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Introduction
Overall the paper was considered to be of a broadly similar standard to the previous year. 
In general candidate performance was at a high level, with answers showing a firm grasp 
of the requirements of the specification. Many of the candidates knew how to recognise the 
evaluation command words and some made good attempts at demonstrating this higher-
order skill.
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Question 1 (a) (i)

Correct definition (2) and reference to data (2).

Examiner Comments

Correct definition (2) and reference to data (2).

Examiner Comments
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Question 1 (a) (ii)

4 marks for worsening healthcare leading to the 
workforce becoming less productive.  4 marks for 
less TU or worker power leading to a poorer working 
environment and resentful and less motivated staff.

Examiner Comments
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Nothing for the first paragraph as it referred to a fall 
in total output.  2 marks for investment in education 
and the benefit of the doubt was given for the second 
2 marks, although the candidate should really have 
explained how education raises a worker's output.

Examiner Comments
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Question 1 (b) (i)

The first sentence generated the marks for the reference 
to the data and a further 2 marks were awarded for effect 
on the UK's exports.  The explanation of AD shifting to the 
left and the output falling was awarded another 2 marks.  
The diagram would have gained a further 2 marks but the 
maximum for that section had been reached.

Examiner Comments
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The first paragraph was awarded 4 marks for the effect 
on UK exports and the reference to the data.  The 
second paragraph generated another 2 giving full marks. 

Had the final paragraph been submitted in isolation it 
would have also reached full marks.

Examiner Comments
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Question 1 (b) (ii)

The first paragraph: cut in corporation tax 
awarded 2 marks, would result in firms having 
more profit after tax awarded 2 marks.

The second paragraph: subsidies awarded 2 
marks; make firms feel more secure about 
investing awarded 2 marks.  Maximum 8 marks 
but tax breaks to firms was also correct.

Examiner Comments
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Decrease in cost of borrowing awarded 2 
marks and receive more profit awarded 2 marks.

Confidence awarded 2 marks and a quicker rate of 
return awarded 2 marks.

Examiner Comments
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Question 1 (b) (iii)
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Diagram 3 not 4 as Y axis labelled as Price not Price Level. 
Makes workers more productive (2), hence increasing AS in 
the long term (2). KAA max 6 marks (as no data).  The new 
technology point is separate but it is explained and the idea 
of the effect being in the long term was worth 2 evaluation 
marks.  The AS diagram is also worth 3 marks for the same 
reason but full KAA marks have already been awarded.

On the second page 2 marks were awarded for evaluation of 
the magnitude of the investment.

Examiner Comments
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The first Paragraph: 2 marks awarded for data.  Diagram 
awarded 4 marks as benefit of the doubt on the abbreviation  
of Price Level.  Investment is a component of AD and a fall 
causes a leftward shift and a fall in GDP 2 marks.  Maximum 
KAA 8 marks, so nothing could be credited for the AS diagram.

On the second page each paragraph was awarded 2 marks 
for evaluation.

Examiner Comments
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Question 1 (c)
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Full marks for identifying 3 macroeconomic objectives in the 
first paragraph, 6 marks.

However this candidate received no further marks as the essay 
addressed a different question.  It focused on the conflict 
between macroeconomic policies rather than identifying the 
impact of labour market policies on macroeconomic objectives.  
No evaluation marks can be awarded either.

Examiner Comments
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This candidate does just enough to reach full marks.
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Implicit objective of economic growth identified, 2 marks. Education and training leading to 
higher productivity and therefore growth, 4 marks.  6 evaluation marks were awarded for 
explaining that the policy is expensive leading to higher government debt and also that the 
improvement in performance will take time.

Making trade unions weaker would lead to less strikes and more productivity therefore higher 
growth, was awarded 4 marks.  Implicit objective of reducing inequality was given the benefit 
of the doubt, 2 marks and 4 evaluation marks were awarded for the driving down of wages 
and social repercussions.

Reducing the government debt 2 marks, by reducing income tax and  benefits which lead to 
higher output and productivity awarded 4 marks.  KAA max 18 marks is reached.  A further 4 
evaluation marks were awarded for the lower tax revenues impact on the PSBR and also the 
potential increase in poverty of the people who remain on lower benefits.  Evaluation Max 12.

Examiner Comments
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Question 2 (a) (i)

Definition 2 marks and 2 marks for data reference.

Examiner Comments

Definition awarded 2 marks but no data provided.

Examiner Comments
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Question 2 (a) (ii)

2 marks for the data in the first paragraph.

In the third paragraph 2 marks for injection will  
decrease.  The candidate already had the notion of the 
money flowing round in the second paragraph, so 2 
marks were awarded for less money flowing in the third.

Examiner Comments
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No marks for definition of circular flow as both attempts 
were insufficiently comprehensive.  In the two sentences 
following the candidate picked up 6 marks.

Examiner Comments
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Question 2 (a) (iii)

This is an excellent response.
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Diagram awarded 4 marks and consume less 
goods and services awarded 2 marks with fall 
in AD and output a further 2 marks making 
KAA maximum of 8 marks.

3 sets of 4 marks for evaluation could have 
been awarded; full capacity 4 marks, private 
sector picking up the slack 4 marks and the 
impact of other components 4 marks.

Examiner Comments
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Diagram awarded 4 marks, cutting G 2 marks and 
pulling AD and RNO down awarded 2 marks mean 
KAA maximum of 8 marks was achieved. 

Credit would have been awarded for an explanation 
of the effect on AS had full marks not already been 
obtained.  However on the second page 2 marks 
for evaluation was awarded for explaining that the 
combined effect might lead to a large fall in RNO.

Examiner Comments
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Question 2 (b) (i)

Recession awarded 2 marks, unemployment 2 
marks and the definition of not working at full 
employment 2 marks. A total of 6 marks awarded.

Examiner Comments

Definition 2 marks, unemployment 2 marks, poor utilisation of 
capital 2 marks give the maximum of 6 marks.  The reference 
to a recession would have been worth another 2 marks.

Examiner Comments
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Question 2 (b) (ii)

World food prices rose by 31.5% and the increase in the cost will shift the 
AS left, awarded 4 marks. An increase in oil prices 2 marks, increase the 
cost of production 2 marks, leads to the maximum of 8 marks. 

A further 2 would have been awarded for the costs being passed on to 
the consumers and the price level would increase.

Examiner Comments
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Vat rise 2 marks, increases the prices of a large number 
of items in the basket of goods therefore increasing the 
CPI 2 marks.

The rise in oil prices 2 marks, cause cost-push inflation 
as firms are forced to increase the price of goods 2 
marks.  A further 2 marks could have been awarded 
most manufactured goods need oil to be produced.

Examiner Comments
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Question 2 (b) (iii)

This was a very good answer.
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The first paragraph described the mechanism but does not make the 
case for it.

In the second paragraph the candidate established the cause as cost 
push inflation 2 marks and identified that it cannot be solved by an 
interest rate increase 2 marks.

On the second page the case for an increase in interest rates is 
effectively made in terms of strengthening the pound 2 marks and 
reducing imported cost push inflation 2 marks.

The final paragraph earned maximum marks for the reflection on the 
effect on exports 2 marks and the current account 2 marks, as well as 
recognising it is not the main target of the MPC 2 marks.

Examiner Comments
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This was an excellent answer.

This candidate identified that the rate is above target and tolerance, 2 marks and that a rise in interest 
rates would make consumer demand and the general price level fall, 2 marks.

After establishing that the origins are cost push inflation, 2 marks; an increase would lead to a rise in 
borrowing costs and therefore the costs of production, 2 marks. 

By identifying the time lag for the full effect of the interest rate change to take effect, 2 marks and that 
the inflationary pressures are only temporary, 2 marks then an increase will not address the problem.

Examiner Comments
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Question 2 (c)

This is not a particularly strong answer but it does just enough with the benefit of the doubt 
to reach full marks.
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6 marks for macroeconomic objectives. 

4 marks for the erosion of UK's price competitiveness and a widening of the 
balance of payments deficit.  The second page gains 4 marks for evaluation by 
explaining that the UK has been effective at attracting capital flows which 
might to some extent offset the deficit. The argument goes beyond the 
syllabus at AS and despite not addressing the impact high inflation might have 
on capital flows, the candidate was given the benefit of the doubt.

 4 marks for rising unemployment from a contraction in spending generated by 
high inflation.  4 marks for evaluation explaining that the government's ability 
to take remedial action is severely reduced by the mounting national debt.

4 marks for the widening of the inequality of income.  On the final page 4 
marks were awarded for evaluation on how the government might mitigate 
the impact already identified through supply side policies.

Examiner Comments
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The first paragraph got 4 marks for the effect on the balance of payments and 
the candidate was given the benefit of the doubt on implicit understanding of the 
related macroeconomic objective, 2 marks even though it wasn't stated explicitly.  
4 evaluation marks were earned in the next paragraph.

Keeping unemployment low, 2 marks was assumed to be the implicit objective but 
only 2 marks were awarded for the explanation of why rising costs might lead to 
redundancies, as the AS shift to the left is actually caused by oil and food rather than 
labour.  However switching to substitute materials which is cheaper and had a similar 
effect earned 4 evaluation marks.

Once again an implicit understanding of the objective  of a fairer distribution of 
income, 2 marks; was assumed from the level of analysis.  The analysis was awarded 
4 marks.  A further 4 evaluation marks were awarded for the explanation about the 
level of benefits potentially offsetting the impact on living standards. 

The final paragraph could have earned 2 marks for an implicit understanding of the 
growth objective and 2 marks for the brief explanation.  However it would not have 
exceeded the section on unemployment and so the total marks for KAA was 16 and 
evaluation 12 = 28.

Examiner Comments
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Paper Summary
There was a 7:3 split in favour of answering question 2, probably as a result of the more 
central concepts being assessed. 2 aiii and 2c were relatively straight forward questions and 
gave candidates the opportunity to display their skills. 2biii challenged many candidates and 
differentiated between them. It was felt candidates may have avoided question 1 because 
of its focus on the labour market, particularly as questions on labour productivity seemed 
to challenge the candidates more rigorously than most. At the weaker end of the cohort 
there were a significant number of candidates who did not answer the longer essay 
questions (1c and 2c) directly.  Some preferred to write about the effectiveness of supply 
side policies.  Having said that there were some very good answers to questions 1c and 2c 
by the stronger candidates.

Most candidates showed considerable awareness of the current state of the economy and 
some made good use of this information to help them evaluate. This real interest in the 
economy was evident in many papers and was easy to credit within the flexible mark 
scheme.

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



Further copies of this publication are available from
Edexcel Publications, Adamsway, Mansfield, Notts, NG18 4FN

Telephone 01623 467467
Fax 01623 450481
Email publication.orders@edexcel.com
Order Code US030328 January 2012

For more information on Edexcel qualifications, please visit 
www.edexcel.com/quals

Pearson Education Limited. Registered company number 872828  
with its registered office at Edinburgh Gate, Harlow, Essex CM20 2JE




