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(a) Explain the difference between a specific
and a percentage indirect tax. [10 marks]
Answers may include:

Definition of indirect tax.
Explanation of the difference between a specific tax and a percentage tax, although they both shift
the supply curve upwards by the amount of the tax.

Diagrams to illustrate the different shifts of the supply curve in the case of a specific tax
compared to a percentage tax.

Examples of both types of indirect taxes set on different goods and markets.
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Example answer and teacher comments

Teacher Comment

DDE: Define, Diagram, Explain - That's all this question is asking you to do. Don't overanalyse! Think of the
expression, 'If it looks like a duck, and quacks like a duck, its probably a duck' This is a ‘duck’ question! It
is very straightforward and what you expect. The answer below is short, simple, and fulfls most of the
requirements for this question. To achieve top marks, however, this answer requires a real world

example.

An indirect tax is a tax imposed by G on goods and services, also called an expenditure tax, VAT, or
sales tax. A specific tax, also called a flat rate tax, is a st amount of tax imposed on a good or service,
c.g. S1. A percentage tax is a percentage of the selling price imposed on a good or service, ¢.g. 1%.
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As you can sec in the above graphs, both cause the S curve to shift by the amount of the tax. However, a
specific tax causes the curve to shift parallel to the original curve, from S to S + tax. A percentage tax
causes a S curve slope change, from S to S + tax.
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Level

Descriptor

‘The work does not reach a standard described by the descriptors below.

There s little understanding of the specific demands of the question.
Relevant economic terms are not defined.

There is very little knowledge of relevant economic theory.

There are significant errors.

There is some understanding of the specific demands of the question.
Some relevant economic terms are defined.

There is some knowledge of relevant economic theory.

There are some errors.

There is understanding of the specific demands of the question.
Relevant economic terms are defined.

Relevant economic theory is explained and applied.

Where appropriate, diagrams are included and applied.

Where appropriate, examples are used.

There are few errors.

There is clear understanding of the specific demands of the question.
Relevant economic terms are clearly defined.

Relevant economic theory is clearly explained and applied.

Where appropriate, diagrams are included and applied effectively.
Where appropriate, examples are used effectively.

There are no significant errors.
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