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U
(@) (i) Define the term ‘merit good'. %
.............................................................................................................................. [2]
(i) Explain why lighthouses are often described as a public good
.............................................................................................................................. [2]
(b) (i) Define the term ‘external benefit’.
.............................................................................................................................. [2]
(ii) State and explain two external benefits which arise from the consumption of
healthcare.
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u
(iii) Explain why the existence of external benefits may give rise to market failure. *

(c) One policy option which may be used by a government to solve income inequality is to
introduce a maximum price on products.

(i) Explain what is meant by a ‘maximum price’.
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(ii) Using a diagram, analyse the impact of a maximum price on a market. ”
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(iii) Comment on the effectiveness of one other policy which could be used by a ”

government to reduce income inequality.
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*(d) In order to decide whether or not to build new hospitals, cost-benefit analysis may ”

be used. Discuss how cost-benefit analysis could be applied to the building of a new
hospital.
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If you use the following lined page or additional sheets to complete an answer to any question, ”

the question number must be clearly shown.
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