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Edexcel AS Economics

2 Free market economies and the price mechanism
For the supported multiple-choice questions 1–5, there is 1 mark for the correct answer and a further 3 marks for the explanation. To support your answer, your explanation should include definitions, reasons, application to the context and annotated diagrams.

1
Correct answer: C To ration out scarce goods. 

2
Correct answer: D An increase in real incomes of consumers. 
3
Correct answer: A The cost of fertiliser increases. 
4
Correct answer: B Statement 1 is positive and statement 2 is normative. 
5
Correct answer: B An increase in the productivity of tea pickers. 
6
(a)
Supply and demand diagram showing rightward shift in supply curve and fall in the price of rice — include actual prices on the axis. [4] Reason: very good harvests will cause an increase in supply. [2]

(b)
Reasons should be divided into those which may cause demand to rise and those which may cause supply to fall. These could be illustrated by a supply and demand diagram with a rightward shift in the demand curve and a leftward shift in the supply curve. Since the command word is ‘assess’, some evaluation should be included. On the demand side the following are mentioned in the extract: rising population and increasing real incomes. Other demand factors might also be included such as changing tastes and preferences resulting in increased consumption of rice or increasing prices of substitutes such as wheat. However, as real incomes rise, people might reduce their demand for rice in favour of more up-market food products. 



The supply of rice might be adversely affected by climate change, which results in more droughts and other extreme weather events. On the other hand, the productivity of the land might be increased by new methods of production, increased use of fertilisers and new seed varieties. [10]
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