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Introduction

The June 2018 9ECO_03 paper was seen by a large of majority candidates as being very accessible,
who appeared on the whole to find the topics central to the themes on the specification. This was
evidenced by a rise in the mean to 66.3 (June 2017 63.5). The standard deviation fell, to 12.0 from
13.3in 2017.

The paper complemented well the questions on the other papers, and there was no obvious
overlap or lack of balance with the specification as a whole. It was more ‘micro’ in feel than 2017,
and there were no complaints that it did not meet both sides of the specification equally this year.

1(c) and 2(c) both asked for plural effects, which meant many answers were somewhat shallow
rather than in depth in their analysis. In future the question might be expected to state how many
benefits or advantages the candidate should use, as some candidates gave far more than the two
minimum that were required.

The essays mainly had a standard deviation of over 4/25 and they worked in a similar fashion (SD
3.72 on 1(e)). The relative popularity of the questions was 1(d):1(e) at a ratio of 3703:7047 and for
2(d):2(e) it was 3629:6885. The mean score for all essays was 15-16.3/25, with the highest scoring
essay being 1(e) on the increased demand for branded coffee shops.
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Question 1 (a)

Many candidates scored well on this question (mean 3.8/5), with the analysis mark being the main
discriminator. For the fifth mark, candidates needed to go beyond listing characteristics of the
market structure identified and instead develop the explanation, for example, by explaining
interdependence or identifying price rigidity. If the candidate chose monopoly they could earn the 5
marks but they tended to be less able to talk about the process linking the market structure to the
behaviour or the firms, or any other analytical process.

Over 67% of answers scored 4 or 5 out of 5, meaning that most candidates were confident in the
area of market structures.

A significant number of candidates took the approach of describing a legally-recognised monopoly,
either the 25% CMA figure or the more relaxed EU definition (40% of the market is unlikely to be a
dominant position, Article 102 of TFEU - both definitions were equally acceptable), although the
legal monopoly had to be clearly linked to the concept of market power or dominance rather than
pure monopoly power to gain full marks. Candidates using the oligopoly approach found accessing
full marks very straightforward when accompanied by a calculation of concentration ratios and a
brief development of the explanation of the market structure.

Oligopoly was the most common answer - and the evidence fitted well with this approach.
(a) With reference to Figure 1, briefly explain the market structure that best describes

the UK branded coffee shop market.
(5)
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ResultsPlus

Examiner Comments

This is a clear 5/5.

ResultsPlus
Examiner Tip

Calculate the concentration ratio and if five or
fewer firms have 50% of the market then you know
it is oligopoly.

Some answers chose the market structure of monopolistic competition, and indeed whole centres
seemed to think this market structure was appropriate, although few economists would argue that
this ‘best describes’ the market structure even if a few elements are not inconsistent.

(a) With reference to Figure 1, briefly explain the market structure that best describes
the UK branded coffee shop market.
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N (7 ResultsPlus
E/N Examiner Comments

This approach was not awarded, unless, as in the
example shown, the answer moved on at some
point to more secure reasoning or used some data
in the correct context (1/5).

\ ResultsPlus

) Examiner Tip

Use a concentration ratio calculation to make up
your mind about which market structure you are
analysing.




Question 1 (b)

The mean at 8.68/12 was very high on this question and was a key reason why the mean on the
paper overall was significantly higher than 2017.

Strong answers here used the context, in particular the Figure 1 data on prices in branded coffee
shops. This was often supported by relevant diagrammatical analysis to show the explicit link to
profit on the firms' strategies. Weaker answers either lacked the focus on the question which
needed to be on profit (for example by talking about price cuts in isolation from other firms in the
market, or PED), or made links to revenue without completing the chain of reasoning. Many
candidates made no reference to the context despite the plethora of information provided.
Candidates should be encouraged to fully develop a small number of points in depth instead of
listing various strategies, and to use diagrams or other extended analysis where possible. For
example some very effective use of price discrimination diagrams were seen, linked to the idea of
changing prices for students, and in non-price competition, the Starbuck’s multi-use cup (Extract C)
was seen as a means to develop loyalty despite the ‘discount’.

Logical, developed answers which explained the link between limit or predatory pricing and future
profits were often able to access the top level of KAA. However many candidates confused limit and
predatory pricing, and the accompanying diagrams were often indistinguishable.

Although game theory was used well by some candidates to gain top level analysis and evaluation,
this was very rarely seen, with candidates preferring the use of the monopoly diagram (e.g. higher
AR and MR due to advertising). Given the table of prices in the paper, there was scope to apply this
to a simple two-firm game theory matrix to illustrate strategies, such as collusion or undercutting,

for a high scoring response.

This starts with superb Level 3 analysis, and the evaluation is strong in disputing the rise in profits.
However the non-price point is only linked to revenue and not profit (so Level 2) and the

description of substitutes would fit well with cross elasticity of demand rather than PED, although
this evaluation was still awarded at Level 2.
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(b) With reference to Figure 3 and other information provided, discuss the price and
non-price strategies that Starbucks may use to increase profitability.

(12)




</iz esultsPlus
Examiner Comments

6/8 KAA.
3/4 Eval.

9/12 overall.

Focus on the key term in the question -

profitability.

conomics
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Although there are several faults in this answer, it still gains full marks.

(b) With reference to Figure 3 and other information provided, discuss the price and
non-price strategies that Starbucks may use to increase profitability.
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\/Z ResultsPlus
Examiner Comments

This fulfils all the assessment objectives and
demonstrates many of the points above.

Evaluation was often effective on this question,
with better answers giving context to their answers
and using the case study to help them e.g.
referring to brand issues of Starbucks, and the
damage to its reputation caused by the transfer
pricing issues; and in evaluation, the observation in
the data that the headquarters were moving from
Amsterdam to London. There were good examples
of kinked demand analysis, used to explain
somewhat ‘sticky’ prices in the cases where
Starbucks and Costa are charging the same price
for an Espresso Double (Figure 3), which made a
very effective evaluation point.

The main problem with the question was the
opportunity cost, with candidates spending more
than the 12-15 minutes they should allow, which
was reflected in a higher than normal frequency of
unfinished answers at the end of the paper.

//’\\\
Q ResultsPlus
Examiner Tip

Check the MC=MR points are extended to the
horizontal axis, and if using the kinked demand
curve (not required but can be used) then the
angle of the MR will change after the kink to
become steeper.




Question 1 (c)

Good answers used the case study effectively to ensure they picked up two clear benefits or
advantages, and two application marks (these could be awarded as 1+1 or 2), as well as drawing on
the issues of the tax to score two evaluation marks (e.g. use of inelastic PED issue). However, there
were many answers that gave far more evaluation than required for the two marks available, some
devoting a whole side to alternatives to taxation or the disadvantages that might ensue because of
the indirect tax.

Many answers used diagrammatical analysis to aid their explanation, this was rewarded but not
required to get full marks. Diagrams were often very useful and could earn up to two marks (as
application or analysis, depending on which would score the highest mark for the answer overall)
but many candidates showed an ad valorem tax despite it being a 5p or 10p charge as the point of
discussion in Extract B. Showing a parallel shift in supply was the most effective approach in a tax
diagram.

It is important that answers relate to the question carefully and do not rely on stock answers about
indirect taxation. Many candidates discussed the effects of the tax and not the advantages of using
a tax, and some were more focused therefore on the price change or changes in welfare
(producer/consumer surplus) losing sight of the request for advantages. Several candidates said
there would be a fall in demand - often even so far as to draw an inward shift in demand - which
could not in itself be seen as an advantage nor even in this latter case, valid economics.

Answers need to focus on the question asked, many answers did not clearly identify two

advantages of using tax to reduce disposable cup usage, as in this example - beyond repeating the
point in the question in that the tax will reduce the use of disposable cups.

GCE Economics A 9ECO 03
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(c) Examine the advantages of using an Indlrséct tax%?a means of reducing the use
of disposable coffee cups.

(8)
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ResultsPlus

Examiner Comments

Here there is good application and the analysis is
clear, but the benefits are not identified. The
evaluation based on elasticities is not a secure 2/2
(it is not referring to the price element of PED) but
does gain this mark.

4/6 KAA.
2/2 eval.

= 6/8 marks.

ResultsPlus
Examiner Tip

Focus on the key word in the question -
advantages.

GCE Economics A 9ECO 03
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Many candidates tried to use externalities diagrams but faced issues with the fact that negative
externalities in consumption is not required for this specification in diagrammatic form. Such an
approach tended to lead to confusion and was rarely fruitful, and it is advised that candidates try
not to learn diagrams that are specifically not required for this exam.

(c) Examine the advantages of using an indirect tax as a means of reducing the use
of disposable coffee cups.
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%Z ResultsPlus
Examiner Comments

There are many points to raise in this answer:

¢ definitions are not required (indirect tax) but
they can help the candidate focus on the
question.

* reducing the use of cups is in the question and is
not therefore a benefit, but the answer is
awarded for 'internalising the externality' - a
clear benefit in this context.

* the diagram does not show the effect of the tax,
and a shift would be an effective way to pick up
a second diagram mark. However it does
illustrate the social optimum issue and is
therefore awarded (deadweight welfare loss
area).

* The diagram shows production externalities but
the discussion is not explicitly about production.
However there is an oblique reference to
contraction of demand so credit is given here.

There is enough here to score full marks.

GCE Economics A 9ECO 03
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<A\ ResultsPlus
\ Examiner Tip

There were several other diagrammatic
approaches that were valid, such as negative
externalities in production as shown here, and
indeed a diagram was not needed at all to gain full
marks although it can be an efficient way to score
two marks.
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Question 1 (d)

It is important to remember that synoptic essays are broad-ranging and may or may not be focused
on economic causes or effects, as has been shown in both Paper 3's since the beginning of the
examination series. Preparation of questions with a focus on macroeconomic and microeconomic
factors would be good practice; many candidates could not reach the highest level because of the
omission of either a convincing micro or macro element in the answer.

Answers focused on factors that could explain both microeconomic and macroeconomic factors
that would influence decisions. It is worth noting that some of these factors could be considered as
either microeconomic or macroeconomic, and if there is doubt, for example in the area of labour
markets, the examiner will allow a broader understanding rather than a narrower one.

Common themes identified by candidates included the level of demand, competition and costs on
the microeconomic side and economic growth, protectionism and taxation on the macroeconomic
side. Other effective answers involved sunk costs of advertising and transfer pricing which was
heavily indicated in the Extracts.

One issue with this question was answers evaluating the economic effects of Starbucks expanding
rather than the factors influencing this decision of whether to expand within or into a particular
country.

Evaluation was often done very well, and almost all answers made some attempt at this if they had
left themselves enough time. A very effective answer was to talk about the level of GDP either in the
country or globally, and in some cases excellent use was made of Figure 2 showing the fall in the
number of shops opened by Starbucks in the years following the 2008 crisis, or the doubling of
shops in China to 5000 by 2021, accompanied by own knowledge about growth rates currently
experienced in China.

Many answers came across as a list of factors. The main problem in this essay was the repeated
use of chains of reasoning beyond the context given, often without paragraphs or other structuring,
so that the end point of an argument was often very questionable having started from an effective
premise at the outset. A surprising number of candidates did not use diagrammatic analysis, and
some did not sustain their use of the context given.

GCE Economics A 9ECO 03
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Write your answer here:
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N / ResultsPlus

‘v| < Examiner Comments

This starts at Level 1 but then becomes a
consistent Level 2. It reaches the top end of Level 2
but only through implicitly recognising the context
of a service industry in strong competition with
other similar stores.

8/16 KAA.

Zero evaluation.

)

<A\ ResultsPlus
\ Examiner Tip

Use the context explicitly at all times in your
analysis. Fewer well developed points are more
likely to score well than a list of relevant
'possibilities’'.
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This answer tries a range of micro and macro approaches and reaches Level 4 on two occasions.
Evaluation does link to the points being made.

Write your answer here:

$rchucics
......... Goe..... OEARCRIS..... Joa... MGk MGW.... pACE.... AdodL. Bl ABA............

i RS N R WM. DA 0. N i) A SO ...
S,

ey R

.......................... MMMmeng

..... S P~ oSN T |1 O 1LY o ¥, € S,

........................ Caming. Tha.... Cad s Porstucg.......

D Jou 1o bs.alu: ...... 00 8 NS .. (R BRI

veralie capg

........ Cnd.ripc.".)

GCE Economics A9ECO 03 23



--------------------------------------------------

eSS O OQUAE....... DOXTES... FHOD.....

P IO g CAMINA.... Gk ...

omarapal. S cmed 93 posed ...

alceedd . ehacc... hess.. g

1)) - R COSCONE... @

....... Ce ;mM&@;-MMma

& bicdegradanie.... .. CHHE.. SPPS.pukezia. ..

......... anmmxmmhmmmnﬂmm

|||||||||||

24 GCE Economics A 9ECO 03



.............. M.‘uﬁmxmmcmgadhwnﬁm S

............. M_mmarcm,mmumm4m;(
................ TP PO W =17 ST K T ST . 107 S G TOUX S PP G S-S voos;

./ X f\\ »ﬁ..Dp«, ...... Fo00. o W h-.a y,. ..............

J/ . \ﬁ\n_'“ o T S S Y SN

.......... vl 0. e et 0.
........ Grackinn.... L. 1 SN oA SOV OO VCAN e T
............. PSRN G O N hANOND . T OEND e ORI e Sl oD
............ MWAEl..... el 8M8 ... NGRARC LMo SOV V... et fo
.............. Srdazics.... k0. toned........ MOSCEEA.... ML O DOOED.. i IS
.. B fhgtin....... ety ettt DO
........... Conatey..... oAk ... G880 \oe..... e TIRNE T o\ '3, N2~ SO W W
..... MRS, AN L SN e DML LG D M. kS g
............. ond (a+d L0 2T S =Y O \ W~ S A" SN CL.% v SN % - v <

GCE Economics A9ECO 03 25



................... R B
Mevors GO SaINg. ... A b DALENSC... T VB Ml

........... Diriabettr . Cond.. GeABRdr e ... Q0CRL... ... SHpedS..... ...

Ol T tdadd o S8 ik T T O MGG NS ...
.......... VBB M AOAGEE o PP SAVEANG e P IAHNTALL... SR O
e DAL ... SPCEY, i AT OGC o ST STIRODOTE o el O OOME.
o S OB ST TR V.G DO, SN S S R Nl
........ INLOOCLANE....c o CdD...... 02y, N . IFCAY...... £2ORONG o oMo
B x o VN 42 't SR N0 VRN | P SN S L0’V S NN (¥ SO of SO - S - S o Y- ¥ = N
................ Re.... wpads.. ... 0as..p. Sasde..... B .0 " 72 PN - SN C SO < 7' Y W

............. AN 00€0d . QOGN ... LD ECROSNT .. JANIE .. S W

kB JAICIIE N N DG NN QUSRS VLS. NP ...
SN ned K@ Sverhexs B POVRNT VRN S SPLV PR N

26 GCE Economics A 9ECO 03



ResultsPlus

Examiner Comments

Level 4 15/16 KAA.

Level 3 evaluation - just makes Level 3, therefore
7/9 Eval.

=22/25.

ResultsPlus

Examiner Tip

Use diagrams and data to support your response.

Evaluation must try to link to your points made.
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Question 1 (e)

1(e) was very popular (ratio of almost 2:1 over 1(d)) but there is a huge logical step between a micro
change in demand at branded coffee shops to the macro effects (AS, Balance of Payments etc.) -
many answers were, however, completely unconvincing in the link between the micro concept of
demand and the macro impact. Some consideration of the issues before starting the answers is
advised to candidates, as some links were much easier to make, for example those based on the
transfer pricing of Starbucks described in the extracts, and the likely impact on IPD in the current
account.

Many answers were able to explain the effects on firms, with the best answers using monopoly
diagrams and knock-on effects (e.g. on labour market, dynamic efficiency) in order to gain the top
level. A very effective approach was to discuss the likely cross elasticity of demand with the demand
for disposable or reusable cups, and with other non-coffee products such as high calorie cakes and
snacks with the resultant externalities. It was a way to develop answers into the long-term effects of
government spending on healthcare, and therefore a macro argument could be drawn from micro
tools, which was a clever approach to this question where it was clearly challenging for many
candidates to bring in valid macro points.

The best answers could look at macroeconomic effects too, on what is a microeconomic topic, by
linking coffee to the macroeconomic objectives, such as employment, growth and demand-pull
inflation and using AD/AS analysis. These answers would often judge that these were much smaller
effects on the wider economy, with the branded coffee shop market being only one microeconomic
sector.

Although the mark scheme clearly allowed an increase in AD as an impact of increased
microeconomic demand, and many candidates did effectively argue this, only the stronger answers
highlighted the fact that branded coffee prices would have a relatively small input into CPI inflation
and have a very small contribution to consumption and this AD. One of the most effective micro
approaches was to discuss the externalities approach, developing the micro analysis in 1(c), with
arguments developing the material outlined in the data about the Freiberg cup or the problem that
only 1in 400 cups is recycled in the UK. The weaving of data into an argument is the preferred
approach.

The main problem candidates had was trying to develop macro points using micro analysis. Some
of their explanations were tenuous and could be better supported with diagrams and clear use of
the context. Diagrams if drawn were not always integrated into the analysis.

An effective approach often used was a careful discussion of labour markets, either as a derived
demand or in terms of marginal propensity to consume. These were especially effective when used
with a diagram showing a change in variable or fixed costs (preferably explicitly linked to whether
the costs were seen as fixed or variable) and these answers were sometimes very effectively linked
to average and disposable incomes in the countries into which Starbucks might choose to expand.
For example, low labour costs might be a good reason to expand, but given that the product cannot
be exported, the sales will rely on high incomes.

This essay demonstrates a typical response which failed to answer the question and showed real

confusion between micro and macro - for example with D on a diagram with LRAS, and many other
fundamental errors.
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Write your answer here:
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ResultsPlus

Examiner Comments

There are lots of effects and no context. The
evaluation attempt was not regarded by the
committee as a valid approach.

KAA 7/16 (Level 2) was awarded as there are three
instances of Level 2 work in the effects of
increased demand.

Ev 0/9.

7/25.

ResultsPlus

Examiner Tip

Build your answer around the data provided in the
extracts and figures.
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This is a wide ranging and carefully reasoned answer. It is fully applied and the diagrams are
relevant.

Write your answer here:
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</£Z ResultsPlus
Examiner Comments

There are clear Level 4 passages, with carefully
argued chains of reasoning, fully in context. There
is a sound judgement after each piece of KAA, and
a judgement at the end to consider the overall
impact.
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ResultsPlus

Examiner Tip

25/25 is clearly deserved, even though the answer
is not over-long or complex. Simple is good.
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Question 2 (a)

There was a clear difference between those candidates who understood the price issue rather than
the value issue on the terms of trade and those who digressed into causes of changes in the terms
of trade or the likely effects on the balance of trade.

Having said this, many candidates were able to access the top marks, even without an explicit
definition, by effectively using the data and linking their explanation to both the price of exports
and imports.

There were many answers that were unable to go beyond gaining the two application marks due to
a lack of understanding of the terms of trade, and a significant number of candidates knew the
formula but could only apply this to values and not prices. Whilst this is a concept that has been
taught by many centres through the Prebisch-Singer theory, it is a new topic for the specification,
and the concept did not seem to be well understood conceptually. There seems to be a
misconception that a weak terms of trade leads automatically to improvements in AD, which might
be a corollary but is clearly not the main subject of discussion when considering a worsening of the
terms of trade. A far more productive approach was to consider the concept in terms of the
country’s purchasing power of imports, for a given amount of exports, a simple statement of which
gained the 2 analysis marks on the mark scheme.

This answer illustrates the mark scheme effectively.

(a) Using the data in Figure 4 and other information provided, explain the likely
change to Indonesia’s terms of trade since 2011.

(5)
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Examiner Comments

There are two marks available for application, and
these are clearly earned. However the 3 marks
(Knowledge + Analysis) are not all earned as
although there is the sense of rescued money
coming in for the same amount of exports, the
terms of trade is not explicitly given or outlined.

ﬂ ResultsP
Examiner Tip

For terms of trade, make sure that you discuss the
price of exports relative to the price of imports,
and if there is no mention of a change in either
then you should assume that the other stays
constant - and state this, to explain why the
relative prices are changing.

This example shows how to earn full marks.

(a) Using the data in Figure 4 and other information provided, explain the likely
change to Indonesia’s terms of trade since 2011.

(5)
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‘v| < Examiner Comments

The formula is not perfect (no reference to prices)
but prices are discussed in the answer so the
outlining of the meaning of the terms of trade is
valid.

N\
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Y

. ResultsPlus
~_\

) Examiner Tip

\
\

Terms of trade worsening might mean the balance
of trade actually improves. Don't be caught out by
these apparent contradictions. It is this kind of
reasoning that makes economics a logical
challenge, and therefore very enjoyable.
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Question 2 (b)

With a mean of 5.1/8, this was one of the most challenging questions on the paper. Many
candidates in fact left it blank or crossed out large parts of their answer having realised there were
inconsistencies. Many candidates did not draw a cost and revenue diagram at all.

The best answers could effectively use diagrammatical analysis in this question and it is a key
requirement of the Theme 3 course. A variety of approaches were acceptable, with more answers
explaining the impact of efficiency on MC and AC, with very few answers explaining the link to MR
and AR due to more harvests to sell in the sense that the demand faced by the individual firm was
greater — clearly there is a mistake in the answer that simply shows an increase in supply leads to
an increase in AR/MR. This fundamental misunderstanding meant that many answers contained an
error that made the diagram and its description invalid; indeed some candidates went so far as to
suggest there would be an increase in supply, a fall in price and therefore a rise in demand.
Although the mark scheme made it possible to discuss the fact that individual competitive firms
could face increased revenue, this was not owing to a shift in demand but a movement along a
demand curve. Monopoly diagrams were accepted but to show a change in demand in this context,
a more sophisticated approach was needed to show increased revenue for individual firms, and a
rightwards/downwards movement of MC and AC along a price taking AR was certainly very
effective.

A surprisingly large number of answers showed a shift in marginal but not average costs (which
could not be credited) or static diagrams. Answers which shifted FC or VC were equally acceptable,
although it is important that the explanation does not contradict the diagram, for example by
discussing a fall in the overheads for the farmers but showing a shift in MC and AC. It was
important to show the shift correctly and the new area of profit. This question caused quite a bit of
confusion with many crossed out diagrams and more answers without any diagrams at all than
might have been expected when the diagram was specifically requested. There was also a
surprising large number of supply and demand diagrams, which cannot on their own be credited as
cost and revenue diagrams - although as part of a wider perfect competition analysis or as part of
evaluation they were credited if valid.

Evaluation marks were scored consistently well on this question, with many answers offering one
relevant point with explanation to gain both marks. One effective argument was to suggest that
Indonesian rice farmers are likely to operate in a highly competitive or contestable market, and
therefore any supernormal profits would be eroded in the long run.

This answer was fairly representative in that the diagram was static. The economies of scale
diagram is partially valid as there is a cost curve, but again it was not used effectively nor was it
related to the context so it did not attract marks. There were two marks available for the diagram,
either as 2 application or 1 An.and 1 Ap.
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(b) Examine the likely effects on the profitability of Indonesian rice farmers of the
government’s increased investment in dams (Extract E, lines 43-48). Use a cost and
revenue diagram to support your answer.
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‘v| < Examiner Comments

This gets a mark for saying that the profit increases
from the investment (1), that costs fall (1) and the
application to 90 000 hectares of rice paddy (1).

N

<A\ ResultsPlus
\ Examiner Tip

Make sure that the diagram shows a SHIFT and a
NEW PROFIT AREA.

If you are going to argue that the quantity
demanded increases (shift along) then do not
show a shift in demand. It is clearly a shift in supply
as productivity and efficiency increase.
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This is a short, clear and effective answer.

(b) Examine the likely effects on the profitability of Indonesian rice farmers of the
rnment’s increased investment in dams (Extract E, lines 43-48). Use a cost and
ue diagram to support your answer.

(8)
head Yot L e Nealele RYS

e QO B Lﬂé—wm e ﬁm. ........ o a,usu—# ......... Pt

46 GCE Economics A9ECO0 03



The diagram is clearly labelled. The text describes
the diagram. There is a clear paragraph set apart
for evaluation. This is a joy for an examiner to
read.

\ Examiner Tip

Note that you can also score all the marks using a
shift in just the FC or AC, although you must be
careful not to describe a change in VC and draw
just a change in fixed costs, and vice versa.

Question 2 (c)

The average score on this question was 8.0/12.

This was a broad question, with both microeconomic and macroeconomic benefits of aid accepted
and different forms of aid mentioned in the case (e.g., bilateral and multilateral).

The best answers used the case effectively to explain two benefits of aid for Indonesia specifically
and answers seemed well versed in the limitations of aid, linking to dependency, issues of
corruption and the effectiveness of aid spending. There were some very effective pieces of
evaluation considering the problems of concessionary loans, the alternatives such as FDI or
micro-finance, and the issues of moral hazard and dependency. The best answers put these
standard points into the context of Indonesia.

However, there were a huge number of answers that lacked any evaluation beyond throwaway
comments about time lags, and there were many textbook answers that completely ignored the
context of Indonesia. Those who discussed aid merely as gifts of money were unlikely to have used
the data in Extract D, which outlined many types of development aid, some of which came in the
form of concessionary loans from Japan. Those candidates who did use this found this a fruitful
source of evaluation, although on this question as with the 12-mark 1(b) question, there were many
who wrote 50:50 balance in their answers and given that there are only 4/12 marks available for
evaluation there was an inevitable opportunity cost. Other unconvincing answers suggested that
aid leads to demand-pull inflation.
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This is a Level 2 response, and again there is no evaluation.

(c) Discuss the benefits of aid to Indonesia.
(12)




%Z ResultsPlus
Examiner Comments

There is use of the context - for example the $14
cash to families, but the reason why this is a
benefit it not explicit. Similarly we are told that jobs
are created, but not told how.

conomics
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Examiner Tip

Develop your reasoning and evaluate the points
that you make.
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This answers well in terms of KAA, seeing a variety of types of aid and applying them well in the
context of the data on Indonesia.

(c) Discuss the benefits of aid to Indonesia.
(12)
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%Z ResultsPlus
Examiner Comments

The diagram was useful, if not fully labelled, and
there was Level 3 analysis throughout.

Unfortunately there is no evaluation at all - the
candidate has possibly run out of time. Two good
points are often better than three unjudged ones.

ResultsPlus
Examiner Tip

Evaluate each point as you go along, if you can,
and shape your answers around the data
provided.
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Question 2 (d)

This was the less popular of the two essays, in a ratio of 2:3. Many answers failed to access the
highest level due to a lack of focus on volatility. The best answers did this by explaining how both
microeconomic and macroeconomic effects could vary over time (e.g., growth varying as coal prices
change) or linking to the issue of instability of prices leading to issues of underinvestment and
market failure.

Answers were able to evaluate the problems Indonesia faced as a result of volatile prices, with
discussion of buffer stock schemes, futures contracts and comparative advantage adding
theoretical content to evaluation points. Some did discuss Prebisch-Singer theory, the problems of
sectoral imbalance and primary product dependency, and there were extended discussions by
some candidates of the effect on the rupiah and the wider effect that had on exports (Dutch
Disease, although the term itself is not required for this explanation).

This response contains some good economics about primary product dependency but focuses on
price falls rather than volatility.

Write your answer here:
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ResultsPlus

Examiner Comments

The fall in AD is typical of a response that looks at
commodity price falls and not price volatility. All
the relevant economic models are used, but they
are not applied to the question set.

KAA 10/16 and Level 1 Eval 3/9.

ResultsPlus
Examiner Tip

Answer the question set, not a pre-rehearsed
question.
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This response is full of data, theory and clear development of economic analysis.
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< / ResultsPlus
"/‘N Examiner Comments

Although it seems that the answer is going to focus
on causes not effects of volatility, it is soon clear
that the correct focus is there, and the diagram
clearly illustrates the impact of low PED on
revenues. This is then clearly explained in the text
('uncertain incomes') and the data on coal prices is
central to the answer. The Lewis model is used
effectively and there are clear micro and macro
points.

Question 2 (e)

The case study gave several supply side policies to evaluate the economic effects of, with discussion
of education/healthcare, deregulation and opening up to FDI commonly used. Many candidates
were then able to apply this knowledge to theoretical models, such as AD/AS, demand and supply
and monopoly diagrams in order to provide in depth analysis in the context of Indonesia.

There were a surprising number of answers that shifted AD rather than LRAS. Whilst the effects of
supply side policies can clearly have side effects on AD, the more coherent arguments focused on
LRAS for the macroeconomic effects given. Rises in AD while of course valid (and on the mark
scheme) were unlikely to be convincing when developed into a rise in inflation (given the increase in
AS), and some candidates then went on to discuss the costs of inflation, including menu costs,
which was highly ineffectual in the context given.

Candidates had clearly learned some downsides of supply side policies, but again the best answers
would put these in the context of Indonesia (e.g. the fiscal constraint they face). Extract D clearly
spelt out supply side policies (easing regulations, tax incentives and SEZs) and these formed the
ideal basis for an essay. In evaluation, one of the most effective answers was to consider the social
and fiscal implications of these specific measures.
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This essay struggles at first to make it into Level 4 as the focus seems to be on the AD shift.
However the chains of reasoning are logical, and clearly an AD shift is legitimate for interventionist
supply side policies if government revenue remains constant.
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<ZZ ResultsPlus
Examiner Comments

The AD point needs clearer links, as does the FDI
discussion. However the microeconomic argument
is better and it is supported by a helpful diagram
(Level 4). There is good context but the evaluation
tails off on the micro section - time lags are
underdeveloped and lose the connection with the
thrust of the argument, and it feels as if they are a
standard, rehearsed evaluation point that does not
convince.

The final paragraph contains convincing
judgement and is credited with a L3+.
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The 25-mark essay is an opportunity to show off two years' work in 25-30 minutes of developed
analysis. This was a very open question, with the chance to use diagrams and tools to illustrate
much of the course. This exemplar is very stilted and limited in its development.
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<N / ResultsPlus
?/\ Examiner Comments

This essay never gets above Level 2 KAA. Although
it is applied to the data, the chains of reasoning are
not any more advanced than the two-stage 'this
leads to that' style of argument. The evaluation
points are unsupported and undeveloped so
cannot rise above Level 1.

7/16 KAA.
2/9 Eval.

= 9/25.

- ResultsPlus

\ Examiner Tip

Start off using a model if you can. Here the obvious
place to start is AD/AS with a shift in AS showing a
supply side policy. Many candidates then followed
this with a possible shift in AD. On the micro side,
there is much to be built upon the deregulation
described in the passage, and there are the effects
on farmers described in the passage. Use the
passage to get your argument started.




Section A

This section refers to the cache that held scripts where the candidate did not indicate whether (d)
or (e) was chosen. These questions were treated in exactly the same way as any other essays.

Section B

This section refers to the cache that held scripts where the candidate did not indicate whether (d)
or (e) was chosen. These questions were treated in exactly the same way as any other essays.

GCE Economics A9ECO 03 69



Paper Summary

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

* Timing - allow a minute per mark. This gives 20 minutes reading or correction time. You can
achieve all the marks in this time, you do not need to fill all the space available.

* Question spotting does not help. Candidates who think they know how to answer a certain type
of question tend to give generic responses and do not read the data available.

* Explain every step in your chain of reasoning. It is most important in the micro/macro essays as it
was here that the links were most often broken this year.

e Stick to micro or macro in the non-25-mark questions. The questions are based on the separate
four themes and you do not need to mix up your answers. Of course synoptic answers are valid,
but they can be kept simple.

* Structure your answers around the material provided, rather than trying to pin the data onto a
pre-learned theoretical answer.

* In your 25-mark essays, write an informed, critical conclusion weighing up your argument, not a

summary. Return to the question and answer it (avoiding the personal pronoun is preferred) in
an informed and reasoned framework.
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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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