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ECONOMICS 
 
 

Paper 2281/12 

Multiple Choice 

 
 

Question 
Number 

Key  
Question 
Number 

Key 

1 B  16 D 

2 C  17 A 

3 A  18 A 

4 C  19 C 

5 B  20 C 

     

6 C  21 B 

7 A  22 D 

8 A  23 B 

9 B  24 D 

10 A  25 C 

     

11 B  26 D 

12 C  27 D 

13 A  28 A 

14 A  29 B 

15 B  30 D 

 
 
General Comments 
 
 
The questions for which most candidates selected the correct answer were 1, 2, 9, 10, 11, 12, 18, 19, 20, 
and 28. These questions were answered correctly by 80% or more of the candidates. They covered different 
parts of the syllabus and were set to test different skills. 
 
The questions for which the fewest candidates selected the correct answer were 3, 4, 5 and 22. These 
questions were answered correctly by 50% or fewer candidates. The rest of the questions gave results which 
were well within the levels expected. 
 
 
 
Comments on Specific Questions 
 
Question 3 was answered correctly by 45% who chose option A. 39% also chose option B, 6% chose option 
C and 10% chose option D. The curve shows the possibilities of production. Some events might make it 
unlikely that the full potential of an economy will be reached but they do not change the possibility that at 
some point it may be reached. B and D remain possible in the future. C is not possible as it is outside the 
production boundary. 
 
Question 4 was answered correctly by 48% who chose option C. 28% chose A, 8% chose option B and 15% 
chose option D. The amount of profit cannot be determined (A) as no information is given about the costs 
incurred. The lost revenue would be $300 not $60 (B) and the figure for the daily opportunity cost (C) is 
inaccurate. 
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Question 5 was answered correctly by 46% who chose option B, 22% chose option A, 10% chose option C 
and 23% chose option D. The equilibrium price is one where the market is in balance and there is no 
pressure for either the quantity demanded or the quantity supplied to change. 
 
Question 22 was answered correctly by 49% of the candidates who chose option D. 5% chose option A, 
32% chose option B and 14% option C. The inflation rate was lower in 2011 than in 2010 but it was still 
present (B). This would be disinflation. Prices do not fall until 2013 – a fall in prices is deflation. 
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ECONOMICS 
 
 

Paper 2281/13 

Multiple Choice 

 
 

Question 
Number 

Key  
Question 
Number 

Key 

1 D  16 B 

2 D  17 A 

3 C  18 D 

4 D  19 C 

5 D  20 A 

     

6 C  21 A 

7 A  22 A 

8 A  23 C 

9 A  24 A 

10 C  25 B 

     

11 D  26 B 

12 D  27 D 

13 B  28 B 

14 B  29 B 

15 B  30 D 

 
 
 
 
 
General Comments 
 
 
The questions for which most candidates selected the correct answer were 2, 5, 6, 7, 14, 19, 25, and 26. 
These questions were answered correctly by 80% or more of the candidates. They covered different parts of 
the syllabus and were set to test different skills. 
 
The only questions which were answered correctly by fewer than 45% of the candidates were Questions 21, 
and 22. 
 
 
Comments on Specific Questions 
 
Question 21 was answered correctly by 42% of the candidates who chose option A. 9% chose option B, 
40% chose option C and 9% chose option D. The income of the poor would be included – the option does 
not refer to subsistence or home production. Exports and businesses are also included. 
 
Question 22 was answered correctly by 33% of the candidates who chose option A. 11% chose option B, 
8% chose option C and 47% chose option D. An increase in growth in one economy would be likely to affect 
the economies of other countries (D) unless it was a closed economy. Economic growth, however, would not 
necessarily benefit everybody (A). There may be some negative aspects from economic growth which would 
affect some people or the positive aspects may not be distributed to all the population. 
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ECONOMICS 
 
 

Paper 2281/22 

Structured Questions 

 
 
Key Messages 
 
Candidates should read questions carefully and pay much attention to the command words such as “Explain” 
and “Discuss”; and other key words in the questions such as “more”, “an increase in”, “all workers”, “the 
main economic aim” and so on. 
 
As questions are set on a range of well defined skills and concepts, it is important that candidates have a 
good grasp of the whole syllabus to perform very well. 
 
It is important for candidates to bring out clearly the links between events, examining cause and effect and 
concepts as well as intervening factors. 
 
The use of a standard calculator is permitted in this examination and the focus of calculation questions 
is on economic knowledge. 
 
 
General Comments 
 
The question paper covered a wide area of the syllabus and each question was graded from a lower to a 
higher order of difficulty. Performance spread over all grades. Some candidates produced excellent answers 
which showed an impressive depth of knowledge. They demonstrated a very high level of understanding and 
very well developed analytical and evaluative skills. 
 
Most candidates coped well with Question 1 of Section A. However, some candidates just copied parts of 
the extract and did not make use of the extracted information to answer the appropriate parts of the question 
correctly. With some more careful attention, they could have scored higher marks. 
 
Of the six questions in Section B, Question 1 was the most popular and Questions 2 and 6 were the least 
popular. A large number of candidates answered parts (a) and (b) relatively well but attempts at parts (c) and 
(d), which required higher order skills where application of economics knowledge was imperative, were less 
successful.  A number of candidates provided relatively long answers which lacked relevant economic 
reasoning and some revealed confusion over key economics terms and concepts. 
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Comments on Specific Questions 
 
Section A 

 
Question 1 
 
(a) A relatively high proportion of candidates did not understand that the tertiary sector was increasing 

by 3% as other sectors shrank by this amount. A straight forward 62% + 1% + 2% i.e. 65% of GDP 
was expected. Some candidates did show the ability to handle and interpret numerical data. 

 
(b) The two benefits of free trade for Mexican firms were generally well identified. But some 

candidates wrote general answers on the benefits to an economy, or to consumers, overlooking 
information from the extract. 

 
(c) (i) Many candidates restricted their answers to a better living standard but stronger answers linked it 

to better nutrition, healthcare, housing and education. 
 
 (ii) Some candidates stated what GDP per head and the life expectancy of each country were without 

any reference to figures in Table 1. Some candidates produced perceptive answers to illustrate that 
although generally people in countries with a higher DP per head have a longer life expectancy, 
this might not always be the case, by comparing Bangladesh to South Africa. Many candidates 
focused only on the high GDP per head and high life expectancy relationship without showing the 
exception. 

 
(d) This was a generally well answered question. 
 
(e) There were some good answers to this question which provided a balanced discussion of the 

benefits to the Mexican economy of rising production costs in China and why it might not also 
benefit Mexico. The answers of some candidates lacked relevance by asserting that China would 
benefit from its rising production costs or otherwise. 

 
(f) This was generally well answered with a relatively high number of candidates being able to bring 

out the differences between monopoly and perfect competition. Any two features compared scored 
full marks. 

 
(g) There were some insightful answers which considered how the benefits to consumers in the form 

of lower price, better quality and innovated products encourage firms to produce what consumers 
want. However, a number of candidates copied parts of the extract without any real attempt to 
answer the question. 
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Section B 

 
Question 2 
 
(a) In general, candidates were able to define ‘ resources’.  
 
(b) A clear understanding of externalities was needed to be able to give a precise definition of external 

cost. This was quite rare. Many candidates wrote at length on pollution without linking it to 
damages to the health of those not travelling, i.e. third parties. 

 
(c) This part was not so well answered. Quite a number of candidates concentrated on direct jobs 

(travel and tourism) although they could also have considered indirect jobs in other industries. 
 
(d) Some candidates produced strong answers to this part and there was a good awareness of factors 

like income, price, population, price of related goods and so on. There were some very good 
answers explaining the factors affecting international travel and what will cause it to ‘continue to 
increase’. However, many candidates overlooked the meaning of ‘continue to increase’ and 
considered factors which might lead only to sporadic increases in demand such as summer times. 

 
Question 3 
 
(a) Many candidates could not provide a precise definition of supply. Many defined it as the willingness 

and ability ‘to produce’ instead of ‘to sell’.  Further, whatever is produced might not necessarily be 
offered for sale. 

 
(b) There was a range of responses to this question but performance was generally good. The 

question did not explicitly require a diagram to be included but many candidates chose to include 
one and used it to good effect. Candidates mostly wrote on taxes and subsidies and scored full 
marks. 

 
(c) Candidates demonstrated a good awareness of what makes demand price-elastic: availability of 

substitutes, the output being a luxury and other typical factors leading to high price-elasticity. 
However, this was insufficient, as answers should have focused on what makes demand ‘more’ 
price-elastic. Answers such as closer substitutes, less addictive and so on were expected. 

 
(d) Only a few candidates provided strong answers to this question to score full marks. Most 

candidates limited the scope of their answers to economic growth leading to higher wages without 
making the links clear. They could have developed answers related to higher labour demand, 
higher labour productivity and strengthened union’s power. This particular aspect of the question 
was not always clearly understood by candidates. 

 
Question 4 
 
(a) Most candidates were able to give a correct definition of productivity in terms of output, per factor 

input, per time period. Candidates could have referred to any factor of productivity but most of them 
wrote on labour productivity in terms of output per worker per hour. Some candidates overlooked 
the time factor. 

 
(b) Most candidates explained successfully how labour and/or capital productivity might increase. 

Some also considered land productivity. Productivity of any factor could be considered. Examples 
of relevant answers were (i) improvement in education and training as more skilled workers can 
produce more; (ii) increase in wages and non-wage factors which may motivate workers to work 
harder; (iii) increased investment for advancement in technology since more up to date capital 
goods are likely to boost output. Candidates who wrote on land productivity and that it may 
increase through better fertilisers, irrigation, better seeds and de-rocking programmes also scored 
full marks. Some candidates based their answers on total output/production instead of productivity. 

 
(c) This part proved to be quite difficult to many candidates who were unable to link HDI to the literacy 

rate, life expectancy and GDP per head. Instead of analysing the reasons for which a country might 
have a high HDI, many candidates only briefly mentioned the three factors affecting HDI. Good 
candidates broke down the component of HDI in terms of GDP per head, literacy rate and life 
expectancy and then analysed how an improvement/increase in these indicators would lead to 
‘higher’ HDI. For example a good healthcare system and/or good nutrition will increase people’s 
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life expectancy, a good education system/high spending on education and positive attitudes to 
education may lead to expected longer years of schooling; a high level of total demand, good 
quality of resources and sound economic policies can result in high GDP per head. 

 
(d) The more able candidates provided a well-balanced answer which considered both the benefits 

and drawbacks for an economy from having full employment. The lower ability candidates focused 
on the benefits of full employment, thus providing a one sided argument. Possible benefits include 
efficient use of resources, high living standard and lower poverty; lower spending on 
unemployment benefits, higher tax revenue and thus government spending on other areas such as 
education and healthcare could be increased; less social evils like drugs, prostitution, theft and 
crime. Possible drawbacks included demand-pull  inflation which might occur because high income 
might lead to higher aggregate demand. Cost-push  inflation might also occur as shortage of 
workers could lead to pressure for higher wages; thus productivity may fall as the last worker 
employed may not be that skilled so would add less to additional output. 

 
Question 5 
 
This was the most popular question. 
 
(a) Many candidates could not give an accurate definition of ‘medium of exchange’. Some confused it 

with the term ‘exchange rate’. However, in many answers the characteristic of money as a 
commodity, which is generally acceptable in exchange of goods and services, featured well. 

 
(b) There were some good answers to this question which explained the differences between the 

central bank and the commercial bank. Some answers were however too superficial or vague in the 
sense that the general functions of one or the other were listed without any comparison. 

 
(c) There were some interesting answers which analysed how an increase in money supply could lead 

to greater spending causing demand-pull  inflation. Reduction in savings may also result due to 
increased spending and inflation. However, many candidates dwelt only on inflation and did not 
comment on savings. 

 
(d) The strongest answers to this question made use of relevant economic analysis to assess why 

price stability should be the major aim. There were some clear comments that inflation could have 
some benefits and of the need to have other aims. But some answers were too brief on the price 
stability aim and focused mainly on the other aims. Only very few candidates rightly pointed out 
that the ‘major aim’ could change according to the prevailing level of economic activity or the 
prevailing economic situation. 

 
Question 6 
 
(a) Most candidates were able to produce a reasonable definition of capital goods while some others 

gave examples instead. 
 
(b) This part was quite confusing for some candidates who could not link higher export prices with 

greater export revenue. Few answers contained inelastic demand for export, depreciation of 
currency, rise in incomes abroad and so on. Many responses were incorrectly based on how 
revenue would rise with an increase in export. 

 
(c) This was quite well answered with candidates analysing the need to impose protectionist 

measures, subsidies, expenditure switching and reducing measures as well as supply side policies. 
Weaker answers were not necessarily inaccurate but they did not explore further the connection 
between government action and the favourable effect on the BOP. 

 
(d) A good discussion was generally provided to this part question. A few candidates argued that both 

governments and the private sector should be involved without developing valid arguments. The 
scripts of many candidates did not contain a balanced discussion. Weaker candidates supported 
only one side of the discussion. 
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Question 7 
 
(a) Most candidates were able to produce a reasonable definition of a developed country with the 

strongest ones recognising a diverse range of relevant features. 
 
(b) There were some good reasons given why people would spend most of their income. But the 

quality of answers varied widely though this part of the question required a lower order of economic 
reasoning. Many candidates only explained why people ‘would spend’, ignoring ‘most of their 
income’. They also did not think about ‘low income’, ‘low interest rate’ or ‘expectation of a price rise 
in the future’, to mention a few. 

 
(c) There was some clear analysis on how an increase in investment might increase a country’s 

economic growth rate. But in many cases analysis was limited to economic growth and many 
candidates were not able to link investment to economic growth. The question required an 
understanding of “how an increase in investment may increase a country’s economic growth rate”. 

 
(d) The best responses discussed a range of fiscal measures to reduce poverty. In some cases, 

answers overlooked the part on fiscal policy and candidates wrote vaguely on poverty reduction. 
There was also confusion between absolute and relative poverty. The good scripts referred to 
standard of living and low spending on unemployment benefits and also dealt with the other side of 
the argument, i.e., why it might not. 
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ECONOMICS 
 
 

Paper 2281/23 

Structured Questions 

 
 
Key Messages 
 
Question 1 responses required candidates to select relevant information from the extract. It was good to see 
that many candidates were able to select and build upon information from the extract in their answers. There 
were very few instances of candidates just copying sentences in the hope that they contained the right 
information. This meant that the quality of answers given in Section A were of a good standard and often 
higher that those given in Section B.  
 
The use of the same command words in each question in Part B would appear to have helped to make it 
easier for candidates to select the questions to answer and indeed assist in the amount of information to be 
provided for each part. 
 
It is disappointing that the quality of answers to the part (a) questions in Section B has often been poor even 
for candidates who have done well on other parts of questions. The expectation is that the majority of 
candidates would have a good knowledge of economic concepts and terms. However, the evidence in this 
paper is that many answers are incomplete or lack precision. 
 
In most of the part (d) questions in Section B there is a need for the candidate to give a balanced answer as 
they are required to analyse and evaluate. Full marks cannot be obtained unless there is an attempt to give 
both sides. The evidence from this paper is that there is often an imbalance or simply a reverse of the 
previous argument. The answers to part (d) questions will contribute significantly to the ability of candidates 
to get the top grades in this exam.  
 
The use of a standard calculator is permitted in this examination and the focus of calculation questions 
is on economic knowledge. 
 
 
General Comments 
 
There is little evidence to suggest that candidates did not have sufficient time to answer four questions. 
Rubric errors were few. 
 
The number of candidates producing a list as an answer continues to fall. 
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Comments on Specific Questions 
 
Section A 

 
Question 1 
 
(a)  The majority of candidates were able to calculate that the number of people was arrived at by 

calculating 42% of 12 million. A few unfortunately put the wrong number of noughts at the end or 
multiplied 12 million by 58%.  

 
(b)  This was generally well done. Candidates were clear about how increased spending on education 

would reduce poverty. A common correct response was that it would result in better skills leading to 
employment or higher skilled jobs which would mean higher income and therefore a greater ability 
to buy basic necessities taking them out of poverty. Increased government spending on healthcare 
was less developed but many candidates identified that it could result in greater productivity and 
less time off work if workers were fit. 

 
(c)  Improved healthcare and net inward migration were contained in the extract and relatively easy to 

identify. Both would lead to an increase in average age of Rwanda’s population and most 
candidates identified one of these reasons. A common misconception was that as half the 
population was aged less than 25 years they would get older and, therefore, the average age 
would rise. However, this makes an assumption not expressed in the extract that either the birth 
rate or death rate will fall in the future.  

 
(d)  Most candidates identified that the level of economic growth was related to the level of net 

migration. Most candidates were able to give specific examples e.g. Macau having the highest net 
migration and South Africa having the lowest. The best answers also explained why net migration 
affected the rate of economic growth. In a few cases, candidates identified a relationship but did 
not make reference to the data in Table 1. 

 
(e)  Most candidates correctly identified that agriculture in Rwanda was labour intensive citing that 

there had been little investment / lack of equipment. However, a significant minority wrongly gave 
the fact that 80% of the workforce being engaged in agriculture confirmed that it was labour 
intensive. 

 
(f)  Candidates were better at discussing why concentrating on products with inelastic demand was 

beneficial to farmers. Many explained that raising the price of an inelastic good meant that revenue 
would rise and that income was more secure than with products with elastic demand. Quite a few 
also explained that these were likely to be necessities bought by most people. There were fewer 
good responses on why it might not be beneficial to farmers. Indeed some answers did not address 
this issue at all. However, where they did, the common response was that it was risky to rely on 
just a few crops, e.g. could be affected by disease or poor weather, and that there could be 
competition from overseas if prices rose too much. 

 
(g)  The majority of answers explained that lower prices for food might arise because the government 

had removed import duties from food imports. Fewer responses explained that increased 
productivity by farmers could lead to lower prices. A common error was to select the sentence in 
the extract relating to energy costs and the banking sector without explaining how this lowered food 
prices. 

 
(h)  This was reasonably well done as most candidates were able to explain that borrowing could lead 

to higher consumption by individuals and higher investment by firms. Increased demand led to 
higher output and more employment. The reasons why it might not be beneficial were less well 
done. The issue of getting into debt was mentioned by quite a few but the impact on inflation and 
demand for imports was less commonly explained. 
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Section B  

 

Question 2 
 
(a)  There were only a few correct definitions given to the term “average revenue”. This is surprising 

given the importance of the economic term and the fact that in the past candidates have understood 
the economic term “average cost”. Whilst revenue was often understood, many responses did not 
explain that average revenue was simply total revenue divided by the quantity sold. Revenue was 
often confused with profits and average revenue was achieved by dividing total revenue by the 
number of firms. 
 

(b)  This was also not well done. A common response was that luxury products were simply expensive 
products without an explanation of why that made them elastic in demand. Whilst a few candidates 
correctly related the elasticity to the fact that such items made up a large proportion of a person’s 
income, fewer identified that such products were more of a want than a need or the fact that usually 
luxury goods may have close substitutes which would make demand more elastic. 
 

(c)  Many candidates still confuse price elasticity of supply with price elasticity of demand. Therefore 
many of the answers given were incorrect since they affected demand rather than supply, e.g. 
advertising campaigns. Supply can become more elastic if products can be stored and if the factors 
of production can be made more flexible and available. Some very good answers were given here 
including, the use of artificial ingredients rather than natural ingredients that may be limited in supply, 
outsourcing production abroad and being able to switch resources between a range of products 
according to changes in demand. 
 

(d)  Answers were generally sound in that candidates understood the concept of profit and the 
characteristics of a foreign market. Popular responses highlighted that savings could be made from 
not paying import tariffs or the transport costs faced when exporting abroad and that the cost of 
factors of production, especially land and labour, might be cheaper in a less developed country. Very 
good answers often also mentioned favourable tax concessions from governments and that being 
based in the country meant it was often easier to identify market trends. The reasons why a firm 
might make less profit was less well done in most cases. Common factors included the cost of start-
up costs and the loss of economies of scale achieved in producing at home as well as the fact that 
the foreign market might be in a developed country where costs were generally higher.  
 

 
Question 3 
 
(a)  The term ‘market economy’ was understood by most candidates who identified such a market as one 

where there was no (or very little) government involvement and subject to a price mechanism or the 
market forces of demand and supply. 
 

(b)  For many candidates, the answer given suggests that they were not clear what was meant by an 
external cost, as many of the examples given were private costs to the individual. Where correct 
responses were given, references were made to the additional costs of healthcare for individuals 
with healthcare problems, such as obesity, which were paid for by everyone and that poor health 
could mean lower productivity of the workforce because of greater absence through illness. 
 

(c)  Many candidates identified reasons using information in the question stem. Thus extra income for 
individuals from gold payments from the Dubai Government for losing weight and subsidies paid to 
producers that reduced costs and, therefore, price of chocolate were common. Other candidates 
gave more traditional answers including growth in population, change in tastes, increases in prices of 
substitute goods and advertising as reasons why demand might rise in the future. However, overall, 
the number of candidates correctly identifying three reasons was relatively low.  
 

(d)  It was clear from the answers given that quite a few candidates still do not fully understand the 
economic term of market failure and confuse it with a firm(s) in an industry simply not making a profit. 
Many candidates were, however, able to explain that a government subsidy would reduce costs 
enabling a firm to increase supply and/or reduce the price of the good. Few candidates were able to 
explain how this reduced market failure. Those that did explained how this would assist the provision 
of, and consumption of, goods providing social benefits. Reasons why subsidies might not reduce 
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market failure included producers not passing on the reduction in costs to consumers and the fact 
that the government could have used the revenue for other purposes which were more beneficial to 
consumers. A few mentioned that the subsidy might have been given to firms producing goods with 
high social costs, such as cigarettes, thus making market failure worse.  

 
Question 4 
 
(a)  This economic term was understood by most candidates although a sizeable minority thought that 

such companies were in the public sector and owned by the government. A few also stated that such 
firms had unlimited rather than limited liability. 
 

(b)  Some of the reasons given why firms may differ in size did not relate to the same industry and 
therefore did not gain marks. Common correct reasons included factors such as how long a firm had 
existed for e.g. larger firms tended to be those that had existed for a longer period of time and 
therefore had a broader customer base and greater access to capital to grow in size. The other 
common reason was the goal of the owners and whether or not they wanted to grow in size or stay 
relatively small. 

 
(c)  Unfortunately, quite a few candidates did not explain why a firm might change the proportion of 

labour or capital it employed. Too many responses related to a static scenario about why a firm 
might be more labour-intensive or capital-intensive. In some cases the change related to different 
industries rather than the same firm. Those that did well made reference to the relative cost and 
productivity of using labour or capital and the reasons why this might change e.g. shortage of labour 
might increase labour costs making it cheaper to use more capital and less labour. 
 

(d)  Answers to this question were usually good with most candidates understanding and able to explain 
why larger firms can benefit from economies of scale which means that with lower costs they can sell 
at lower prices than small firms. However, there were also some good answers on why this might not 
always be so; e.g. diseconomies of scale and using monopoly powers to raise prices were common 
responses. A few stated that it could be that large firms produced a higher quality product or spent a 
lot of money on advertising their brand image which enables them to charge higher prices and retain 
customer loyalty. 

 
Question 5  
 
(a)  This was another economic term where the number of correct responses was low. Labour is simply 

the human effort used in producing goods and services. However many candidates just referred to 
workers and did not mention the production. 

 
(b)  The majority of answers correctly identified that a rise in employment would mean that more people 

were likely to join a union and that this would give the unions more bargaining power. Fewer 
responses identified that this would mean an increase in revenue for trade unions or that it would 
enable them to successfully demand better wages and conditions of service for its increased 
membership. There was a small minority of candidates who confused trade unions with companies 
who employed workers. 
 

(c)  Most candidates appeared to understand the concept of inflation e.g. rising prices; but fewer were 
able to explain the process by which trade unions could cause inflation. Those that could explained 
how trade union action could cause both demand-pull inflation (where higher wages led to increased 
demand) and cost-push inflation (where higher wages meant higher costs for firms) who therefore 
increased their prices in order to maintain profits. 
 

(d)  The answers given showed that most candidates understood that unemployment could arise from 
firms reducing the labour force in order to cut costs e.g. where there was cost-push inflation although 
many candidates did not mention cost-push inflation. Very few mentioned that unemployment might 
arise from exports becoming less internationally competitive or imports becoming cheaper than 
domestic goods. On the other hand, quite a few candidates also made the point that if inflation was 
demand-pull, firms were less likely to reduce employment of labour because there was a need to 
increase output. 
 

  



 
 

Cambridge General Certificate of Education Ordinary Level 
2281 Economics November 2015 

Principal Examiner Report for Teachers 
 

  © 2015 

Question 6 
 
(a)  Most candidates understood that a quota was a limit or restriction on imports. 
 
(b)  There was a wide range of responses to explaining the structure of the current account of the 

balance of payments. Some candidates were only able to identify trade in goods and trade in 
services without an explanation of what this meant. Others were able to identify income flows and 
current transfers as well, although often without any explanation. The answers generally suggest that 
most candidates understand what is meant by the current account but are not always able to explain 
what is included in each of the four components. 
 

(c)  Generally speaking most answers showed an understanding that where there was a surplus on the 
current account, exports were greater than imports and that there would be a greater demand for the 
currency of a country resulting in a rise in price or appreciation. Most assumed that this was due to a 
rise in exports rather than a reduction in imports and therefore a fall in the supply of the currency.  
 

(d)  Most candidates showed an understanding that a depreciation meant a fall in the value of a 
currency. However, fewer candidates were able to explain whether the consequences of the 
depreciation were likely to be good or bad. A common response identified that import prices would 
rise which could lead to cost push inflation but equally could result in domestic goods becoming 
more competitive both at home and in export markets. Generally speaking there was a good balance 
in answers. 

 
Question 7 
 
(a)  Most candidates were able to identify two influences on household spending, such as income and 

wealth. Common errors related to identifying the impact of changes in the price and expenditure on 
individual goods and services.  

 
(b)  Responses showed that candidates could make the connection between recession and lower tax 

revenues. However, in quite a few cases, having identified that income and spending had fallen, the 
answer did not explain which tax revenue would have fallen. Often the candidate stated that there 
would be higher unemployment in a recession but did not state why income tax would fall. In some 
cases the candidate explained that the government may have reduced income tax in order to 
increase the purchasing power of consumers.  
 

(c)  The three main components of HDI are now understood by most candidates. For this question there 
was a need to analyse how these three components – education, healthcare and GDP per head 
were affected by a reduction in government spending in order to gain any marks. This was often not 
done. 
 

(d)  The answer to this question was done well by many candidates. The correct monetary policy meant 
lower interest rates and increased money supply which would lead to higher consumption and 
investment, leading to an increase in aggregate demand and supply, i.e. economic growth. A 
reversed argument would also explain why monetary policy could lead to a fall in economic growth. 
Good answers mentioned the possible effects on inflation and on the balance of payments and the 
fact that there were other government policies that might be more effective in increasing economic 
growth, e.g. fiscal policy and supply side policies. Very few candidates confused monetary policy 
with fiscal policy. 
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