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Introduction

Overall this was felt to be an accessible paper, and reflecting this the mean mark was
slightly higher than last year's paper. In particular candidates found the 12 mark question
requiring the use of AS/AD analysis to discuss the effects of a change in an economic
variable on the economy (question 1(a)(iii) and question 2(b)(iii)) relatively straightforward,
and more generally, AS/AD analysis was used well throughout the paper. Candidates

used the written data given to them well, but found some of the figures more difficult

to interpret, and as such more practice at using economic charts and graphs may be
beneficial. That said, candidates are good at recognising where they need to make explicit
reference to the data provided, and did, on the whole, make a good effort to do this in a
way which added to their responses. Both questions included one 12 mark question which
candidates tended to find challenging (question 1(b)(ii) and question 2(a)(iii)), as they
were perhaps a little different to questions that students had seen before, and so called
for candidates to 'think on their feet' more. Some students really excelled here, producing
interesting, well-considered responses, which, in the case of 2(a)(iii) in particular, often
came to an overall, reasoned conclusion, however others found difficulty in applying their
knowledge of economic theory in an unpractised way. The two 30 mark questions were
generally well attempted, and on the whole responses included a good level of economic
analysis. Students are obviously aware of the need to evaluate their arguments in

this question, but there is a noticeable gap between those who solely use very general
evaluative points (e.g. there may be a time lag etc.), and those who are able to really apply
evaluative points to the specific analytical points they accompany, and to explain them in
detail.

The two questions were answered by approximately equal numbers of candidates, and
although the mean score was slightly higher for question 1 than for question 2, there was
not a large difference between performance on the two.
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Question 1 (a) (i)

This question was meant to be a very accessible introduction to the paper, and as such was
answered very well by a majority of candidates. Candidates who only gave the abbreviated
formula for aggregate demand (AD=C+I+G+(X-M)) were only awarded 2 out of the 4
available knowledge marks, but this did not affect many. Reference to the data was well
done, although candidates must make sure that they select the data that is most relevant
to the question. For example, references to changes in 'disposable income’', 'earnings
growth' and 'employment' were not credited unless they were explicitly linked to one of the
components of aggregate demand.

(a) (i) With reference to Extract 1, outline the components of aggregate demand.
(6)
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Examiner Comments

The second paragraph of this response earned the
maximum 4 knowledge marks for stating the components
of aggregate demand in full. The third paragraph earned
the 2 available application marks, as the candidate
referenced some data from the extract which was then
explicitly linked to the components on aggregate demand.
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(a) (i) With reference to Extract 1, outline the components of aggregate demand.

(6)
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Examiner Comments Examiner Tip
This response explains the components of Look out for questions including the instruction "With
aggregate demand in detail to earn all 4 reference to ...." as this means that marks will be
available knowledge marks, but makes no available for including explicit and relevant references to
reference to Extract 1, so only scores 4 out the stated extract or figure in your answer.
of 6 marks. Use the number of lines given to help you decide how

much to write in answer to a question. Writing too much
in response to the lower mark questions might mean that
you run out of time to answer the higher mark questions.
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Question 1 (a) (ii)

This question was well answered by a majority of candidates. The factors most commonly
discussed were the interest rate and the level of business, or consumer confidence. 2
marks were awarded for each factor correctly identified, and a further 2 marks were given
for explaining why, or how, this factor influenced the level of investment in the economy,
that is examiners were looking for an explicit link back to investment for these 2 additional
marks.

(i) Identify and explain two factors that influence the level of business investment

(Extract 1, line 10).
(8)
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Examiner Comments Examiner Tip
This is a good answer to the question, which states Look for specific instructions given in bold.
two correct influences, and explains how each Here it is important to note that you are being
of them affects investment. The first paragraph asked for two factors. This means that you
which explains the role of the interest rate is worth cannot earn full marks for explaining only
4 marks, and so is the second paragraph, which one factor, and if you mention more than two
explains the role of business confidence. factors, only your best two will be counted.
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(ii) Identify and explain two factors that influence the level of business investment
(Extract 1, line 10).
(8)
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Examiner Comments

This is a very detailed answer, which makes good
use of Extract 1 to support the candidate's analysis,
and explicitly relates the two factors considered to
the level of investment. The first paragraph earns
4 marks, as does the second paragraph.

Examiner Tip

Hints as to possible answers to the questions
are often given in the data provided, so do
read it carefully and use it where relevant.
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Question 1 (a) (iii)

Candidates are obviously comfortable tackling AS/AD analysis questions, and as such most
could explain the changes in aggregate demand and aggregate supply, draw a diagram

to illustrate this, and then state and explain at least one effect on the economy of these
changes. As the question specifically asked for a diagram, a maximum of 4 knowledge,
application and analysis marks were awarded for written analysis. There was, however,
much inaccuracy in the labelling of AS/AD diagrams, particularly in terms of using the
microeconomic 'price' and 'quantity’ labels for the axes, and less so, 'D' and 'S' for the
curves. Candidates must also remember to label the initial and final equilibria on their
diagrams; this was sometimes omitted or done incorrectly, particularly when candidates
were shifting both curves. Most candidates made an attempt at evaluating their arguments,
and as the 4 available evaluation marks were awarded as either 2+2 or 4 marks, many
scripts achieved all 4 evaluation marks. Despite this apparent success, however, candidates
must be wary of using the same rote learned evaluation points in all situations, for example
a good number analysed the effects on the economy of just a decrease in aggregate supply,
but then said that the magnitude of these effects was dependent on the level of spare
capacity in the economy (or elasticity of the aggregate supply curve), which is obviously
incorrect.

e 3
(iii) With the aid of an aggregate demand and aggregate supply diagram, assess
the likely effects on the UK economy of ‘a reduction in business investment’
(Extract 1, line 15).
(12)
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W/SExammer Comments

In this response the candidate has labelled the x-axis of their AS/
AD diagram 'Quantity'. As this has a definite microeconomic 'feel',
the diagram as a whole is only worth 3 out of the 4 available marks.
The candidate goes on to explain the effects of the reduction in
investment on the economy, earning 2 marks for their mention of
an increase in the price level ('cost-push inflation), and a further 2
marks for 'negative growth' at the top of the second page (although
the end of this sentence, which is written in terms of the 'quantity
of goods demanded' is incorrect). The candidate makes no attempt
at evaluation, so this response earns 7/12 marks.

A
2@ ResultsPlus
Examiner Tip

Learn the command words which

tell you that you must evaluate your
answer: they are evaluate, discuss,
assess, to what extent, and examine.
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(Extract 1, line 15).
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Examiner Comments

This response achieves full marks. The AS/AD diagram shows a
correct shift and is fully labelled earning 4 marks; the candidate
identifies and explains the likely effect on the current account of
the balance of payments for 4 marks; and additionally identifies
negative economic growth. The discussion of the effect of the
elasticity of the AD curve warrants 2 evaluation marks, as does
the discussion of a possible time lag.
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Question 1 (b) (i)

Many candidates found this to be a challenging question. The first issue was not referring
to the time period as specified in the question ("from 2010"), as many candidates focused
their responses on the earlier rise in the savings ratio, which severely limited the marks
available. Definitions, or explanations, of the multiplier were marked fairly leniently,

but many attempts were still too vague, or incorrect to earn the 2 available marks. The
best approach here was either to have learnt a more formal definition (for example, "the
multiplier is the ratio of a change in equilibrium real income to the autonomous change
that brought it about"), or to describe the process through which one person's spending
becomes another person's income, and so money travels around the circular flow of income
more than once. Finally, many candidates did not actually answer the question, as they
simply explained why a multiplier effect would occur, or stated that in this case there would
be a positive multiplier effect, rather than identifying that there would likely be a LARGER
multiplier as the savings ratio fell.

[ 1

(b) (i) With reference to Figure 1, explain how the forecast change in the savings ratio
from 2010 might affect the value of the multiplier.
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Examiner Comments

The first paragraph of this response earns the candidate the 2
available data reference marks, as they give figures for the savings
ratio from two relevant years. In the next sentence, the mention
of people "spending more of their disposable income" warrants
another 2 marks, as does the explanation of the multiplier in the
first sentence of the third paragraph. Finally, the observation that
the multiplier will increase is worth 2 marks for actually answering
the question. This response therefore earns full marks 8/8.

OO ResultsPlus

Examiner Tip

Remember to look out for definition marks!
In this question, a definition or explanation
of the multiplier is worth 2 marks.

(b) (i) With reference to Figure 1, explain how the forecast change in the savings ratio

from 2010 might affect the value of the multiplier.
(8)
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Examiner Comments

The first sentence of this response earns the 2 available marks
for a definition or explanation of the multiplier. The candidate
then goes on to analyse the period up to 2010, so this does not
gain any marks, however half-way down the page, he/she then
gives data from the correct period (2 data reference marks),
identifies that this will "raise the money spent in the economy"
(2 marks), and hence increase the value of the multiplier (2
marks). This response therefore gains full marks (8/8).
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Question 1 (b) (ii)

This question was an excellent discriminator between higher and lower ability candidates, as
students found the data relatively difficult to interpret, and a good answer required students
to really apply their knowledge of output gaps to the data provided. While most candidates
could pick up the 2 knowledge marks for a definition of an output gap (either in words,

or using a diagram), the 2 data reference marks available for identifying the (changing)

size of the negative output gap were less frequently awarded. More generally, many
candidates were unaware that the negative output gap was closing, and indeed there were
many references to the output gap "increasing", either because candidates find describing
negative numbers challenging, or simply because the line had a positive slope.

In terms of identifying and explaining the effects of the output gap, marks were awarded for
either a static analysis, in terms of a negative output gap means unemployed resources in
the economy etc., or a dynamic analysis, in terms of the negative output gap closing, and
so unemployment decreasing, average incomes rising etc.

Even very able candidates found it difficult to give valid evaluation of the effects that they
had identified. The most successful line here was to consider changes over time as the
negative output gap closed, or to consider how rising inflationary pressures as the economy
approached its potential output level may begin to hit export-based industries or consumer
and business confidence, so that the positive effects predicted may not occur.

Finally, some candidates found being asked for "consequences" difficult, and tried to change
the question to discuss possible causes of the negative output gap instead.

*(ii) With reference to Figure 2, discuss two likely consequences of the output gap
from 2009,
(12)
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Examiner Comments

The first paragraph of this response earns 2 marks for

a definition of an output gap. The second and third
paragraphs identify various effects of the negative output
gap: low incomes (2 marks); unemployment (2 marks); and
low investor confidence (2 marks). In the third paragraph
there is also an identification and explanation of the effect
on the government budget balance (4 marks). The best two
points are counted, plus the definition marks, which gives
8/8 marks for knowledge, application and analysis.

The candidate makes no attempt at evaluation, and so the
total score is 8/12.
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*(ii) With reference to Figure 2, discuss two likely consequences of the output gap
from 2009.

(12)
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wExammer Comments

This is a good response which earns full marks. There is a definition
of an output gap (2 marks), and reference to the output gap being
below -4% in 2009 (2 data reference marks). The candidate goes
on to explain the likely effect on unemployment (4 marks), and the
government budget balance (4 marks), and therefore reaches the
maximum 8 marks available for knowledge, application and analysis.

On the second page, the candidate evaluates their answer, discussing
the changes likely to occur as the negative output gap closes, and
the fact that unemployment tends to be a lagging indicator. They
therefore earn all 4 available evaluation marks too.
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Question 1 (c) (i)

This question was generally well answered, with most candidates understanding the need
to give data from the Figure, either in terms of government expenditure and tax revenue
as percentages of GDP separately, or simply the budget deficit as a percentage of GDP. A
few candidates did not actually answer the question, as they simply gave figures to show
that government expenditure had risen, and tax revenue remained approximately constant,
without linking this to the concept of a budget deficit, and this cost them the 2 available
marks for stating that the budget deficit had risen over the period.

A minority of candidates were confused by the use of financial years rather than calendar
years (i.e. "2002-03"), and interpreted this as two separate questions, that is as asking
them to calculate the change in the budget deficit between the years 2002 and 2003, and
between the years 2010 and 2011. More practice working with economic data would help to
increase students' familiarity with such concepts.

8 3

(c) (i) With reference to Figure 3, identify the change in the UK budget deficit
between 2002-03 and 2010-11.
(4)
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Examiner Comments

The first two lines of this response earn the
2 available data reference marks, while the
final sentence earns the further 2 available
marks. Overall this merits full marks: 4/4.
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(c) (i) With reference to Figure 3, identify the change in the UK budget deficit
between 2002-03 and 2010-11.

Examiner Comments

In the final paragraph, this candidate identifies that
the budget deficit has increased over time (2 marks),
but does not include any explicit data reference in his/
her answer. This response therefore earns 2/4 marks.
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Question 1 (c) (ii)

Candidates found this 30 mark question more difficult than the equivalent part of question
2, although as the reverse was true for the lower mark parts, this helped to equalise the
mean scores on the two questions overall.

As the question was explicit in asking for strategies that could be pursued by the UK
government, we did not credit references to changing the Bank rate or the money supply
(although references to monetary policy in terms of changing the inflation target set for
the MPC so as to encourage lower interest rates, appointing external experts to the MPC
who might be more likely to vote for such low interest rates, and so on were, of course,
allowed).

Candidates who were able to discuss the effects of specific policies (e.g. a rise in the basic
rate of income tax, or a 10% cut on defence expenditure, rather than simply raising taxes
and cutting government spending, often lumped together as one policy) tended to score
higher marks, as their analysis was more detailed.

Overall, there seem to be two main lessons for candidates to take from this question:
firstly, to read the whole of the question; and secondly if a question asks for a discussion

of possible effects, it is not the case that positive effects count as analysis, and negative
effects count as evaluation. In terms of the first point, many candidates ignored the caveat
that economic growth remained weak, and so discussed the use of expansionally fiscal
policy or supply side policy to generate economic growth and so reduce the budget deficit in
the long term. Such policies were not credited, as they were going against the assumption
in the question. In terms of the second lesson, whether an effect is positive or negative for
the economy, explaining the effect and why it might arise is always credited as application
and analysis; evaluation would be explaining why it might not occur, or what its occurrence
or magnitude might depend on etc. This meant that a good number of candidates gave six
analytical points, when a maximum of three could be considered, but no valid evaluative
points.
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*(ii) Evaluate the macroeconomic effects of the UK government trying to reduce its
budget deficit, assuming economic growth remains weak.

CPLAN: Mg

oG MID
............................................................... Wwﬁmm 3 eduadn....

s 'I‘T "54;\'[6: *»'\GC.. ""\b h’D

_i\m NG mogm.l.g bcmfmem s DQM.M mu: .......................
M (S WO AODCE o

.......................................... = ghommant. B hae e monty. o eaetk. deneit.
. und s

ex(ees ARG mm o Mm ungmmm .....................................

MM{NWPR[WMMMG“&X ........................................................................

GCE Economics 6EC02 01




agpveake donOud, an. g .i8.000 G e companentS.TMLS. deC@ASE .
LeBuid nean. e g mmendt. usBakd deerdarse. speadung. en. eQulthCoe,

mmmﬂmmmmm&wmm ..................................
PORR_ USAL. LOSR MR jS08. 1 k... el IC. S0046¢, AS. ShSwn_ 1N EXBQCK. .

e, opRInMent. Cut SRAAING O, SIGRgICOAt. amaunt.. tndne g ...
. DS Cud g oG i be et TR £ QoY Qund. s e

dmmmwgmumgmm&g&ﬂhﬂmmmaﬂ _____ WaNe. ..

A0St Dneir ySof 3. bud acasdung. o favact. 4 L padben Sosn
D prvae. $eCAne. . be. ceaued. B Ch. LRI Mo AL ...

SRy Wy ot e govenmess Calld. alecrease e deteit wawud......
AoCrISR MR CANSNEL S CMSEOSaDIR. (nCOmE.. WOwCh. WBAID. Tnea. deLrease ..
CONMRL. SERNALG.. A CRCRASe . CASURL. SRAIAG. BT Q0L ...

QL. cecreaSe. . e deimnd. (onSuMRS mouy alse. SRHE. ...
nere. . melr inceme. harabse. ey oy, be. Laxried. 0O InGme. Ta.....
CanSunmes. sRAg. WU a et W Car Qe NBL. T INCANR. AR .
Maney. Lsud.. e uHivobicusn . The mubapker atl Al moghddy. Tads.....
At 00 N8 ANAR OCRNGIY. s

GCE Economics 6EC02 01

23



24

Nguse. 1. shaws e UE.SOangs. icrhd.and..em 2011 consiunes
SRom. 4n. b2 Saw Q) 1035 wney.. e giaph MLy Snly. ShGle. Q. freasts...
buk e S0l SRS Q. deC@OR (1. SIS, . TR

s crycudan Yo e e WOyt ke as. 104gR. Q8. expeciedt. ...

ove. e eflect o

Jc&mhm Md&!ﬁl&&m&Dmemmmmm
MQd@mtnwm@u

Al :Stw.pfshems OSSOCIORA. B nggmmmm m:xg

mmm

gt m.:ﬂaqmm et Shen T B noget ..

GCE Economics 6EC02 01



rﬁ:ms ....... pw:s e naease. . cmommm UL mean. &xmu WAL

howe S8 pOd.. fo. sperd on. (OGRS om&v\e:pwﬁynpmnw
focea. Aeuase in wagpe ov QOSSUIY, unemplogeRitt. WSaich MY ...........
mmm%mmqmmogwwmmmw

AL dopends. on. . muck. (HIpXAke. [ 18 Waated. g aad. AR .......
loage Mue. fuasin 1S . nOW. IKuG. G 0. ItgnCt gt M kO g

&mum&mmwmqammmmmawm

ﬁ ResultsPlus

Examiner Comments

On page one, the first paragraph earns 6 marks: a definition of a budget deficit
(2 marks), identification that the government may cut government spending (2
marks) and/or raise taxation (2 marks).

In the next paragraph, the candidate discusses the effect of this on
unemployment, and uses some data from the Extract to support his/her point (4
marks). In evaluation, s/he suggests however that an increase in private sector
employment might limit the increase in unemployment (2 marks).

In the fourth paragrapah on the first page, the AS/AD diagram, and the first
paragraph on the third page, the candidate explains the likely effect on national
income (4 marks), although then uses the data provided on the savings ratio to
question whether aggregate demand would actually fall in the economy (4 marks).

Finally, in the third paragraph on the third page, the candidate explains the
effect on wage rates (4 marks), and in evaluation discusses the importance of
considering the magnitude of any changes (2 marks).

Overall, this response earns 26/30 marks (18/18 marks for knowledge, application
and analysis, and 8/12 marks for evaluation).

OO ResultsPlus

Examiner Tip

This candidate has begun by planning his/her answer.
This is a good idea, as it will help you to formulate
and prioritise your ideas before you start writing.
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*®(ji) Evaluate the macroeconomic effects of the UK government trying to reduce its
budget deficit, assuming economic growth remains weak.
(30)
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ﬁ ResultsPlus

Examiner Comments

This response earns 2 marks for a correct definition of a budget deficit,
and 2 marks for a correct definition of economic growth. Another 2
marks could be awarded for identification of both an increase in taxation
and a reduction in government spending, but the candidate has reached
their maximum 6 marks for this section.

Over pages one and two, the candidate explains the likely effect of the
policies on economic growth (4 marks), and in evaluation points out that
this policy may not reduce the budget deficit by as much as originally
thought, as additional money will need to be spent on unemployment
benefits (2 marks). The candidate then goes on to explain the effect

of increased unemployment in more detail, incorporating the multiplier
effect into his/her analysis (4 marks). Note that the attempt at
evaluation following this is incorrect, as a change in the value of exports
has no effect on the value of the multiplier (0 marks). On the third
page, the candidate then goes on to explain the effects on the inflation
rate, using the short run Phillips curve in his/her analysis (4 marks).
There is a final, brief evaluative point, that the elasticity of the AS curve
is important in determining the effects (2 marks).

Overall, this response scores 22/30 marks (18/18 for knowledge,
application and analysis, and 4/12 for evaluation).
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Question 2 (a) (i)

This question was very poorly answered. While a good number of candidates were able to
gain the 2 available data reference marks for giving figures for the inflation rate over the
relevant period, many candidates incorrectly wrote that the "price level fell from 5% to 1%",
indicating that they did not understand the relationship between the price level and the

rate of inflation, and not earning these data reference marks. Some candidates also gave
inflation figures for a period other than that specified in the question. Very few candidates
correctly identified that the price level was rising at a slower rate, with the vast majority
writing that the price level fell over the period. Overall, the relationship between absolute
and percentage changes in a variable seems to be poorly understood.

(a) (i) With reference to Figure 1, explain what happened to the UK price level from
late 2008 to mid-2009.
(4)
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ﬁ ResultsPlus

Examiner Comments

This response earns the 2 available data
reference marks for correctly identifying the
change in the inflation rate over the period, but
does not earn any more marks, as the candidate
incorrectly states that the price level has fallen.
Overall, this response scores 2/4 marks.
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(a) (i) With reference to Figure 1, explain what happened to the UK price level from
late 2008 to mid-2009.
(4)
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Examiner Comments

This response earns full marks (4/4). In the second half
of the first sentence, the candidate correctly identifies
that the price level was rising at a decreasing rate (2
marks), and in the final sentence, he/she gives correct
figures from the chart (2 data reference marks).
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Question 2 (a) (ii)

When marking this question we were strict in not allowing consequences that were based on
the average price level falling, rather than a lower (but still positive) rate of inflation. This
caught out many candidates, again implying that the relationship between the price level
and the inflation rate is not very well understood. The most common correct answer to this
question involved considering the likely effects on the relative prices of imports and exports,
and hence on the trade balance or current account on the balance of payments position.
Alternatively, candidates wrote some good responses based on likely improvements in either
business or consumer confidence.

There was a tendency for candidates to try to change this question, either by stating in

the first line of their response that a lower rate of inflation would mean lower rates of
interest, and then describing the consequences of a cut in interest rates, or by explaining
the possible CAUSES of a lower rate of inflation, rather than the likely consequences. While
there is some merit in the first approach, it was generally only credited as one possible
consequence, rather than two separate points.
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ﬁ ResultsPlus

(i) In Extract 1, the UK's rate of inflation is predicted to be significantly lower in
2012 than in 2011, Explain two likely economic consequences of the lower rate
of inflation in 2012,
(8)

Examiner Comments

The first suggested consequence here earns all 4 available marks, as the
candidate explains that investment may increase because lower (less
variable) inflation rates improve businesses' ability to forecast, and may
increase consumers' real incomes, leading to more consumer expenditure.

The second suggested consequence is incorrect, and so not worth any
marks.

Overall, this response earns 4/8 marks.
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(ii) In Extract 1, the UK's rate of inflation is predicted to be significantly lower in
2012 than in 2011. Explain twe likely economic consequences of the lower rate
of inflation in 2012.

Examiner Comments

This response earns full marks (8/8). The first
point about an improving trade position is very
well made (4 marks), and the second point refers
to inflation dropping below target when suggesting
that interest rates may be cut, and then links this
to the promotion of economic growth (4 marks).
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Question 2 (a) (iii)

This question was an excellent discriminator between higher and lower ability candidates,
as a good answer required students to really apply their knowledge of the workings and
target(s) of the Monetary Policy Committee to the data provided. While most candidates
could pick up the 2 knowledge marks for a definition of monetary policy, and the 2 marks
available for an explanation of a monetary transmission mechanism (i.e. how a change in
the Bank rate or money supply affects the inflation rate), many were not able to go past this
hypothetical scenario ("if the MPC cut the Bank rate...") into an assessment of the success
or otherwise of the actions taken by the MPC. Similarly, purely hypothetical reasons as to
why monetary policy may not be effective (e.g. the effect on real GDP and the price level
depends on the elasticity of the AS curve, without consideration of the likely level of spare
capacity in the UK economy over this period etc.) were not credited with evaluation marks.

The best answers compared the actual inflation rates shown in the Figure to the inflation
target, identifying both the positives and negatives here, as well as showing an appreciation
of the role of cost-push inflationary pressures - which are perhaps out of the MPC's control

- in pushing the inflation rate up above target. Candidates at the very top end were also
able to consider whether there had been an implicit change in the MPC's mandate in terms
of using monetary policy to stimulate growth, as much as to control inflation (the Extract
hinted at this), and so assessed the success of monetary policy in this regard also, perhaps
even concluding as to which aim they thought was the most important in the current
economic climate, and hence which should be the overall criterion of success.

[ :
(iii) With reference to Figure 1, Extract 1 and your own knowledge, assess the

effectiveness of UK monetary policy.
(12)
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ﬁ ResultsPlus

Examiner Comments

This response was typical of many in that it earns 4/12 marks
overall. 2 marks are awarded for the definition of monetary
policy in the first sentence, and a further 2 marks are given for
the explanation of how a change in interest rates affects the
inflation rate (monetary transmission mechanisms). No marks
are awarded for the attempt at evaluation on the second page,
as this is all hypothetical, rather than assessing the actual
success of monetary policy as conducted in the UK. Overall
this candidate does not engage with the question as asked.

(iii) With reference to Figure 1, Extract 1 and your own knowledge, assess the
effectiveness of UK monetary policy.
(12)
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<d ResultsPlus

Examiner Comments

The definition of monetary policy in the first sentence earns 2 marks.

The candidate then goes on to explain why monetary policy has been
ineffective: the inflation rate has been outside of the target ceiling and
floor, leading to letters having to be written by the Governor to the
Chancellor (2 marks); other factors apart from monetary policy seem

to have had a greater influence on the inflation rate, for example the
supermarket price wars (4 marks); and QE has failed to increase the
level of tangible liquidity in the economy, so has not stimulated growth (4
marks). As the best two arguments are rewarded, the candidate earns
8/8 marks for knowledge, application and analysis.

At the bottom of the first page, the candidate then goes on to give the
alternative view, that monetary policy has been successful: the inflation
rate was on target in 2009 (2 evaluation marks); deviations from the
target have been caused by external factors outside of the MPC's control,
so we cannot blame it for this (4 evaluation marks); and the MPC has
managed to remain independent throughout this period (2 evaluation
marks). The maximum of 4 evaluation marks is therefore easily reached.

Overall, this response earns full marks (12/12).
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Question 2 (b) (i)

Credit was given for any of the pre-2010 or current HDI indicators in the question (or
indeed a mixture of the two). It was noticeable that very few candidates were aware of the
new indicators, despite the change having occurred almost three years ago, although this
probably reflects the content of the vast majority of text books. Most candidates achieved
good marks for their knowledge of the education and health dimensions and their indicators,
but struggled to explain the standard of living component (indeed many candidates wrote
that the index as a whole was a measure of a country's standard of living, confusing quality
of life, and standard of living). In particular, although most candidates knew that there was
a GDP element to the HDI, a good humber omitted the per capita and PPP adjustments. We
insisted on the former for the mark, but not the latter.

4 3

(b) (i) Explain the three main components of the Human Development Index.
(6)
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ﬁ ResultsPlus

Examiner Comments

This response was fairly typical, as better marks were scored
for knowledge of the education and health components, than
for the standard of living component. This response is worth
5/6 marks: health (1) measured by life expectancy at birth
(1); education (1) measured by years of schooling (1); the
standard of living dimension is omitted (0), but its indicator,
GDP per capita PPP (1) is mentioned.
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(b) (i) Explain the three main componeﬁts of the Human Development Index.

ﬁ ResultsPlus

Examiner Comments

This response earns full marks (6/6): health (1)
measured by life expectancy (1); education (1)
measured by literacy rates (1); and standard of
living (1) measured by GDP per capita (1). Note
that GDP per capita is allowed for the mark.
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Question 2 (b) (ii)

This question was generally well answered, with the most common difficulties discussed
being that of income (or health, or education) inequality, and the presence of non-marketed
produce, and the shadow economy. The best answers explained these points well, and
referred to the data given to bring out their significance, for example by stating that the
presence of much subsistence agriculture in Ethiopia probably meant that the GNI per capita
PPP figure was an under-estimate.

Candidates who looked closely at the data often also saw that there were discrepancies in
countries' ranking according to the two different measures, and were able to use this well as
one of the difficulties.

Given that the question was asked specifically in reference to Figure 2, and all of the data in
Figure 2 was adjusted for population size and cost of living, we did not award either of these
points as difficulties, although a discussion of the weaknesses of these adjustments was
credited with marks.
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(i) With reference to Figure 2, explain two difficulties of comparing living
standards between countries.

CGNYL of 34,354 hly Chia hay a low HDl of 0.677

ard QNI of 1,416 Mowever ., China has a muc larger........

ﬁ ResultsP

Examiner Comments

This response earned full marks (8/8). The first

paragraph identifies the issue of subsistence, barter and
black economies, gives some data from the Figure, and uses
it as part of the explanation of this difficulty (4 marks). The
second paragraph identifies the issue of a lack of a measure
of the quality of provision in the three dimensions, and

goes on to apply this to countries in the Figure, particularly
focussing on the level of stress and happiness (4 marks).

GCE Economics 6EC02 01 41



- ~ secial e
— a0 2 gt bl e

(i) With reference to Figure 2, explain two difficulties of comparing living
standards between countries.

(8)
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Examiner Comments

This response is worth full marks (8/8). The first sentence gives
data from the Figure (2 marks), and the answer then goes on to
explain how industrialisation may actually mean more pollution
and congestion, leading to a worse living standard (4 marks).
The candidate then identifies and explains the issue of income
inequality within countries (4 marks).
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Question 2 (b) (iii)

As with question 1(a)(iii), candidates found this a very accessible question, and as such
most could explain the changes in aggregate demand and/or aggregate supply, draw a
diagram to illustrate this, and then state and explain at least one effect on the economy

of these changes. As the question specifically asked for a diagram, a maximum of 4
knowledge, application and analysis marks were awarded for written analysis. There was,
however, much inaccuracy in the labelling of AS/AD diagrams, particularly in terms of using
the microeconomic 'price' and 'quantity' labels for the axes, and less so, 'D' and 'S' for

the curves. Candidates must also remember to label the initial and final equilibria on their
diagrams; this was sometimes omitted or done incorrectly, particularly when candidates

were shifting both curves. Most candidates made an attempt at evaluating their arguments,

and as the 4 available evaluation marks were awarded as either 2+2 or 4 marks, many
scripts achieved all 4 evaluation marks.

- T4 Liing dvde SStciency 3
*(iii) With the aid of an aggregate demand and aggregate supply diagram, assess
the possible effects on the UK economy of an increase in government

expenditure on education. e } O Educattn
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Examiner Comments

In the second paragraph of this response, the candidate explains the impact of increased
education spending on the standard of living in detail (4 marks). He/she then goes on
to identify the likely increase in productivity (2 marks), and then comes back to add to
his/her explanation of why standard of living would improve. As there are only 4 marks
available here, the candidate has more than secured them.

The AS/AD diagram has incorrectly labelled axes, but is otherwise correct (shifts in AS
and/or AD were accepted) so earns 3/4 diagram marks.

In the final paragraph on the second page, the candidate mentions that the effects will
only occur in the long run, although this is not very clearly explained (2 evaluation marks).

Overall this response earns 9/12 marks (7/8 for knowledge, application and analysis, and
2/4 for evaluation).
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Examiner Comments

This AS/AD diagram earns 3/4 marks, as the equilibria are not labelled.
The written analysis of the effects of the increased government
expenditure on education earns 4/4 marks: unemployment falls (2
marks); productivity increases (2 marks); living standards increase (2
marks) - the best two points only are credited. However, there is no
attempt at evaluation, so overall this response is worth 7/12 marks.
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Question 2 (c)

This question was generally well answered, with candidates including good levels of analysis
in their responses, particularly showing a solid knowledge of AS/AD analysis. As this was a
broad question, and not specific to any one country, candidates were free to discuss the use
of monetary, fiscal and/or supply side policies in their responses. Evaluation was not done
as well as analysis, and in particular, candidates often did not appreciate the need to centre
their evaluation around policies' impact on living standards; for example, simply stating
that an expansionary fiscal policy may also increase the government budget deficit is an
analytical rather than evaluative point. To make it into the latter, a candidate would need
to explain that therefore in the future, taxes may have to rise, or government spending on
public services be cut, therefore leading to a fall in living standards in the long run. As with
question 1(c)(i) this relates to candidates needing to appreciate that just because an effect
may be negative for an economy, mentioning it does not necessarily constitute evaluation.

Marks could be awarded for directly opposed policies, depending on how they were
presented. For example, candidates were awarded marks for either writing that benefit
payments should be increased, so as to increase consumers' disposable income, or that
benefit payments should be cut, so that there was more incentive for the voluntarily
unemployed/inactive to take work, and hence increase their incomes and living standards.
This also applied to industrial relations legislation policy.

A minority of candidates had obvious timing problems which curtailed their answering of
this question. Often the same candidates tried to finish their answers using bullet points,
or by writing in note, or abbreviated form. Given that candidates' quality of written
communication was assessed in this question, such answers were not given full credit.
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*(c) Other than investing in education, evaluate policies a government can implement
to raise living standards.

(30)
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Examiner Comments

(Total for Question 2 = 80 marks)

This response is rather typical in that it scores far more highly on knowledge,
application and analysis than on evaluative content. The first sentence identifies
three types of policy that may be used to increase living standards (2+2+2
marks). The candidate then explains how investing in healthcare would work

(4 marks), but mentions that this would have a time lag (2 evaluation marks).
Next the candidate identifies and explains how loose monetary policy would
raise living standards (4 marks), but states that this would have an asymmetric
impact on borrowers and savers (2 evaluation marks). The third policy discussed
is investment in infrastructure (4 marks), although the candidate notes that

this would have an opportunity cost (2 evaluation marks). Finally the candidate
discusses a reduction in income tax rates (4 marks), but counters that as
increased disposable incomes may be spent on imports, the expected increase in
real GDP may not be as large as expected (4 evaluation marks).

As we award up to the best three policies, and evaluation points, this response
earns 18/18 for knowledge, application and analysis, and 8/12 for evaluation,
making an overall score of 26/30.
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*(c) Other than investing in education, evaluate policies a government can implement
to raise living standards.
(30)
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Examiner Comments

In the second sentence, the candidate identifies the three policy options for
governments (2+2+2). The discussion of the use of loose monetary policy is
not awarded any marks, as the candidate explicitly writes that the central bank
could lower interest rates, rather than this being action that the government
takes; this is therefore not answering the question as set. On the second
page, the candidate explains the use of expansionary fiscal policy (4 marks),
and reform of the benefits system (4 marks). No marks are awarded for

the mention that this may worsen the current account deficit, as this is an
analytical, rather than evaluative point, and similarly no marks are awarded
for the idea that banks might not extend credit to consumers even if interest
rates fall, as this is related to the invalid loose central bank monetary policy
point. However the ideas that the candidate thinks that if confidence is

low, consumers may not spend any additional income is valid evaluation (2
evaluation marks). Finally the candidate evaluates that reducing benefits may
not raise living standards, as some people may be unable to find jobs, and this
would increase income inequality (4 evaluation marks).

Overall, this response earns 20/30 marks (14/18 marks for knowledge,
application and analysis, and 6/12 marks for evaluation).
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Paper Summary

Based on their performance on this paper, candidates are offered the following advice:

Make sure that your answers address the exact question asked - this could mean
looking at only a selected time period, or having to take into account certain additional
assumptions;

Remember that in the UK the Bank of England's Monetary Policy Committee set the
interest rate, not the government (although the government do retain certain powers,
as the MPC are only operationally independent). If a question is specifically about
UK government policy, you will not be awarded marks for analysing how either the
government could change the interest rate (incorrect), or the MPC could change the
interest rate (not answering the question);

In questions that explicitly ask you to use an AS/AD diagram in your answer, up to 4
marks will be available for this diagram. To earn all of these marks, you must make
sure that you label the axes correctly (using macro, not micro labels), label the curves
correctly, show correct shift(s) in the curve(s), and label the initial and final equilibria;

Remember to look out for questions that ask you to evaluate your answer. In such
questions, try to apply your evaluation to the specific analytical point that you have
just made, for example, rather than a throwaway comment at the end of a paragraph
that "it depends on the elasticity of the AS curve" etc., explain what depends on this,
why it does, and how this affects your initial argument. Expanding on your evaluative
points in this way will help you to earn up to 4 marks per point. This is particularly
important in the 30 mark question;

Make sure that you are happy with the relationships between the price level and the
rate of inflation, and real GDP and the economic growth rate. In particular you must
understand that lower, but still positive rate of inflation/economic growth mean that the
price level/real GDP is still increasing, just at a slower rate;

Watch your timing throughout the exam, and try to incorporate some time for planning
your answers to the longer questions.
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Grade Boundaries
Grade boundaries for this, and all other papers, can be found on the website on this link:

http://www.edexcel.com/iwantto/Pages/grade-boundaries.aspx
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