confused

includes some evaluation which is weak and unsupported.

6-10
marks

A very weak response that:

includes little relevant knowledge and understanding of economic
terminology, concepts and principles

includes application to the given context which is, at best, very
weak

includes attempted analysis which is weak and unsupported.

1-5
marks
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Areas for discussion include:

explanation of the gig economy and the difference between terms of employment in the
gig economy and standard employment

discussion of the emerging trends that have contributed to the rise of the gig economy,
such as technological progress and online commerce

what is meant by the ‘interests of people who are working in the gig economy’
discussion of the reasons why some roles/industries are more likely to arise in the gig
economy than others

the benefits of gig economy work to the individual, such as: flexibility over hours, ease of
switching between jobs, autonomy from having no supervising manager

the costs of gig economy work to the individual, such as lower pay and fewer non-wage
benefits (for example pension, health insurance, maternity benefits)

analysis of why wages may be lower and working conditions worse in the gig economy
than in the formal sector

benefits and costs of the gig economy to firms and the wider economy, such as greater
labour mobility, lower costs of production, economic efficiency

discussion of the impact of the pandemic on the gig economy

discussion of possible policies, such as legislation, raising minimum wages, guaranteeing
minimum hours for all roles, redefining gig economy workers as ‘employed’ rather than
‘self-employed’

the argument that the need for government intervention is reduced by the existence and
growth of trade unions representing gig economy workers

the argument that the need for government intervention is reduced by the fact that some
firms in the gig economy are improving conditions for their workers anyway

use of examples

market failure arguments

government failure arguments.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses
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This is a Level 5 response

This is a high value response. This is a well organised response, and the student
demonstrates sound knowledge and understanding. There is good application of relevant
economics to the context and very effective use of the data in the extracts to support
arguments. There is well-focused analysis with clear, logical chains of reasoning. There is
supported evaluation throughout the response and in the conclusion.

The student begins with a good introduction regarding the ‘gig’ economy, and a tentative
evaluative comment suggesting it is likely that the government will need to intervene.

The student includes a labour market diagram illustrating a minimum wage for ‘ride-
sharing workers'. The subsequent analysis effectively combines both the diagram and data
from the extracts, plus some evaluative comments, to support the argument for
intervention. As a counter, they include more data and evaluation to suggest that gig
economy workers ‘...willingly accept poorer protection in exchange for greater flexibility.’
Here, they might have explicitly linked backed to the question to reinforce their argument.

Next, the student includes two labour market diagrams for ‘delivery drivers’ and ‘ride
drivers'. In the analysis that follows they suggest that government intervention may not be
required as the gig economy allows for more labour-market efficiency and improved
mobility of labour. As before, one of the diagrams and data from the extracts are
successfully integrated into the response, to help build the analysis and evaluation. The
student ends this section effectively by using their own example of a ‘medical platform’
which maintains the context, and counters the preceding argument.

Finally, the student offers their overall judgement suggesting that ‘...the government
should intervene to a limited extent... They suggest how and why, and the evaluation is
fully supported by the conclusion itself and the earlier analysis and data.

Overall this is a sophisticated response, it is written completely in context, and properly
answers the question set.

23 marks
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This is a Level 3 response

This is a medium value response. The response focuses on issues that are relevant to the
question, and the student shows satisfactory knowledge and understanding. There is
reasonable application of relevant economics to the context and use of the data in the
extracts to support it. There is some reasonable analysis, but this is not adequately
developed. There is some fairly superficial evaluation, but judgements are not well-
supported by arguments or data.

The student begins with a couple of definitions. However, the first ‘government failure’is a
questionable choice, it's not obviously relevant and there is no further reference to it in the
whole of the response. The second ‘market failure’ is relevant, but the student does not
return to this either.

In the next paragraph the student offers the argument that government intervention is
necessary. They include an appropriate prompt from the data in support, but the
subsequent analysis could be more developed. There is a line of evaluation to complete the
paragraph.

In the following paragraph the student suggests how this may be achieved. As before they
use a prompt from the data to support, but there is very little analysis and the evaluation is
quite repetitive.

The next section begins with an evaluative comment regarding the success of any
government intervention. The student effectively integrates an accurately drawn labour
market diagram and assesses the drawbacks of implementing a minimum wage for gig
workers. They provide a counter to this at the end of the paragraph, however, given the
context of zero-hours contracts already referred to, this point is weakened somewhat.

The student includes another paragraph, choosing a different prompt, but this is largely
repetitive.

The student offers a concluding statement to reiterate their view that government
intervention is necessary.

14 marks
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Context 2

Question 7

Extract E (lines 16-17) states that, ‘Supermarkets set prices interdependently, and price wars

look very likely.’

With the help of a diagram, analyse the impact on grocery consumers of interdependence
between supermarkets.

Mark scheme
Below is the levels of response marking grid which should be used to mark the 9 mark

questions.

[9 marks]

Level of
response

Response:

Max 9
marks

is well organised and develops one or more of the key issues
that are relevant to the question

shows sound knowledge and understanding of relevant
economic terminology, concepts and principles

includes good application of relevant economic principles
and/or good use of data to support the response

includes well-focused analysis with a clear, logical chain of
reasoning

includes a relevant diagram that will, at the top of this level,
be accurate and used appropriately.

7-9 marks

includes one or more issues that are relevant to the question

shows reasonable knowledge and understanding of
economic terminology, concepts and principles but some
weaknesses may be present

includes reasonable application of relevant economic
principles and/or data to the question

includes some reasonable analysis but it might not be
adequately developed and may be confused in places

may include a relevant diagram.

4-6 marks
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e isvery brief and/or lacks coherence

¢ shows some limited knowledge and understanding of
economic terminology, concepts and principles but some
errors are likely

e demonstrates very limited ability to apply relevant economic

. . 1-3 mark
principles and/or data to the question 3 S

e may include some very limited analysis but the analysis lacks
focus and/or becomes confused

e may include a relevant diagram but the diagram is not used
and/or is inaccurate in some respects.

Suggested Diagram
A kinked demand curve diagram is expected, showing how interdependence in the
supermarket sector may mean prices are sticky.

Output

Notes:

e The diagram does not have to include the MR and MC curves, a kinked AR curve is
sufficient.

¢ Adifferent relevant, valid diagram should also be rewarded. Allow a game theory matrix.
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Relevant issues include:

the meaning of interdependence and uncertainty

supermarkets as an example of an oligopoly

explanation of the diagram, including why the demand curve is kinked (relating to price
elasticities of demand either side of p*)

analysis of how prices are likely to remain sticky in this model, even if the costs increase
prices may not increase

reference to ‘split shops’ from Extract E

the price gap is declining between the discounters and conventional supermarkets
interdependence leading to a price war may be reflected in traditional supermarkets'
commitment to ‘price match’ discounters' prices

examples of non-price competition such as greater investment in stores to attract
customers

the incentive to collude.

© 2024 AQA 24 of 80



A-LEVEL ECONOMICS - 7136 - PAPER 1 - ANSWERS AND COMMENTARIES

Student responses

Response A
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This is a Level 3 response

This is a relatively high value response. The response is fairly well organised and includes
some sound knowledge and understanding. There is some good application of relevant
economics, including a simple but appropriate diagram, and good use of the data in the
extracts. There is some well-focused analysis with a clear, logical chain of reasoning.

The student begins with a partial explanation of ‘interdependence’. This followed by an
accurately drawn, kinked-demand curve model which identifies the elastic and inelastic
portions of the curve.

In the subsequent analysis, the student develops the theory of the kinked-demand curve
model and its implications for firms' behaviour. However, they might have referred to the
‘assumptions’ behind the model given the uncertainty such firms face.

The student links back to the question and states the impact on grocery consumers of
interdependence between supermarkets. There is a final point regarding the impact of
collusions on consumers, however, this remains undeveloped.

7 marks
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This is a Level 2 response

This is a medium value response. The response includes some issues that are relevant to
the question. The student demonstrates sound knowledge and understanding. However,
there is only reasonable application and analysis of relevant economics, as the response is
not entirely focused on the question set. There is some use of the data in the extracts and
a relevant diagram.

The student begins with a sound introduction that explains interdependence, suggests
how firms in an oligopoly market structure might behave, and makes effective use of the
data in the extracts to support it.

Next, they include a diagram that shows a suggested level of output and price for a firm
that is affected by interdependence. This is not the expected diagram; however, it is valid,
and the subsequent analysis effectively integrates it into the response.

Unfortunately, the student loses focus of the question here. The response is directed
solely towards the impact on firms, rather than the impact on grocery consumers. Whilst
they show good understanding of the theory, they do not actually answer the question set.

5 marks
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Question 8
Extract E (lines 17-19) states that, ‘the price gap between discounters and conventional
supermarkets is now about 10-12%, against more than 20% a few years ago.’

Evaluate the view that the supermarket sector is serving customers' interests well.

[25 marks]

Mark scheme
Use the level of response table on page 9.

Areas for discussion include:

explanation of what ‘customers' interests’ means in this context (to include low prices, high
quality, customer experience/service, choice, convenience)

discussion of differences between discounters (eg Aldi and Lidl), traditional stores (eg
Tesco) and online retailers (eg Ocado)

discussion of how the supermarket sector has evolved in recent years

analysis of the market structure in the supermarket sector (with elements of oligopoly and
localised monopolies)

the impact of competition and profitability on innovation

assessment of trends in prices and profits

impact of the pandemic on shopping habits, with a significant move towards online
shopping, and whether shoppers are likely to change back to physical stores

the role of the CMA in ensuring competition and positive outcomes for customers
discussion of the proposed merger between Asda and Sainsbury's and why the CMA
decided to oppose it

the particular problems of local monopolies in the supermarket sector

the CMA investigation into Tesco's abuse of restrictive property arrangements in order to
retain local monopoly power

use of examples

market failure arguments

government failure arguments.

Student responses
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This is a Level 5 response

This is a high value response. The response is well organised, and the student
demonstrates sound knowledge and understanding. There is good application of relevant
economics to the context, and good use of the data in the extracts to support. It includes
well-focused analysis, with clear logical chains of reasoning, and supported evaluation
throughout and in the conclusion.

The student begins with an explanation of what it means to ‘...serve consumers' interests
well’, showing that they are clearly focused on the question. They also offer an initial
supported judgement.

The student explains why the supermarket industry may not be operating in customers’
interests. They refer to Tesco as an example of a monopoly firm operating in the
supermarket industry. They quote Tesco's market share but might have explicitly
referenced the extracts. They include a detailed drawing of the model of monopoly, which
is used extremely well. This is a complex diagram showing two different prices and levels

of output, and an area representing the deadweight welfare loss. The subsequent analysis
is well focused and very effectively integrates the diagram into the response. This supports
the evaluation that follows, which is further supported by an appropriate quote from the
extracts.

The student concludes this section with more evaluation and analysis as they offer a
‘however’ point and suggest that monopolies may be beneficial to consumers.

In the next section, the student refers to the apparent contestability of the market with the
arrival of Aldi and Lidl. They include more detailed analysis, relevant prompts from the
data in the extracts, and they also successfully make more use of the diagram. This shows
how a well-drawn and appropriate diagram can support several arguments. As before, this
is followed by some evaluation to support this argument, plus further analysis, use of the
data in the extracts, and evaluation relating to a ‘however’ point.

The student concludes with their final, supported judgement.

23 marks
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This is a Level 3 response

This is a medium value response. The response focuses on issues that are relevant to the
question, and the student demonstrates some satisfactory knowledge and understanding.
There is some reasonable application of relevant economics, and some use of the data in
the extracts to support. There is some reasonable analysis, but it is not adequately
developed. There is some fairly superficial evaluation.

The student begins with a reference to ‘customers’ interests'. They do not state what these
are but suggest that they are important to firms and conclude that firms should always try
to serve customers' interests well.

The student starts the next paragraph with some data from the extracts regarding home
delivery infrastructure. However, what follows describes the experience of shopping
during the pandemic and includes little, if any, economic theory. There is a ‘however’ point,
but this is completely unsupported.

In the following paragraph the student offers an argument to suggest the supermarkets
are not serving customers’ interests well. They include a prompt from the data in the
extracts to support it. There is some reasonable analysis and a line of evaluation to
reiterate their point. A weak ‘however’ point concludes the paragraph.

In the third paragraph the student offers a further argument against the supermarkets. As
before they use some data to support and there is some reasonable analysis. This time the
evaluation relating to the ‘however’ point is supported by the data, although it would have
been better for the extract to be explicitly referenced. In terms of content and structure
this is the best of the three paragraphs.

In the conclusion the student’s overall judgement counters their initial thoughts contained
in the introduction. There is a reference to one of the extracts but the final sentence lacks
clarity.

13 marks
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Essay 1

Question 9

The government has promised that everyone will be able to access superfast broadband by
2025. As more people have switched to studying and working remotely, good Internet
connections have become more important. Low-income households have difficult choices to
make between high-speed Internet and essential items such as food, heating and clothing.

Explain how the price mechanism allocates resources in a market economy.
[15 marks]

Mark scheme
Below is the levels of response marking grid which should be used to mark the 15 mark
questions.

Level of
Response: Max 15 marks
response
A good response provides an answer that:
e iswell organised and develops a selection of the key
issues that are relevant to the question
e shows sound knowledge and understanding of
economic terminology, concepts and principles with
3 few, if any, errors 11-15 marks
e includes good application of relevant economic
principles to the given context and, where
appropriate, good use of data to support the response
e includes well-focused analysis with clear, logical chains
of reasoning.
A reasonable response provides an answer that:
e focuses onissues that are relevant to the question
e shows satisfactory knowledge and understanding of
economic terminology, concepts and principles but
2 some weaknesses may be present 6-10 marks
e includes reasonable application of relevant economic
principles to the given context and, where
appropriate, some use of data to support the
response
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e includes some reasonable analysis but which might
not be adequately developed or becomes confused in
places.

A weak response provides an answer that:
¢ has identified one or more relevant issues

¢ has some limited knowledge and understanding of
economic terminology, concepts and principles but

some errors are likely 1-5 marks

e has very limited application of relevant economic
principles to the given context and/or data to the
question

e might have some limited analysis but it may lack focus
and/or become confused.

Areas for discussion include:

e definition of price mechanism, resource allocation and market economy

e explanation of the way in which demand and supply functions interact in equilibrium to
determine price and quantity

e explanation of the rationing function of prices in allocating resources and coordinating the
decisions of buyers and sellers in a market economy

e explanation of the signalling function of prices in allocating resources and coordinating the
decisions of buyers and sellers in a market economy

e explanation of the incentives function of prices in allocating resources and coordinating
the decisions of buyers and sellers in a market economy

e therole of prices in product and factor markets

e theinteraction between markets

e use of examples.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

Student responses

Response A
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This is a Level 3 response

This is a high value response. The response is well organised and develops a selection of
key issues. The student demonstrates sound knowledge and understanding, and there is
good application of relevant economics to the given context. They include well-focused
analysis with clear, logical chains of reasoning.

The student begins with a clear definition of the price mechanism and a reference to the
three functions of price. Each of the functions is developed later to a greater or lesser
extent.

Immediately after the introduction the student includes a clear and accurately drawn
diagram. The diagram, which initially shows disequilibrium and excess demand in the
broadband market, is then effectively integrated into the subsequent analysis.

The student considers the rationing function of price and clearly analyses how the
shortage leads to a rise in price to allocate resources to those who are willing and able to
purchase the goods at that price. In the same way, the student discusses the incentive and
then signalling functions of price. The explanation of the signalling function lacked clarity
initially, but generally showed good understanding.

To improve the response and achieve a higher mark, the student might have referred to a
surplus in a market and the subsequent reduction in price.

12 marks
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Response B
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This is a Level 2 response

This is a medium value response. The response only includes one issue that is relevant to
the question; in places the student has not answered the question set. They demonstrate
some good knowledge and understanding, there is reasonable application of relevant
economics to the context, and there is some reasonable analysis.

The student begins with some fragmented points about the price mechanism. They then
effectively use a clear and accurately drawn diagram to support the subsequent analysis.
The student uses relevant terminology appropriately and refers to all three functions of
price following an increase in demand for broadband. They use the question stem as a

prompt for their issue. However, the analysis could have been developed further. For
example, there might have been a reference to excess demand.

The student then goes on to evaluate this point and consider the downsides of the price
mechanism. This is not relevant to the question set. There are no evaluation (AO4) marks
available for this question, it is a matter of explaining how the price mechanism works, not
judging how well it works.

A second issue might have considered how the price mechanism works following an
increase in supply.

9 marks
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Question 10

The government has promised that everyone will be able to access superfast broadband by
2025. As more people have switched to studying and working remotely, good Internet
connections have become more important. Low-income households have difficult choices to
make between high-speed Internet and essential items such as food, heating and clothing.

Assess the view that high-speed Internet connection is a necessity for modern life and should
be provided by the government, free of charge, to all households.
[25 marks]

Mark scheme
Use the level of response table on page 9.

Areas for discussion include:
e the importance of high-speed Internet connection for households (and firms) in the
modern economy
e the uses of high-speed Internet (including homeworking, remote school working, gaming,
streaming, online retail, smart home applications)
e how Internet is currently provided via private sector communications firms
e whether there is evidence of market failure and the nature of this market failure
e arguments for free provision by the government of high-speed Internet connection
o it can be considered a merit good
o the positive externalities from high-speed Internet connection
o inadequate access creates inequalities in education, employability, access to
services
o public provision may be possible at lower cost than private provision due to
economies of scale
o the benefits of a natural monopoly
e arguments against free provision
o negative externalities from Internet use (some aspects of Internet use are actually
harmful or productivity-reducing)
o already the majority of households are accessing the market without too many
problems, and free Internet would be a blunt policy tool if it was not means-tested
o burden on the taxpayer
alternative policies might be more efficient
the absence of a market price means that opportunity cost of providing the service
is not fully considered
o private sector efficiencies driven by the profit motive
e discussion of alternative policies
o subsidies
o price caps
o free wifiin public places such as libraries and schools
o means-tested free Internet for low-income households
e market failure arguments
e government failure arguments.
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The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

Student responses

Response A
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This is a Level 5 response

This is a high value response. The response is well-organised. The student shows sound
knowledge and understanding with few weaknesses. There is good application of relevant
economics, and it is written completely in the context of high-speed internet. It includes
well-focused analysis with clear, logical chains of reasoning. There is supported evaluation
throughout and in the conclusion.

The student effectively sets the scene for their response by suggesting that high-speed
internet may be regarded as a merit good. They follow this with relevant theory to
demonstrate their knowledge. However, the concluding statement of the introduction is
unsupported. The student might have said, '...it could be argued that...".

The student includes a positive externalities in consumption diagram, which appears to
show a price and level of output following government intervention. This is not entirely
clear, and not all coordinates are present. However, the student effectively integrates the
diagram into the subsequent analysis. They include more knowledge and analysis, and
very good application to the context as they describe the positive third-party effects
associated with high-speed internet. The analysis goes on to identify the deadweight-
welfare loss, although it lacks clarity regarding the free-market price. There is supported
evaluation, as the student suggests that government provision may help to deal with
inequitable outcomes.

They consider and evaluate this point further, including pointing out that the good is
already provided to millions of households by private firms. They conclude that
government ‘support’ may be more appropriate rather than ‘displacing’ incumbent firms.

In the next section the student discusses the natural monopoly argument. As before they
successfully incorporate a complex diagram into their analysis. They demonstrate sound
knowledge, and the context and examples remain completely consistent with high-speed
internet. The arguments made are countered by supported evaluation. There might have
been a reference to LRAC>AR at point A on the diagram, however, students can only be
expected to cover a selection of issues.

In the concluding paragraph the student offers their judgement. They re-emphasise the
‘primary issue’ and suggest a sensible and realistic alternative to government provision.

Overall this is a mature and sophisticated response that properly answers the question
set.

25 marks
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This is a Level 3 response

This is a medium value response. The response focuses on issues that are relevant to the
question. The student demonstrates some satisfactory knowledge and understanding,
however, there are a few weaknesses. There is some reasonable application of relevant
economics, however, the response is not always written in the context of high-speed
internet. There is some reasonable analysis, but it is not adequately developed in places,
and sometimes becomes confused. There is some evaluation, but it is not well supported.

The student begins with a good opening paragraph. They explain what is meant by state
provision, why it might be appropriate as a means of intervention and provide their initial
judgement.

The next paragraph begins with some misunderstanding and confusion regarding state
provision and the NHS. This is followed by a simple, accurately drawn diagram to illustrate
excess demand in a market. Subsequently, there is some reasonable analysis, but again
there is some confusion, and a general lack of clarity. The student appears to suggest that
charging a price may solve the problem, having earlier suggested that the market failure
still exists. This weakens the evaluation.

The student goes on to discuss a subsidy as a better alternative, which is a perfectly valid
issue to raise. There is some reasonable analysis, and they include a positive externalities
in consumption diagram, which also shows a subsidy. This is a complex model and there is
some inaccuracy with the labelling. However, the student uses the diagram to explain the
outcome when a subsidy is introduced into the market. As a final point in this paragraph,
the student refers to the possibility of government failure, though this is not properly
justified.

There is a conclusion which includes a fairly superficial judgement initially, along with
some other previously unsupported comments.

15 marks
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Essay 2

Question 11

Markets fail for a variety of reasons and governments can play an important role in reducing
the inefficiencies associated with such failures. However, Milton Friedman once suggested
that “When government, in pursuit of good intentions, tries to rearrange the economy...the
costs come in inefficiency, lack of motivation, and loss of freedom. Government should be a
referee, not an active player.”

Explain the difference between complete and partial market failure.
[15 marks]

Mark scheme
Use level of response table on page 35 and 36.

Areas for discussion include:

e definition of complete and partial market failure

e how complete market failure (or a missing market) may exist when the willingness of firms
to supply a good or service is non-existent, despite society having a demand for it

e why complete market failure may happen if goods are non-excludable, creating the
problem of free-riders and the inability to charge individuals for their consumption

e public goods, that are non-excludable and non-rival, as an example of complete market
failure

¢ inthe event of complete market failure, the government will probably have to step in with
public good provision, if the good or service is to be provided

e how partial market failure may be caused by suppliers not providing as much as society
would wish for, perhaps because of positive externalities or because the good is a merit
good

e how partial market failure may be caused by suppliers providing too much of a good or
service, perhaps because of negative externalities or because the good is a demerit good

e other types of partial market failure that exist such as: information asymmetry, monopoly
power, immobilities and inequality

e use of examples.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses

Response A
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This is a Level 3 response

This is a high value response. It is well organised and develops a selection of the key issues
that are relevant to the question. The student demonstrates sound knowledge and
understanding of economic theory virtually throughout the response. There is some good
application of relevant economics to the context, and there is well-focused analysis with
clear, logical chains of reasoning.

The student begins with three key definitions. This is a very good start; however, the
definition of partial market failure is quite narrow. The student correctly refers to
‘externality’ but does not acknowledge that there are other types of partial market failure.

In the second paragraph the student provides a good and concise explanation of complete
market failure. The student demonstrates a sound grasp of relevant economic
terminology, and uses clear, logical chains of reasoning. However, it would benefit from at
least one example of public goods to provide context and to bring the theory to life.

In the third paragraph the student explains what is meant by partial market failure. As
before there is good analysis, but this time the student supports it with some context,
choosing the cigarette market as an example. They also effectively use a good and clear
negative externalities in consumption diagram to support their response (it does contain a
misplaced coordinate). This demonstrates the skill of application. In this paragraph, the
student extends partial market failure to include ‘merit and demerit goods', though still
with the original reference to ‘externality’. Students would not be expected to develop all
types of partial market failure but might acknowledge that there are several types.

The student includes a final sentence that effectively distinguishes between complete and
partial market failure.

14 marks
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Response B
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This is a Level 3 response

This is also a high-value response, though not quite as well-developed as Response A.

It is well organised and develops a selection of the key issues that are relevant to the
question. The student demonstrates sound knowledge and understanding of economic
theory virtually throughout the response, and there is good application of relevant
economics to the context. There is some well-focused analysis with clear, logical chains of
reasoning, however, the analysis could be more developed in places.

The student begins with a developed definition of partial market failure. However, they
might have demonstrated a broader understanding of the various types of partial market
failure.

The student demonstrates good application skills by using a positive externalities in
consumption diagram to illustrate the partial market failure associated with the
consumption of merit goods. The diagram is clear and largely accurate, though there is a
misplaced coordinate. They also provide context using the example of education. They
effectively integrate the diagram into their response which contributes to the theoretical
analysis, however, this could have been more developed.

The student then provides a developed definition and some good analysis of complete
market failure. They use accurate and appropriate terminology, however, this could be
slightly more developed. They also provide a context for public goods using the example of
a lighthouse.

The student provides a final sentence that effectively distinguishes between complete and
partial market failure.

13 marks

© 2024 AQA 57 of 80



A-LEVEL ECONOMICS - 7136 - PAPER 1 - ANSWERS AND COMMENTARIES

Question 12

Markets fail for a variety of reasons and governments can play an important role in reducing
the inefficiencies associated with such failures. However, Milton Friedman once suggested
that “When government, in pursuit of good intentions, tries to rearrange the economy...the
costs come in inefficiency, lack of motivation, and loss of freedom. Government should be a
referee, not an active player.”

Evaluate the view that government failure means that government intervention in markets
will rarely lead to an improvement in economic welfare.
[25 marks]

Mark scheme
Use the level of response table on page 9.

Areas for discussion include:

e definition of government failure

e explanation of the term 'economic welfare' and how that might be improved

e objectives of government intervention

e types of government intervention, how they relate to specific types of market failure and
why they may improve economic welfare

e causes of government failure, which include o information failures leading to poorly
designed policies

o regulatory capture by industry interests

unintended consequences

short timeframes for policy

conflicting policy objectives

red tape and bureaucracy

governments may pursue their own self-interest rather than take decisions that

improve general economic well-being

e impacts of government failure can include inefficiency, ineffectiveness, projects being
completed over budget and after deadlines, unintended consequences

e how market failures can sometimes be resolved without government intervention, for
example via improvements in technology

e how some problems which appear to be market failure can actually stem from previous
government interventions

e evaluation of the strengths and weaknesses of the market economy and the role of the
government

e recognising that government intervention may lead to an improvement in economic
welfare, despite the flaws of such intervention caused by, for example, imperfect
information

e use of examples.

O O O O

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses

Response A
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This is a Level 4 response

This is a reasonably high-value response. It is well organised with distinct paragraphs. The
student demonstrates generally good knowledge and understanding of economic theory,
however, there is a misunderstanding of government failure. The response includes some
good application of relevant economics to the context, but it might have included more
appropriate examples, particularly regarding the natural monopoly. The student
demonstrates good analysis, but due to the incomplete understanding of government
failure it is not as well-focused and supportive as it might have been. There is some
reasonable evaluation. The student begins with some relevant characteristics of
government failure; however, the definition is incomplete, and contains the
misconception that it is ‘'unavoidable’.

At the start of the second paragraph the student refers to the stem to the question, and
indicates they are going to counter Friedman's view. They use the state-owned natural
monopoly argument to support the need for government intervention. There is some
good analysis, which is developed further as the student makes effective use of a complex
diagram. However, the argument might have been strengthened if the student had
provided a more appropriate context. Bearing in mind that this is a Level 4 response, and
with a view to suggesting one of the ways it might move into Level 5, the student might
have softened their language. It was quite assertive in places. For example, the student
writes, This simply cannot be provided by the free market...monopoly power will be
abused...". The student might have acknowledged that the service ‘...may not be provided
by the free market, and there may be abuse of monopoly power’, and then used
theoretical analysis to explain why. The final part of this paragraph includes some
evaluation as the student introduces the possibility of government failure. However, it is a
consideration of the downsides of a state-owned monopoly, rather than a discussion of
government failure, and an effective link back to the question. Whilst there is some
reasonable evaluation, it could have been stronger.

In the next section, the student provides an argument that is ‘in line’ with Friedman'’s view.
They demonstrate sound knowledge and good, well-focused analysis regarding negative
externalities in production, and the imposition of an indirect tax. They effectively integrate
a second accurate diagram into their response, which demonstrates good application.
The student clearly identifies and analyses problems which occur because of government
intervention. The flaw here is that the student concludes this is government failure, and
this appears to link to their opening paragraph regarding the meaning of government
failure. To improve they might have balanced the drawbacks of the intervention with the
benefits, such as the reduction in pollution levels.

In the final paragraph, the student concludes that the statement in the question is ‘rash’,
and whilst there is some justification, a more convincing understanding of government
failure would have provided stronger evaluation overall.

18 marks
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This is a Level 3 response

This is a medium value response. The response is well organised, it contains some
satisfactory knowledge and understanding, but some weaknesses are present. There is
some reasonable application of relevant economics to the context, but the examples used
are not always appropriate. There is some reasonable analysis, but it is not always
adequately developed, and it is confused in places. There is some fairly superficial
evaluation which is not well supported by the arguments.

The student begins with an incomplete explanation of government failure, and an
explanation of what they intend to do.

In the first paragraph the student indicates that they are going to consider an example of
where government intervention leads to government failure. The main flaw here is that
the context and example used, the ‘national grid’, do not match with the chosen diagram,
and there is some confusion. The diagram shows that the good is provided at £0 price,
which is not the case. This said, the analysis relating to the diagram is reasonable, and
later in the paragraph the student uses a second example, the NHS, which fits more
appropriately with their argument. The ending to this paragraph lacks clarity and does not
link back to the question.

In the next paragraph, after an unclear beginning, the student uses the context of a
minimum price in the market for alcohol. They include an appropriate diagram showing
negative externalities in consumption, but it contains inaccuracies such as the deadweight
welfare loss, and there is no indication of the excess supply that occurs due to the
minimum price. On this occasion, by adding the minimum price to the diagram, the
student has perhaps tried to make it show too much; it might have been clearer to use two
diagrams, so that the impact of the minimum price could be simplified on a demand and
supply diagram. This might have led to stronger analysis.

There is some reasonable analysis of the diagram and the effects of the minimum price,
but as mentioned, there is no reference at all to the excess supply, so it is simplistic. The
student does provide some evaluation by acknowledging the impact of perfect
information. However, they do not effectively link back to the question, which would have
made the evaluation stronger.

The conclusion lacks clarity, but it contains some relevant points, and shows a satisfactory
understanding. Overall, the response would have benefited from a clearer discussion of
government failure.

13 marks
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Essay 3

Question 13

Data from the Organisation for Economic Co-operation and Development (OECD) suggest that
countries with very different levels of pre-tax income inequality often have similar levels of
post-tax income inequality.

Explain the main causes of inequality in the distribution of pre-tax incomes.
[15 marks]

Mark scheme
Use the levels of response table on page 35 and 36.

Areas for discussion include:

e explanation of inequality and how it can relate both to pre-tax and post-tax incomes

e how market incomes include wages, rent, interest and profit dividends

e how labour markets can lead to a wide range of wages as a result of differences in labour
demand, marginal revenue product (MRP), labour supply

¢ how discrimination affects wages and inequality

e how wealth inequality can lead to income inequality as rent, interest and profits tend to
accrue to those who are wealthy

e how inequality in income can be the result of inequalities in opportunities from an early
stage, including education, health, nutrition and regional disparities

e how other labour market imperfections might lead to rising inequality o monopoly and

monopsony power
o information asymmetry
o externalities
o immobile factors of production

use of examples.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses
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This is a Level 3 response

This is a high value response. The response is well organised and includes two well-
developed issues. The student demonstrates sound knowledge and understanding
throughout. There is good application of relevant economics to the context and the
response includes well-focused analysis.

The student begins with explanations of inequality and pre-tax incomes, and an indication
of how inequality is measured, including an approximate Gini coefficient value for the UK.

The student identifies a combination of skills, education and the demand and supply of

labour as one of the determining factors, although each point could perhaps have been
developed more fully. They effectively integrate two simple diagrams, using the examples
of lawyers and McDonalds workers, to support their analysis and provide a logical chain of
reasoning.

In the next paragraph the student discusses labour market discrimination. As before they
use examples, and successfully integrate a diagram into the response to support their
theoretical analysis.

13 marks
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This is a Level 2 response

This is a medium value response. The response is well organised and focuses on two
relevant factors. The student demonstrates satisfactory knowledge of the theory and there
is some reasonable application of relevant economics to the context. There is some
reasonable analysis, but it could be more developed in places, and there is a small amount
of confusion.

In the first paragraph the student offers a vague explanation of inequality, which
demonstrates some understanding. This leads into a discussion of the difference in wages
between skilled and unskilled workers. The analysis focuses on the supply of labour and
there is a brief reference to elasticity. However, whilst there is a general understanding of
the issues, some of the explanation relates to the demand for labour and this is not
acknowledged. In addition, the student does not use any examples to support their theory.

In the second paragraph the student identifies discrimination as a cause of inequality and
provides an example. They include a relevant diagram which is successfully integrated into
their response, and the accompanying analysis is reasonable.

10 marks
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Question 14

Data from the Organisation for Economic Co-operation and Development (OECD) suggest that
countries with very different levels of pre-tax income inequality often have similar levels of
post-tax income inequality.

Evaluate whether the best way to reduce inequality in disposable income is to reduce
differences in pre-tax incomes rather than through taxes and welfare benefits.
[25 marks]

Mark scheme
Use the level of response table on page 9.

Areas for discussion include:
e definition of disposable income, pre-tax income
e explanation of why incomes differ in a market economy, for example through differences
in supply and demand for labour in different labour markets
e understanding that incomes can include not solely wages, but also other sources of
income such as rent, interest and dividends
e advantages and disadvantages of policies that can be used to reduce inequality in pre-tax
incomes
o improving social mobility
o ensuring equal opportunities in terms of education, health, labour market access
and other determinants of incomes
minimum wages and maximum wages
o tackling labour market monopsony power to prevent exploitation of workers
o tackling product market monopoly power to prevent excessive dividends from
large firms
e advantages and disadvantages of policies that can be used to redistribute income after
incomes have been received such as income tax, national insurance and the provision of
welfare benefits
e evaluation of policy impacts on government finances, social mobility, incentives to work
and take risks, social capital
e discussion of how inequalities in the distribution of wealth can lead to inequalities in the
distribution of income, and therefore policies to reduce wealth inequality may help reduce
inequalities in income
e considering the extent to which inequality is undesirable and whether the government
should intervene
e an assessment of the relative merits of polices to reduce inequality in pre-tax incomes
compared to using the tax-benefit system to reduce inequality in disposable income.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses
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This is a Level 5 response

This is a high value response. The response is well organised. The student demonstrates
sound knowledge and there is good application of relevant economics to the context. The
response includes well-focused analysis with clear and logical chains of reasoning. There is
supported evaluation throughout, which directly answers the question set.

The student’s opening paragraph is strong. They begin with an explanation of inequality
and draw a distinction between disposable income and pre-tax incomes. This clearly
addresses the issues posed by the question and is an acknowledgement that it is more
than merely a ‘best way to reduce inequality’ question.

The first issue focuses on reducing differences in pre-tax incomes, via increased spending
on training courses for those on low incomes. The student includes well-focused analysis,
and they successfully integrate a relevant labour market diagram into their response.
There is reasoned evaluation as they consider the downsides of the ‘policy’ and offer a

concluding statement that effectively links back to the question. Whilst the student has
demonstrated all the necessary assessment objectives in this paragraph, it might have
been stronger overall if they had, for example, considered the impact of education in
general rather than training courses.

In subsequent paragraphs the student focuses on the tax and benefits system and shows
a keen awareness of how this works in the UK. They provide well-focused analysis of the
benefits and drawbacks, particularly regarding the poverty trap. As before, these
paragraphs include reasoned evaluation and a concluding statement that links back to the
qguestion.

In the final paragraph the student offers a measured and sensible judgement. To improve
the response, and take it closer to full marks, the student might have included more
theoretical analysis regarding reducing pre-tax incomes. This said, it is a well-written and
sophisticated response.

22 marks
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This is a Level 3 response

This is a medium value response. The student demonstrates satisfactory knowledge and
understanding but there are some weaknesses. There is reasonable application of relevant
economics to the context and there is some reasonable analysis, but this could be more
adequately developed in places. There is some fairly superficial evaluation, and the final
judgement is not well supported.

The student’s initial sentence lacks clarity. It appears that they may have revisited it and
made a change, and consequently their response has a weak start.

The student then discusses a rise in the minimum wage as a means of reducing
differences in both pre-tax and disposable incomes. There is an inaccurate definition of
disposable income, however, the student effectively integrates a clearly drawn and
accurate minimum wage diagram. The subsequent analysis is reasonable and considers
some benefits and drawbacks of this policy. Whilst there are some evaluative comments,
the student does not offer an overall evaluation of the policy nor a link back to the
guestion.

The following paragraph is less organised. The student initially refers to welfare benefits,
then to progressive taxation, then to a universal benefits system. They make some
evaluative comments, but these tend to be based on assertion rather than supported by
analysis. There is a link to the tax-free allowance, but this lacks clarity.

The overall judgement is not well supported, and basically repeats some of what the
student has written in the preceding paragraph.

14 marks
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