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 (a) (i) Identify two characteristics of a ‘public good’.

1. ...............................................................................................................................

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

2. ...............................................................................................................................

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

  (ii) Explain two reasons why education is not a ‘public good’.

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

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

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

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

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

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

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

 .............................................................................................................................. [4]
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 (b) (i) Explain what is meant by an externality.

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

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

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

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

  (ii) Identify one possible example of a positive externality arising from education.
   Explain why this is a positive externality.

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

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

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

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

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

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

  (iii) Define the term ‘market failure’.

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

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

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

 .............................................................................................................................. [2]
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  (iv) Using a diagram, explain how the existence of positive externalities can lead to 
market failure.

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

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

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

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

 ..................................................................................................................................
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 ..................................................................................................................................
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 (c) The article looks at the role played by the Office of Fair Trading (OFT) in regulating 
competition policy in the UK.

  (i) Explain why market dominance can lead to economic inefficiency.

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

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

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

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

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

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

  (ii) Explain how competition policy can be used to stop firms abusing their market 
dominance.

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

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

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

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

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

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

  (iii) With reference to the article, comment upon the effectiveness of competition policy 
in this case.

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

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

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

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

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

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

 ..................................................................................................................................
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 *(d) The information provided states that the government may subsidise the supply of 
products which generate positive externalities.

  Discuss the effectiveness of subsidies as a solution to market failure arising from 
positive externalities.

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

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

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

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

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

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

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

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

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

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

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