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 (a) (i) Define the term ‘external cost’.

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

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

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

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

  (ii) Using the article, identify one possible external cost which might arise from the 
expansion of Stansted Airport.

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

 ..............................................................................................................................[1]

 (b) Explain why air travel is classed as a private good.

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

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

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

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

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

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

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

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

 (c) (i) Define the term ‘productive efficiency’.

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

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

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

 ..............................................................................................................................[2]
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  (ii) Using a production possibility curve diagram, identify one possible point of 

productive efficiency.

 [3]

  (iii) Define the term ‘allocative efficiency’.

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

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

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

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

  (iv) Explain how the existence of external costs causes allocative inefficiency.

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

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

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

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

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

 ............................................................................................................................. [3]
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 (d) The production of some goods and services causes negative externalities. One 

possible solution to this market failure would be to tax the production of such goods and 
services.

  Use a diagram to analyse how a tax on production may correct the market failure arising 
from negative externalities.

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

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

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

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

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

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

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

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

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

 ................................................................................................................................... [10]



5

2882/AB Jun09© OCR 2009

For
Examiner’s

Use
 (e) Comment on the effectiveness of subsidies to producers as a solution to the market 

failure arising from positive externalities.

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

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

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

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

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

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

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

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

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

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

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

 ..................................................................................................................................... [6]
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 *(f) Two other forms of government intervention to correct market failure are regulation and 

the use of tradeable pollution permits.

  Discuss how effective one of these policies might be in correcting market failure.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

 ................................................................................................................................... [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.
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