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Answers and commentaries

This resource is to be used alongside the A-level Economics, June 2022, 7136/2, National

and International Economy question paper and mark scheme.

Context 1

Question 3
Extract B (lines 18-19) states: ‘FDI can have many benefits. It should create employment,
boost long-run economic growth and increase exports.’

With the help of a suitable diagram, explain how a rise in inward foreign direct investment
(FDI) may lead to increased exports.
[9 marks]

Mark scheme
Below is the levels of response marking grid which should be used to mark the 9 mark
questions.

Level of . Max 9
Response:
response marks

e iswell organised and develops one or more of the key issues
that are relevant to the question

e shows sound knowledge and understanding of relevant
economic terminology, concepts and principles

3 e includes good application of relevant economic principles 7-9
and/or good use of data to support the response marks
¢ includes well-focused analysis with a clear, logical chain of
reasoning
e includes a relevant diagram that will, at the top of this level, be
accurate and used appropriately.
e includes one or more issues that are relevant to the question
e shows reasonable knowledge and understanding of economic
2 terminology, concepts and principles but some weaknesses 4-6
may be present marks

e includes reasonable application of relevant economic
principles and/or data to the question
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e includes some reasonable analysis but it might not be
adequately developed and may be confused in places

e may include a relevant diagram.

e isvery brief and/or lacks coherence

e shows some limited knowledge and understanding of
economic terminology, concepts and principles but some
errors are likely

e demonstrates very limited ability to apply relevant economic 1-3
principles and/or data to the question marks

e may include some very limited analysis but the analysis lacks
focus and/or becomes confused

e may include a relevant diagram but the diagram is not used
and/or is inaccurate in some respects.

An AD/AS diagram which shows LRAS shifting right is expected although candidates may
explain potential benefits from SRAS shifting right and the subsequent effects on the price
level and exports. Candidates may also use a Production Possibility Frontier shifting right.

Expected diagrams are:

Price LRAS; LRAS, dhicind SRAS,

leval avel
M / SRAS;
Pl
p1 g e \ b

\ Psl
P, :

™~

AD

AD .
o Yy Y2 Real national Yy Y; Real national
oulput output

Note: Some candidates may show the ‘effect’ of a rise in investment or exports by only
shifting AD to the right. However, this does not explain why FDI may lead to an increase in
exports and should not be credited as a suitable/relevant diagram.
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Relevant issues include:

¢ definitions/explanations: investment, inward investment, foreign direct investment (FDI),
exports

e explaining reasons why inward FDI may occur such as reduced corporation tax

¢ linking FDI to increases in productive capacity/potential

¢ linking FDI to forcing domestic firms to become more efficient

e the possible effects on the price level of boosts to efficiency/productive capacity

o if firms' costs fall (or at least don't rise) then firms become relatively more competitive

e linking FDI to possible benefits from economies of scale

e if firms which used to provide imports have relocated to the domestic economy, they may
now be providing exports

e if total output rises firms may export surplus stock

e linking the increases in FDI to disinflation or benign deflation

e multinational corporations export around the world and hence FDI by a foreign MNC is
likely to lead to an increase in exports.

Student responses
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This is a Level 2 response

The response begins with a reasonable explanation of FDI. There is then some quite basic
analysis which states “so they can produce at lower prices” without explaining why. The

diagram is slightly confused and the analysis drifts into comparative advantage. There is
some relevant understanding, but it is certainly not adequately developed and is confused
in places.

5 marks
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Response B
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This is a Level 1 response

The response begins by correctly explaining that FDI is an injection into an economy,
however, it quickly becomes confused over what FDI actually is, and who it affects. The
student does correctly explain that more goods are produced, which could be exported,

but this demonstrates a very limited ability to apply and lacks focus. The explanation of
contractionary monetary policy is largely irrelevant and there is no diagram. Overall, a

weak response.

2 marks
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Question 4
Extract C (lines 13-14) states: ‘Some argue that African governments should be doing more to
improve the living standards of their citizens, rather than relying on foreign firms.’

Using the data in the extracts and your knowledge of economics, assess the view that to
improve the living standards of their citizens, African nations should pursue policies to attract
foreign direct investment (FDI).

[25 marks]

Mark scheme
Below is the levels of response marking grid which should be used to mark the 25 mark
questions.

Level of Max 25
Response
response marks

Sound, focused analysis and well-supported evaluation that:

e is well organised, showing sound knowledge and
understanding of economic terminology, concepts and
principles with few, if any, errors

e includes good application of relevant economic principles to
5 the given context and, where appropriate, good use of data to
support the response

21-25
marks

e includes well-focused analysis with clear, logical chains of
reasoning

e includes supported evaluation throughout the response and in
a final conclusion.

Sound, focused analysis and some supported evaluation that:

e iswell organised, showing sound knowledge and
understanding of economic terminology, concepts and
principles with few, if any, errors

e includes some good application of relevant economic 16-20
principles to the given context and, where appropriate, some marks
good use of data to support the response

e includes some well-focused analysis with clear, logical chains of
reasoning

e includes some reasonable, supported evaluation.
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Some reasonable analysis but generally unsupported
evaluation that:

focuses on issues that are relevant to the question, showing
satisfactory knowledge and understanding of economic
terminology, concepts and principles but some weaknesses
may be present

includes reasonable application of relevant economic
principles to the given context and, where appropriate, some
use of data to support the response

includes some reasonable analysis but which might not be
adequately developed or becomes confused in places

includes fairly superficial evaluation; there is likely to be some
attempt to make relevant judgements but these aren’t well-
supported by arguments and/or data.

11-15
marks

A fairly weak response with some understanding that:

includes some limited knowledge and understanding of
economic terminology, concepts and principles is shown but
some errors are likely

includes some limited application of relevant economic
principles to the given context and/or data to the question

includes some limited analysis but it may lack focus and/or
become confused

includes some evaluation which is weak and unsupported.

6-10
marks

A very weak response that:

includes little relevant knowledge and understanding of
economic terminology, concepts and principles

includes application to the given context which is, at best, very
weak

includes attempted analysis which is weak and unsupported.

1-5 marks

© 2024 AQA
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Areas for discussion include:

definitions/explanations: foreign direct investment (FDI), living standards
explaining how living standards can be measured in terms of monetary measures such as
GDP per capita
explaining how living standards can be measured in terms of qualitative factors such as
education, health, inequality, the environment, human development and sustainability
alternative measures of living standards such as the Human Development Index (HDI)
explaining the benefits of FDI on living standards in terms of:

o employment
incomes and consumption possibilities
economic growth and GDP per capita
multiplier/accelerator arguments
human development/skills progression
potential improvements in infrastructure created by MNCs
possible health implications of increased formal, regular employment
generating more government tax revenue which may be spent on merit/public
goods without creating debt

o crowding in arguments
explaining the drawbacks of FDI on living standards in terms of:

o exploitation of workers by MNCs

o damages to the environment caused by MNCs

o possible inflationary pressures causing the cost of living to rise

o ‘footloose’ industries causing instability in employment for example

o repatriation of profits acting as a leakage from the circular flow
considering that governments may not benefit from rising tax revenues as they may have
been forced to offer tax breaks
how global shocks, such as the pandemic, may lead to changes in investment beyond the
control of the domestic government
the alternatives to attracting FDI to improve living standards such as aid and the possible
problems of tied aid
other possible alternatives such as government spending and the potential problems of
rising debt
other possible alternatives such as the promotion of free trade or protectionism and the
potential problems of each method
whether the government should intervene at all or if the free market would provide better
solutions
the possible inequalities caused by FDI and the possible regional differences
issues such as corruption affecting the distribution of the benefits of FDI.

O O 0O 0O O O O

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

© 2024 AQA 12 0of 77



A-LEVEL ECONOMICS - 7136 - PAPER 2 - ANSWERS AND COMMENTARIES

Student responses

Response A
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This is a Level 2 response

The student begins with a reasonable explanation of how living standards can be
measured. The student then describes government policies which are not directly linked to
the question. The initial analysis is not really linked to FDI. The analysis is slightly confused
stating “This investment can then be used on the living standards of the economy by the

nation”. There is confusion over FDI and domestic government spending. The student then
confuses contractionary fiscal policy and totally loses focus. There is some relevant
analysis of reduced corporation tax, however, this again becomes confused with a diagram
that has an upward sloping AD curve. This is a fairly weak response with a highly
speculative evaluation.

8 marks
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Response B
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This is a Level 4 response

The answer begins with reasonable identification of how living standards can be measured
demonstrating sound knowledge. The student describes how improving infrastructure and
education can attract FDI. There is some minor confusion over structural unemployment
but generally the analysis is OK. There is then some basic evaluation regarding the role of

MNCs and whether they exploit workers. The student then considers implementing
domestic policies rather than relying on FDI, however, the analysis is quite basic. The
student also considers the environment with a micro diagram which is applied
appropriately. This response has sound analysis with logical analysis, with some basic
evaluation.

16 marks
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Context 2

Question 7
Extract E (lines 7-9) states: ‘It was hoped that policy measures, including a reduction in
tariffs... would help to reduce inflation.’

With the help of a diagram, explain how a reduction in tariffs could help to reduce inflation.
[9 marks]

Mark scheme
Use level of response table on page 3.

An AD/AS diagram showing a rightward in SRAS is expected, however a micro diagram
illustrating the effect of removing a tariff and the resultant effect on price is equally
acceptable.

Expected diagrams are:

Frice
level SRAS,
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Py
o
)
AD
Y; Y, Realnational
output
F Supply domestic

S world

1 / \ + tariff l
P, / :\ S world
E Demand domestic

Oy Qy Oy Cy Q
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Relevant issues include:

¢ definitions/explanations: tariff, inflation

¢ linking the reduction in tariffs to falling import prices

e the concept of the basket of goods and its ‘weighted’ components

¢ linking falling import prices to a fall in the general price level

¢ linking the fall in import prices to issues such as being able to obtain raw materials
cheaper

¢ linking falling import prices to costs and the determinants of SRAS

e contributing to a reduction in cost-push inflation

¢ the impact of reducing tariffs on competition and the prices charged by domestic firms
linking falling prices to falling inflation or disinflation.

e linking falling import prices to rising demand for imports, reducing demand-pull
inflationary pressure.

Student responses
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This is a Level 2 response

The answer begins with an incorrect definition confusing imports and exports. The student
then correctly links the analysis to costs of production. There is some reasonable analysis

and understanding but there are clear weaknesses with some confusion over the costs of
the factors of production.

5 marks
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Response B
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This is a Level 3 response

The response begins with a sound definition and explanation of tariffs. There is then some

well-focussed analysis with clear explanation of how a reduction in tariffs can help reduce
inflation. The student uses a relevant diagram with good application to the scenario.

7 marks
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Question 8

Extract E (lines 15-17) states: ‘Policies were put in place to reduce the money supply and
reduce government spending. The control of inflation became the main target of UK
government macroeconomic policy.’

Using the data in the extracts and your knowledge of economics, evaluate the view that
achieving a low and stable rate of inflation should be the main economic objective of
governments.

[25 marks]

Mark scheme
Use the level of response table on page 10.

Areas for discussion include:
e definitions/explanations: inflation, low-stable inflation, government economic objectives
e explaining the other main macroeconomic objectives of governments: economic growth,
minimising unemployment and a stable balance of payments on current account
e other economic objectives such as the reduction of inequalities or protection of the
environment
e the role of central banks, such as the Bank of England or Monetary Policy Committee
(MPCQ) and inflation targets
e ways that central banks can use monetary policies such as interest rates and the
transmission mechanism
e ways that central banks can use other variables such as forward guidance, operational
independence and forecasting to influence inflationary expectations
e other policies such as supply-side policies which may create low inflation
e other policies such as contractionary or expansionary fiscal policies in attempting to
maintain low, stable rates of inflation
e the possible beneficial effects of maintaining low stable inflation such as:
o the creation of confidence and stability
o the avoidance of wage-price spirals
o the avoidance of deflation and possible creation of delayed consumption
o allowing economic agents to factor in changes to decision making and the effects
on consumption and investment
maintaining international competitiveness
the avoidance of hyperinflation
the effects on households, such as those on fixed incomes and the effects on
savings
o effects on government finances
e the possible negative effects of maintaining low stable inflation such as:
o the possible trade-off with unemployment if inflation is too low
o the possible trade-off with growth if inflation is too low
o the focus on achieving low, stable inflation may impact upon certain groups more
than others for example borrowers with variable rate mortgages
e considering the effectiveness of policies to control inflation
e the relative merits and problems of policies designed to create low stable inflation

O
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external shocks such as the pandemic, may force governments to alter economic targets
the possibility that objectives may be achieved simultaneously

whether deflation is more of a concern than low stable inflation

whether the control of inflation depends upon the stage of the economic cycle and
priorities may change

e the importance of other objectives of economic policy

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

Student responses
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This is a Level 4 response

This answer starts with an accurate definition of inflation and some understanding of
alternatives. There is some sound analysis of why low and stable inflation may be
beneficial for an economy linked to real incomes. The student then evaluates considering

the trade-off with unemployment. They also successfully analyse the possible effects on
investment with accurate use of diagrams. There is sound, focused analysis but the
evaluation, although reasonable, is quite basic in places. This is a good answer, but is not
quite developed in places.

17 marks
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Response B
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This is a Level 5 response

The response begins by accurately identifying the macroeconomic objectives and explains
why a low and stable rate of inflation may be beneficial for an economy. They successfully
provide supported evaluate throughout, for example when they consider the alternative of
volatile and unpredictable inflation causing uncertainty. The analysis is sound and focused

throughout with suitable application in terms of diagrams, and the students use of data
and their own knowledge. The student also considers alternatives to inflation such as
achieving economic growth. It is worth pointing out that an answer does not have to be
perfect to reach full marks.

25 marks
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Essay 1

Question 9

The UK has been running a deficit on its balance of trade in goods and services since 1998.
Expenditure-reducing and expenditure-switching policies can both be used to correct a trade
deficit. However, the UK government has focused on other objectives rather than achieving a
trade balance.

Explain how expenditure-switching policies can be used to reduce a deficit on a country’s
balance of trade in goods and services.
[15 marks]

Mark scheme
Below is the levels of response marking grid which should be used to mark the 15 mark
questions.

Level of Max 15
Response
response marks

A good response provides an answer that:

e iswell organised and develops a selection of the key issues
that are relevant to the question

¢ shows sound knowledge and understanding of economic

3 terminology, concepts and principles with few, if any, errors 11-15
e includes good application of relevant economic principles to marks
the given context and, where appropriate, good use of data
to support the response
¢ includes well-focused analysis with clear, logical chains of
reasoning.
A reasonable response provides an answer that:
o focuses on issues that are relevant to the question
e shows satisfactory knowledge and understanding of
economic terminology, concepts and principles but some
2 weaknesses may be present 6-10
marks

e includes reasonable application of relevant economic
principles to the given context and, where appropriate, some
use of data to support the response

e includes some reasonable analysis but which might not be
adequately developed or becomes confused in places.
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A weak response provides an answer that:
¢ has identified one or more relevant issues

e has some limited knowledge and understanding of economic
terminology, concepts and principles but some errors are
1 likely 1-5 marks

e has very limited application of relevant economic principles
to the given context and/or data to the question

¢ might have some limited analysis but it may lack focus
and/or become confused.

Relevant issues include:

definitions/explanations: expenditure-switching policies, trade, trade deficit, balance of
trade
explaining the difference between expenditure-switching policies and expenditure-
reducing policies
how expenditure-switching policies cause a shift in consumption away from imports and
towards domestic consumption and exports
reasons for wishing to reduce a trade deficit
explaining expenditure-switching policies linked to protectionism in terms of:

o tariffs

o quotas

o non-tariff barriers

o export subsidies
explaining expenditure-switching policies in terms of exchange rate manipulation in terms
of:

o direct government intervention in terms of buying and selling currency

o indirect intervention in terms of manipulation of interest rates
explaining expenditure-switching policies in terms of supply-side policies and making
domestic goods and services more competitive
the relative effects on the volume and value of imports and exports
the impact on net trade.
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Student responses
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This is a Level 2 response

The student demonstrates accurate knowledge by providing an explanation of
expenditure-switching policies. They go on to provide sound analysis of how a tariff works
although there is a small error on the diagram. The second issue is confused. Although the

student does try to link interest rates to the exchange rate, they don't consider the
likelihood that reduced interest rates are likely to increase imports. The diagram also has
parts missing. This is a reasonable response, but it is not adequately developed and
confused in places.

10 marks
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Response B
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This is a Level 3 response

This response begins with accurate definitions of both expenditure-switching policies and
protectionism. They explain the effect of the imposition of tariffs with an accurate diagram.
In general, the analysis is sound although there is a small error in their explanation of the

diagram. The student also analyses quotas with accurate explanation. This is a well
organised response with clear, logical chains of analysis.

12 marks
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Question 10

The UK has been running a deficit on its balance of trade in goods and services since 1998.
Expenditure-reducing and expenditure-switching policies can both be used to correct a trade
deficit. However, the UK government has focused on other objectives rather than achieving a
trade balance.

Assess the view that floating exchange rates are always better than fixed exchange rates.
[25 marks]

Mark scheme
Use the level of response table on page 10.

Areas for discussion include:
o definitions/explanations: exchange rates, floating exchange rate, fixed exchange rate,
exchange rate systems
e explaining the possible ways in which ‘better’ can be assessed by linking this to the
macroeconomic objectives
e how floating exchange rates work and the factors that may cause supply and demand of
currency to change
¢ linking floating exchange rates to FOREX
e explaining the possible advantages of being on a free-floating exchange rate system (or
the disadvantages of being in a fixed system) in terms of:
o automatic correction/stabilisation
allowing monetary policy freedom, for example interest rate manipulation
reduced needs for currency reserves and government intervention
speculation may be reduced
depreciation may improve injections leading to benefits of growth and
employment
e explaining the possible advantages of being in a fixed exchange rate system (or the
disadvantages of being in a floating system) in terms of:
o avoiding sudden fluctuations which may alter costs and imports/exports
o encouraging confidence and investment
o encouraging trade
o possibly avoiding transaction costs if fixed in a monetary union
e the nature of a fixed system, whether it is in a monetary union or not
e considering real-life examples and the fact that very few nations actually work on a truly
fixed system
e whether currencies do actually correct or stabilise trade
e the possible trade-offs that can occur, for example a depreciation may improve short-run
growth at the expense of inflation
e that speculation is more prevalent in a floating rate system although it may become more
serious in a fixed rate system when it becomes obvious that the currency is over or
undervalued (the one-way option problem).
e considering managed floats rather than truly ‘fixed’ systems

O O O O
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e considering real-life examples such as: the Bretton Woods system, the ERM, Danish Krona
fixed to the euro and attempts by some other countries, particularly in Africa, to fix their
currencies to the US$ or the euro.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

Student responses

Response A
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This is a Level 2 response

The answer begins with a reasonable definition and explanation of what exchange rates
are. The student then provides reasonable analysis of why floating exchange rates may
affect FDI. They also consider the fact that floating exchange rates may allow the focus of
monetary policy to be shifted but this is underdeveloped. The student then considers

benefits of fixed rates, however, the analysis doesn't fully explain the effects and there is
no justification regarding the outflows of hot money. The conclusion is highly speculative
and unsupported. This is a fairly weak response but with some understanding which is
limited and confused in places.

8 marks
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Response B
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This is a Level 4 response

This response begins with accurate explanations of floating and fixed exchange rates. The
student goes on to explain the problems of being in a managed or fixed exchange rate
(although confuses the European single market and European exchange rate mechanism).
They then successfully analyse the benefits of fixed rates and in particular, the effects on

investment. The answer has clear, logical chains of analysis and develops arguments about
control over monetary policy in terms of interest rates. There are occasions where the
student repeats issues. There is some reasonable evaluation but this is not always fully
supported.

20 marks
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Essay 2

Question 11

In 2018, the European Commission estimated that Bulgaria and Romania were both
experiencing positive output gaps whilst the UK was experiencing a negative output gap.
Persistent output gaps can cause problems for economies which may be addressed by
supply-side improvements.

Explain the main problems for an economy of having a large positive output gap.

[15 marks]

Mark scheme
Use the levels of response table on page 36 and 37.

Relevant issues include:

e definitions/explanations: output, output gap, positive output gap, economic cycle

e linking positive output gaps to booms

e reasons which may have caused an economy to end up in a positive output gap

e linking positive output gaps to real output growing faster than productive potential
o if the output gap is persistent it will eventually lead the economy to overheat

e explaining the problems which may be caused by positive output gaps such as:

o

O O O O O

O

demand-pull inflation as too much money is chasing too few goods
cost-push inflation due to labour shortages

wage-price spirals

rising imports as consumption is rising and possible leakages rise
falling exports if inflationary pressure occurs

an increase in the current account deficit

unsustainable asset price rises

potential effects on the exchange rate

e linking the ‘problems’ of the economy having a large positive output gap to the causes
such as low productivity growth.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

© 2024 AQA
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Student responses

Response A
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This is a Level 2 response

The response begins with an accurate knowledge and understanding of output gaps. The
student accurately explains the effects on inflation with logical chains of analysis although
this would have benefitted from application including a diagram. The student also

describes potential asset bubbles although the analysis is quite basic. There is no need to
provide a conclusion in this type of response as evaluation skills are not required. This is a
reasonable response which focuses on relevant issues but isn't quite adequately
developed in places.

9 marks
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Response B
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This is a Level 2 response

The student begins with some explanation of the output gap, although loses focus slightly.
The student successfully explains how a positive output gap could lead to demand-pull
inflationary pressure and successfully applies a diagram to the situation. The student then
identifies that this may reduce competitiveness but switches to cost-push inflation with no
relevant explanation. The final analysis is speculative and not well developed. This is a
reasonable response which includes some reasonable analysis but is not adequately
developed in places.

8 marks
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Question 12

In 2018, the European Commission estimated that Bulgaria and Romania were both
experiencing positive output gaps whilst the UK was experiencing a negative output gap.
Persistent output gaps can cause problems for economies which may be addressed by
supply-side improvements.

Evaluate the view that supply-side improvements in the UK economy can best be achieved
through the use of interventionist policies.
[25 marks]

Mark scheme
Use the levels of response table on page 10.

Areas for discussion include:
o definitions/explanations: supply-side, supply-side improvements, interventionist policies
e explaining why supply-side improvements may be necessary
¢ the difference between interventionist and free-market approaches
o the differences in targeting labour markets or product markets
e explaining interventionist supply-side policies such as:
o education
apprenticeships/vocational training
infrastructure
regional policy
health spending
o housing supply policies
e explaining free market supply-side policies such as:
o privatisation
deregulation
tax and welfare benefit system changes
flexible labour markets including trade union reform
promoting free trade
removing red tape/bureaucracy
o policies to promote immigration
e the effects of supply-side policy on the macroeconomic goals or living standards
e considering that some supply-side policies require ‘intervention’ to make them more ‘free-
market’ such as legislation reducing trade-union power to allow the market system to
work
e the problems that so called ‘carrot and stick’ policies may create
e the merits of interventionist versus free-market approaches
e the unintended consequences of policies or government failure
o the real-life experiences and effectiveness of policies: for example, has privatisation
worked in all markets such as railways?
e the potential financial costs or cost effectiveness of supply-side policies
e considering that supply-side policies can affect AD
o the difficulties of measuring the effectiveness of supply-side policies and time lags.

O O O O

o O O O
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The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student's response to the question.

Student responses

Response A
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This is a Level 2 response

This response begins with a slightly confused statement that supply-side improvements do
not require government intervention, possibly confusing the term with free-market supply
side reforms. There is then some quite confused analysis about regulation and

interventionist policies. The analysis regarding training is reasonable but quite basic.
Again, analysis and evaluation of firms possibly leaving the economy is unsupported and
confused. This is a fairly weak response with some basic understanding but confuses
terms and issues throughout.

8 marks
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ResponseB
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This is a Level 4 response

The answer begins by explaining the difference between interventionist and free market
supply-side policies demonstrating accurate knowledge and understanding. The student
explains interventionist policies in terms of education and accurately analyses the effects
with logical chains of reasoning. There is suitable application from the student’s own
knowledge and diagrams are used effectively. The student considers alternatives and
other interventionist policies such as improving infrastructure. There is evaluation
throughout, although in places it is quite surface level. The final conclusion is quite short
and basic which stops it from achieving Level 5.

20 marks
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Essay 3

Question 13

Over the past 20 years, the growth of world trade has averaged 6% per year, twice as fast as
the growth in world output. As countries become ever more interconnected, they experience
both economic opportunities and threats.

Explain reasons for changes in the value of exports from the UK to the rest of the world.
[15 marks]

Mark scheme
Use the levels of response table on page 36 and 37.

Relevant issues include:

o definitions/explanations: trade, exports, value of exports

e explaining the value of exports in terms of the quantity/volume and price of exports

e explaining how changes in the pattern of trade can affect trade values

e the significance of trade and exports to the UK economy

e using relevant examples to illustrate the changes in the value of exports

e explaining comparative advantage and possibly giving a numerical example of
comparative advantage

e explaining possible reasons for changes in the value of exports from the UK to the rest of
the world such as:

o changes in comparative advantage

changes in protectionist/free trade policies in other countries

leaving or changing membership of trading blocs such as the EU

consideration of trade diversion/trade creation arguments

exchange rate changes

changing quality/reputation

de-industrialisation

economic growth (or decline) in other nations

external shocks

innovation and invention (both product and process)

technological improvements that have led to reductions in cost of transport and

communications.

0O 0O 0O O 0O 0o 0o o0 O

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

© 2024 AQA 63 of 77



A-LEVEL ECONOMICS - 7136 - PAPER 2 - ANSWERS AND COMMENTARIES

Student responses
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This is a Level 2 response

This response begins by identifying trade deals as a reason why the value of exports has
changed from the UK to the rest of the world. There is a little confusion part way through
where the student discusses wheat prices. The diagram used is also confused with some

micro and some macro elements. The student then provides reasonable analysis of
exchange rates, however, confuses the diagram again. This is a reasonable response which
shows some satisfactory knowledge, but the analysis is not quite adequately developed in
places although there are some attempts at application.

8 marks
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This is a Level 3 response

The student begins with analysis of exchange rates with sound knowledge and logical
chains of analysis. There is then consideration of tariffs and the possible effects on short-
run aggregate supply. There is an error on the diagram and the student should refer to

‘price level rather than ‘price’ in the analysis but generally it is sound. The student then
discusses trade agreements. There is some suitable application. This is a good response
which develops a selection of key issues.

12 marks
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Question 14

Over the past 20 years, the growth of world trade has averaged 6% per year, twice as fast as
the growth in world output. As countries become ever more interconnected, they experience
both economic opportunities and threats.

Evaluate the view that international trade always benefits nations.
[25 marks]

Mark scheme
Use the levels of response table on page 10.

Areas for discussion include:

e definitions/explanations: international trade

e explaining the alternatives to international trade such as protectionism or closed
economies

o different stakeholder groups for analysis such as firms, households, the government or in
terms of the macroeconomic objectives or other objectives such as the environment

¢ explaining the benefits of trade such as:

o benefits from comparative advantage

economies of scale

increased competition

lower prices

access to more diverse markets

trade creation

export-led growth and employment

encouraging FDI

increased product and process innovation

welfare gains
o improving international relations/reducing conflict

explaining the potential drawbacks of trade such as:
o loss of domestic industry

structural unemployment

potential loss of infant/sunset industry arguments

leakages to the circular flow if a net importer

environmental damage due to transportation

trade deals may cause political arguments

o potential trade of demerit goods/illegal goods/weapons

e using real-life examples of where international trade has helped or damaged industries in
the UK or the rest of the world

e whether protectionist policies or having a closed economy would have benefited different
nations rather than trade

e the limitations of trade such as assumptions about the model of comparative advantage

o the different industries that LEDCs and MEDCs end up specialising in and the effects of
this in terms of development

0O O 0O 0O 0O 0O 0 O O

O O O O
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o the different experiences of LEDCs and MEDCs regarding the terms of trade or problems
of primary product dependency

e considering living standards in LEDCs may be damaged in terms of worker exploitation or
the environment

e considering the term ‘always’

e the inability of some nations to be able to fully exploit their comparative advantage

e considering both the positive and negative impact of MNCs on different nations.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Student responses
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This is a Level 2 response

The answer begins with a slightly confused explanation of trade linked to globalisation.
The student analyses how China has benefitted from trade, however, the analysis is quite
weak and the response is not developed well. The student moves on to explain

environmental issues, however, the response is not particularly focussed on trade. They
then consider the UK's experience of running a trade deficit, but again, the analysis is very
limited and opportunities to use economic terminology are missed. Overall, it is a fairly
weak response with some understanding, but the analysis is very limited.

10 marks
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o Dec. etie 1~ f‘“’ﬂ_hjmw?‘-

This is a Level 4 response

This response begins by stating international trade benefits most nations and then goes
on to describe globalisation. It is important that students understand the distinction
between trade and globalisation when responding to questions. The answer describes the
benefit of economies of scale with sound analysis. There is some suitable application and

good use of a diagram. They then analyse issues such as dependency and comparative
advantage with suitable logical explanation. There are small points of evaluation
throughout and a reasonable conclusion at the end considering the term ‘always’ from the
question. The diagram at the end does contain errors, however. The analysis is generally
sound and focussed with some basic evaluation.

19 marks
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