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2006 Economics
Standard Grade – Credit
Marking Instructions
Question 1
(a)

(b)

(c)

Insurance, Banking, Tourism, Transport, (must be trade items)
Any 2 relevant examples – one mark each.

2 KU

(i)

-£9 bn

1 ES

(ii)

-£47 bn

1 ES

(i)

Over the period 95-96 there was a small negative overall balance reflecting
the compensating services figure. After a positive balance in 97, the overall
balance fell rapidly, reflecting the poor figures for goods which was not
compensated for by the relatively steady figures for services. The figure for
2003 reflects the rapid decline in trade in goods with an all time low of -£47
bn.

3 ES

(ii)

These figures show a falling level of manufacturing for export in the UK
which would probably lead to increased unemployment leading in turn to an
increase in spending on benefits by the Government. This could lead to
increased taxation and perhaps a fall in demand.
The increase in demand for goods from abroad will mean a higher demand
for foreign currencies and a resultant selling of £ sterling. This would cause
the value of the £ to fall. This might cause a rise in demand for UK goods.
Accept any 2 possible effects fully developed – 2 marks each.
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4 ES

Question 2
(a)

(i)

(ii)

(b)

An economic system is the way in which a Government seeks to control an
economy and maximise the welfare of the nation according to its own
perception.

1 KU

Arachnia

1 ES

(iii) It has a low level of unemployment and also a low level of growth.

2 ES

(i)

Mixed; Free Market.

1 KU

(ii)

Mixed – It allows freedom to the individual to set up in business. It provides
public and merit goods to be provided for those who might not have been
able to afford them.
Against – It puts a burden on the tax payer to provide some goods for all.
Free – It allows freedom for individuals to set up in business to make profits.
Resources should be used in the best possible way ie to suit demand.
Surpluses and deficits should correct themselves.
Against – there may be considerable social costs as people look to make
profits rather than help the environment.
Accept one possible argument for and one against. Both must relate to the
same type of system.

(c)

(i)

2 KU

Arachnia – Increased government spending; lower taxation.
Pictopia – Increased labour in the public sector; grants to firms to take
unemployed people; lower taxation to stimulate demand.
One mark for a policy.

(ii)

2 ES

Increased government spending would mean projects could be started eg
building a school, which would increase employment in these areas thereby
introducing more money into the economy and therefore stimulating demand
which would possibly lead to an increase in industry to support this demand.
Lower taxation should also stimulate demand leading again to an increase to
support this.
Taking on more people in the public sector would reduce unemployment as
would giving grants to firms either to set up, thereby needing a labour force,
or to take on more people with subsidised wages.
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2 ES

(d)

Pictopia has a large number of people under 16 and this might affect the number of
schools or FE establishments needed in the future. The small numbers of OAPs
might mean a cut in spending on facilities for this group. The large number of
people in the working age group might mean a high level of tax revenue which
would allow them to spend more.
Accept any reasonable answer for 1 mark and development for an extra mark.
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4 ES

Question 3
(a)

(i)

£3014

1 ES

(ii)

People in Stirling might have a higher income level (and vice versa).
Glasgow people might have higher costs therefore less money to save.
Accept any 2 reasonable answers.

(b)

(c)

No – only the average is higher but there are fewer people. Therefore, the average
times the number of people will probably be lower. (Allow 1 mark for answer
NO).

2 KU

3 ES

There would be less money available to lend out, causing decreased investment and
a decline in industrial growth with a subsequent fall in employment.
If savings fall, it is possible that spending has risen perhaps leading to an increase
in demand and growth along with increased employment.
Accept any reasonable answer with development for 2 marks. There must be at
least 2 consequences.

(d)

3 KU

Less spending – decreased levels of inflation.
Higher savings – money available for investment – growth.
Government may want higher savings in order that people provide for old age –
meaning less Government spending on pensions.
Accept a reason for one mark and an explanation for a further mark.
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4 KU

Question 4
(a)

(i)

Supply is the amount firms are prepared to put up for sale at a given price at
a given time. Output is the amount firms produce at a particular time.
Both sides must be given for full marks.

(ii)

(b)

(c)

2 KU

When price is low, supply will be low and, as price rises, suppliers will be
prepared to offer more for sale.
Credit only full explanations.

2 KU

(i)

An increase in supply

1 ES

(ii)

More firms enter the market.
Costs of production have fallen.
Benefits of economies of scale.
Introduction of new technology.
Changes in the prices of other goods (joint supply).
Changes in the weather (harvesting is easier).
Subsidies.
Accept any 2.

2 KU

(i)

The degree of responsiveness of suppliers to changes in price.

2 KU

(ii)

% change in quantity supplied/% change in price
700/4900 x 100 / 10/30 x 100
14.3%/33.3% = 0.43

2 ES

(iii) Inelastic – less than 1 showing that suppliers are not very responsive to
changes in price.
2 KU
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Question 5
(a)

Accept any 2 reasonable variable costs – direct power, direct wages, raw materials.

2 KU

(b)

Year 1 – 20p per bottle x 1600 bottles = £320 per day.
Year 2 – 25p per bottle x 4,800 bottles = £1200 per day.

2 ES

(c)

(i)

Floor space has increased.
There are more machines.
There are more workers.
Accept any 2 pieces of evidence.

(ii)

2 ES

There has been an increase in profit.
Cruachan will be able to satisfy more consumers which might make it even
more popular.
Cruachan might have the ability to take on more customers/higher orders.
Accept any 2 reasonable benefits.

2 ES

(iii) It is more likely that they will have orders satisfied.
Orders might be fulfilled more quickly.
They may be able to pay less for their orders and make more profit.
Accept any 1 reasonable answer.
(d)

1 ES

There might be industrial relations problems in the factory.
There might be a shortage of water.
Machines might break down.
Workers might be ill.
Accept any 2 reasonable answers.

(e)

2 KU

Accept any 2 location of industry answers, eg:
They would be looking for a supply of suitable water.
There was a suitable labour force in the area.
They might be offered a Government grant.
They might be looking to expand overseas and are offered favourable terms.
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2 KU

Question 6
(a)

Italy

(b)

(i)

Scotland.

1 ES

(ii)

Spain dropped by 8 hours per car – equivalent to 17% approx.
Italy increased the time spent on each car.
France dropped by 3 hours per car – equivalent of 12% approx.
Scotland dropped by 20% per car.

2 ES

(c)

(d)

1 ES

Spain took the longest to produce the cars. Even although Italy increased its time
taken, it was still lower than Spain. Each of the other 2 countries was lower than
Spain in 2003 and both managed to decrease their time taken with Scotland
showing the greatest improvement. The company appeared to be looking for the
best output and was achieving these in the 3 countries in which it expanded.
(i)
(ii)

“Dumping” means that other countries are taking their cars and flooding the
EU market with them.

4 ES

1 KU

Accept any 2 forms of retaliation or changes to trade barriers.
Sanctions; introduction of tariffs; introduction of quotas; bans; breaking
off diplomatic relations.

[END OF MARKING INSTRUCTIONS]
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2 ES

