1995 HIGHER SCHOOL CERTIFICATE EXAMINATION

ECONOMICS

Introduction

1995 was the first examination of the 19%athway$ Stage 6Economics2/3 Unit Syllabus.
The changes to the 1995 examination format reflected the changes to the structukéiglighe
School Certificate Course in Economics, iparticular theexpansion ofthe Core Topic,
Economic Management, and the reduction of the number of 2 Unit Options to be &toied
three options to two options. A short answer section, Section I, was also introduced.

The candidature size for both 2 Unit and 3 Unit continuedetdine in1995, althougtihe rate

of decline has slowed. 2 Unit candidature decliftech 11,397 in 1994 to 9,187 in 1995. 3
Unit candidature, approximateB1% of the totalEconomicscandidature inl995, declined
from 3,798 in 1994 to 2,673 in 1995. There appears albave been anore markedlecline

in the participation of female students in the 2 Unit course than in the 3 Unit course.

Evidence suggests that the quality of this smaller candidature, however, continued to strengthen
in 1995. The high standard achieved and quality of the examination scripts, both for 2 Unit and
for 3 Unit, were impressive.

This examination report contains general as well as specific infornrataied to each section
of the examination. In addition, sample answers have been provided for Section II.
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SECTION 1
MULTIPLE CHOICE
ITEM CORRECT RESPONSES % CORRECT
1 B 47.17
2 A 87.48
3 B 42.39
2 B 72.41
5 C 65.03
6 A 75.00
7 A 81.17
8 B 80.24
9 D 54.54
10 C 36.29
11 A 56.68
12 D 68.96
13 B 58.84
14 C 84.50
15 D 65.05
16 C 64.40
17 A 61.42
18 D 73.13
19 A 55.11
20 D 74.36

The multiple choice questions in Section 1 of the papebased orthe outcomes othe Core

of the Higher SchodCertificate Course identified irthe 1994 Economics Syllabus, pages 28-
30, and further expanded in the areas of study, subject mattéeramshnd concepts on pages
34-41 of the Syllabus. In addition, itassumedhat theoutcomes othe Preliminary Course
have been achieved by all students before commencing the Higher Seltifidate Course in
Economics.
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Questions in Section 1 were drawn frathsections othe HSC Core and, as has previously
been the casesome of themrequired calculation. Itvas pleasing to note the significant
proportion of students who showed aocurateunderstanding othe notion ofstructural
unemploymentQuestion 2), as examinatisasponses in previous yedrad indicated limited
understanding of this concept. Question 14Epterprise Bargainingvas typical of questions
that reflect receneconomic developments associated wiHtonomic Management. This
guestion too was well answered by students.

There was, however, sonmadication thatstudents were not as confident in other areas of the
course such as Taxation (Questions 1 and 3) which, althcadjtionally treated in the area of
Fiscal Policy, is now a significant part of the Contemporary Microeconomic Management Core
section under Microeconomic Polici€Questions 1 and 3). Question 10, which examined
understanding ofhe relationship between the productivity of labogiowth of GDP and
unemployment, wasot well answered. It is to bexpectedberhapsthat students mayhave

more difficulty with understandingshat are builtupon throughout botlthe Preliminary and

HSC Courses, and that, when examined, often require applicationof understandinghan

other questions.

The Mean mark for thisection of the papewas 13.04,ndicating that candidates generally
performed well .

SECTION I

General Comments

The introduction ofthis section ishe major change in thenew examination format for the
Pathways Syllabus in Economics. The restructurinth@fexamination papenade provision

for the inclusion of avider range ofassessment instrument$he short answeisection was
introduced as anore effective instrument for assessing a studerdtslity to interpret and
analyse information and to demonstrate their ability to understand and apply economic theory in
a more precise and specific way than occurs in Sections Il and IV of the paper.

Thevery high standard aheresponses in thisection indicated that thmajority of students
were well preparefor the short answer sectionAnecdotal evidencsuggestghat most had
been provided with ample opportunities, through class exereisesssment tasksd major
examinations, to refine theskills in answering these types of questiofi$fie more exposure
studentshave to this type oistrumentthe more confident they will become of meeting the
specific demands ofthe questions, particularly in relation tofollowing directive terms,
interpreting and analysing various types stimulus material thatmight be used irthese
guestions, and in fulfilling the requirements of each question in the space provided.
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There is a close relationship betweeark allocation, time allocation andspaceprovided on

the paper in SectioH. It is vital thatthis relationship bemphasised anthat students be
provided with appropriate advice, particularly regarding length of theianswers. It was
pleasing to notehat less than one percent of students continuetheir answers tothese
questions into another examination booklet. Students should mgotdretheimpressionthat
they must write no more than wiit into the spacerovided in order to gain full marks. The
space providedor eachresponse is considered matigan enough to earn futharks by
answering the question asked. Students shoukhbeuraged to give careful consideration to
the specific requirements of the question, and to answer in a concise and accurate manner.

Marking of Section I

The marking of this section of the paper differs considerfibiy the marking of Sections Il

and IV where impression marking is used to rank studefite marking ofthese questions
involves the establishment gpecific criteria for each section of thequestion Theschemes
aredrawn up by Senior Markers duritige pilot marking period (befor¢he actualmarking
commences) after extensive reading and consideration of the full range of responses offered by
students. A specialised group of 5 marking teams ntargssection othe papethroughout

the marking period. Ithe earlystages opilot marking,there is continuedeassessment and
readjustment othe criteria toensurethat all types of responseare accommodated by the
criteria andthat the selected criteria constitute a vat equitableneans of discriminating
between responses.

All short answerresponsesre double-marked. In some questions, half-maaksused to
further discriminate between responses.

Sample answers

For each of the parts of Questions 21 and 22, a sample of an dhatvgained fullmarks is
provided below. In addition, an indication is given of some of the features of answers that were
awardedess thanfull marks In all cases, a mark aferowas awarded to non-attempts, a
restatement of the question, or completely incorrect or completely irrelevant information.

Question?1.

(@) Define ‘balance of payments’.

"The balance opayments is a systematic recordatif financial transactions between
Australia (a country) and the rest of the world over a specific period of time. It consists
of the Current Account and the Capital Account.’” (2 marks)
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CommentResponses that did not refer to the period of time or the two accounts did not
receive full maks. Answers such dsw much we owe to other peopdeeived zero
marks.

(b)  Usingthe table, giveeasons forthe change in the balance @urrent account since
1991-92.

“Since 1991-92, the current account deficit has grown considerably, mainly as a result of
the reduction in the balance omerchandisdrade and the decrease in net unrequited
transfers.The balance on net income had improved as a resiudt @bpreciation in the
Australian dollar, but a highdevel of economic growthassociated withlthe recovery
caused thdevel of imports of consumeand capital goods to rise. The increase in
expenditure on imports exceeded the increase in export receipts.’ (3 marks)

Comment: Responses that listezhly the changes in the accounts, affered only
mathematical reasoning for the changes in the components did not receive full marks.

(c) Explainthe reason forthe relationship betweetthe capital account balancend the
current account balance.

“Under a floating exchange rate system, the exchange rate changes so that the balance on
the capital account (a surplus) is equal to or offsets the balance on the current account (a
deficit). (2 marks)

Comment: Responses thatid not identify the floating exchangate system as the
mechanism which balances the accounts did not receive full marks.

(d)  Why might the Government seek to reduce the current account deficit?

"The Government wants toeduce the current account deficit so that doenestic
savingsthat areused tofinance thisdeficit and are paidverseasan beused to fund
economic growth domestically. Reducitige debt willalso reduce interegayments
and the level of foreign debt.This will improve Australiaiternational competitiveness
and promote long term growth and efficiency of our industries.’ (3 marks).

CommentThere was @endencyfor a significant number of responses to be based on
howthe government might reduce the current account deficit, instealyds required
by the question. These responses did not gain full marks.
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Question22

(@)

(b)

(©)

(d)

What are interest rates?

“Interest rates are the price ofoney, the cost of borrowing andhe reward for
lending'. (1 mark)

CommentAnswers that referred to only onetbe functions of interest rates, e.g. the
cost of borrowing, also gained one mark.

What factors have influenced the level of interest rates in Australia over the last decade?

"The factorsthat have influenced the level of intereates in this period include the
inflation rate, the level of the current account deffpdriods of high economic growth
and therecession, overseasterest rates and other external influences, and the
government's economic policy, in particular monetary policy.' (3 marks)

CommentStudents received less than full markghdy listed one otwo factors only,
or if they listed factors that were not relevant or significant.

How can changes in interest rates affect the level of economic activity?

‘Increases in interest rates will incredke cost of borrowing, discourage investment
and encouragsavings whichwill tend to reduce the level oéconomic activity.
Decreases in rates will lead to an increase in activitgpasumersand businesses will
borrow and spend more, and more people will be employed.' (3 marks)

CommentBecause the question referredctangesn interest ratesanswers based on
either increases or decreases only were awarded less than full marks. The directive term
howalso indicated the need for some analysis or explanation.

How can changes in interest rates affect the value of the Australian dollar?

"An increase in interest rates will attraeipital inflow byincreasing returns to overseas
lenders. This will increase the demand for Australian dollars which will ¢easealue

of the currency to appreciate. The opposite will apply if interest rates fall - the dollar will
depreciate.' (3 marks)

CommentAs in part (c),the question required both increases and decreases in interest
rates to be discussed, as well as some explanation or analysis.
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THE MARKING OF SECTION Il AND SECTION IV

Students are required tanswerthe questions in Sections Ill and IV dhe Economics
examination inessay form. Rather than signal #raditional essay format with formal
introductory paragraphs and conclusions, this requirement is designed to encourage students of
Economics to communicatieir knowledge in gorm that provides for optimalfluency,
sequencing, explanations and analysis, i.e. econlitleriacy is abouthow Economics is
communicated, not justhat economics is communicated. It hasen consideretbr some

time that theextended-respondermat that is used inther subjects often encourages students

to present information in a fragmented and unrelatadnerthatdoes not provide fothe full
explanations and type of analysistbé relationshipshat are often théocus ofthe content in
Economics.

Essay formattends to encourage students to writefuli paragraphsthat are sequenced
logically in terms of the question asked. This does not, however, medhetlsaidentscannot
usepoint form to answer someections of questions. A question suchldentify themain
features of Australia's current Balance of Payments positimuld be mostadequately
answered by a listinga( b, c, d etc) of thesdeatures, withsome qualification or added
information. Students must use their odiacretion inmaking such decisions, and should be
provided with ample opportunities to evaluate different ways of organising and communicating
their knowledge to answer questions in Economics.

Students are also encouraged to plan their essays carefully, and to note the specific requirements
of each part of the essay question. Such questions may not always cotisist gections, as
happened in the 1995 examination paper.

IMPRESSION MARKING OF ESSAYS

Essays in Economics arapression markedThis means that answers to essargsallocated
marks onthe basis ofthe impressioncreated by thetudent in terms ofheir knowledge of
economics, and their use of that knowledge to answer the question asked.

This type of marking differs significantly from the marking of essaysxtgndedresponses in
other subjects, where specitiateria are identifiedor the answers ineach part of thenark
range and marks are allocated according to such criteria. Impression marking isfle>atdee
method of marking as it makes provision toe differences in thevays in which students
might interpret questions, and ftire variety of approaches and subject matedents might
use to answer the question asked.

During thepilot marking, after extensive reading of a largamber of scripts frondifferent
examination centres, Senior Markers select a number of scripts that best represent the full range
of marks and the variety of types of responses to a particular question. These scripts
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are then used for briefing sessions with markers. Therefisatanarkingof any scriptauntil
Senior Markers are confident that appropriate standards have been establighedulbrange
of marks for the question.

Essays are marked on a scal®-& with the final mark then being converted tenark out of
20 for each essay. A general marking guide provides a broad description of the mark range:

0 no answer given/ question is restated/ no relevant facts given

1 answer is among the poorest 5% of answers for this question at this examination
2

3 answer is below average, but above the poorest 5%

4

5 answer is of average quality

6

7 answer is better than average, but not among the best 5%

8

9 answer is among the best 5% of answers for this question at this examination

During the marking, a number dftrategies aresed to ensurthe reliability, consistency and
validity of the marking process. TMarker Statistics Operation providesstatisticalreports
which assistthe Supervisors of Marking and Seni&xaminers toascertain whether the
marking process is providing atceptablalistribution of marks foreachquestion, and to
ensure that this distribution and appropriate standards are maintained. In particular:

. Senior Markers monitor and scrutinise marks awarded to scripts to éinsurerkers
within a groupare marking consistently

. Control scriptsare periodically circulatedhrough all groups marking gparticular
question to ensure consisteraryoss groups

. The Supervisor of Marking anthe Assistant Supervisor of Marking monitanarks
across different sections of the paper, and across different options

. All scripts are double-marked
. A large proportion of scriptsare check-markedby Senior Examinersand check-
markers
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. Statistical reports allow monitoring ofmarks from individual markers, individual
marking groups, all groups marking a particular question, and all questions or options in
a specific section of the paper.

SECTION Il

This section of the paper examined economic policsssiesand problemsthat are of current
significance both in terms @écenteconomic developments atfie Higher SchoolCertificate
Core topics in the Syllabus.

Question 23 was the more populartioé two questions, andias attempted by approximately

56% of the candidature. Students generally structuredahswers arounthe points given in

the question, using these points as an egkay Themajority madesomeattempt to refer to

the stimulus, or to integrate it into tha@inswers. Better candidates presented thieformation

in well constructed and logically sequenced paragraphs. Fluent expression and a commendable
level of economic literacy were also features of the better responses.

Question?23.

With the assistance of the following information and using your knowledge of Economics, write
an essay on

Economic Growth and Unemployment in Australia

In your essay, include some discussion of the following points:

. recent trends in economic growth in Australia;

. the importance of maintaining stronggconomic growth to reducéhe level of
unemployment;

. external and internal constraints on growth;

. government policies to maintain a strong growth rate.

Excellentresponses wereharacterised by the extent of theoretkaabwledge,appreciation of
current economic trends, and use of comprehensive economic an&gsididates werable

to address all sections of the question, and tahessimulus material and current statistics to
support their explanation of the relationship between econgroigth and unemployment. A
distinction was madebetween different types afnemployment, irparticular structural and
cyclical unemployment. An additional strength of thessponses wathe thoroughtreatment

of internal constraints (e.g. inflation) and external constraints (e.g. current account deficit). The
linkages between these constraints were well explained.
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In this contextmany studentseferred to Phillips Curve analysis, frequently including the
notion of anatural rate of unemployment

In developing an explanation of the relationship betwgrenwvth and unemploymentany
candidates referred wustainable economic growthFew students, howeveeferred to the

pattern of growth as opposed tbe level of growth. Linkages were also malletween the

level of domestic savings, the level of foreign debt , the buslggiusand the current account

deficit. Candidates referred to a range mécroeconomic and microeconomic policies,
identifying thosethat targeted structurand cyclical unemployment asvell as promoting a

general increase in the level of economic growth. A pleasing feature of these responses was the
ability of candidates to refer to specific poliapeasures,particularly in the area of
microeconomic reform. Throughotitese essays,the better candidatesmployed current
statistics and showed sound knowledge of trends in key economic indicators.

Above averagaesponsesended toaddressall sections ofthe question, but did not offer the
same depth of analysis as excellent responses. Wailididates in this category weaable to
refer to generatrends in economic growthhey were not asuccessful in developingull
explanations of the relationships between internal and exteamatraints and growth and
unemployment. There wastendencyfor some to stray fronthe main concepts identified in
the question, and to include information that was obviously pre-prepared.

Poor responses wenescriptive and relied heavily on the stimulus material. Thes a
tendency for candidates here to describe the main trends in the graph, without any analysis. The
link between economigrowth and unemploymenivas established, but therevas little

evidence ofunderstanding of other relationships. A general overviegogernmenfpolicies
was common in the last section of these essays.

Questiorn?4

With the assistance of the following information and using your knowledge of Economics, write
an essay on

Microeconomic Reform in Australia.

In your essay, include some discussion of the following points:

. the meaning of the term 'microeconomic reform’;

. examples of recent microeconomic reform;

. reasons for microeconomic reform;

. possible effects of microeconomic reform in the Australian economy.
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Microeconomic management is a newly expanded section of the Higher School Certificate Core
of the Syllabus, and is afital significancefor current economic management. This question,
although less popular than Question 23, tended to attract the more capable candidates.

Outstanding responses addresakkdections othe question comprehensively. Explanations
of the term microeconomic refornvaried from the succincte.g. actions to improve the
efficiency with which resources areutilised to lengthy discussions ofdifferent types of
efficiency - allocative, technicand dynamic. The better candidates explained the relationship
between supply-side economics and microeconamiorm, often including a diagram to
illustrate the effects of reforms on aggregate supply. Recent examples were chihissrate

the range of specific reform measures that have bsed inareassuch agdaxation, the labour
market, trade and protection, competition policy, and corporatisation and privatisation of
government business enterprises.

In outlining thereasons for microeconomic reforthe better candidates noted the failure of
macroeconomic policyalone to achieve thgovernment’s obgives. Improvements in
efficiency were identified as a prerequisftgz sustainable economic growth and improved
living standards.The distinction betweeshort-term and long-term effects of microeconomic
reform was well explained by the majority of these candidates.

Average responses provided adequate definition ofmicroeconomic reformoften with a

lengthy list ofexamplesor a detailed explanation @ne or twoareassuch as labour market

reform or tariff reductions. Both approaches wareeptable.Here students werable to link

the notion of microeconomieform tointernational competitiveness aadmereferred to the

graph showing the international competitiveness indexcomimon weakness ihis range of
responses wathe inability of candidates tdistinguish betweerthe reforms that would

promote efficiencies in the long term and those that were ar@r@ffmeasures such as selling
government assets to reduce the budget. Few students were able to recognise the way in which
microeconomic reform couldontribute to a highdevel of domestic savings and thusduce

the current account deficit.

Poor responses weoharacterised by a vague explanationmaéroeconomic reform.Here
students offered a limited range of examples and wertheimain, unable to explain the
reasons for microeconomic reform thie reform process. Some tiie weaker candidates
copied out thestimulus - few wereble touseit. Many students in thisange offered pre-
prepared material on the current account deficit that was not directed towards the question.
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SECTION IV

POPULARITY OF OPTIONS AND QUESTIONS

% OF
OPTION % OF QUESTION [ opTION
CANDIDATURE
LABOUR 39.72% 25 59.56%
ECONOMICS
26 40.44%
INDUSTRY 14.81% 27 53.25%
ECONOMICS
28 46.75%
DEVELOPMENT 25.73% 29 36.29%
ECONOMICS
30 63.71%
ECONOMICS OF 4.50% 31 57.21%
PRIMARY INDUSTRIES
32 42.79%
DISTRIBUTION OF 15.23% 33 52.28%
INCOME & WEALTH
34 47.72%

LABOUR ECONOMICS

Question25

What have been the main changeshmamethods of wage determination in Australia over the
last decade? Whadre the main benefitssought fromthe movement towards a system of
enterprise bargaining? Discuss the potential disadvantages of this syst#me feanagement

of the Australian economy.

This question was the more populartlod two LabourEconomics questions. Students were,
in many caseswell preparedfor an essayhat allowedthem to showtheir knowledge and
understanding of current features of wage determination in Australia.

Excellentresponsesncluded a well defined coverage of the changewdge determination
from the centralised system of the eatl980s tothe more decentralised current system of
enterprise bargaining. Imost cases, students weable to tracethese developments by
identifying key developmentsin the Prices and Incomes Accords, such as the introduction
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of the secondtier and productivity considerations in Accord Mark Il attte origins of
enterprise bargaining in Accofdark VI. Theseresponsesxplained a range of benefits
emanatingrom the shifttowardsenterprise bargaining, includingiprovements irallocative
and dynamicefficiency and were also inclusive of specific distributiopedblemsassociated
with the difficulty of acces$or some workers twage rises undegnterprise bargaining, and
the widening of wage relativities. The distinction between enterprise agreements and enterprise
flexibility agreements was made in sonoaitstanding responses. In discussing the
disadvantages of the systdor economic managemermandidates acknowledged the shift in
wages from dool of macroeconomimanagement to #@ol of microeconomiananagement,
whilst recognisingthat less direct controlover wages outcomes under a mdezentralised
system might, irfact, lead to greater reliance on other polegasures in order tachieve
particular economic objectives such as lower inflation.

In above average responses candidates were atoée¢othechanges in théccords, but were

not, in many caseable to link these to shift towards a moréecentralised system of wage
determination. There was also a lacldefail in thediscussion of Accord Mark VIII. Whilst

the benefits of enterprise bargaining were adequately discussed, few students in this range were
able to analyse the potential disadvantages, such as problems associated with inflation.

Poorercandidates often presented fragmented lists desciibengightAccords. These were
frequently incorrect and were not related to glaestion. Suclcandidates tended thiscuss in
generalterms one or twoadvantages of enterprise bargaining bugre often, completely
ignored the last part of the question and did not deal with any potential disadvantages.

Question26

"What factors determinthe demand for labour andhe supply of labour inthe Australian
economy? How arthese factoraffected by théusinesscycle? lllustrate your answewith
reference to the Australian economy.’

This question focused on the demand for and the supply of labour, but also required that
students examinthe effect of thebusinesscycle onthese factors. Iwas perhaps thitast
section that acted as a deterrent for some who showed a preference for Question 25.

Excellent responses analysed a range of factors determining the demand and supply of labour at
the macro or aggregate levelnd at themicro or individual firm or industrylevel. Demand

factors that were identified included concepts such as the derived demand for labour, the relative
costs of labour and capital, the productivity of labour and the role of technology. In identifying
the factors that determine the supply of labour, responses in this category includedstemttors

as the size of the labour force and the participation rate as well as factorsatrthievel such

as wages and working conditioriee occupational and geographicabbility of labour, and
education and skills. The second section of the question was well answered
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in theseresponses which providedfall explanation of the relationship between therious

stages of the business cycle and the changes in the demand and supply of labour. References to
the Australianeconomy and tepecific policy initiativessuch as WorkingNation and to the

changes in unemploymendtes as th@conomy movednto and out of theecession were
common. Someandidates explained thgward pressure on wagtt may resultfrom an

upturn in the level of economic activity, and the implications of thithedemand and supply

of labour.

Above averageresponsesncluded an adequate identification of the factdetermining the
demand and supply of labour, witmost students irthis category acknowledging the
differences betweetotal demand and supply, and demand and supply for labotarins of
individual firms and industries. In the second section of the question, howesrertended to
be a superficial description of the role of thesinessycle, often interms of unemployment
only. Theseaesponse$acked specific reference to the experience of the Austraianomy,
and tended to be more general.

Poorer responses were more limited in their treatment of demand and supply factors and tended
not to distinguish betweanacro andmicro factors. Reference the businessycle, if at all,

was brief, with noreal development of its significance terms ofthe demand and supply of
labour. Those who wersot confident of thisarearesorted, in many cases, ¢overage of
material that was not related to the question.

INDUSTRY ECONOMICS

Question27

"How doesthe determination of thprice-and-outpuipolicy of aproducer in anoligopolistic
market differfrom that of aproducer in a morecompetitivemarket structure? Why are so
many Australian markets oligopolistic? What are the consequences of tte foonduct and
performance of Australian industries?'

This question was the more populartiog¢ Industry Economicslternatives anevas answered
by approximately 53% of Industry Economics candidates.

The standard of responses wgsnerally pleasing, witthe majority of candidategmploying
some analysis of market structures their answers. Anothefavourable trendwas the
reference to specific Australian examples as required by the Syllabus (page 46).

Outstanding responses welgaracterised by accuratemparisons of aoligopolistic market
structure withthat of perfectompetition and/or monopolistic competition time first part of
their answers. This analysis comparpobfit maximisation as ameans ofexplaining the
determination of price and output. Candidates generally included diagrams to illustrate the
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kinked demand curve, as well adels ofprofit maximisationsometimes irthe short term

as well as in thdong term. The diagrams were usuallgorrect, well labelledand well
explained. In explainingvhy so many Australian marketre oligopolistic, the Dbetter
candidates discussed the significance ofstimall size of the Australiamnarket, economies of
scale, and the role girevious governmenprotection policies. Thenajority examined the
consequences fothe conduct andoerformance of Australian industries in terms of an
assessment dhe technicahnd dynamicefficiency of oligopolists with particular reference to
resourceallocation and incentives to undertake researchdavelopment. Some candidates
referred specifically to current developme in the area of competition policand the
implementation of the recommendations of the Hilmer report.

Above averageaesponsegenerallyansweredhefirst part of the question well, although, in

many casesherewas littte or no analysis included. Listings of characteristigpical of
oligopolies and other market structures wemmmon, often without any explanation or
comparison, although some candidates did make good use of specific case studies..While most
responseslid acknowledge the significance of thmall size of the Australiamarket in the

second part ofhe question, fewcandidates werable to develoghis in the final section in

terms of efficiency or resource allocation.

Poor responses wefeequently inaccurate aronfusedthe requirements othe question, and
tended to contain brighention of some markedtructure characteristics.Diagrams, when
used,tended to be inaccurate apdorly labelledand were not explained. Thesesponses
showedlittle knowledge of Australian oligopolies. Inclusion of irrelevamiormation and
brevity were common characteristics of these poor responses.

Question28

"How can the degree of competition im@arket beidentified? Inwhat ways, and for what
reasons, hasthe government sought to encourage more catiipn within Australian
markets?'

Outstanding responsésatured a comprehensiegplanation of themeans of identifying the
degree of competition in a market, including buyer and seller concentration, price and non-price
competition, barriers to entry, and profit maximisation. These were often presenteelin a
rehearsedmanner, with references to specific market structures and included specific examples
in the discussion. In answering the second part of the question, candidates here demonstrated a
good understanding a@he objectives of current competition policy and théorm measures

that haveresulted from the Hilmer Report. These werediscussed inthe context of
microeconomic reform, antthe efficiencygains (dynamictechnicalandallocative) associated

with competitiveness; referenaeas also made tprivatisation, corporatisation, aneéforms

such as thosassociated with tariffs and witthe labourmarket. Many ofthese candidates

were able to explain clearly thinks between policies to increase competition #relaim of
improvements in international competitiveness and a sustained reductienl@vel offoreign

debt.
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Above averagaesponses addressed both partshefquestion, but tended tconcentrate on
government measures to encourage neorapetition and tmeglect thaeasonsor objectives

of such policy measures. Coverage of the Hilmer Report and other reforms was often brief and
descriptive. Here candidates tended tortmee confident in their explanations of changes to
tariff policies or protection than they were in explaining other measures such asdhiaseed

in the Hilmer recommendations.

Poorer responseended to list the features of tifieur common market structuresithout
relating them to thdegree of competitioas required by thgquestion. The second part of the
question wa®ften ignored, witHittle or no attentionbeing given to recent policy initiatives.
These candidates did not explain the objectivesga¥ernment policies to increasing
competition and were generally not familiar with competition policy armdroeconomic
reform.

DEVELOPMENT ECONOMICS

Question?9

"What arethe main indicators of economidevelopment of a country?Use examples to
contrast the level ofdevelopment in different countries. Whmbblems are kely to be
encountered in attempting to promote global equality?'

Excellentresponses distinguishéxtween economigrowth and economic development as a
means of answerinthe first part ofthe question. A range of indicators were identified, and
therewas aclear distinction betweemonetary indicatorsuch asreal income percapita and
non-monetary or social indicators such as the physical quality of life index, nutrition, literacy, or
other components ofthe consumption profile. These candidates also tended to identify
weaknesses of some dhe indicators, clearlydistinguishing betweenindicators and
characteristicsof economic development. Contrasts in development generally detailed
and illustrated with statistidsom avariety of countries. In the last part of thaestion, the
problemsassociated with attempts ppomoteglobal equalitywere structured in terms of the
Syllabus -finite resources, politicatonsiderations, and unrealistic objectivaglany of the
better candidates includeddécussion othe Limits to Growthstudy bythe Club of Rome,
UNCTAD and examples of current political considerations related to international trade.

Above averagaesponsesended tdfocus less orindicators in the first part of the question,
offering a moredescriptive account of characteristics or featur€antrasts of development
tended to be more superficial, with less reference to a range of couttsesofstatistics was
limited and some candidates spent much of their time on one demgthy case studies. The

last section of thguestion was poorly answered, with many students presenting a discussion
of the problemsfacing lessdeveloped countries, but failing @ddressthe issue ofglobal

equality,
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Poorer responses were, in many capesprepare@nswershatdid not addresthe specific
requirements of the question, particularly the last seetioich waslargely ignored. Imany
cases these candidates provided only a brief discussiproblemsfacing developing nations,
with somebrief references beingnade to a few indicatorsFew examples oreferences to
specific countries were used and many statistics were inaccurate.

Question30

"What is the difference between econogrimwvth anddevelopment?Using examplesjiscuss
alternative development strategies for less-developed countries.’

Almost two-thirds of those who studied this Option chose this question, agehenalterms,
the question wasvell answered. Responses adndidatesvho used anntegrated approach
including their casstudy informatiortended to benore impressivehan those candidates for
whom the case studies tended to be an afterthoughtaatdaon

Excellentresponse#cluded a clear distinction betweeconomic growth and development,
with the better candidates explaining that development also included changes instathioas
literacy rates, thestatus of women, income dtiiibution, infant mortality and industrial and
economic structure of a nation. A range of indisesh aghe Physical Quality olife Index
were used to emphasisbese changes. Ithe second part ofthe question, alternative
development strategies were well explained, and with reference to specifistudiss. The
Asian Tigers were popular examples, as was Mozambiqu@he better candidates
acknowledged the different approachesiéwelopment required by various countries because
of differences in factor endowments.

Above averagaesponses usually managtuk first part of the question well, but adopted a

more descriptive approach to the treatmentefelopment strategies. There tended to be an
emphasis orthe role of foreign aidwith lessattention being given to alternative or different
strategies needed by different countries. There was also a tendency for some candidates to stray
from the question and offer a discussionmbblemsrather than strategies in this part of the
guestion.

Poor responses wetaief and superficial. Although frequentlyorrect in the distinction
between economic growth and economic development required in the first greggagstion,

there was a tendency for these candidates to offer fragmented lists of characteristics of countries
experiencingproblems with development, or lists of problems themsethaswere rarely
explained. Strategies were neglected, or limited to a discussion of the types of foreign aid.
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ECONOMICS OF PRIMARY INDUSTRIES

Question31

"What arethe major influences on thdevel offarm incomes irthe Australian agricultural
sector? Usingspecificexamples, discuss measuteken by theAustralian Government to
assist the agricultural sector.'

This question waghe more popular othetwo questions fronthis Option. It appearethat
some students had difficulty with the two part structuréhefjuestion, perhaps needingpre
guidance interms ofthe content required. Was interesting also toote thatmost students
tended tdfocus onfalling farm incomes irthe first part ofthe question, and did not examine
possibleincreasesn farm incomes that might result form higher yields or productivity.

Although most students showed an understanding of the méjgnces on théevel of farm

incomes in the Australian agricultural sector, the better candidates distinguished clearly between
domestic factors such as drought or cost increases, and overseas factors such as changes in
world prices for commodities or exchange rates. Sacttidates tended to explain the role of
particular factors such as the income-inelastic demand for foodstuffs andpnceldvolatility.

A range of specifienacro- and micro-economic examples were useskptain themeasures

taken by the government to asgist agricultural sector, includirfgnding for research by the
CSIRO, the Rural Adjustment Schemeaccelerated depreciatioallowances, abolition of
marketing schemedax concessions, reform ohfrastructure such asil, and regional and

global tradeagreements.The betterresponses alsmcluded adiscussion ofthe problems
associated with the formulation, implementation and cost of government measures to assist the
agricultural sector.

Above average responses tended to give a brief coverage only of relevant factors in the first part
of the question, althougimost offeredsomeexplanation ohow factors such as increases in
interest ratesnight influence farm incomes. Theseresponses were mormescriptive and
generalised indiscussing government measurasd neglected the role @hicroeconomic

reform in promoting a reduction of costs to farmers and improvements in productivity.

Poorer responsgaesented superficial listings of factorstine first section, andneasures in
the second section. These were brief and generally not explained sainiédacked economic
content, tending to be based on general knowledge.

Question32

"What isthe contribution of thenining sector tothe Australian economy? What current
problems and issues does the mining sefetoe? Discussthe possible impact of government
policies on the future of mining in this country.'
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Excellent responses explained the contribution of the mining sector exdim@my in terms of
contribution toGross Domestic Produaexport earnings, investment capitalformation and
employment.

The better responses includedtatistical profile ofthis contribution, with particulaemphasis

on how this has changed over time. Some students referred to the multiplier effects of changes
(both increases and decreases) in export earningheottevel of nationaincome. These
candidates demonstrated a thorough understanditite aiinge of factors affecting th&ning

sector, particularly in relation to changes in environmental policies and requirements, changes in
world prices and markets for mineral produatsiustrial disputesiNative Title legislation, as

well as exchange rateovementsand thetime lags between investmentnmning andreturn

on the investment. Explanations demonstrated an understandiog thfese factoraffect the

mining sector. Onlyhe betteresponses discusssgecifically the impact of policies on the
future of mining. Herecandidates examinegossible future changes policy measures to
greater environmental constraints, a possible resources rent tax, carbon taxes, and further labour
market reforms.

Above average responses were alsaracterised by these ofcurrent statistics tanswer the
first part ofthe question. The problemsandissues &ated in thesecond part othe question
tended to be dealt with in a superficial manner, with a lack of explanatiorhasvttheseaffect
the mining sector. Differenpolicy measures wereutlined, but not fully explained and, in
most cases, not linked to theure of mining.

Poorer responsetended to be brief, general in content, and did addressthe specific
requirements ofhe questions. Use ddtatisticswas rare in this category of responses, and
those that were used were often dated or inaccurate. There was little treatment of the last part of
the question, with some candidates briefly mentioning one or two policy measures only.

DISTRIBUTION OF INCOME AND WEALTH

Question33

How do market forcesnfluence thedistribution of income in Australia? What role do
institutional and social factorshave in affectingthis distribution? Discusghe impact of
government policies on the distribution of income in Australia.

The quality of theaesponses to this question wamst pleasing, reflecting the quality of the
candidature and thethorough preparatiofor this topic. Candidates tended smswereach
section of thequestion in order. Thegenerallyshowed a thorough understanding of the
relevant economic concepts and relationships requirethéoguestion, althougthe role of
market forces in influencinghe distribution ofincome wasnot dealt with as well as other
sections. The last section of the question required a discussiorirapteof government
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policies on the distribution of income. There was, howevendencyfor students to discuss
only the policies themselves, rather than their impact.

Excellent responses recognised that the market forces related to income distribution were based
on resource ownership atle price of productive resourcedAnalysis was provided of the
markets forland, labour, and enterprise, with students successfully presentiagcarate
explanation of thedeterminants of demand and supply eéachmarket. This wasoften
supported by diagrammatic analysis.

Social and institutional influences ancome distribution were comprehensively examined.
Issues such athe effect of family structure, discrimination, education, socio-economic
background, labour market duality and the role of trade unions, wealth accumulation, education,
cultural influences, age and gender were well understood and explored.

Theseresponses alsoontained an excellemtiscussion ofthe range ofgovernmentpolicy
influences including the taxation-transfeystem,the provision of non-cash benefits (e.g.
public housing); legislation to create @ortunities and overcome discriminatiqieEO,
Affirmative Action, Anti-discrimination); government employmenttiatives such as those
associated witWorking Nation, incomepolicy, the socialwage and safetyet provisions,
support forcharities and othecommunity organisations. Here students wade tosupport
their arguments with relevant statistical data and specific examples.

Above averagaesponses discussétk main factor markets, bugenerally concentrated their
analysis onthe labourmarket, sometimes usinggraphical approach. Here treatment of a
range of social and institutional influencesinoome distributiorwas adequate, although the
analysis was frequently superficial.

Poor responses providétile or no discussion othe market forces influencing distribution
and treatment was often limited to a brief description of the laiawket. Somenstitutional
and social influences were identified, althoughdiseussion otheir impactwas minimal and
frequently descriptive.

Question34

"Distinguishbetween absolutand relative poverty. Why deome groups in Australia earn
incomes belovthe poverty line?Discussthe effectiveness gbvernment policies designed to
help low-income earners in Australia.'

This question was attempted by a little less than half of the candvdatesresentedesponses
for this Option. The question itselidrew onthe subject matter in the Syllabtmtreferred to
absolute andelative poverty, the factors contributing to and influencing the incidence of
poverty forparticulargroups,and the effectiveness gbvernmentolicies designed tassist
those described dew incomeearners A pleasing feature afesponsegenerallywas the
attempt by most candidates to address all sections of the question.
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Excellentresponses wereharacterised by thase ofspecific examples fromthe Australian
economy, such as trends in unemploymenilation and theHenderson povertyine. These
candidates distinguished clearly between the tafyasluteandrelative poverty, ancshowed a
thorough understanding of the concept of the poverty line. The Gini Coefficient and the Lorenz
Curve were also used to describe the incidence of poverty. Here students presented a thorough
explanation of theeasons why some groupsg¢luding single parents arndorkers whowere

largely unskilled, werenore likely thanothers toexperience poverty, referring to a range of
market, social and institutional factors. The concepts of the poverty cycle, poverty trap and self-
perpetuating poverty were well integrated into dmiecussion. In many cases, an evaluation of

the effectiveness of government policies in assisting low income earners was accompanied by a
clear explanation of the nature of current poligesh aswelfare initiatives in thel995/96

Budget, labour markeprogramslike Working Nation and Jobsearch, aride Prices and
Incomes Policy, inparticular the safety-ngirovisionscontained inAccord Mark VIII and
Anti-Discrimination legislation.

Above averageresponsescontained clearand accuratedistinctions betweerabsolute and
relative poverty. Whilst candidates identified here the groups most likely to experience poverty,
they did not give adequate explanations awhy this wasthe case, i.e. they neglected the
factorsthat caused a higher incidence of povefty some. In some cases, students merely
listed isolated facts, failing to link key ideas into their analysis. TWeaiefrequent reference to
the Gini coefficient and the Lorenz curve, but often these concepts were not well integoated
the discussion, with studentfequently displaying only superficial understanding of the
significance of the concepts. &udressinghe final section of thguestion, therevas, in the
discussion, an over-reliance on progressive taxation and welfare as policies lawhelpome
earners. Candidates tended to desdhibepoliciesonly, rather than their effectiveness, as the
guestion required.

Poor responseBequently did notaddressall parts of the question, or offered only brief
descriptive references to onetaro sections. Hereandidates were ofteconfused about the
distinction betweembsoluteandrelative poverty, and provided little, if any, explanation of why
some groups were mofikely to earnincomes belowthe poverty line. Terms such as the
poverty linewere poorly defined and, imany cases, studentsiled to offer facual material
when discussing government policies.
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3 UNIT ADDITIONAL

POPULARITY OF OPTIONS AND QUESTIONS

% OF % OF

OPTION CANDIDATURE QUESTION | OPTION
ENVIRONMENTAL 21.02% 1 53.03%
ECONOMICS

2 46.97%
INCOME AND 34.13% 3 67.11%
EXPENDITURE ANALYSIS

4 32.89%
COMPARATIVE ECONOMIC 21.22% 5 41.72%
SYSTEMS

6 58.28%
EVOLUTION OF 23.63% 7 64.62%
ECONOMIC IDEAS

8 35.38%

ENVIRONMENTAL ECONOMICS

Whilst the two questions from this topic were drawn largely from different areas of study in the
Syllabus, both were broadly concerned witie impact of economic decisions on the
environment, and the role and responsibilitiesgoffernment in influencinghe decision-
making process and the outcomes of these decisions.

Questionl

"What is cost-benefit analysis? What difficulties arise in the application of cost-benefit analysis
to decisions that have environmental consequencék®v might governmenttake better
account of environmental costs and benefits in decision-making?'

The standard of responses was, the whole,impressive, withthe majority of candidates
displaying thorough knowledge of cost-benefit analysisyatonale and its application to
solving the trade-off between environmental quality awbnomic growth. A number of
different case studies and examples wedfectively utilised bymany candidates throughout
their responses.These included the Thilgunway, old-growth forests, Coronatiétil, land
degradation, endangered species and pollution.
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Excellentresponseglefined cost-benefit analysmecisely and generally included thsteps
associated witlthe cost-benefiainalysisprocess. The betteresponsesutlined the variety of
valuation techniquessed toevaluate privateand socialcosts and benefits, e.gcontingent
valuation, travel-cost, damage-cost, opportunity-cost. Market faihatezosts and benefits,
internalising externalities, hedonic pricing and shadow prices were other concepts developed by
some candidates in the first section of the question.

The difficulties associatewvith the application of cost-benefdanalysis were well known.
Weaknesses ipricing methods (particularly for intangible costs and benefits)subjective
valuation andproblems of discounting werevell explained by themajority of candidates.
Distributional problems and moral and ethical issues were treated in outstanding responses. In
most cases;andidates referred to relevant, and often topical, speoiicnples to strengthen

their statements. Use ddppropriate economic analysssich as diagrams to distinguish
between marginal private cost and marginal social wastwell integrated into thigliscussion

by some candidates.

In addressinghe ways in which governments might Hmetter able to take account of
environmental costs and benefits in decision-makaxgellentresponses offered rmnge of
alternativessuch as extension of regulations, providincentives,use of more market-based
solutions, and use of taxes and subsidi€se concepts of sustainaldevelopment and inter-
generational equity were often introduced and explained in this part of the discussion.

Average responses tended to be more descriptive, offering only generalised information on one
or two valuation techniques. These responses often focused on one case study at the expense of
addressinall parts ofthe question. The treatment of limitations of cost-benefitalysiswas

brief and not well explained.

Below averageresponsedailed to communicate &clear understanding othe cost-benefit
analysis process and its limitations. Heamdidateshowedlittle understanding ofaluation
techniques, and failed tddresghe last section of thguestion. In many aheseresponses,
therewas afailure toshow abasic understanding @ie concepts anterms identified in the
Syllabus.

Question?

"Analyse the main issues affecting the management of natural resources. Distiegwistn
those issueghat relate to renewableesources and thoséhat relate to non-renewable
resources. Why might government intervention becessary to managée use of natural
resources?'

This question was lesgpecific thanQuestion 1. Candidatesed avariety of approaches in
answeringthe differentcomponents othe question. Well sequenced and clearly organised
content, perhaps as a result of care&gay planninggnabledmany students to communicate
more effectively the factual content required by the question.
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Excellentresponsedeatured detailedesponses tall three parts ofthe question. In these
candidates demonstrated extensive knowledge of issues stheh @sflict between economic
growth andthe environment, sustainablgevelopment, environmental quality and inter-
generational equity, and often included economic analysich as production
possibility/indifference curve analysis as key elements of tlesiponse. The distinction
between renewable resourcgh as forests and non-renewable resources sucbabs/as
clearly explained, and included reference to the concepts of exploitation and depletion of
resources, conservation of resources, optimal levels of usage, and sustainable yield .

The role of technology both iaccelerating the rate oésource depletion, and in enhancing the
means of conserving some resources Wwealsided in outstanding rpenses. The pressure of
populationgrowth onthe rate ofconsumption of non-renewable resourcepanticular was
explained by a significant number of candidates. The better candidsdemtegrated concepts
such asfree goods public goods, property rightexternalities andnarketfailure into their
explanation of the rationaléor governmentintervention in themanagement ofnatural
resources.

Average responses uskdy terms and concepts such as environmergadlity and inter-
generational equity, but often lackedmprehensive explanationDiagrams such as those
which included margingbrivate cost and benefits and marginal social cost and benefits were
often poorly labelled and were not well integrated into responses. Discussion of the reasons for
government intervention was commonly limited to a superficial description of the
consequences of exploitation of resources in terntsghier market prices faonsumers and

the needs of future generations.

Below averageresponses werdescriptive, oftefocussing on only onpart of thequestion.
There was generally a tendency to identify only one orissoesaffecting themanagement of
natural resources andnany candidates failed talistinguish between renewable andn-
renewable resources. A largember oftheseresponsesncluded methodsof government
intervention in themanagement ohatural resources, rather thesasonsfor intervention as
required by the last part of thguestion. Absence of economic analysis wasommon
characteristic of theseesponses whicloften included subjective and emotive treatment of
environmental issues not specifically related to the question.

INCOME AND EXPENDITURE ANALYSIS

This was the most popular Option, attracting more than one-third of the 3 Unit candidature. As
this was the first year of examination of this Option at 3 Unit level, there was an expectation
that the quality of responses would be appropriate for the level, and that 3 Unit candidates
would be capable of demonstrating considerable competence in economic analysis.

Both questions provided ample opportunities for studentshtw their understanding of
Keynesian analysis by incorporating appropriate diagrams and quantitative explanations where
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appropriate. A pleasing feature @fcellentresponses in both questions whs use ofclear,
well-labelled diagramsthat were well integrated int¢the response withappropriate text and
explanations.

Question 3

"Explainthe terms “consumption function' and "marginal propensity to consume'. How can
changes irthe level ofautonomous consumptiaifect theequilibriumlevel ofincome in the
economy? How might a government seek to close a deflationary gap by influbadexg! of
consumption expenditure? Use diagrams/or equations to illustrate your answer.’

The majority of candidates answered all sections ofjtlestion adequately anged diagrams
and equations as required by the question.

Excellentresponsegeatured several well-labelled and well-explairtkdgrams withconcise
definitions of relevanterminology. In mostinstances, equations were used to support
diagrams whichillustrated changes iautonomous consumption atite resulting changes in
the equilibriumlevel ofincome. The multiplier and the multiplier ineverse wereommonly
included in this analysis. Some candidates also incltigedhultiplier-acceleratamodel. The
better candidates were able to explain and graphically illustrate a deflationarytgapsnof an
excess in aggregate supply. Tha®altwith specific policyinstruments irexplaininghow the
government mightclose a deflationary gap by influencing tHevel of consumption
expenditure. An increase in the level of consumption, a decrease in the marginal rate of tax, and
a reduction in the general level of interestes weresome ofthe measureghat were well
explained and illustrated by timeajority of candidates. These candidates oftiscussed the
relative merits associated with differerghort term and long termolicy decisions, and were
able to relate them to recent policy decisions where relevant.

Average candidates dealt with the first section of the question satisfactorily, but wabtertot
address policy measures to close a deflationary gap in adelgizite Insome casesgnalysis

was incorrect, withconfusion betweedeflationary and inflationargaps. Explanations were

often superficial and contained only limited use of appropriate equations to support the analysis.
These candidates appeaieds confident indiscussing changes in incontleat result from
changes in consumptionather thanfrom other components ofiggregatedemand such as
investment.

Below averageresponses alsexplained adequately th&rms consumptionfunction and
marginal propensity to consumasing graphs to assithteir explanation. Thesesponses

were commonly, however, weak in explaining government policies to close a deflationary gap.
Some candidates were able to depict a deflationary gap correctly, but could not exgégictor

how it might be eliminated. Explanations tended to refefetdandandsupply and failed to

refer to specific components such as consumption, or todhginal propensityo consume.
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Question 4

"Explain why an autonomous increase in aggregatestmentiemand is kely tolead to a
multiplied increase in the level of aggregate income. What determinsgéhefthe multiplier
effect in an open economy? To whatentdoesthe multiplier eflect depend on whether the
economy has substantial unemployed resources or is at full employment?'

Excellentresponses wereharacterised by accurate graphiaatl algebraic illustration of the
multiplier effect. Factors determining the size of the multiplier io@en economy wereell
explained, with candidates frequently demonstrativeg effect of changes in the size of the
marginal propensity to save, the marginal rate of tax andhtrginal propensity to import on

the equilibrium level of income withthe use of equations. The multiplier inreverse was
frequently integrated into thdiscussion, and agmificant number ofcandidates also included

the multiplier-accelerator in their explanation of the effect of changes in investméme tavel

of income. Factors operating maeodify the multiplier effectwere often releed to examples

from the Australian economy, such as inflationary expectations. In examining the impact of the
level of employment of resources ahe multiplier, excellentresponsesxplained that the
existence olinemployed resources and exceagacitywould reduce theformation of net or

new capital resources, and therefore reduce the size of the multiplier &fdcemployment

was frequently discussed in terms of inflation which might discourage investmentoalify

the effect of the multiplier. Despite thigeoretical nature of thguestion, a significamumber

of candidates chose to refer to recent experience from the Australian economy in answering the
guestion.

In averageresponsesandidatesansweredhe first two sections othe question withsome
analysis, although thergas atendencyfor these candidates to include lengtligcussions of
consumption athe expense o&ddressinghe multiplier itself. Algebraic derivations of the
multiplier were less common, and the componentthefmultiplier in anopen economy were
not discussed in as much detail agxeellent responsed-ere candidates tended to give brief
treatment only to the last section of the question, and @t to identify the significance of
net investment for the multiplier effect.

In below average responses candidates provided a basic discusiemafltiplier, andnade
someattempt at analysis. They tended to provessdetail on thecomplex multiplier, often
including the formula for the simple multiplier only. Referemees often made toinflationary
and deflationarygaps, withlittle attempt beingmade tointegratethis information into the
guestion. These students were less able to adtheesast section of thguestion, and usually
did not provide analysis to demonstrate the impat¢h@fievel ofemployment of resources on
the multiplier effect.
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COMPARATIVE ECONOMIC SYSTEMS

Whilst the standard of the responses for this option was, on the whole, very pltssagyas

some evidence to suggest that the case study requirements for the topic as identified in the Stage
6 (1994) Economics Syllabus (pages 70-&® not beingnet. It should be ensuredat the

case studies chosen for the topic fulfil these requirements btthmis ofthe classification of
economies and in the detail required.

Question 5

"Examinethe major factorscontributing to economic development FHATHER one newly
industrialised econom®R one advanced industrial economy other than Australia. Assess the
major domestic and international problems facing this country.

The quality of responses to this question was pleasing. Students wenefeveled about the
factorsthat contribute teeconomic development, although omifye betteresponsesdentified

and differentiated between domestic and internatioralpms. A widerange of case studies

were presented, with Japan as a popular case-study for an advanced economy and South Korea
or Singapore often chosen as a newly-industrialised economy.

There was some evidence, howevkat the casstudy requirements of thispic as specified
in the Sylabus hadeen misinterpreted, wittome candidates presentirgdetailedcase-study
information on both newly-industrialised and advanced industrial economies, andfaitimeys
to present case-study information of the depth required by the Syllabus and the quéstien.
was also some evidence of inappropriate classification of case- study ecompamiggarly in
the case of China andussia. It isessential that the castudy requirements of thi®pic
should be well understood by students.

Excellentresponses identified agxtensive set of factorthat had failitated growth in these
economies and carefully explained the significance of edebr.instance, those students who
chose Japan were able to disctiss impact of indicativgovernment planning, labour market
productivity, the significance an@gasons fothe high savingsratio, theemphasis orguality
education and on-the-job trainingpst-war reconstructiopolicies, and thehigh level of
expenditure on research and development. thtnsecond part othe question,the better
candidates werable todiscuss ateasttwo domestic problems, and laasttwo international
problemsassociated with their castudy. For example, those discussing Jaderred to
effectiveness of governmente bankingcrisis, social upheavathe changingwork ethic,
rising unemployment antthe cost of living asdomestic problems, arttie appreciation of the
yen, trade surpluses and trade war with the USA as international problems.

In average responses candidates presented an adequate discubsdiaaibrs contributing to
economic development and frequently utilised relevant and current statistics in this section of
the question. They did not, however, distinguish between domestic and international
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problems as effectively as the better candidatesoine cases, discussion wagerficial and
did not acknowledge the complex relationships between different features of these economies.

Below average responses tended to be brief and often presented inappropriate case studies, e.qg.
Russia, or adescriptive or historical account of economic development. Here candidates
commonlyfailed to explainhow different factors have contributed to economic development.
They were ofterable torefer to only one domestic problem alaggely ignored international
problems.

Question

"What arethe characteristics of a socialist economy? Asdibegole of government and the
operation of market forces BITHER a socialistOR a formersocialist economy you have
studied.'

The casestudies commonly used bgandidates in theiresponses to this questiancluded

Russia, China, Vietham and, to a lesser extent, Poland and Cuba. Many candidates referred to a
number ofspecificeconomies when idéfying the characteristics of socialistonomies and

then chose to focus on one in substantial detail as required by the second part of the question.

Excellent responses were characterised by the effective use of case study information. Frequent
reference to recemiconomic developments in case-study econommdgmnced the quality of
theseresponses. Aange of characteristics of socialstonomies were described, with the
majority of candidatesaddressing features dhe organisationaframework and planning.
Reference to a variety of economies was often used as a means of comparison in answering the
first part of the question.

In assessindhe role of thegovernment andhe operation ofmarket forces inthe chosen
economiesthe better candidatesommonly presented an historical account of key economic
and political developments. They presented btbth rationalefor the role ofgovernment and

the impact ofgovernmentpolicies on various aspects thfe economy, e.g. economic and
allocative efficiency,economic growthproductivity, foreign debt. Diagramsillustrating the

effect of government policies such as the imposition of a quota were used by some candidates.

In average responses candidates addressed the first part of the question well, lagsakle
to utilise their casstudy in answerindhe second part othe question. In some cases, the
choice of a particular case-study appeared to constrain the candidate's ability to disrietg a
of aspects of government and market featuresmdny therewas little attempt to refer to
recenteconomic developments, with a significamimber of candidates presenting a brief
historical account that was not updated.
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Below averagaesponsesncluded only brief treatment of few of the characteristics of a
socialisteconomy. Intheseresponsescandidates were natble to addressthe specific
requirements of the second parttieé question, frequently presenting pre-prepared sasdy
material that was largely historical. Incorrect generalisations were common and, in some cases,
candidates chose inappropriate case studies, such as Japan.

EVOLUTION OF ECONOMIC IDEAS

This wasthe second mospopular 3 Unit Option in 1995, chosen by almost quarter of 3

Unit students. Both Question 7 and Question 8 required not only knowledge of economic
theories, but also their application or an account of the relevance of these theories to economic
policies. Itwas the ability of the candidates texamine thisrelevance effectively and its
application interms ofeach questionthat tended tadiscriminate most effectively between
candidates.

Question7

"Current economic theories are result of a long evolutionarprocess ofchange and
modification to previous theories.’

Choose TWO economidtsat you have studiednd explain how their ideas havenfluenced
current economic theories and their application.

Excellent responseagflected ahorough understanding ttie evolution ofeconomic theories,

factors influencing the changes in economic ideas and the current relevance of theories. These
candidates choseconomiststhat would bestallow them to discusshe question in specific

terms, the majority choosing Marshall or Smith and Keynes.

Accurate and relevant economic analysis was a feature of mahgsef respnses. The ideas
of theseeconomists andheir relevance to current theoriggere explained withdetailed
reference to specifissues, e.g. Smith's work dime division of labour andhe role of free
markets was linked to current argumentsffee trade and recent devetoents in GATT and
APEC. Marshall's theories were linked to current competition policy.

Average responses showedclaar understanding othe main theories ofthe two chosen
economists. In some cases, however, the choice of economists limitddlitiieof candidates

to answetthe question fully. Thiswas commonlythe casdor those who chose Smith and
Ricardo, and were, therefore, unable to discuss a range of differences in the elements of theories
and their application.Discussion wadrequently limited to examination of the relevance of
theories to fiscal policy only, without any attempt ifegrate currentnonetary, labour or
microeconomic policies into the answer.
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Below average responses tended to offer an historical and descriptive discuss®ideés of
two economists, anfhiled to explain the relevance of their ideas to cureenhomic theories
as required by theguestion. Theseaesponses wereften characterised by inaccurate
information andsome confusiorabout appropriateconomists. Therewas little attempt to
employ any relevant analysis to assist in the explanation of the theories.

Question8

“In what main ways do the theories of John Maynard Kegliffes from those othe classical
economists who preceded him? Wlhas been the impact of Keynesigheories on
government stabilisation policies since the 1930s?'

Excellent responses offerectlearand comprehensivexplanation of the differences between
the theories of Keynes and classieabnomists such as Smigmd Marshall. The main areas
considered weréhe quantity theory omoney,the notion offull employmentthe relationship
between wage levels and unemployment, determinants of savings and investméne, rated

of aggregate demand (contrasted with Say’s Law of Supply).

The second part ofhe question wasvell answered byhe better candidatesho presented a
thorough explanation of the impact of Keynesian theories on stabilisation policies, analysing the
emergence of stagflation, the changing role of fiscal policy and the significance of the
monetarist views in addressing weaknessdhanapplication ofKeynesian theories tmore
recenteconomic developments. Mamandidates effectively integraté¢eynesian diagrams

into the explanations of the theory.

Average responses tended to anstlveffirst part ofthe question by offering lists ahe main
features of the theories &feynes andhe classicakconomists wh@recedechim, but made

little attempt to explain thdifferencesn the theories as required by ttpgestion. Whilsthere
appeared to beome understanding sfabilisation policies in gener&rms, the information

was not expressed in terms of the question, with many students tending to provide a description
of Keynesian theories without specific reference to the impact of these theogesesnment
stabilisation policies since the 1930s.

Below averageesponses wereharacterised by a superficial and generalised treatment of the
features of Keynesian theories, but madef reference only tdhe theories of the classical
economists. There was little attempt to ntbetspecificrequirements othe question. Some
candidates offered a brief explanation of stabilisation policies but didreteie them to
Keynesian theory.
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