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(a) (i) Define the term negative externality.

...................................................................................................................................

...............................................................................................................................[2]

(ii) Using the extract, identify and explain one negative externality that may result from
the building of the dam.

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...............................................................................................................................[3]

(iii) Using the extract, identify and explain one positive externality that may result from
the building of the dam.

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...............................................................................................................................[3]

(b) Define the terms productive, allocative and Pareto efficiency.

Productive efficiency .........................................................................................................

..........................................................................................................................................

..........................................................................................................................................

Allocative efficiency...........................................................................................................

..........................................................................................................................................

..........................................................................................................................................

Pareto efficiency................................................................................................................

..........................................................................................................................................

......................................................................................................................................[6]
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(c) Using a diagram, analyse how the existence of negative externalities leads to market
failure.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

....................................................................................................................................[10]
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(d) One policy the Chinese government could use to encourage families to relocate is to
give a subsidy to companies constructing new homes away from the dam.

(i) State two costs and two benefits of using a subsidy in this way.

Cost 1 ........................................................................................................................

...................................................................................................................................

Cost 2 ........................................................................................................................

...................................................................................................................................

Benefit 1.....................................................................................................................

...................................................................................................................................

Benefit 2.....................................................................................................................

...............................................................................................................................[4]

(ii) Comment on the likely effectiveness of this policy.

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...............................................................................................................................[5]
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*(e) In deciding whether to build the dam, the Chinese government could have used cost-
benefit analysis. Discuss how cost-benefit analysis could be applied in the case of the
building of a dam, such as the Three Gorges.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

....................................................................................................................................[12]
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If you use the following lined pages or additional sheets to complete an answer to any question,
the question number must be clearly shown.

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

.........................................................................................................................................................

For
Examiner’s

Use



7

2882/AB Jun05

.........................................................................................................................................................
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