A/

Teacher Resource Bank

GCE Economics

Candidate Exemplar Work
ECONZ2: The National Economy




Teacher Resource Bank / GCE Economics / Candidate Exemplar Work (ECON2) / Version 1.0

Introduction

Below are three selected candidate answers to the AQA GCE Economics ECON2 question
in the Additional Sample Questions and Mark Schemes* document. For your convenience,
the question has been reprinted at the beginning.

The three answers have been selected to reflect a range of attainment and, for each, a
commentary been produced by an experienced examiner, explaining where the marks have
been awarded and why.

Please be aware that Parts (a), (b) and (c) are assessed using an issue based mark scheme
and Part (d) is assessed using the AS levels mark scheme**.

* This document does not contain complete question papers, only selected sample questions.

** For a copy of the corresponding mark scheme for this question, see the following link, pp 9-13:
http://www.aqa.org.uk/qual/gce/pdf/AQA-2140-W-TRB-ASQOMS.PDF
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Total for this question: 50
Study Extracts A, B and C, and then answer all parts of the Question which follows.

Extract A: Changes in the Retail Price Index (%) and the Bank of England Bank Rate
(base rate) of interest (%), June 2005 to June 2007

marks
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Changes in the Retail Price Index (RPI) provide a measure of the rate of inflation in the UK.

Sources: Office for National Statistics/Bank of

Extract B: It seems to have been all doom and gloom in the summer of 2007

England

In the summer of 2007, share prices saw significant falls in the UK and across the world;
poor weather brought flood damage, and consequently tourism suffered; the housing
market and retail sales suffered downturns, with sales of food, drink and furniture being
hardest hit.

Amidst all the gloom, interest rates have continued their upward trend with the Bank Rate
set by the Monetary Policy Committee (MPC) threatening to hit 6%, in order to bring

the rate of inflation nearer to the Government’s target of 2%, as measured by the
Consumer Price Index (CPI). Although in June the CPI measure of inflation was near to
this target at 2.4%, the RPI measure of inflation stood at 4.4%, suggesting that inflation

remained a problem. 10

Interest rate policy remains central to the control of inflation but does not necessarily
come without some costs. Credit and mortgages become more expensive and investment
can be discouraged. Saving does, however, become more attractive.

In economic terms, the summer of 2007 has been something of a disaster, especially when,

in the same period last year, retailers enjoyed a twin economic boost from a heat wave and 15

the football World Cup.
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Extract C: The pound soars to a 26-year high against the US §

The exchange rate of the pound can be one factor influencing the rate of growth of UK
Gross Domestic Product (GDP). Recent rises in UK interest rates have attracted overseas
funds to the UK, creating a higher demand for pounds and thus causing the value of the
pound to rise against some other currencies, including the US $. It means more good news
for British tourists but spells further problems for exporters and, in turn, British industry.
Both UK businesses and consumers can, however, benefit from cheaper imports.

A rising rate of inflation and a stronger pound can damage UK competitiveness. However,
we may not need to be too concerned if the supply-side of the economy is able to counteract
any negative effects these two factors might otherwise have. Rising labour productivity,
low labour costs, more investment, and better quality products, for example, can all give the
UK a fighting chance in world markets, even when trends in the rate of inflation and in the
exchange rate do not offer much reason for optimism.

10

Question

(a) Define the term ‘rate of inflation’ (Extract B, line 7). (5 marks)

(b) Using Extract A, identify two main points of comparison between the UK rate of inflation
and the Bank Rate (base rate) of interest over the period shown. (8 marks)

(c) Extract C (lines 1 and 2) refers to the exchange rate of the pound as a possible ‘factor
influencing the rate of growth of UK GDP’.

Explain the term ‘the exchange rate of the pound’ and analyse one way in which a strong
pound can influence the rate of growth of UK GDP. (12 marks)

(d) Extract C (line 8) suggests that we ‘may not need to be too concerned’ about a rising rate of

UK inflation and a stronger pound.

Using the data and your economic knowledge, evaluate the significance for UK
macroeconomic performance of both a rising rate of inflation and a stronger pound.

(25 marks)

y
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Candidate A

Commentary

Part (a)

A full 5 marks were awarded to this answer. The benefit of the doubt was given to the error in
the last line, “processing” rather than “purchasing”. Otherwise, it is clear and concise and the
mark scheme points to the full award. 5 marks (out of 5)

Part (b)

Essentially, the mark scheme wants a point made (2 marks) and then supported by use of
the data (2 marks). The first half of the answer contains a valid point but use of data is
minimal and so 3 marks seemed a suitable reward. The last part, although making better use
of the statistics, does not make the point as well as it might. The RPI is rising more steeply
but more steeply than what? Than what happened previously? Than interest rates? The
statistics used are adequate (so, 1 + 2 marks). 6 marks (out of 8)

Part (c)

The definition of exchange rates gets 4 marks. The higher mark allocation per part answer in
these new papers allows examiners to better discriminate between candidates. The other 1
mark for the definition could have been gained by a simple example (preferably one set in
the real world). The reference to imports and further explanation receives 4 marks but it is
not explained that well...what are businesses importing and how do cheap imports link to
economic growth? The last few lines erroneously suggest that businesses will settle in the
UK at a time when they are having to pay more for £s! 8 marks (out of 12)

Part (d)

The candidate does attempt to deal with both parts of the question and includes a few
relevant issues. He/she spends some time (quite a large part of the answer) on redistribution
of income but, disappointingly given the specific requirements of the question, never
explicitly brings this round to macroeconomic performance indicators, e.g. in this case, the
balance of payments on current account and economic growth. The analysis and evaluation
do not always rise above the superficial but there is evidence of analysis and an attempt to
reach (an albeit) fairly simplistic evaluative judgement (which allows a higher Level 3 mark).
The answer develops fairly logically and coherently. 15 marks (out of 25)

TOTAL MARKS = 34 (out of 50)
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Candidate B
Commentary

Part (a)

This candidate scores the full 5 marks. A definition of inflation is given and the “rate” issue is dealt
with, although we might have preferred some better phraseology. An element of benefit of the doubt
here. 5 marks (out of 5)

Part (b)

Commentary (why the statistics are as they are) receives no marks in this part of the question and so
the candidate is really wasting valuable time. There is no use of data so this will always limit an
answer to 4 marks. Three points are made: the relative degree of fluctuation, the similarity of shape
(poorly expressed) and the way in which the RPI and interest rates increase. Two of these can be
awarded (2 + 2) to give 4 marks. Incidentally, note the all-too-common error when referring to
disposable income. 4 marks (out of 8)

Part (c)

In a definition it would be good to see some understanding, in a simplistic way, that the exchange rate
is relevant when trading or exchanging currencies (see Candidate A). Also, here there is no simple
numerical example. 3 marks were awarded. In the next few lines, the causation is not relevant to the
question. The reference to exports and GDP gains 5 marks (less competitive exports causing
demand for them to fall...3 marks, production cuts linked to GDP...2 marks). The candidate does
him/her self no favours in the last paragraph...GDP would have been better as the final point after
referring to production cuts. 8 marks (out of 12)

Part (d)

It is true that there are a few issues included but where is the analysis and evaluation of them? It
really isn't good enough to bring into an answer some legitimate references to cheaper imports
helping to lower inflation and potentially reduce the trade deficit, and less FDI damaging growth,
without providing further analysis and some evaluation. For example, it could have been mentioned
as evaluation that, whereas the strong pound helps to achieve lower inflation and a better trade
deficit, the damage to competitiveness might affect economic growth because of fewer exports. The
last paragraph does not bring the impact of higher interest rates round to the macroeconomy and,
again, included a misunderstanding of disposable income. Evaluation marks could also been gained
if the word “significance” had been given some attention. It is really only the two paragraphs at the top
of the second page of the answer which attempt to answer the question actually asked, whereas the
first and last paragraphs are partly repetitive of each other and make no reference to any
macroeconomic performance indicators when pointing to consequences of higher interest rates. Mid-
Level 2 is thought appropriate here (9 marks). 9 marks (out of 25)

TOTAL MARKS = 26 (out of 50)
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Candidate C

Commentary
Part (a)
Only an award of 1 mark for this answer. The definition is wrong but there is a reference to the CPI
which is catered for in the mark scheme. 1 mark (out of 5)
Part (b)

At first, this answer gives the impression of a trawl through the data. But on re-reading, if we take the
point in the last paragraph about relative volatility, it is this point which is being illustrated in the first
two paragraphs but not very well as far as interest rates are concerned (so 3 marks). There is a
further point in the answer concerning an (approximate) positive relationship between the two (1
mark). 4 marks (out of 8)

Part (c)

The definition is very elementary. To what does “money” refer? Other currencies or perhaps the
domestic currency but given in notes rather than coins or vice versa? From the other paragraph, we
can take the point about a higher exchange rate creating more consumer confidence (perhaps a
greater sense of well-being would have been better), so benefiting AD, so leading to more growth.
But it is a pretty thin answer when we are shown by the mark scheme the “meatier” points which
could have been chosen. Buying lots of US goods is supposed to help us! The diagram does have
some correct labelling (the AD/AS curves) and the correct information in relation to the text, so it was
awarded the full 2 marks. Definition 2 marks + 2 marks for confidence and AD, 2 marks for the
diagram = 6. 6 marks (out of 12)

Part (d)

The first paragraph tells us nothing and is a lost opportunity. The point about loss of competitiveness
in the second paragraph is completely lost on the candidate although he/she does salvage something
in the third paragraph. Elasticity is a theme which runs through both paragraphs but this concept
doesn’t get a mention. However, there is no linkage to any macroeconomic performance indicator,
but we are told that it would be “bad for the UK”. The last paragraph adds nothing, it is a token
attempt at evaluation which cannot be realistically rewarded. There is no mention of the significance
of rising inflation. If you breakdown the criteria included in the Level 1 descriptor, the answer fulfils
many of them and, essentially, we are trying to reward an answer of 5 lines, i.e. the third paragraph
because this is the one which has some relevant economics. One issue is inadequately dealt with;
poor, if any, application of concepts; no satisfactory analysis or evaluation (how can the candidate
conclude that the “goods” outweigh the “bads” when he/she only vaguely refers to one factor?); a
failure to answer the question set on macroeconomic performance; little use of economic terminology
except, for the most part, that which is included in the question. There is some attempt at organising
the answer logically and some coherence so marginally above mid-level. Although the answer fulfils a
criterion given in Level 2 (one relevant issue) that issue is not used to answer the question, i.e. it falls
short in relating the issue to macroeconomic performance and so, overall, the answer fails to answer
the question. There is barely any economics throughout. 5 marks (out of 25)

TOTAL MARKS = 16 (out of 50)
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