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Section A
Answer this question.

The market for onions in Bangladesh

In Bangladesh the prices of essential foodstuffs usually rise in the period before
religious festivals. In October 2003 the price of onions increased sharply. To deal
with this the Government took three steps:

It removed the 22.5% duty on imported onions.
It introduced a maximum price ceiling of 18 Taka (Tk) per kilo.
It set up a committee which monitored market prices twice each day.

A Government Minister said ‘a kilo of imported onions should cost no more than
Tk14. Then the importer adds a profit of Tkl per kilo, the wholesaler Tk0.30 and the
retailer Tk2 — this should reflect a just price.

However, towards the end of October 2003, the maximum price ceiling was
ineffective. Onions were selling on average for Tk28 per kilo, which was

90% above the October 2002 price,
50% above the September 2003 price and
Tk10 above the Government maximum price.

Traders argued that the price increase was the result of low domestic production
and reduced imports. Consumers said that supplies were normal and that traders
had created an artificial crisis, because of the rise in demand before the Holy Month

of Ramadan.

(@) (i) Calculate the approximate price per kilo of onions in September 2003. [2]
(i) Identify two reasons why prices might normally be expected to rise before the Holy
Month of Ramadan. [2]

(iii) What might the Minister have meant by ‘a just price’? [2]

(b) (i) With the aid of a demand and supply diagram, explain how traders may benefit from
reducing the supply of essential foodstuffs. [4]

(i) With the aid of a demand and supply diagram, analyse the effect on the market for
onions of the introduction of an effective maximum price. [4]

(c) Discuss the desirability of the Government’s intervention in the market for onions. [6]
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Section B

Answer one guestion.

Explain how production possibility curves might be used in assessing a country’s economic
performance. [8]
Discuss whether a mixed economy is the best way for a country to deal with the basic
economic problem. [12]
Explain the difference between absolute and comparative advantage. [10]
Discuss whether the principle of comparative advantage is a satisfactory explanation of the
trade pattern of an economy with which you are familiar. [10]
Explain the difference between cost-push inflation and demand-pull inflation. [8]
Discuss whether a country experiencing inflation will always have a balance of payments

problem. [12]

© UCLES 2006 9708/02/0/N/06



www.dynamicpapers.com
4

BLANK PAGE

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every
reasonable effort has been made by the publisher (UCLES) to trace copyright holders, but if any items requiring clearance have unwittingly been included, the
publisher will be pleased to make amends at the earliest possible opportunity.

University of Cambridge International Examinations is part of the University of Cambridge Local Examinations Syndicate (UCLES), which is itself a department of
the University of Cambridge.

9708/02/0/N/06





