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1. 

(a) Explain the factors which might influence the cross price elasticity of demand 
between different products. [10 marks]  

(b) Examine the importance of income elasticity of demand for the producers of primary 
products, manufactured goods and services. [15 marks] 

 
May 2013 
 
 
Part (a) Mark Scheme  
Answers may include:  
· definitions of cross price elasticity of demand  
· theory to include explanation of formula, significance of positive and negative coefficient of 
cross price elasticity. Emphasis is likely to be on complements and substitutes.  
· diagrams to show markets where the change in price of one good influences demand for 
another good positively (substitutes) or negatively (complements)  
· examples of substitutes, complements and unrelated goods. 
  
  
Part (b) Mark Scheme   
N.B. It should be noted that definitions, theory and examples that have already been given in 
part (a), and then referred to in part (b), should be rewarded.  
  
Answers may include:  
· definitions of income elasticity of demand, primary products  
· theory of the importance of income elasticity for producers of primary products, 
manufactured goods and services  
· diagrams to show the effect of differing coefficients of income elasticity of demand  
· examples of different types of primary products, manufactured goods and services  
· synthesis and evaluation (examine).  
  
Examination may include: knowledge that a change in income will have differing effects on 
the three types of products specified in the question necessitating different strategies for the 
producers of these products, for example, diversification, value added.  
 
 
 
 
 
 
 
 
 
 
 
 

 
 
    



 
Examiner Report       
(a) This was probably the question that candidates found most difficult and it was the least 
popular. A significant number of candidates confused cross price elasticity with price 
elasticity of demand. The question was about complements and substitutes and the degree 
to which goods were related. Good candidates were able to easily apply appropriate theory 
and provide suitable examples. Examples are more emphasised by the new programme but, 
particularly in microeconomics, they are as likely to take the form of theoretical examples 
developed by the candidate as they are to take the form of real world examples that might 
be more suitable when discussing macroeconomic policy.  
  
(b) Many candidates struggled to identify the importance of YED for producers. Those that 
could provide an explanation of what YED was and who could relate to different markets as 
indicated by the question tended to score well. The basic point was that candidates were 
expected to be able to identify what the impact on sales might be of changes in income. 
Good candidates were able to use the concept of normal and inferior goods and services to 
develop a line of reasoning relating to how firms might have to alter output or change what 
they supply as incomes change. 
    
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2. 



 
(c) Explain two reasons why governments might subsidize basic foodstuffs such as 

wheat. 
(d) Discuss the consequences for the government and for consumers of subsidizing the 

price of admission to museums. 
 
May 2016 
 
 
Part (a) Mark Scheme  
Answers may include: 

● definition of subsidy 
● diagram to show the effect of a subsidy on the market 
● explanation as to why the government might provide a subsidy 
● examples of products that governments subsidize, or might subsidize. 
        

Award a maximum of level 2 if only one reason is given.  
 
 
Part (b) Mark Scheme   
Answers may include: 

● definitions of subsidy and consumers 
● diagram to show the effect of the subsidy on the market (could be a reference to 

diagram in part (a)) 
● explanation of the effect on the different stakeholders 
● example of museums integrated into response 
● synthesis or evaluation (discuss). 
        

Discussion may include: whether museums are a merit good and that tourists could be 
attracted to the country, boosting the economy, opportunity cost for government spending, 
etc. 

        
N.B. It should be noted that definitions, theory, and examples that have already been given 
in part (a), and then referred to in part (b), should be rewarded. 

        
Award a maximum of level 2 if only one stakeholder is discussed. 

        
Examiners should be aware that candidates may take a different approach which, if 
appropriate, should be rewarded. 

        
Opinions or conclusions should be presented clearly and should be supported by 
appropriate examples.  

  
 
 
 
 
 

 
 

      
Examiner Report       



 
(a) This was generally quite well answered and responses showed a pleasing level of 
understanding. Good answers would define the term subsidy accurately and work through 
two reasons why they might be applied to basic food stuffs like the need to make food 
affordable for people on low incomes and protect the livelihoods of farmers. This was 
supported with appropriate diagrams and effective examples. It was good to see candidates 
drawing on examples like the subsidies put on basic food stuffs by the European Union.  
 
(b) As with part (a) this question was quite well answered with good answers focusing on 
how subsidies benefited candidates as the price of museum entry fell and made them more 
affordable to consumers. Many candidates developed this point by considering the 
educational benefits for consumers that might result from this. High achieving responses 
also considered the social benefits of this and supported it with effective theory. Effective 
evaluative points for consumers were the problems of cheaper museums that became over-
crowded. The consequence for the government often revolved around the cost and of the 
subsidy and the impact this might have on other public May 2016 subject reports Group 3, 
Economics TZ2 Page 10 services and tax rates. This was often evaluated by considering 
how increased tourism generated by cheaper museums might increase the tax revenue for 
the government.     
   
 
 

Overall Grade Boundaries  
 
Higher level Grade:  
Level / Percentage 
1 / 0 - 12 
2 / 13 - 25 
3 / 26 - 39 
4 / 40 - 51 
5 / 52 - 64 
6 / 65 - 76 
7 / 77 - 100 
 
 
Standard level Grade:  
Level / Percentage 
1 / 0 - 13 
2 / 14 - 27 
3 / 28 - 41 
4 / 42 - 51 
5 / 52 - 63 
6 / 64 - 73 
7 / 74 - 100 
 


