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Introduction

Below are selected candidate answers to the AQA GCE Economics ECON4 questions in the
Additional Sample Questions and Mark Schemes* document (data response) and the Original
Specimen Question Paper and Specimen Mark Scheme (essay)**. There are three answers to the
data response question and three answers to the selected essay question. For your convenience,
the questions have been reprinted.

The 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) and (b) of the data response and part (a) of the essay are assessed
using an issue based mark scheme. Part (c) of the data response and part (b) of the essay are
assessed using the A2 levels mark scheme.

* This document does not contain complete question papers, only selected sample questions. A copy of the
corresponding mark scheme for the data-response question can be found via the following link, pp 24-29
http://www.aqga.org.uk/qual/gce/pdf/AQA-2140-W-TRB-ASQMS.PDF

** http://www.aqa.org.uk/qual/gce/pdf/AQA-ECON4-W-SQP-07.PDF
http://www.aqa.org.uk/qual/gce/pdf/ AQA-ECON4-W-SMS-07.PDF
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THE GLOBAL CONTEXT Total for this question: 40 marks

Study Extracts A and B, and then answer all parts of the Question which follows.

Extract A: Selected economic indicators for the UK and the USA, 2002 to 2006

GDP at Constant Prices

Annual 31
percentage Key
change in I
m UK
]
real GDP 2 0 USA
0

2002 2003 2004 2005 2006
Year

Unemployment Rate
10+

8

Percentage ¢

of total llj?{
labour force 41 -
, ) 0 USA
0

2002 2003 2004 2005 2006
Year

Source: adapted from official statistics

Extract B: The world economic outlook, April 2007

Economic activity in Asia continues to expand at a brisk pace, led by very strong growth

in both China and India. In China, real GDP expanded by 10.7%. In India, real GDP growth
0f 9.2% and upward inflationary pressures have prompted the Reserve Bank of India to raise
interest rates. With inflationary pressures still strong, a further tightening of monetary policy
is likely to be needed.

Activity in western Europe gathered momentum in 2006. GDP growth in the euro area
reached 2.6%, almost double its pace in 2005 and the highest rate since 2000. Germany
was the principal engine of growth, fuelled by increased exports and strong investment.
Growth in France and Italy was somewhat slower. The unemployment rate in the euro area
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fell to 7.6% by the end of 2006, its lowest level in 15 years. Meanwhile, the expansion 10
gained pace in the UK, driven by an acceleration of domestic demand, especially
consumption, while investment and export performance remained solid.

The drop in oil prices from August 2006 helped to bring CPI inflation in the euro area

down to just below 2% by the end of 2006. Wage increases remain contained at low

levels, despite labour market tightening. However, euro area growth is projected to remain 15
close to or above potential, and there is the possibility of upward pressure on factor prices.

In the UK, buoyant demand and higher energy prices have pushed inflation to its highest

level in five years. In recent months, both the European Central Bank and the Bank of

England have raised interest rates to try to contain inflationary pressures.

At this point, it is too early to judge whether the present expansion in the UK and western 20
Europe reflects an improvement in underlying economic growth or merely a cyclical

upswing. Per capita GDP levels in the UK and western Europe have fallen increasingly

behind those of the USA since 1995. The growth in labour productivity in Europe has

continued to slow whilst productivity in the USA has accelerated. A major factor behind
Europe’s poor productivity performance compared to the USA relates to the slower take-up 25
of new technologies, particularly rapid advances in information and communications

technology. While progress has been made in improving labour utilisation, further reforms

are needed to close the gap with the USA. Unemployment is lower and labour force

participation rates are higher in the USA than in most European economies. An ageing

population is also likely to inhibit growth. Supply-side policies, including reforms to the 30
tax-benefit system that are designed to reduce the replacement ratio (the ratio between

benefits received when out of work and the wage earned when in work), may help.

Question
(a) Using the two indicators shown in Extract A, compare the economic performance of the UK
and the USA between 2002 and 2006. (5 marks)
(b) Extract B states that the Reserve Bank of India, the European Central Bank and the Bank of

England have increased interest rates in response to inflationary pressures.

Analyse how higher interest rates can help to reduce inflation. (10 marks)

(c) Extract B (lines 22-23) states: ‘Per capita GDP levels in the UK and western Europe have
fallen increasingly behind those of the USA since 1995.

Using the data and your economic knowledge, assess the policies that could be adopted to
improve the underlying rate of economic growth of the UK economy. (25 marks)
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Candidate A Commentary

Part (a)

4 marks were awarded for the first paragraph which compares the changes in the rate of growth of
real GDP (despite the errors, e.g. China, 206). However, this was constrained to 3 marks. The
comparison of the rates of unemployment in the second paragraph is worth 3 marks. 2 marks were
given for the description and 1 mark for the use of figures to support the description. The comments
about ‘more productive’ were ignored. 1 mark was awarded for the final paragraph, this provides an
overall conclusion. A problem with this answer is that very limited use is made of the figures to
support the comparisons made. However, since there was some use of figures, the constraint was
not applied and full marks were awarded. 5 marks (out of 5)

Part (b)

2 marks were awarded for the discussion relating to the effect of interest rates on spending and the
cost of borrowing. The discussion was not quite as clear as it could have been but the candidate
was given the benefit of the doubt. 1 mark was awarded for the diagram. The curves should have
been labelled AD and AS but at least the axes were correct. 1 mark was awarded for the
penultimate paragraph that shows some understanding of the relationship between demand and
inflation; the third paragraph in the mark scheme. 4 marks (out of 10)

Part (c)

This answer conforms to the overall description that summarises a Level 2 response as ‘A poor
answer but some understanding is shown’. An appreciation of the concept of ‘underlying economic
growth’ is demonstrated and the AD/AS diagram is worth credit. The comments relating to the
replacement ratio and its impact on economic growth also show some understanding. Similarly, the
discussion of labour mobility is also of some value although the link with underlying growth is not
made clear. The policy of ‘building more affordable housing’ is reasonable in the context of this
discussion. The answer was judged to be towards the top end of Level 2 because the answer
contained some features of a Level 3 response. 10 marks (out of 25)

TOTAL MARKS = 19 (out of 40)
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Candidate B Commentary

Part (a)

The candidate’s response is worth full marks even though it adopts a slightly different approach to
that which is outlined in the mark scheme. The question requires the candidate to compare the
performance of the two economies and in this answer a comparison is made using both sets of data.
Although the comments made by the candidate follow the years from 2002 to 2006 in order, this is
NOT a ‘blow by blow’ account. The candidate appreciates that it is not necessary to comment on
every year and the patterns in the data are recognised. An overview has been taken with significant
features highlighted. It is clearly recognised that the rate of growth in the UK is initially higher than in
the US but that this changes in 2004. It is also clearly stated that growth in the US fluctuates by
more than in the UK and figures are quoted to support this assertion (the slight inaccuracy is not
important given that it is hard to derive exact figures from the bar chart). The candidate achieves the
constrained maximum of 3 marks for the comparison of the annual percentage change in real GDP.
The description of the unemployment rates also provides an accurate comparison of both sets of
data and gives an overview. It was recognised that unemployment was initially lower in the UK but
that, by 2006, unemployment had risen. On the other hand, unemployment had fallen in the US and
by 2006 it was lower than in the UK (given benefit of the doubt for the typo). Again, it would have
been possible to award the constrained maximum of 3 marks for this part of the answer. It would
also have been possible to give a mark for the last statement which provides an overall comparison
of the performance of the two economies. 5 marks (out of 5)

Part (b)

The candidate was awarded the maximum of 4 marks for explaining how interest rates affect
aggregate demand. The diagram was awarded 2 marks. The analysis of the link between interest
rates, the exchange rate and inflation was awarded 4 marks. This part of the answer was awarded 4
marks, rather than 5 marks, because the link between the exchange rate, import prices and cost
push inflationary pressures was not explored. Despite gaining full marks, there were missed
opportunities. For example: there was no attempt to define inflation; the relationship between
aggregate demand and inflation could have been explored in more depth. 10 marks (out of 10)

Part (c)

The candidate’s answer to this part of the question was assessed at Level 5 using the A2 Levels
Mark Scheme. It certainly conforms to the overall description of a Level 5 answer: ‘Good analysis
and evaluation’. The candidate identifies at least 8 distinct policies, more than the minimum of 3 that
are required if Level 4 or above is to be awarded. There is also some explicit reference to the data;
for example, in the third paragraph which starts “As stated in line 317, the effect of reducing the
replacement ratio is discussed. However, more frequent references to the data would have improved
the answer. The answer has a clear, logical structure with a sensible introduction and a conclusion.
The conclusion includes an overall assessment providing a general perspective that is not just a
repetition of previous points. Descriptions and explanations are expressed well, and specialist
vocabulary is used competently. Good understanding of economic concepts and principles is shown
throughout and the analysis is sound. Evaluative comments are present in abundance; the pros and
cons of the individual policy options are considered and, as mentioned above, there is a sensible
conclusion. It was decided that this response to the question should be awarded full marks. It is
obviously possible to take issue with some of the points raised but examiners do not reserve full
marks for a perfect answer. This answer satisfies the assessment criteria in full and hence deserves
full marks. Candidates have just over 35 minutes to respond to this part of the question and the time
available is an important consideration when assessing the quality of a candidate’s work.

25 marks (out of 25)

TOTAL MARKS = 40 (out of 40)
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Candidate C Commentary

Part (a)

Given that there are only 5 marks available for part (a), this candidate has probably devoted too
much time to this part of the question. For example, the introductory paragraph was unnecessary.
The paragraph comparing the rate of growth of real GDP is worth 4 marks. It covers two of the
points in the mark scheme. The section that compares rates of unemployment is fairly accurate and
makes use of figures to support the comparison. It was judged that this part of the answer was
worth 3 marks. Hence, overall, full marks were awarded. 5 marks (out of 5)

Part (b)

The definition of inflation was awarded 1 mark. ‘Percentage’ wasn’t mentioned and it wasn'’t
explicitly stated that inflation relates to all goods and services. 4 marks were awarded for stating that
inflation would reduce aggregate demand and explaining why; the effects on borrowing and saving
were analysed. No marks were awarded for the diagram because there were too many errors. With
the exception of labelling the supply curve as AS, this was a micro demand and supply diagram.
Also, there wasn’t any attempt to explain why a reduction in aggregate demand is likely to reduce
inflationary pressures. 5 marks (out of 10)

Part (c)

This is a Level 3 answer that demonstrates some of the qualities needed to achieve Level 4. The
limited evidence of evaluation means that it is not possible to award more than 16 marks. The
candidate demonstrates a good grasp of the concept of underlying economic growth and identifies a
number of factors that are likely to affect underlying growth. The way in which these factors
influence growth is explained and the analysis is generally sound. More than 3 policy measures
(required for Level 4) are explained but there isn’'t any attempt to evaluate the individual measures.
The final paragraph includes a brief evaluative comment regarding the policy of reducing interest
rates to boost investment. This makes it possible to go to the top of Level 3. Overall, this answer
demonstrates a firm grasp of relevant economic concepts and principles and includes examples of
good analysis. However, the evaluation is ‘very limited’ and hence it is constrained to Level 3.

16 marks (out of 25)

TOTAL MARKS = 26 (out of 40)
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Unit 4 (ECON4)
The National and International Economy
(A2, Essay)

Question

(a) Explain the economic reasons for public expenditure and the reasons for
taxation other than to finance public expenditure. (15 marks)

(b) Within the last ten years or so, the UK budget balance has moved from surplus
to deficit. In 1998-9, a surplus of £6.5 billion was recorded, but in 2005, the
deficit was £41 billion.

Discuss the possible economic consequences of such a change in an
economy’s budget balance. (25 marks)

y
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Candidate A Commentary

Part (a)

Paragraph 1: The definition of public expenditure is wrong and no marks were awarded. 1 mark was
awarded for the attempted definition of taxation — the candidate does little more than just identify two
types of tax. 1 mark was awarded to the candidate for identifying ‘influencing AD’ as a reason for
government spending. The associated diagram was awarded 2 marks and a further 1 mark was
given for the linked explanation.

Paragraph 2: The content of this paragraph was confused and no marks were awarded.

Paragraph 3: 2 marks were awarded for the discussion relating to welfare benefits and the implicit
idea that public expenditure is used to ‘redistribute income’. No credit was given for the diagram.

Note that despite the candidate’s attempt to do so, the part (a) mark schemes will not allow any
marks for evaluation. 7 marks (out of 15)

Part (b)

The candidate shows some appreciation of what is meant by the budget balance but the explanation
is not particularly clear. The analysis of the way in which a growing budget deficit may increase
output and employment is reasonable. The recognition that the growing deficit may also add to
inflationary pressures shows some ‘weak’ evaluation. The discussion in the third paragraph, relating
to greater competition in overseas markets, is poor and not worth credit. The conclusion adds little to
the previous discussion. This was judged to be a ‘level 2’ response. It generally fits the description of
a ‘poor answer but some understanding is shown’. 10 marks (out of 25)

TOTAL MARKS = 17 (out of 40)
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Candidate B Commentary

Part (a)
Paragraph 1: The definition of taxation was awarded 2 marks. 1 mark was awarded for public
expenditure because the candidate is only really defining through example.

Paragraph 2: 4 marks were awarded for the discussion linked to the provision of public goods. This
is broken down as follows:
e recognising that the provision of public goods is a reason for public expenditure

(1 mark)
e providing accurate examples of public goods (1 mark)
e recognising that public goods are non-excludable and non-rival (1 mark)
e stating that they are unlikely to be provided by the private sector (1 mark)

4 marks were also awarded for the discussion relating to merit goods.

Paragraph 3: 2 marks were awarded for the use of public expenditure to reduce negative
externalities. 3 marks were awarded for the diagram and the discussion relating to aggregate
demand. 1 mark was awarded for the final sentence where the candidate gives an example of using
public expenditure to provide ‘support for business’.

Paragraph 4: 3 marks were awarded for the explanation of the way in which taxation and public
expenditure can be used to influence the distribution of income.

Paragraph 5: 2 marks were awarded for the use of taxation to discourage imports and improve the
balance of payments. 2 marks were given for de-merit goods and externalities

Paragraph 6: An additional mark was awarded for discussing the way in which taxation can affect
aggregate demand. This adds to the 3 marks that were awarded in paragraph 2.

In effect, the final paragraph just repeats points that have been mentioned earlier and hence no
additional marks were awarded. In most cases, it is unlikely that a conclusion will gain additional
marks when answering part (a) of the essay questions. This is in contrast to part (b), where a
reasonable conclusion will help to show the candidate’s ability to synthesise arguments and make
judgements. (The total was constrained to the maximum of 15 marks.) 15 marks (out of 15)

Part (b)

The candidate understood what is meant by a budget deficit and recognised that this is likely to
boost aggregate demand. The beneficial, short-run effects of high levels of demand on economic
activity were explained and the possible adverse consequences for inflation and growth were
mentioned. It was also understood that increasing economic activity will, over time, automatically
reduce the size of a budget deficit. There was a conclusion which summarised the previous
discussion but it didn’t add anything new. The scope of the answer was fairly narrow but the
candidate showed good understanding of some economic concepts. There were examples of
reasonable analysis and a limited attempt to evaluate. The answer had a logical structure and
explanations were easy to follow. This was judged to be a ‘level 3’ response. It was ‘an adequate
answer with some correct analysis but very limited evaluation’. 14 marks (out of 25)

TOTAL MARKS = 29 (out of 40)
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Candidate C Commentary

Part (a)

Paragraph 1: The definitions of public expenditure was awarded 2 marks and 1 mark was given for
the indirect reference to fiscal policy

Paragraph 2: 1 mark was awarded for recognising that public expenditure can be used to influence
aggregate demand. A further 3 marks were given for development, including the multiplier effect.

Paragraph 3: 2 marks were awarded here for identifying a reason and then mentioning welfare
spending with examples.

Paragraph 4: This paragraph covered a range of relevant issues that could be categorised as
‘support for business’ e.g. training, job seeking services, subsidies for investment. 4 marks were
awarded.

Paragraph 5: 1 additional mark was given for defining taxes. It was worth 2 marks but the constraint
of 4 marks, in total, for definitions was applied.

Paragraph 6: 3 marks were given for the discussion of the way in which taxation is used to influence
the distribution of income even though the definition of a progressive tax was not accurate.

Paragraph 7: 3 marks were given for the discussion of the way in which taxation can be used to
discourage the consumption of de-merit goods.

Paragraph 8: 1 mark was awarded despite the lack of clarity regarding exports and imports.

21 marks could have been awarded for this candidate’s answer to part (a) but the total was
constrained to the maximum of 15 marks. 15 marks (out of 15)

Part (b)

The candidate provides an accurate definition of a budget surplus and explains concisely why the
budget balance may move from a surplus into a deficit. There is good analysis of the possible impact
of a growing deficit upon national income, employment and the price level. This is supported by a
suitable diagram. The candidate also recognises that the impact of a growing deficit is most likely to
be favourable if the economy is operating below capacity. Sound analysis supports the judgement.
Paragraph 3 recognises that the impact of higher government expenditure depends on the type
expenditure. Whilst it is possible to debate some of the detail in the answer, in general, the analysis
is sound and the discussion is evaluative. Paragraph 4 recognises that if the budget deficit results in
a rise in economic activity, in the long run, the budget deficit may be self-correcting. The use of
words such as: ‘however’, ‘may’ and ‘probably’ indicate that an attempt has been made to evaluate
alternative scenarios. Paragraph 5 introduces two other relevant issues i.e. the ‘crowding-out effect’
and ‘pump-priming’. Again, the analysis is sound, different possible outcomes are considered and
the general thrust of the discussion is evaluative. The final paragraph brings together the various
arguments that have been explored but it doesn’t add a great deal. Overall, the answer is well-
organised and the arguments are presented clearly. Good understanding of economic concepts is
demonstrated throughout. Alternative outcomes are explored and supported by sound analysis.
Some ability to synthesise arguments and present a conclusion is demonstrated. This answer was
judged to just get into ‘level 5'. Itincluded ‘good analysis and evaluation’. 22 marks (out of 25)

TOTAL MARKS = 37 (out of 40)
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