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Knowledge, Aapﬂl'iéativwd'ri"&{Anélysis: (up toﬁﬁ 9

marks)

Definition of indirect tax (a government levy or
charge on tobacco) (1 mark).

Identification or reference to different types of
tax (1 mark).

Tax has effect of increasing costs to producers
who try and pass on to consumers in the form oﬂ(
higher prices (1+1 mark).

Also reference to falling profits which lead to

less output and hence less consumption (1

mark).

Explanation of diagram / effect in terms of 1&
increasing price and reducing quantity demand (
mark).

Data application e.g. UK has £4.03 tax per packet
of cigarettes (1 mark).

Diagram (4 marks)

< Inward shift in supply curve (accept parallel or
pivotal shift) (1) "Rb

+ Tax incidence for consumers and producers (1)

» Overall tax area (1)

« Original and new equilibrium price / quantity
shown (1)

< Demand curve drawn relatively price inelastic

(1)

Price per
unit£
S2
P2
P1
PO
Quantity per time
0

Q1 Q2
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v
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Note: Accept MPB / MPC / MSC approach for a
diagram, but they need to show the imposition of
a tax on MPC curve

Note: If no diagram award a maximum of five
marks for this section

Evaluation B#2umarksfor two well developed —

> Cigarettes are addictive and so demand is likely
to be price inelastic. This implies taxation may
be ineffective in reducing smoking and a very
high tax is required to have an impact.

Magnitude of the taxes on cigarettes: this is very
large and so must have a significant effect

reducing smoking. /

disadvantaged’ groups as many still smoke.
Poorer smokers may lack access to treatments
for quitting.

Difficult to determine impact of high taxes on
cigarettes from other factors causing a decrease
in demand (demand estimation problem).
» The high taxes have encouraged tobacco
smuggling. This may represent a government
~faituresifice considerable loss of tax revenue
according to HMRC.

» The Tobacco Manufacturers Association estimate

= that 27% of all cigarettes consumed in 2006 were

non-UK duty paid. This implies that many were

aff
» Taxation may be ineffective for ‘socially v 0{‘ H» .

N

¢ Fu

' breaking the law.

Level [ Mark ~ [Descriptor. - -0 o v w vl o

Level 1 1-2 Definition of indirect tax and/or recognition of increasing price of
tobacco.

Level 2 3-4 Diagrammatic analysis which accurately depicts a decrease in
supply and tax incidence or area. (Mark cap to 7 if no evaluation
offered).

Level 3 5-8 Diagrammatic analysis which accurately depicts a decrease in
supply and tax incidence or area. Limited evaluation offered.

Level 4 |9-12 Convincing diagrammatic analysis with two or more evaluation
points.
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15 marks
3 KAA points / 2 EV points.

Start with definition of a key term in the question (counts as KAA)

KAA -9 marks - Knowledge 3, Application 3, Analysis 3

Level .

Tark

THeacriotor

0

A completely inaccurate response.

Levei 1

i-3

Displays isolated or imprecise knowledge and understanding
of terms, concepts, theories and models.

Use of generic or irrelevant information or examples.
Descriptive approach which has no chains of reasoning or
links between causes and conseguences.

Level 2

Displays elements of knowledge and understanding of
economic principles, concepts and theories.

Applies economic ideas and relates them to economic
problems In context, although does not focus on the broad
elements of the question. .

A narrow response; chains of reasoning are developed but
the answer may lack balance.

Level 3

7-9

Demonstrates accurate knowiedge and understanding of the
concepts, principles and models.

Abllity to link knowledge and understanding in context using
relevant and focused examples which are fully integrated.
Economic ideas are carefully selected and applied
appropriately to economic issues and problems. The answer
demonstrates logical and coherent chains of reasoning.

Evaluation - 6 marks

Level

Mark

Descriptor

No evaluative comments.

Level 1

i-2

1dentification of generic evaluative comments without
supporting evidence/reference to context.
No evidence of a logical chain of reasoning.

Level 2

3-4

Evidence of evaluation of aiternative approaches which is
unbalanced.

Evaluative comments with supporting evidence/reference to
context and a partially developed chain of reasoning.

Level 3

5-6

Evaluative comments supported by relevant chain of
reasoning and appropriate reference to context.

Evaluation is balanced and considers the broad elements of
the question.

Conclusion: only needs to be maximum two or three lines, DO NOT JUST REPEAT POINTS — good technique is to
choose your most impactful point or make a general comment to finish (e.g. in the long-term x would be the most

effective... etc.)

Note: Again, the mark schemes (above) do not outline an exact number of KAA/Ev points, but 3 KAA and 2 EV are
enough for 10 and 15 mark questions. The difference between the two questions, are that your points for 15
markers will need to be developed further and use more data — the introductory paragraph (with definition) and

conclusion also need to be longer in a 15 marker.

You will find that it is easier to develop 15 mark questions, as the questions are a bit more open and lend themselves

to more discussion.







. 15/11/2016 Indirect Taxation - Google Docs

Examine the effectiveness of indirect taxation as a means of reducing cigarette and
tobacco consumption. Use a gemand and supply diagram in your answer. (15)
_—

Taxes are a compulsory cofitribution to state revenyé, levied by the government. There ﬁ
are two types of taxation,“direct and indirect tax Ahdirect taxa 0n, such as VAT, allows a’o’ -
the supplies to pass on the burden of tax through an intermegiary, whereas direct taxesy .

are paid directly to the government by the individual taxpa¢er, such as income tax.

Demerit goods, such as cigarettes and tobacco have negative externalities and can be Dotu .
discouraged through taxation, which is why the UK imposed a £408(per packet) tax on
their consumption. This tax can be shown in a supply and demand diagram:

Price of cigarettes
and tobacco

B
I
PA

Figure 3

The law of demand states that ceteris paribus, as the price of a proddct increases, the
quantity demanded of the product falls. Sine€ an indirect tax is imposed by the

government, the supply curve in this diagfam has shifted to the Jeft. The tax essentially /), N
s and if fixed costs are higher, less suppliers w@ o SZ/

MPW“"\‘)? increases the company’s production c
be willing to produce y s. Figure 3 also shows that companies pass on their high
the

costs to consumers in fm of a higher price (price increases from P1 to P2, which =

Vv Q/ﬁ also increases produ lus), which decreases the quantity demanmgarettes <9
5 & " and tobacco. A percentage of fhe tax is also absorbed by the company (B). The quantity 2’“

W \4\0&( demanded for cigarettes and tobacco decreases from Q}_E(_)_gg_,_whichshows the taxation

was effective in reducing ifs consumption.

an
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As the price of cigarettes and tobacco increases, consumers that can no nger afford
them but are still addicted to nicotine would search for substitutes ip/the market.
Substitute goods are goods that can be usedto replace each other{glch as tea and coffee,

increase as the price of cigarettes Mcreases. Therefore, the consumption of cigarettes and
D(m tobacco would decrease and they would replaced with cheaper substitutes.
However, the effectiveness of indirect taxation as a means Wg the consumption

of any good or service depends on its price elasticity of de d cigarettes and

tobacco are relatively inelastic (PED<1) as they are addicfive. This means that compahnies
can pass a larger proportion of the tax on to consumers as consumers will most likel
buy it regardless of the price. This also means that the government would need 4o se

% a large tax on the goods if they wanted to see a large decline in their consumption
because Figure 3 shows a very slight decrease in qua ity demanded. This can also be
)(M proven using Extract Two which states that ‘in 200 q?'than twenty-five per cent of 3’#0\/’
) W\S - the adult population continues to smoke’. This t more than a quarter of the alo.k(

adult population were unaffected by the £4.03 tax on cigarettes and tobacco, which could fp
deem an indirect taxation less effective as consumers would be less responsive to any | ehc
price change. Port--

As well as this, imposing a tax on cigarettes may not be the most efficient way of

reducing its consumption.-Extract One states t-‘nicotine patches and gum’ were

I mjipk subsidising these substituteg, woul

be better to reduce demand for cigarettes! This is because they have a pfeégative XED ,g,' Hyp_
value in relation to cigarettes and tobacco and subsidising alternatives~would allow

company owners to lower their prices for pajches and gum, which would act as an C-d ’ /
incentive to attract consumers. This metho also be more effective in the long run,

as consumers would become less addicted/to rettes by using Nicotine patches etc. in .
which case a taxation wouldn’t be required. Paci{d‘c

In conclusion, I think that the effectivenes<of an indirect tax would depend on many

other factors, such as the income of cigérette consumers and whether or not there is an

unethical regressive effect, howeverthe evidence suggests the indirect tax was effective. ﬂ
Figure 1 shows that the UK cigarefte consumption has decreased from 81.5 billion 9 nv)
cigarettes to 67.5 cigarettes, whith is a decline and the ban on tobacco advertising in (/CM.CWia .
2003 was also effective. Although I think government spending would be better spent

campaigning to help poorer smokers to quit, so that the twenty-five per cent of the adult

population that are still smoking would receive treatment to quit.

. s Ev y
lgl’é );7; 66 firsztry!

https://docs.google.com/document/d/15hm GOEPF: PDKB8scjg2DiJbbpf01F4QBkbj Yo7PaKU 94/edit
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