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6351/01 Markets - How they work
Examiners’ Report June 2007

General Comments

The structure of the paper has not changed for some years. This is reflected in the
ever improving performance of a number of candidates, although there continue to
be a large number of candidates who enter for this examination with what appears
to be little or no preparation. The mean has declined slightly to 21.8 (June 2006
23.5) and the standard deviation is unchanged from last year at 6.52 (June 2006
6.5).

Based on those scripts marked using Epen software 60 per cent of candidates
attempted question 10 (mean mark 10.21) and the remainder attempted question 9
(mean mark 10.11).

Almost universally candidates failed to react to the command words directing them
to evaluate their responses. This area was particularly poorly done and centres
would do well to focus their candidates’ attention to the need to evaluate in the
final stages of the data response.

The transition to Epen appears to have been completed satisfactorily, and the
number of scripts that have to be marked traditionally continues to decline.
Centres should make use of the statistical tools available from Edexcel which allow
them to identify how they have performed on particular questions. There are no
plans to change the structure of this paper in forthcoming series.

Supported Choice Questions
Question 1
Mean: 3.60

This style of question is one that students have become quite familiar with,
though there are still a number of candidates that are unsure of the
definition of a normative statement. The acceptable definition of a
normative statement is one that concentrates on the value judgement
nature of the statement, and identifies that it cannot be tested. This is of
course at odds with a positive statement which can be tested and verified.
Candidates were expected to support their selection with reference to the
text and in particular identifying that “ought” suggests a normative
statement.
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Question 2
Mean: 1.94

This question was not well done by candidates, although many knew what
was meant by opportunity cost and picked up 2 marks for this. Many
candidates were not able to correctly calculate the opportunity cost on the
PPF and therefore were not able to calculate the change in opportunity
cost.

Candidates were rewarded fully for a definition of opportunity cost or PPF
combined with a calculation to show the difference in opportunity costs
before and after economic growth (225 computers - 210 computers = 15
computers).

Question 3
Mean: 2.50

Many candidates were able to correctly determine that there should not be
trade between these two countries. Better candidates were able to relate
the opportunity cost ratios or gradients of the two PPFs back to the
definition of the comparative advantage. There remain a sizeable number
of candidates that are not able to define comparative advantage
satisfactorily. An acceptable definition may read something like “If the
opportunity cost ratios between two countries differ, it is mutually
advantageous to specialise and trade”.

Question 4
Mean: 3.34

It is clear that candidates are now quite familiar with the application of
elasticity. Many candidates obtained two marks for correctly stipulating the
formula for cross price elasticity of demand. They either applied the
numbers in the question to obtain the correct answer or explained why a
positive relationship suggested that tea and coffee were substitute goods.

Question 5
Mean: 3.39

This is a familiar style of the question, although it appeared to cause some
difficulties for those students that interpreted the diagram as depicting the
market for chickens (as opposed to beef) or those that understood the
removal of the ban on sales of beef older than three years as causing a fall
in the supply of beef.

Clearly for those candidates that correctly identified that demand and
supply of beef was rising, then this allowed them to access the full range of
marks quite easily. Of course candidates must ensure that they correctly
identify the directions of change in the demand and supply curves.
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6352/01 - Markets: Why they fail
Examiners’ Report June 2007

General Comments

As in previous series both data response questions were stepped in order to make
them more accessible to candidates. Question 2 (Heathrow airport) was
significantly more popular than question 1 (Nurses and teachers priced out of
housing). This seems to reflect the popular theme of air travel which has been set
on two previous occasions and many candidates seemed well prepared by
practicing past data response questions.

Question 2 was technically more challenging in that it focused on the theory of
external costs and benefits. However, question 1 tested a greater range of
economic concepts, including externalities, economies of scale and the national
minimum wage.

The mean score for question 1 (21.34) was marginally lower than question 2
(22.21). This appears to reflect the highly accessible start to question 2 (a)
(reasons for the forecast growth in air transport). Most candidates gained at least
five out of six marks here. It may also reflect the fact that many candidates have
become well versed in constructing and evaluating the external cost model.

The overall mean was 22.4 and the standard deviation 6.1. The full mark range was
applied with a few candidates scoring a maximum or forty marks and others zero
marks.

Question 1: Nurses and teachers priced out of housing
(a) Mean score 2.2 from 3 marks

Most candidates were able to achieve the full three marks by identifying that house
prices have risen much faster than average earnings of nurses and teachers, This
was shown in the data in Figure 1 and some reference to this was required. Then,
by stating that the supply of nurses and teachers is likely to have decreased due to
the unaffordability of housing full marks were awarded. The main reason for not
achieving full marks was due to a lack of application to the data.

(b) Mean score 3.08 from 6 marks

This proved to be an effective means of differentiating between the quality of
candidate answers. There were some excellent responses which often included
relevant diagrammatic analysis of the labour market for nurses & teachers.
However, it was possible to achieve maximum marks without use of a diagram.
Most responses secured marks by stating that nurses and teacher earnings are well
above the minimum wage and so that any increase would have no effect. One mark
was also available for explaining that a national minimum wage is a ‘price floor’
below which wages cannot fall.

Further marks were gained by suggesting that house prices have risen far greater
than the minimum wage anyway. Also marks were gained by suggesting that other
reasons might account for the shortage of nurses and teachers, for example, the
long training period and non-monetary benefits of the occupations. A common
mistake in some diagrams was the placement of the national minimum wage line
above the equilibrium wage rate for nurses and teachers rather than below it.
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(c) (i) Mean score 2.49 from 5 marks

This was a fairly straightforward question where candidates could pick up three
marks by outlining the scheme (in terms of a loan to purchase a part share of a
property) and suggesting that it will make housing more affordable and so reduce
the shortage of nurses and teachers. To secure the final two marks an evaluative
comment was required on the scheme’s likely effectiveness.

There were some excellent responses who suggested the scheme to be ineffective
on several grounds; first, the scheme only supported 30,000 nurses and teachers
and would barely impact on the shortages; second, the £50,000 loan is insufficient
when property prices far exceed this in London and the South East; it might even
reduce labour mobility in the long-term as nurses and teachers become reluctant
to change jobs in case they lose the financial benefits. All of these response were
valid as were those which suggested the scheme to be a positive move - notably
the scheme is quite substantial since some £690 million has been spent on it in the
first year and it could be just the start of a much larger programme of funding.

Many responses offered no evaluation and consequently, were limited to a
maximum of three marks.

(c) (ii) Mean score 2.76 from 4 marks

This was a question where candidates usually achieved full marks by identifying
and explaining two measures. The most common measures were linked to raising
wages and encouraging more immigration of qualified nurses and teachers from
abroad through suitable job recruitment programmes. These were both valid
responses as were the following: enhanced pensions, reduction in time for training,
grants for nurse and teacher training and transport subsidies.

The main reason for not achieving full marks was a failure to explain the two
measures. For example, some candidates suggested tax concessions for nurses and
teachers but did not explain what form these might take. It was necessary to
develop the point further - such as suggesting a higher personal income tax
allowance or a lower rate of income tax for these professions.

(d) (i) Mean score for (di) & (dii) 5.56 from 12 marks

This was a question which offered two marks for candidates who explicitly or
implicitly explained the term economies of scale, notably, falling long-run average
costs as output of housing is increased. A further four marks was available for
application and analysis to house construction. The most frequently used scale
economies were purchasing, technical, managerial and financial. The following
response was awarded full marks:

‘Economies of scale are when the cost of building each house falls as the number
of houses built increases. A major house building programme will enable
construction firms to achieve purchasing economies of scale - they will be able to
purchase raw materials such as bricks, cement, and timber cheaply. This will
reduce the construction cost of each house. Technical economies of scale can also
be obtained since the firm can employ larger machines to help with construction
such as cement mixers and diggers. This should also reduce unit costs as well as
speed up the building process’.
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A significant number of candidates struggled to gain high marks by not explaining
the meaning of economies of scale or attempting to apply to the house building
industry.

(d) (ii) Mean score for (di) & (dii) 5.56 from 12 marks

This question offered two marks for an explicit or implicit understanding of
externalities and a further two marks for two examples from the house building
programme. A final two marks were available for an evaluation of the externalities
chosen. Most responses offered suitable examples of external costs such as damage
to wildlife, visual, air and noise pollution in construction. The most popular
example of external benefit was the idea that nurse and teacher shortages might
be reduced in some areas as they find it possible to purchase the new housing -
assuming housing become more affordable.

Unfortunately, many responses did not offer an explanation of externalities or any
attempt to evaluate them. However, there were some excellent comments such as:

‘The house building programme is on such a large scale as to question whether it
will be possible to obtain suitable skilled labour; moreover, there is a question
mark over the quality of housing being built and there is still no guarantee that
nurses and teachers can afford to buy; there is not enough suitable land for
building on anyway and it will just lead to more over crowding and congestion in
the South East. All these factors make it likely the external costs will exceed the
external benefits’.

(e) Mean score 5.25 from 10 marks

This proved an effective means for differentiating between the qualities of
candidate responses since four evaluation marks were available. The stronger
responses evaluated both measures and made a genuine attempt to remain
focused on reducing congestion from the house building programmes.

Most candidates were able to identify and explain two measures to reduce road
congestion from the house building programme. The most popular were various
forms of road pricing (congestion charge and road tolls) and increased public
transport subsidies for the region. The best answers usually included diagrammatic
analysis of the congestion charge acting in the same way as an indirect tax, shifting
the supply curve inwards and then discussing how the revenue could be spent to
reduce congestion; similarly a subsidy diagram was used for bus services, shifting
the supply curve outwards and discussing how the government might obtain the
funds and the opportunity cost involved. New housing estates are notorious for
poor provision of public transport.

Another popular measure was to build more roads in order to space out the motor
vehicle traffic in between the housing estates. An effective way of developing this
measure was to consider the funding of the scheme, its impact on the environment
and whether it would simply encourage more motor vehicle traffic in the long run.

Some astute responses referred to the need for careful planning and to ensure
sufficient entrances and exits from housing estates which, should be well spaced
out rather than concentrated in a few areas for expansion as the article suggests.
However, using more space greatly increases the cost of the housing and so most
developers seem focused on producing high density housing rather than whether
road congestion will be reduced.
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Question 2: Heathrow Airport
(a) Mean score 4.85 from 6 marks.

This was a straight forward introduction to the data response and the vast majority
of candidates achieved high marks. The key was to use the prompts from Extract 1
and the data in Figure 1. The most popular reasons for explaining the forecast 75%
growth in air passenger numbers between 2005 and 2020 were: increasing real
incomes - air travel is a normal good with a positive income elasticity of demand;
the fall in price of air travel in both nominal and real terms - increasing
competition has made air travel more affordable; the increase in leisure time
means people will have more time to go on holiday and select exotic destinations
overseas; finally, the growth in international trade as the UK participates in
globalisation - this will mean more business flights and tourism. An explanation of
three factors and reference to Figure 1 enabled candidates to achieve full marks.
The usual reason for achieving less than five marks was due to providing two or less
causes.

(b) (i) Mean score for (bi) & (bii) 3.17 from 6 marks.

This was another straightforward question where candidates usually achieved full
marks by providing an extended definition of external benefits, as indicated in
recent examiner’s reports, for example:

‘Positive third party effects which the price mechanism fails to take into account’
or

‘Benefits external to an exchange - they represent the difference between social
and private benefits’.

This is a good example of how useful examiner reports can be in preparing
candidates for their examinations. The main reason for not achieving the two
marks available was due to brevity of definition, for example, ‘positive third party
effects’ and a tendency to give examples of various types of externalities both
positive and negative, even though this was not required in the question.

(b) (ii) Mean score for (bi) and (bii) 3.17 from 6 marks.

Most candidates achieved two marks by referring to the new terminal strengthening
air transport links and so encouraging long term investment, generating both
employment and income via the multiplier process. However, the final two marks
were more elusive as many candidates suggested the direct employment and
income gains from the construction and operation of the terminal. These were
regarded as private benefits internal to the transaction of constructing and
operating the airport and so no marks were awarded.

However, a significant number of candidates still achieved full marks by suggesting
government finances will improve through reduced benefit expenditure and more
tax revenue from the employment generated. Another valid response was
consideration of the increase in tourism and associated benefits for hotels,
restaurants and tourist attractions such as the London Eye.
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(c) (i) Mean score 4.83 from 8 marks.

This question was surprisingly well answered. The vast majority of candidates
constructed a correct diagram that depicted marginal private costs and marginal
social costs, identifying the area in between as external costs. Most responses also
correctly explained external costs and provided relevant examples. The main area
for improvement is the explanation of private costs, where candidates tended to
struggle. However, there were some excellent answers:

‘Private costs are those directly paid for by the producer or consumer. For the
producer, private costs are the £4.2 billion paid for construction of the terminal
and include the steel, glass and labour costs. Private costs for the consumer will
include the fees paid for by airline operators and possibly the price of tickets’.

Another candidate wrote:

‘Private costs are internal to an exchange and so the price mechanism takes them
into account. They are the first or second party costs within the transaction and
include the terminal building, aircraft stands, hotel and car park’.

Both of these responses secured the three marks available for explaining private
costs.

(c) (ii) Mean score 2.39 from 4 marks.

This was a straightforward question as long as candidates took time to read it
carefully. The key points were to offer some form of evaluation and to avoid using
external costs from the passage (air & noise pollution). Most candidates secured
two marks by explaining another external cost - many went for the increase in
traffic congestion around the airport and M25 motorway. This was usually
developed in terms of the impact upon house prices or by the delays for people
travelling to and from work.

To gain a further two marks an evaluative comment was necessary, for example,
the increase in road congestion may not be too severe since the extract mentions a
new spur road is being built from the M25 motorway direct to the airport terminal
and that an extension is being made to the underground rail network.

(d) Mean score 4.86 from 10 marks.

This question was an effective differentiator in the quality of candidate responses.
The weakest answers tended to just repeat the measures from the extract with
little or no development. The strongest answers included diagrams, economic
analysis and sound evaluative points. One interesting observation made by the
examiners is that a significant number of responses offered evaluation but little
economic analysis. Consequently, these answers were limited to a maximum of
four marks.

The most popular measures were indirect taxes on aircraft fuel and tradable
carbon emission permits. Economic analysis of indirect taxes often took the form of
a diagram depicting the leftward shift of a marginal private cost curve towards the
marginal social cost curve and discussion on the social optimum position; the area
of tax revenue raised was also shown; along with a recognition of increased
production costs and higher prices for air tickets which would reduce demand. This
was sound analysis and worth the three marks available.
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To gain the two evaluation marks associated with air fuel tax, candidates were
required to explore up to two ideas; these often included discussion on the
difficulty of measuring pollution and the price elasticity of demand for air travel.
Further relevant evaluative comments investigated the size of the fuel tax as a
percentage of total costs of flying and whether it was possible to compensate the
victims of pollution.

Tradable carbon emission permits revealed many superb responses indicating that
candidates were well prepared for this measure. Economic analysis of carbon
permits often took the form of a diagram depicting quotas allocated to the airline
industry, which showed a vertical supply curve shifting to the left of an normal
upward sloping supply curve. Discussion often took the form of fines, tradable
permits and rising costs for the airline industry.

To gain two evaluation marks, up to two ideas were required; these often took the
form of discussing the difficulty in setting an appropriate number of permits and
how to allocate them among airlines. Comments were also made on whether
permits actually reduce pollution or lead to it being concentrated in certain areas.
Monitoring the pollution levels and whether dirty polluters have sufficient incentive
to cut back was also discussed.

Candidates who selected environmental regulations tended to struggle to achieve
marks - the most obvious error appeared to be in a failure to suggest what form
these regulations might take. Subsidies for clean technology were popular among
candidates but the big mistake here was to assume the subsidies reduced the costs
of air travel and so increased supply and pollution. Instead, the subsidies were for
firms to develop cleaner fuels and quieter planes and so helping to reduce the
external costs.

(e) Mean score 2.11 from 6 marks.

This proved to be the most challenging question on the paper and many candidates
struggled to gain more than two marks from defining a public good, namely, a good
which has characteristics of non-excludability and non-rivalry in its consumption.
The idea of non-rejectability was also accepted in the definition.

Up to two marks were available for developing the point that the air space is not a
public good as it is excludable in the sense of aircraft requiring permission for
take-off and landing as well as using national airspace of different countries. A fee
is also usually charged for navigation purposes which make the airspace used by
airplanes excludable.

A further two marks were available for developing the point that air space is not a
public good as rivalry is involved in consuming the flight time slots available. Quite
often candidates pointed out that it is important for aircraft to stick to flight paths
in order to avoid collisions.

There were many variations of answers which deserved credit. For example, some
candidates suggested the air space is a quasi-public good since non-rivalry might
exist up to a point until the skies become too crowded with aircraft. Other
candidates suggested that airspace used by aircraft is a free good rather than a
public good but that property rights are allocated for its use.
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6353/01 - Managing the economy
Examiners’ Report June 2007

General Comments

The mean was 22.9 (up from 21.9 in 2006). In terms of content the questions
required a very similar level of understanding compared to that of previous years.
It may be that the wording was clearer - certainly the evaluation marks were much
easier to spot thanks to the use of bold in the command words - making the
questions readily accessible.

The candidates found the paper more straightforward than in previous years, and
the essays were certainly less complicated and controversial. It was pleasing that
so many answers used the context of the essay questions - that of falling interest
rates in question 1, and reflationary demand-side policies in question 2.

Most answers in the essay section included some evaluation, and there were many
instances where whole centres produced a wide variety of approaches. Most
impressive was the ability of many to relate changes in the domestic economy with
changes in the international economy, for example in relating interest changes to
exchange rate changes.

There were 12134 entries, of which 23% were re-sitting, an increase of 1.7%. 3100
were overseas entries. Question 1 was favoured over Question 2 by a ratio of
approximately 2:1.

Question 1

a) i) The mean mark for this question stood at 2.01 and standard deviation only
0.93. Most answers included a rather loose reference to CPI/RPIX. Those which
simply referred to RPI were missing the contextual nature of the question. Clearly,
with a mark base of only 40 it would be unwise to offer more than three or four
marks for this simple regurgitation of the method of collecting data; this constraint
will be addressed in the new post-2008 specification by an increased fanning out of
the marks and more steps in the mark scheme.

Most answers did refer to the data, albeit by chance in mentioning RPIX or CPI, and
students should be reminded that this is a data response paper. Many could refer
to the survey now known as the Expenditure and Food Survey (formerly Family
Expenditure Survey) and many mentioned the concept of weighting or the price
survey. It is advised that candidates learn that there are two types of surveys
undertaken to build a price index, and only the best responses referred to the
concept of weights.

a ii) Most answers mentioned interest rates, and the need to raise them to control
inflation. A good proportion also described the raising of interest rates when the
floor is met. To earn further marks an effective approach was to refer to the
apolitical nature of the actions of the MPC, or to the vast array of data that the
MPC uses, as indicated in the data.

Weaker responses were a mere regurgitation of the aims of the MPC, which were

explained in the stem of the question, with a lot of repetition of theory out of the
context of the questions.
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a iii) This was a useful question in that it was relatively unrehearsed, and many
found it difficult to think through the argument in relation to costs rather than
merely effects. There was a clear distinction between those who wrote about
costs and those who just wanted to describe the situation where interest rates are
too high - e.g. that people cut back on their spending and AD falls.

The costs of high interest rates were understood by many as the costs of high
inflation, which has been examined in the past, but clearly earned no marks. By
contrast the really good answers talked about over-valued exchange rates, income
distribution and poverty issues for those with large and variable-rate mortgages.
Many answers were overlapping between the two costs, and it is advised that
candidates look for two very distinct costs. For example, the argument that
growth was slow and that incomes were not rising as fast could be interpreted as
being an equivalent conclusion - certainly the analytical processes were very
similar.

b i) The house price issue is now well rehearsed, and again this proved to be an
effective discriminator (standard deviation 3.1 on an 8 mark base). Many
candidates are still under the impression that a rise in house prices will make
mortgages more expensive, without any reference to taking out a new mortgage.
The clearest line of argument was to relate the change in asset prices to the
wealth effect. Many could add the reasoning about share prices to their arguments
about house prices, and contrasted the two for effective evaluation.

The most common weaknesses were the argument that AD falls with no appropriate
rationale, and the lack of evaluation.

b ii) This question has now appeared in much the same format for four contiguous
sessions. It certainly distinguishes between those who do and do not have a clear
understanding of the purpose of the MPC. It is imperative that the answer bears
some relation to the effect on the price level. Mean 2.0 and standard deviation a
mere 0.89.

¢) This was a well-liked question, and its context did not prove too challenging. As
ever there was the non-starter response which confused interest rates with
inflation. For those who got over this hurdle, there were again many that simply
referred to increases in interest rates, as this bore relation to the economy at the
time that the exam was sat (interest rates had risen the day before).

The transmissions mechanisms relating the changes in interest rates to changes in
consumption were in the main well argued. Most referred to those with savings
and debts, and indeed it was surprising how much the savings argument was
favoured given the low levels of savings currently in the UK. Beyond this many
explained the connection between interest rates and investment, and those who
could then question the validity of the Keynesian view found this was rich in terms
of evaluation opportunities. The best answers also linked changes in interest rates
to the international economy. Many suggested that the pound would weaken, and
the likely impact on the current account. Many however confused this effect with
the effects on hot money, and were so confused by the apparent contradictory
effects that the arguments fell apart. Others tried to relate the changes in
interest rates to possible share prices changes, and it is evident that there is
considerable teaching about money markets despite this being outside the
specification. Much of this was to little avail, with the analysis tending to be
confused and no further low level analysis marks available by the time that answers
had reached this point.
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In terms of evaluation, many noted that the change in interest rates was not
enormous, and that if it did have an effect it would depend on the context of other
changes and other events in the economy. Other commonly used evaluation points
involved discussion of elasticities (although again here there was some question
about whether the elasticity of AD was significant), and many referred to the time
lags involved when interest changes are made. Another valuable method of
evaluation used on several occasions was to put the downward trend in the context
of the upward trend being experienced when the paper was sat.

Question 2

a i) As is commonly the case with questions on the fiscal position, there were
many answers based on the balance of payments. Many answers were limited to
the concept that governments had overspent, or that actual spending was greater
than planned spending, and these lacked the concept of taxation revenue. For
succinct but accurate definitions there were an easy two marks, and for the
weaker definitions that used the direct reference to the data both marks could still
be earned.

a ii) The mean for this question was 1.28, suggesting that the majority of
respondents knew the formula for percentages, and could apply it with some
accuracy. This was a great encouragement.

a iii) The mean for this question (4.63) brought this very much into line with the
equivalent 8 mark question 1 b i) (mean 4.58). A large number of answers were
focused exclusively on the demand side, or failed to evaluate. But for those where
both AD and AS were addressed with a diagram and some evaluation, there were a
good many gaining full marks.

b i) Many candidates thought the reason for doing revisions was required, not why
the data was inaccurate. Reference to the context should have made this clear -
and those referring to Gordon Brown’s halving of his growth estimates were duly
awarded. The mean for this question at 0.63 demonstrates that candidates found
this the hardest question on the paper, despite the use of questions of this type in
the recent past.

b ii) The phrase ‘implication for government policy’ is a little ambiguous - perhaps
the question should have been more explicit that the future policy implications are
required. Most answers did not get above 3 out of 4 and the lack of policy
implication was the major omission. The mean was again very low (1.59 on a mark
base of 4) with several hundred Question 2 scripts leaving this section blank.

¢) Having now had several questions involving export led growth (June 2006 and
Jan 2007) the answer to 2 c on the impact of increased exports was generally very
encouraging. Many could make the link between exports and AD, and from this
make observations about the likely impact of a rightwards shift in AD. In discussing
the impact on the Balance of Payments there was less certainty, and in many cases
only the sense that it would improve was observed.

Interestingly the question drew out many helpful evaluative points, perhaps
triggered by the phrase ‘likely impact’, the relatively high mark base, or possibly
the nature of the question in that contradictory results could be expected. These
evaluative comments were awarded as ‘extended analysis’, in that the reasoning
did involve very valid analysis embedded within the evaluative phraseology.
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However, evaluation was not required, and those that merely listed the commonly
used evaluative phrases such as ‘time lag’ were unlikely to earn bonus marks.

d) There seems to be a problem with the word significance, and many focused on
causes. The word ‘measures’ was crossed out by one candidate and replaced with
'ways'. There was also some confusion by the term merits and there were several
digressions into Unit 2 models which can be used to illustrate the so-called ‘merit
goods’.

For those answers which successfully grasped the purport of the question, the
material seemed fairly straightforward, and there was much that could be said.
Most answers included both fiscal and monetary policies, and spelt out one or two
valid supply-side policies. Clearly the supply side is not as well understood, and
many responses were capped for failing to specify a relevant policy.

In terms of analysis of living standards, the relationship between economic growth
and living standards was most effectively illustrated using an AD/AS diagram.
While this was clearly not required, it did make it clear that the answer was
following the right course in terms of expansionary demand and supply side
policies. The diagram was also a good basis for the evaluation point that economic
growth is of course not the sole determinant of living standards.

As with the equivalent question on 1c, there were many good attempts at
evaluation, and many using the full three sides of A4 to good effect. Candidates
should be reminded that the best policy is to produce two or three well developed
evaluative points rather than listing more than three. Many curtailed the
evaluation on this question, having rather over run on the policies themselves,
bring down the mean on this question to 7.43 while on 1 c it was 8.73.

The main lessons learned from this examination for teachers’ use seem to be the

importance of candidates balancing out a response, and of using the context of the
question as a guide to the meaning of the specific wording of the questions.
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Likely performance at key grade boundaries
Qu. | Parts (potential) grade A Parts (potential) grade E
candidates usually get/ typical candidates usually get/ typical
response response
lai | Use of data, weighting using FES, Mention of RPIX or CPI, and some
and price survey sense of collection of expenditure
data
laii | Use of target, either 2.5% RPIX or Could explain that interest rates are
2% CPI. Some mechanics of raised to curb inflation and cut to
transmissions mechanisms when allow it to rise. Implied understanding
interest rates changed, and the of floors and ceilings around the
direction of changes correct target.
laiii | The really good answers talked High costs of borrowing are
about over valued exchange detrimental to consumers and firms
rates, income distribution and
poverty issues for those with
large and variable-rate
mortgages.
1bi | Reference to wealth effects of An AD shift to the right, although
both house price rises and share usually lacking in some accuracy in
price rises. The evaluation often labelling, and the increasing
took the form of the differences confidence amongst consumers when
between the two. house prices rise. At this level most
did not mention share prices.
1bii | Two distinct factors and the Many gave two factors, one of which is
impact on the price level. the price level, which proves hard to
explain in terms of future trends, fan
charts etc. It is advised that
candidates look at a least one full set
of minutes of the MPC before sitting
this exam. Many answers thought that
the MPC looks at its own repo rate
Which is not going to earn marks -
while clearly it looks at the various
interest rates in the financial market
almost no candidates wrote that.
1c | A rightward shift in AD and three For 5 or 6 marks the answer would
transmissions mechanisms. The refer to increasing in spending in the
best answers took a wide choice economy with two transmissions
of mechanisms, including the mechanisms usually via consumption.
international aspects. There For 7 or 8 marks there was likely to
would normally be two or three have been a correctly drawn diagram
evaluation attempts. Many noted or some brief evaluation comments,
that the change was not such as the time lag or that not all
enormous, and that if it did have mortgages are variable rates.
an effect it would depend on the
context of other changes in the
repo rate, and other events in the
economy.
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2ai | The concept of government Government overspending
inflow and outflows, and
reference to the data, e.g. £37bn
2aii | Correct calculation, either as Some element of miscalculation but
distinct items or compounded essentially the correct data chosen
and an attempt at calculating
percentage changes.
2aiii | As with 1 bi, for the direct and As with 1 bi the weaker responses
accurate answers it was fairly ignored either health or education.
easy to pick up all the marks The answers tended to focus on AD
here. With an analysis of AD and shifts only, which are hardly the thrust
AS or just AS, a diagram and some of the question
evaluation the confident
responses were easy to spot.
2bi | Many identified unreliable data, Some concept of miscalculation, but
and used the context of the data not necessarily in the sense that the
in the passage as a prompt. data was wrong - more often that the|
policy implication were wrong.
2bii | Identification that fiscal or Some sense of government policy
monetary policy might be over-
cautious. Only a very few
answers gave the required policy
modification.
2c | Some extended analysis of both An account of the effect on either
the effect on GDP and the effect GDP or the current account of the
on the current account of the Balance of Payments, or simply
Balance of Payments analysing the effect on AD
2d | Two or three valid policies Distinction between the demand and
described, with the implications supply side, and the implications of
of these for a wide selection of these for growth
criteria for measuring living
standards, with a diagram (or
equivalent analysis) and at least
two evaluation attempts.
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6354/01 - Industrial Economics
Examiners’ Report June 2007

General Comments

The mean mark was 45.6 and standard deviation 10.9. This was similar to the June
2006 examination series. The supported multiple choice questions differentiated
well in the quality of candidate answers. A significant minority of candidates
achieved full marks or almost full marks in this section of the paper. It was
pleasing to mark a large number of scripts where candidates had a good
understanding of the theory of the firm and were able to calculate average and
marginal costs and revenues. It was clear that many candidates were well prepared
through practice of past question papers.

Unfortunately problems of time allocation arose for some candidates in answering
the data response question and often Q11(e) and Q12(e) appeared rushed. Question
11 (Morrisons’ takeover of Safeway) was more popular among candidates than
question 12 (Regulation of British Telecom) to a ratio of 4:1. The mean mark for
Q11 was 21.33 and for Q12 19.56. The difference appears to reflect the difficulty
candidates had in answering Q12(c) on changes in price and output strategies for
BT since privatisation.

Section A: Supported multiple choice questions

Question 1: Benefits to Coca Cola of exclusivity agreements: Answer D

Most candidates were able to identify that the agreement between Coca Cola and
its retailers was an attempt to gain benefits associated with vertical integration. A
similar question had been set in a previous exam paper and candidates were well
versed in answering it. An explanation of forward vertical integration was awarded
two marks; marks were also available for explaining one or more of its benefits to
Coca Cola, for example, the creation of an entry barrier or increasing sales.

A significant minority of candidates selected incorrect key E, confusing a reduction
in concentration with an increase in concentration.

Question 2: Average revenue and marginal revenue: Answer E

This proved to be the easiest of the supported multiple choice questions and
revealed that candidates were well prepared for revenue calculations. The vast
majority of candidates selected the correct key and gained marks by using the
available columns in the table, calculating average revenue and defining the term
or showing its equation. However, some candidates had difficulty in calculating
marginal revenue and so did not quite achieve full marks.
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Question 3: Price regulation of selected rail fares: Answer E

As with previous regulation questions, many candidates found this challenging. One
reason for the difficulty may have been due to the price capping formula
permitting an increase in the price of rail season tickets above the rate of
inflation.

However, there were various ways to gain marks for example, by identifying that
the RPI is a measure of inflation, or by using the data to explain the price of rail
season tickets will rise by 2.9% + 1% = 3.9%. Some excellent responses explained
the likely reason for the permitted real increase in fares in terms of providing
additional funds for the rail companies to invest in improving the service. Marks
were also awarded for explaining the role of price capping in terms of protecting
consumer interests and mimicking competition in the industry to encourage
efficiency.

Question 4: Oligopoly interdependency: Answer D

Most candidates selected the correct key and proceeded to explain the computer
server market as an example of oligopoly (where there are relatively few large
firms that dominate the market and many buyers). Marks were also awarded for
referring to the idea of a monopoly or duopoly between IBM and Hewlett-Packard
who have a joint market share of 60%.

The more astute responses made use of the table by calculating the three-firm,
four-firm or five-firm concentration ratio and suggesting a high concentration ratio
as indicative of interdependency between firms. By calculating the five-firm
concentration ratio at 84.5% many candidates also successfully eliminated key B
(which stated it at 74.5%).

Marks were also awarded for a discussion of interdependency, for example game
theory. Often the best answers discussed how pricing and output decisions by one
firm might cause a reaction among other firms, such as leading to a price war or
tacit collusion.

Question 5: Perfect competition: Answer E

The wording of this question appears to have caught out some candidates who
selected incorrect key D, ignoring the fact that the firm is operating in the context
of the short run since it is making supernormal profits. It is this reason which makes
option D incorrect. However, candidates who selected option D were usually
awarded two marks for their sound explanation of a perfectly competitive firm in
long-run equilibrium.

The majority of candidates selected the correct option E and often provided a
diagram showing a perfectly competitive firm making supernormal profits. If the
points of productive and allocative efficiency were identified on the diagram then
this was usually awarded full marks. Of course, many responses mentioned that the
firm is not producing at its lowest cost point (since average cost does not equal
marginal cost).
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Question 6: Waterstone’s takeover of Ottakar’s bookstores: Answer A

The vast majority of candidates selected the correct key and suggested that
sufficient competition still remains in the market after the takeover since
Waterstone’s market share is 23.6% - still below the legal definition of a monopoly
at 25%. This was awarded one mark. To achieve further marks some discussion was
required of the benefits of competition to consumers and the role of the
Competition Commission. The best answers usually offered some application to the
book sales market, for example, how online retailers and supermarkets have
increased competition over recent years.

Question 7: Monopolistic competition and Estate agencies: Answer E

The best answers often attempted to apply the monopolistic competitive model to
estate agents in the property market, for example, by suggesting that they may
advertise in local newspapers to improve market knowledge or that they product
differentiate via the type of properties offered for sale or the commission package
offered to vendors. Any attempt at application was usually awarded one mark.

It was still possible to achieve full marks without application to the property
market; one mark could be gained by stating a characteristic of monopolistically
competitive firms (excluding product differentiation which is in the key); another
mark was awarded for identifying that such firms are not productively efficient
(since they do not produce at the lowest cost point); finally, one mark was
awarded for a correct diagram depicting such a firm in long run equilibrium.

Question 8: Average cost and marginal cost: Answer C

Quite surprisingly, many candidates excelled in calculating average cost and
marginal cost from the data in the table and thus selected the correct key. The
reason why it was anticipated candidates would struggle is that the incorrect keys
directed some effort to calculating total variable costs and total fixed costs! Two
marks were available for the correct completion of the table and a further mark
for defining or showing the formula for either average cost or marginal cost.

In a similar vein to question 2, some candidates were unable to calculate marginal
cost and so did not achieve full marks.

Question 9: Contestable market: Answer B

A definition of market contestability and development of any one characteristic
was awarded with up to two marks. The best answers attempted to apply
contestability to painting and decorating firms, usually by suggesting the existence
of low start up costs (for example, paint, paint brushes and overalls) or the
relatively low skill level required. However, relatively few candidates offered much
application and so did not achieve maximum marks.

8121-9121 GCE Economics Summer 2007 25



Question 10: Price comparison websites and price discrimination: Answer A

Most candidates selected the correct key and gained further marks by defining
price discrimination and explaining one or more of its conditions. The best answers
successfully explained that price comparison websites improve consumer
knowledge and undermine the ability of an individual firm to undertake price
discrimination since it becomes difficult to prevent leakage between its sub-
markets. Furthermore, by supplying price data of goods from different firms,
market power tends to be undermined for any one firm.

Section B: Data response questions
Question 11: Morrisons’ takeover of Safeway

(a) (i) This was an easy introduction to the data response and the vast majority of
candidates achieved full marks by recognising the takeover to be of a horizontal
type, where two firms in the same industry and same stage of production join
together.

(a) (ii) This was another question where many candidates achieved high marks by
analysing two motives for horizontal integration, the most popular being to
increase market share and to gain economies of scale. By developing both points
full marks could be achieved.

Many candidates used the information in the extract to suggest that cost savings
and managerial economies of scale could be achieved by bringing the two head
offices together into one. Reference was also made to increased purchasing
economies for Morrisons by taking over a firm four times its size. Some answers
offered evaluative comments but these were not required.

Some candidates noted that by increasing market share Morrisons would be able to
compete more effectively against the supermarket giants of Tesco, Sainsbury and
Walmart (Asda).

(b) This proved to be an effective means of differentiating the quality of
answers. The typical answer included two reasons for making a loss (the enormous
one-off costs associated with the takeover and a fierce price war). The possible
problems of a falling market share was also accepted a cause of the loss. The
better responses provided a diagram of a firm making a loss, either by rising costs
or falling revenues.

However, it was only the very best responses which offered evaluative comments,
for example, discussion on the magnitude of the loss or, that Tesco and Asda are
likely to cope better with a price war due to their enormous size and financial
resources.

(c) The most effective answers tended to use both standard economic theory
and information from the extract. Two marks were available for explaining that a
loss making firm could continue in production in the short run as long as it was
covering its variable costs. Indeed, immediate shut-down could increase the firm’s
losses as no revenue contributions are available to pay for some of the fixed costs.
A diagram depicting a loss making firm but where revenue exceeds variable costs
was also credited with a mark.
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The extract provided several reasons why a firm such as Morrisons might continue
in production: most of the losses (£271 million out of £312 million) are one-off
costs associated with the takeover of Safeway; the graph also shows substantial
profits were made in previous years which could help to pay for the losses in 2005;
furthermore, profits are forecast between £50 million and £150 million in 2006 so
closure would be an ill-judged decision. Yet another valid argument made by
candidates was that the price war is likely to be short lived and so profits should
eventually be restored.

(d) This question was well answered and many responses achieved six marks or
more. The most popular non-pricing measure selected was advertising. Here,
candidates focused on its role in increasing customer awareness of the products for
sale as well as its persuasive attributes. Some answers included a diagram showing
an increase in average revenue and how this might lead to more profits. Reference
was also made to advertising helping to create brand loyalty, as revealed by
demand becoming price inelastic.

Other popular non-pricing measures included the introduction of supermarket
loyalty cards, expanding the range of products available, diversifying into non-food
products and improving product quality. ‘Buy-one-get-one-free’ was also accepted
as a quantity discount, thus qualifying as a non-price measure.

The main limitation to candidate answers was the absence of evaluative comments
and in some cases, the lack of analysis. The most obvious way of evaluating
advertising is to discuss whether the forecast increase in revenue will exceed the
costs involved. Advertising does not guarantee increased sales and even if this does
materialise, it may only be for the duration of the advertising campaign.

(e) Quite surprisingly, there were mixed responses to this question with some
candidates confusing a contestable market with a non-contestable market. Also
some answers lacked a range of points, possibly due to time constraints. Perhaps
one of the most effective ways to improve the data response mark is frequent
practice of past questions under test conditions (though this makes the teacher
unpopular with students).

However, many candidates accurately outlined the meaning of a contestable
market and then proceeded to apply to food retailing. The majority of responses
suggested food retailing was not contestable at a national level due to the high
start-up costs involved such as the purchase of land and construction of buildings.
Also strong brand loyalty exists to the major supermarkets, backed up by heavy
advertising expenditure and discounts through loyalty cards. Economies of scale,
the current price war and limit pricing featured frequently in candidate responses.
These were valid ideas and credited with marks.

The best answers offered evaluative comments such as discussion that food

retailing at a local level could be contestable (although this is undermined by
major supermarkets entering the mini-store market).
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Question 12: Regulation of British Telecom

(@) (i) Most candidates secured one mark by referring to BT’s 56% share of the
landline market and that this represented market dominance. Further marks were
gained by explaining why this may not be in the best interests of consumers in
terms of price, product quality and choice.

The best answers referred to the role of the regulator in promoting competition to
best serve consumer interests. This might be achieved through reducing entry
barriers and encouraging product development, such as super-fast broadband and
internet phone calls.

(@) (ii) The key to full marks here was to consider two issues: first, the
restructuring still leaves BT as the owner of the landline network and so Openreach
might offer preferential treatment to it; second, BT’s poor track record in terms of
abusing its monopoly power and obstructing competition. This has left its rivals
very skeptical of the land line network remaining in BT’s hands. Most candidates
picked up the first idea and explained this but not so many developed the second
point. Consequently, many candidates achieved two marks.

(b) Many candidates secured four marks by using the information in the extract,
for example, outlining the meaning of a price cap and identifying that BT’s profits
are likely to fall. This is because the price BT charges rival companies per line was
cut from £105.09 to £81.85. To achieve further marks some evaluation was
required, for example, discussion of the magnitude of the price cap and whether
BT might be able to increase efficiency to compensate for falling revenues.

(c) This proved to be a very challenging question despite something similar to
this being set in a previous exam paper. It was anticipated that candidates would
explain that prior to privatisation, BT undertook an allocative efficient pricing
policy as mentioned in the extract. After privatisation BT may have switched to
profit maximisation or revenue maximisation. Credit was awarded for other pricing
measures such as limit pricing, sales maximisation and cost-plus pricing. With the
benefit of hindsight a line prompt in the text would have directed candidates more
clearly to the issue.

By using an appropriate diagram and explaining the changing price and output
decisions, up to six marks were available. The stronger responses achieved these
with relative ease before attempting some evaluation. Unfortunately, the quality
of many diagrams was poor, with candidates failing to label the axes or explicitly
identify the price and output positions for the firm.

Two evaluative comments were required to achieve maximum marks. The key was
to focus on BT’s priorities resting with its shareholders who may seek higher profits
in order to gain greater dividends and share prices. The best responses recognised
this point.

Another popular evaluative comment involved the divorce of ownership from
control, whereby directors may seek sales maximisation rather than profit
maximisation, especially if their salaries are linked to growth. Relatively fewer
responses considered the role of the regulator in restricting BT’s price and output
decisions.
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(d) This was another question which offered marks by reference to the extract,
notably, NTL’s takeover of Virgin Mobile, where its market share increased to 11%.
Up to five marks could be achieved by analysing the possible advantages of
mergers, for example, securing economies of scale, especially in the telecoms
market where the minimum efficiency of scale is likely to be at a high output level.
The best answers explored several types of scale economies such as purchasing,
marketing, technical, managerial and research and development.

Other advantages of mergers were also investigated by candidates, including the
idea that it is a fast method of growth and necessary to try and compete
effectively with a giant in the industry. Discussion also ventured into the idea that
competition will be reduced, helping the remaining companies.

To achieve more than five marks an evaluative comment was required. Quite often
candidates picked up the idea that NTL’s takeover of Virgin Mobile might not be
too effective in challenging BT’s dominance whose market share exceeds 56%.
Some responses suggested the need for all the rival firms to merge in order to
compete with BT and so create a duopoly. Others suggested there could be
problems with a clash of company cultures and that mergers take time to work. All
of these were sound valid points and credited. However, very few responses
included sufficient analysis and evaluation for full marks.

(e) This question was well answered by most candidates who applied the
standard arguments on how consumer interests may be harmed through a reduction
in competition. Consideration of price, consumer surplus, choice, product quality,
economic efficiency, innovation and the increased risk of collusion enabled many
candidates to secure four marks.

To achieve the last two marks an evaluative comment was required. Unfortunately,
relatively few candidates attempted any evaluation. However, there were some
exceptions, with answers suggesting fewer companies could lead to increased scale
economies which might benefit consumers in the long term through lower prices
and product development. Other responses suggested the reduction in competition
is not the key issue but rather the how the regulator uses its power to protect the
consumer interest.
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6355/01 - Labour Markets
Examiners’ Report June 2007

General Comments

The June 2007 question paper with the mean at 35.2 (31.7 in June 2006) was
perceived to be much more accessible than in 2006 (the mean was closer to that of
2005). Many responses were thoughtful, well illustrated using the data, and
indicated an encouraging awareness of modern-day issues.

Question 1 (focusing on minority ethnic workers) was less popular but the
imbalance was not as pronounced as in 2006 (1 in 3 chose question 1 in 2007,
compared with nearly 1 in 5 in 2006). Also the issue of employment gaps (1a) was
probably unrehearsed, and the issue of wage differentials (1c) is harder to answer
than the more general inequality issues (2d). Causes of poverty (question 2a) had
been touched on in 2006, which undoubtedly made that a popular as well as topical
question (e.g. Rowntree report June 2007), and the fact that many had probably
prepared an answer on the national minimum wage made Question 2 more popular.
The mean on Question 1 was 0.5 higher than on Question 2, indicating that
although Question 1 was more challenging, it elicited a higher quality of response.

The A grade rose to 41/60 (68.3%) and the E at 24/60 (40%).

There were very few blank responses, and students were clearly well prepared for
this paper. There were no surprises, although the data on Question 1 was
complicated.

There is an increased use of a ‘formula’ in answering questions, with knowledge,
application and analysis (KAA) as well as evaluation (e) being highlighted by the
respondents. There were very few scripts that did not attempt to offer some
critical distance, which is very encouraging.

Question 1

a) There was much to write about in the data, and the question was very ‘new’ in
style. The data in Figure 1, using white unemployment as the ‘base’ caused much
confusion - several for example simply read off the data figures such as ‘Pakistani
and Bangladeshi unemployment reached 14% in 1995’, which is of course much
lower than the actual figure when white unemployment is taken into account.

Many answers were weak in that some elements of the question had been ignored -
e.g. ‘groups of workers’ or ‘employment’ rather than unemployment. It is clearly
not the case that changes in unemployment correspond with changes in
employment. Some misunderstood the word ‘factors’, reading it as policies or
implications.

Many only wrote three rather than four points. Candidates should be reminded

that the marking format is 3 (KAA) + 2 (e), and although fewer well developed
points can earn more marks, this is exceptional.
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b) As in previous sessions the questions on participation act as excellent
discriminators. Participation is understood to mean all those within the job
market, whether or not they have found work. Therefore arguments assuming all
new participants found work were likely to be capped.

c) Answers tended to be unstructured, and lacking in economic theory. Few
candidates identified which differentials they were referring to, and many referred
to differentials between benefits and wages - that is, answering a question on
income differentials instead of wage differentials.

This was a rather narrowly focused question, and many failed to distinguish three
separate points. As with part 1a, there were many that only referred to
differences between minority ethnic groups. With hindsight this perhaps should
have been a 10 mark question, or more data given to discuss the average wages in
particular groups and occupations.

d) Questions 1d and 2d worked well in that they were of similar format, and the
answers were clearly structured. Perhaps 1d was a little more prescriptive than
2d, but both tended to earn higher marks than the other questions on the paper.

Answers to 1d were frequently focused on demand-side approaches, most
particularly when discussing the geographical mobility issues. Many failed to offer
government-led policies. Others offered changes in the national minimum wage,
but it was difficult to see the connection with the question.

Students are advised that in questions which ask for two distinct issues - in this
case geographical and occupational mobility - that an essay plan is sketched out to
ensure there is at least one of each type of issue considered.

Question 2

a)There was copious applicable material in Extract 1, much of which was used with
flair. Most answers used the points given in the passage - incomes increasing at the
top end, worklessness and lack of skills. However in attempting to explain relative
poverty, there were many difficulties, not least in the concept in Extract 1 lines 18
and 19 that benefits are linked to prices and not average wages. Many did not
attempt to evaluate their responses.

b) There was scope for much repetition between questions 2a and 2b - where low
wages are a major cause of poverty which were then fully explained, and then in
2b the causes of low wages. Evaluation of 2b also turned out to be some of the
solutions in 2d.

Weaker answers did not consider the causes of the decrease in demand and
increase in supply of low skilled workers, although most could extract the dynamics
of the labour market model from the extract. Many weaker answers were focused
on how to solve the problems of the low skilled labour market, which was in fact
the intention of part d. Candidates are therefore advised to look ahead in their
answers before digressing.

8121-9121 GCE Economics Summer 2007 31



c) All respondents had prepared for an essay on the NMW, but many ignored the
critical aspect of part-time women workers, and few focused on employment
rather than unemployment. Perhaps the greatest difficulty with the question was
that it offered the counterarguments to the standard real-wage analysis of the
NMW, and the question required a logical leap to evaluate what might normally be
considered as the evaluation points.

The data was an excellent discriminator - many thought that 48% of women worked
part time, not that this was the proportion of people affected by the rise in the
minimum wage. It cannot be stressed enough that this is a data response paper.

d) Many and diverse policies were proffered, but the link to inequality was often
tenuous. Clearly further focus on income distribution could be recommended to
students in future series. Others wrote about ‘education’ and ‘benefits’ without
having any concrete examples to illustrate their thinking.

Summary

In conclusion, it appears that the majority of candidates have learned the need to
evaluate. To stand ahead of other scripts an answer must now use all of the
appropriate data and draw in examples from modern labour markets in practice.
Prioritisation must not be regurgitated points, but a bringing together of ideas to
bring further insight. It is helpful to evaluate after each factor is analysed, in that
it tends to relate more specifically to the question, rather than appearing as a list
of ways to evaluate.

In terms of style, the use of paragraphs is of great value in terms of structuring an
argument and prevents the rather piecemeal approach seen in many cases. There
is much scope for using specific knowledge, for example recent legislation, rather
than glibly mentioning ‘increasing training’ or ‘increasing benefits’. Finally, it has
been clear that ‘less is more’ in the sense that the shorter, systematic and more
thoughtful answers are most likely to earn the full marks. Candidates are
encouraged to use the fifteen minutes of reading time to think carefully about the
working of the questions.

Likely performance at key grade boundaries

participation is an increase in the
supply of labour, but not necessarily
going to increase employment or
unemployment

Qu. Parts (potential) grade A cand| | Parts (potential) grade E candidates
typical response usually get/ typical response
la Perceptive answers who applied the Many focused on how to reduce
points made in the extract in a unemployment in general without
thoughtful manner relating it to the various groups in
the article. Usually only three
points given.
1b Clear understanding that increased A simple sketch showing an increase

in supply, with some analysis of this,
e.g. in terms of wages falling. The
majority (two thirds) of answers fell
under the CAP, in misunderstanding
the concept of participation. Many
gained 4KAA + 0 Evaluation.

8121-9121 GCE Economics Summer 2007 32




1c

Analysis of the impact of different
groups and different subjects, and
the observation that while some
differentials would be closed, others
would widen. This led directly to
evaluative arguments.

Many understood that increased
qualification would help people to
get jobs, but could not fully explain
whether differentials would be
widened or narrowed, or which
differentials would be affected -
clearly the gap in their answers
being the evaluative competent.
Some just talked about wage
differentials without reference to
the specifics in the passages about
higher education.

1d

A good selection of supply-side
arguments, covering both
occupational and geographical issues.

Many confused mobility (supply side
arguments) with how to reduce
unemployment on the demand side.
Many wrote about policies used by
firms rather than governments.

2a

Extensive use of the copious material
offered in Extract 1, with confident
analysis and comment

The data provided the answers - the
trick was to analyse it and evaluate
it. For example, the issue of linking
benefits to prices rather than
average wages was not properly
understood. Many spent the first half
of this mini essay discussing the
difference between absolute and
relative poverty, which could earn
evaluation marks if used in
application to the context given.

2b

Well labelled diagrams and some
attempt at evaluation

Analysis of a demand and/or supply
shift

2c

Answers on the benefits of the NMW
on part time women workers and on
poverty, with the standard NMW
analysis used only by way of
evaluation

Weaker responses followed a
standard pattern of what the NMW
does to labour markets in theory,
with some evaluation of this which
in effect became the KAA marks.

2d

The analysis was clearly linked to
reducing inequality.

General writing about education and
benefits with very few concrete
examples to illustrate the thinking.
However very few got fewer than
7/15 marks.
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6355/02 - Economic Development
Examiners’ Report June 2007

General Comments

It is pleasing to see that significantly more candidates are displaying the necessary
skills to ensure success in this unit. It is clear that centres have taken on board the
experience of previous examinations in preparing their students for this style of
examination. There is significantly more evidence of evaluation being used
throughout the paper, as candidates now are willing to offer the requisite number
of points per question. Few candidates appeared to get bogged down in answering
one question at the expense of the others on the paper; it was clear that most
were allocating their time wisely and ensuring that they had made an attempt to
answer all the component parts.

The mean was up significantly to 35.3 (2006 31.7) and the standard deviation
increased marginally to 9.9 (2006 9.4). This increased mean reflects the better
understanding of the requirements of the paper by both candidates and centres.
This increase in the mean aside, there still remains a number of candidates that
are woefully under prepared, who are unable to react to the command words
instructing them to evaluate their responses. Centres would do well to practice
evaluation with their candidates in preparation for this unit and the other A2
modules.

Anecdotally it appeared that there was a fairly even split between those
candidates who chose question 1 (Cultivating Minds) and question 2 (The rise of
China) although a slight majority probably chose question 2. There was evidence
that candidates were well versed in the arguments surrounding Chinese economic
growth, and were able to refresh their scripts with plenty of the examples from
their own knowledge of the region.

There were many fewer examples of candidates making geographical errors, which
reflected well on the candidates and centres entered for the examination. It also
appeared that centres had taken on board the advice from last years report on the
use of development models. Although various centres still deployed the usual
development models (Harod-Domar, Lewis, Fisher Clark, Prebisch-Singer and
Kuznets) it was obvious that candidates were now more adept at explaining their
relevance to the question being posed and not just name dropping. Candidates
should be encouraged to ensure that each point they make is made relevant by
referring it back to the question being posed.

Candidates should be encouraged to use all the room in the booklets. They should
space there work out, making the work of the examiner significantly easier.
Perhaps centres could encourage students to skip a line between paragraphs, and
ensure that the evaluation follows directly on from a point being made.

There are no plans to change the style or structure of the current examination in

the future, with questions in future series continuing to focus on topical issues
from the developing world.
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Question 1

a) Most candidates were able to score well on this question, identifying
correctly the “bigger pie”, “fewer forks” and “better manners”. Candidates
then went on to apply these concepts explaining how they would alleviate
poverty in the developing world. Many candidates reviewed the benefits of
expanding technology, how this might increase productivity and the
competitiveness of the exports. Further development of the other points
made focussed on the reduction of populations and therefore the
dependency ratio and a reduction in corruption and expansion of
international trade.

Candidates were also able to evaluate thoughtfully the concepts that they
identified and discussed. Evaluation tended to focus on the ability of
communities in the developing world to assimilate new technology and the
speed with which this could improve economic development. In addition
candidates discussed the difficulties which would face a community trying
to adopt greater contraception, particularly in the face of cultural
prejudices and lack of finance. Candidates also touched upon the problems
associated with trying to reduce corruption or open up an economy to
international trade.

b) Candidates were asked to discuss the economic benefits of wider primary
education. The best candidates were able to identify and discuss four
different benefits. These ranged from increasing competitiveness,
productivity, international trade, attractiveness of foreign direct
investment, greater social participation which combined to increase the
ability of the economy to claim aid and debt relief. Unfortunately not all
candidates were able to develop their arguments sufficiently to fully access
the available marks, whilst others lost focus or did not address the
economic benefits.

Candidates were able to evaluate the benefits of expanding primary
education, with many discussing whether such an expansion would be
sufficient to result in the economic benefits discussed, without expansion of
secondary and tertiary level education as well. Others discussed the
opportunity cost of lost output as a result of the expansion of primary
education. Some candidates focussed their evaluation on the obstacles
facing an expansion of primary education, and thereby overlapped with C.
Clearly the focus was on evaluating the economic benefits and the ease
with which these could be obtained.

Some candidates were confused by the concept of primary education and
focussed on primary product dependency and in particular Prebisch Singer.

c) This question gave students the opportunity to explore a number of
obstacles to the expansion of primary education from lack of infrastructure,
finance to cultural obstacles to expansion amongst females.

Very few candidates used the example from Mexico to discuss the obstacles
that were faced there and how these were overcome. Others found
difficulty in understanding the meaning of the word “obstacles” and
therefore offered very limited answers.

Evaluation was limited here, perhaps because candidates often associate
evaluation with problems and therefore could not respond to having to
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evaluate a problem. Candidates could have discussed government policies
to overcome low participation rates and their effectiveness. Other
evaluation could have considered drop out rates or the opportunity cost of
increased enrolment.

d) Candidates were asked to offer three influences on economic growth other
than education - these could have been either positive or negative
influences. As this was an open-ended question candidates were able to
offer a range of answers covering a number of different responses including
access to the raw materials, levels of savings related to investment,
development of secondary and tertiary industries, in particular tourism, and
government spending.

Better candidates were able to evaluate extensively, weighing up the
strengths of each influence and comparing which played the most
significant role in the economic performance of a country. In addition
candidates also evaluated the particular policies and considered the time
lags or the likelihood of success when looking at a particular influence.

Question 2

a) Candidates were clearly well versed in the factors that could have caused
China’s recent level of economic growth. The text provided clues and many
of the best answers developed the themes in the extract expanding on
membership of World Trade Organization and the access to new export
markets that this brings with it, as well as the rise of multinational
corporations being based in China and the movement away from
Communism toward a more capitalist economic system.

Evaluation was often limited here as candidates were not able to discuss in
any great depth the effectiveness of any of the policies that they identified.
There is limited consideration on the part of many candidates that it does
not naturally follow that an increase in investment by MNCs will increase
domestic employment. There may well be income flows out of China as a
result, much of the work may be unskilled and poorly paid, and the size of
the consequential multiplier may be quite small. Better candidates are of
course able to consider these wider issues in depth and therefore score
highly in these sort of questions.

b) Although the specification clearly identifies that candidates should have a
working knowledge of the differences between relative and absolute
poverty this was particularly poorly done. Very few candidates were able to
score highly in this question.

Candidates should have noted that absolute poverty had declined in China,
but had not disappeared entirely. It was hoped that the candidate might
discuss why despite high levels of economic growth China still had a
sizeable proportion of the population who were absolutely poor.

Furthermore the candidates were expected to distinguish between absolute
and relative poverty. Reference to differences between income groups was
sufficient to initiate discussion as to whether relative poverty was in decline
or not. Most candidates correctly identified that relative poverty was most
likely in decline, but the most able were in a position to suggest that
relative poverty might continue to exist, and indeed increase if income
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differentials widened as a result of the economic growth that was apparent
in China.

c) Candidates are well versed in the weaknesses of GDP as a purely monetary
measure, but few were able to discuss why this would mean that it was a
poor indicator of economic development.

Many answers focussed on the features of GDP and clearly displayed a lack
of understanding of the differences between an increase in GDP and an
increase in the levels of development.

The best candidates were able to discuss the weaknesses of GDP, referring
to alternative measures of economic development such as HDI and other
factors that might be considered when looking at economic development
such as literacy rates, infant mortality, working hours, political freedom
and levels of corruption.

Clearly centres would do well to ensure that their candidates are well
versed in the differences between economic development and a purely
monetary measure of an increase in the output of an economy.

d) Candidates considered a wide range of environmental consequences for
China and the world as a result of continued economic growth. These
focussed in the main on air and water pollution, soil degradation,
deforestation and biodiversity.

A large number of candidates focussed on the impact on human beings at
the expense of any discussion of the environment, whilst others
misinterpreted the question and discussed the advantages of economic
growth for China.

Evaluation in this section often remained elusive and capped the potential

for high marks. Of course the better candidates have come to understand
that each point that is made should be evaluated.
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6356/01 - The UK in the global economy
Examiners’ Report June 2007

General Comments
Mean mark: 53.9; Standard Deviation: 14.1

This paper proved to be at least as challenging as that set in June 2006: the essays
and data response questions required the ability to think independently, to apply
higher order analytical and evaluative skills together with knowledge of the UK
economy over the last 10 years.

Weaker responses were characterised by inaccuracies both diagrammatic and
analytical together with weak ability to interpret questions correctly. All too often
answers in these scripts were poorly focused on the questions set, contained
limited analysis and were littered with imprecision. There was often a complete
absence of evaluation in these responses. It was disappointing that a sizeable
proportion of students appeared to have little knowledge of recent economic
events and trends in the UK economy.

Section A: Essays.

The most popular essay was question 1 on trading blocs and protectionism while
the least popular was question 3 on unemployment and inflation. There was a
pleasing improvement in the understanding of key terms such as ‘trading blocs’ and
‘fiscal deficit’. A much greater proportion of candidates defined these terms
correctly than in previous examinations.

Question 1

(a) The majority of candidates were able to describe the conflict between the aims
of the WTO and trading blocs. However, fewer responses acknowledged the way in
which trade blocs can assist the WTO aims. The better responses considered trade
creation and trade diversion.

While there were some good evaluative responses, relatively few answers
contained a conclusion which is desirable when the command phrase in the
question is ‘to what extent’.

Compared with previous examinations, there were relatively few answers in which
trading blocs were confused with types of protectionist policies.

(b) The majority of candidates included an accurately drawn tariff diagram and
identified the areas representing tax revenue, welfare losses and change in
imports. The better answers went on to discuss the effects of increased
protectionism including the impact on both EU producers and those outside the EU.
Relatively few candidates evaluated their tariff analysis in terms of elasticities and
magnitudes.

In weaker responses there was a tendency to focus on the reasons for protectionist
policies rather than a consideration of the effects of protectionism. Further many
answers concentrated on the advantages of protectionism rather than on the
effects of an increase in protectionism.
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Question 2

(a) While the vast majority of candidates knew the meaning of the terms fiscal
surplus and fiscal deficit, few seemed to have much knowledge about the UK
economy since 1999. Many responses were purely theoretical, worded as ‘if the
economy was in recession...” or focused solely on the reasons for a fiscal deficit and
did not mention any reasons for a surplus. For the deficit, the majority of
candidates noted that government expenditure must have increased and discussed
the government commitments to improving public services.

The best answers were able to discuss a variety of reasons and were impressively
knowledgeable about recent economic history and used this information to good
effect.

(b) There were some very good responses to this question which were well
balanced, carefully explained and highly creditable. These contained mature
analysis of the significance of an increasing fiscal deficit in relation to the debt
burden, crowding out, the Golden Rule, aggregate demand/aggregate supply
analysis and entry into the euro. They also considered both long run and short run
effects.

Weaker answers were preoccupied with the methods required to reduce a deficit
and ignored the phrase ‘increasing fiscal deficit’. This often resulted in very
confused and contradictory analysis.

Question 3

(@) The best responses included consideration of all three countries and offered
valid reasons for possible differences including labour market flexibility,
application of supply side policies, unemployment benefits and the relative
attractiveness of the UK for foreign direct investment. However, Poland’s status as
a transitional economy, probably studied in Unit 1, escaped the memory of most.
Weaker responses tended to ignore Poland and Germany and focused solely on the
UK with the result that there was no attempt to contrast unemployment rates
between the three countries.

(b) There was some good theoretical analysis of the Phillips curve and the
expectations augmented Phillips curve although some explanations were
superficial. Further, many candidates were unable to relate the analysis to the UK
economy. Nevertheless, there were some excellent answers which provided a
sound critique focusing on alternative factors influencing the UK’s inflation and
unemployment rates such as the ‘China effect’, the application of supply side
policies, foreign direct investment.
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Section B: Data Response

Question 4 (on globalization) was significantly more popular than question 5 (on
the UK’s balance of trade in oil). However, there was no discernable difference in
performance on these questions.

Question 4

(@) This was generally answered well but some answers did not convey the idea
that globalization was a process.

(b)(i) Most candidates offered some valid reasons and made appropriate use of the
information provided. However, most responses ignored the command word
‘discuss’ with the result that evaluation was scarce.

(b)(ii) This proved to be a challenging question and most candidates found it
difficult to provide a convincing response. The best answers considered the capital
flows associated with FDI and the role of multinational companies in offshoring and
outsourcing. These answers often went on to consider the subsequent increase in
trade. However, some confused responses discussed the process by which high
interest rates would attract ‘hot money’ wrongly assuming that this constitutes
foreign direct investment.

(b)(iii) This was quite well answered: almost all candidates were able to identify
two factors although some penalized themselves by discussing the role of
multinational companies which led invariably to consideration of foreign direct
investment (which was specifically excluded by the question). The best responses
often discussed the role of the World Trade Organisation in reducing trade barriers
and the falling cost of communications as major factors contributing to
globalization and provided some worthwhile evaluation. Weaker answers did not
consider the link between the factors identified and globalization and ignored the
command to ‘assess’ with the result that they did not access any evaluation marks.

(c) This was generally answered quite well: most candidates were able to identify
the trend in the UK’s trade balance and explained this in terms of the UK’s
changing comparative advantage and the failure to compete with China and India.
There was some really good discussion of the UK’s marginal propensity to import,
the value of the pound and the UK’s productivity. However, in weaker responses
there was often little development of the points identified.

(d) This question allowed scope for candidates to discuss macroeconomic policy
generally. Many candidates answered this question by considering each objective
in isolation but the best responses used AD/AS analysis to discuss the effect of FDI,
the impact of Chinese industrialization and the significance of immigration.
However, evaluation was often weak: in particular, there was little comment on
the possibility of achieving the ‘combination of objectives.’
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