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Introduction

This was the twelfth sitting of the International Advanced Level (IAL) Economics paper, Unit 2,
relating to macroeconomic performance and policy.

This unit introduces the key measures of economic performance and the main objectives and
instruments of economic policy within an international context. Candidates learn how to use a
basic AD/AS model to analyse changes in real output and the price level.

Candidates assess when demand and/or supply side policies may be appropriate ways of
improving an economy’s performance; consider these policies in a specific, historical context;
predict the possible impact of such policies and recognise the assumptions involved.

Candidates should understand different approaches that may be used by policy makers to address
macroeconomic problems and to identify criteria for success. The ceteris paribus assumption must
be used when developing economic models.

As in previous series, the paper is split into 2 sections: Section A comprises of 8 supported multiple
choice questions with a total of 32 marks. Section B has a choice of 2 data response questions with
a total of 48 marks. The total available marks for this unit is 80.

There continues to be a marked division in performance between the candidates who had learned
the theory, including precise definitions and accurate diagrams, and those who had more limited
knowledge. This means some candidates struggled to achieve knowledge marks and were
consequently less likely to be able to apply, analyse and evaluate to any extent.

In this series, far more candidates attempted Q9 (the economy of Madagascar) than Q10 (the
economy of Norway).
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Question 1 

This question was intended to examine the understanding of the link between interest rates, the
costs of borrowing/reward for saving and AD. It was generally answered well. Candidates who
understood that consumption and/or investment is a component of AD often provided a diagram
as part of their explanation. There also needed to be some explanation of how changes in interest
rates might impact upon consumption and/or investment.

For 2 marks candidates should have drawn an AD/AS diagram (axes and curves labelled correctly)
with a rightward shift of the AD curve. Only 1 mark was awarded if candidates had not labelled the
diagram correctly.

The labels for a diagram were expected to show:

Y-axis: Price Level/Average Price Level/CPI (Price on its own is incorrect).

X-axis: Real Output (not quantity).

SRAS curve labelled.

AD curve labelled.

Shifted AD curve labelled correctly.

Changes in price level and real output labelled correctly (P and Y are the standard here, but Q
was accepted).

It is possible to achieve full marks on this response without using a diagram. This would have
required a full, clear explanation and/or a suitably explained rejection point.

This is a good answer and is fairly representative of many responses seen.

4     IAL Economics 2 WEC02 01



IAL Economics 2 WEC02 01     5



The correct answer for Part (a) is given.
For Part (b) a correct diagram is presented and the
Keynesian diagram is accepted in this context.
While there is no mark for the definition of interest
rates, there is a mark for the explanation of the
link to consumption, AD and the unemployment
rate.

An accurate diagram can achieve 2 marks and can
take less time than a written explanation. Be sure
to follow the above guidelines for drawing and
labelling the diagram. It is generally the case that
you should try and reject at least one of the
distractors to gain an extra mark. The response
here shows how full marks can be achieved
without addressing any rejection points.
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Question 2 

This question was intended to test the understanding of investment, both as a component of AD
and as a factor influencing productive potential (LRAS). It was generally answered well.

There were a number of ways in which full marks could be achieved for the explanation of the
correct answer but, again, it is important to remember that it is a good idea to reject at least one of
the other options. The best responses used a diagram, including a rightward shift in LRAS and
explained why investment in the railway might increase efficiency within Kenya.

This is a very good, efficient response, demonstrating that full marks can be achieved with an
accurate diagram and a brief, written explanation.
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The correct answer for Part (a).
There is a mark for identifying investment as a
component of AD.
There is 1 mark for relating the investment to
efficiency and to productive capacity.

There are then a possible 2 further marks for the
diagram (showing an outward shift of LRAS and of
AD).

Always try to ensure that an explanation says how
or why AD, SRAS or LRAS shifts. In this case, it is
due to investment as a component of AD and
increased efficiency. Remember, any factor
increasing the quantity of, or improving the quality
of, a factor of production may increase LRAS.
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Question 3 

This question was intended to test the understanding of the components of aggregate demand and
the impact of changes in AD upon growth and the average price level. It was generally answered
well. The ceteris paribus assumption was included to ensure that candidates understood that all
other components remained unchanged. There were a number of ways in which full marks could
be achieved for the explanation of the correct answer but, again, it is important to remember that it
is a good idea to reject at least one of the other options.

This is a good, clear response achieving full marks without any rejection points.
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Part (a) correct answer.

For Part (b) there is a correct diagram, awarded 2
marks.
A further mark is then awarded for explanation of
the link between AD growth. This achieves 3 marks
for the explanation.

The mark relating to inflation was not awarded in
this case, as there was no reference to the type of
inflation e.g. demand-pull inflation.

Try to be precise when referencing a change in the
average price level. Is the inflationary pressure
demand-pull, cost-push or a combination of both?
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Question 4 

This question was testing understanding of asset purchasing (QE) as a component of monetary
policy. It was generally done quite well, showing that most candidates are now covering QE in their
course and have a basic grasp of the theory behind the policy.

The response included here is clear and concise. It demonstrates a basic understanding of QE and
how this may impact upon the money supply via commercial bank lending.
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Part (a) correct response.

Part (b) 1 mark for identifying the intended impact
of QE upon liquidity and 1 mark for the resulting
impact on lending.
The is also a mark here for the rejection of Option
D as, although it is not specifically training and
investment directly, it is the ability of firms to
borrow money that increases output or, at least,
keeps the firms in the market.

Always try and follow the explanation through, so
that it is complete. In this case, it is not just the
increased liquidity for the commercial banks that
increases the money supply. In theory, it is the
increased lending to firms and households that
arises as an outcome of this liquidity.
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Question 5 

This question was intended to test understanding of how HDI is calculated. In previous series, it has
been clear that candidates do not understand how the HDI is calculated. The key data relates to the
GNI per capita, with the USA having higher GNI per capita than Iceland but a lower HDI. Candidates
who pointed this out in their explanation achieved well on the question. Where this level of
explanation was not achieved, many candidates were still able to achieve marks for rejection
points.

This is a good response, demonstrating an understanding that the HDI can be higher in one country
(Iceland) even though another country may have a higher GNI per capita figure.
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Part (a) Correct answer.

Part (b) 1 mark is awarded for an acceptable
definition of HDI.
The explanation points to the higher HDI of Iceland
although it has lower GNI per capita. This achieves
another mark.
Also, in this case, all three rejection marks could be
awarded.

It is important to understand how the indicators
listed in the specification are calculated. This then
allows for a better explanation of what the data
may mean and enables a more analytical and
evaluative approach to a context or case study.
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Question 6 

This question was intended to test the understanding of the components of aggregate demand and
was generally answered well. The ceteris paribus assumption was included to ensure that
candidates understood that exports remained unchanged.

There were a number of ways in which full marks could be achieved for the explanation of the
correct answer but, again, it is important to remember that it is a good idea to reject at least one of
the other options.

This is a good response, answering the question clearly and concisely. While all the marks were
awarded for the explanation, an additional mark could have been awarded for the rejection of
option B.
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Part (a) correct answer.
1 mark for an accurate definition of AD and 1 mark
for increase in net exports.
1 mark for linking increase in net exports to
increasing AD.
Finally, 1 mark is available for rejector B.

It is always worthwhile explaining at least one
rejection point. Do remember to reference the
rejection point – e.g. "option B is incorrect
because..." – as without this explicit reference the
rejection mark will not be awarded.
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Question 7 

This question was intended to test the interpretation of data included in a chart as well as
understanding of the CPI. It was generally answered well, with the majority of candidates able to
interpret the index numbers.

The specification clearly states that candidates need to understand "the process of calculating the
rate of inflation using the consumer price index". An understanding of this process would have
enabled candidates to accurately interpret the CPI data presented.

The following example shows how it was possible to achieve full marks with an understanding of
the CPI and the impact of changes in the CPI upon the average price level. This also results in a
rejection point being awarded.

20     IAL Economics 2 WEC02 01



Part (a) correct answer.

Part (b) There is 1 mark for an acceptable
definition of inflation. There is then another mark
for identifying that there is disinflation in 2015,
with prices increasing at a slower rate.
Rejection point A is then awarded, with deflation
rejected and disinflation suggested as the reason
for rejecting Option A.

Be sure to understand the difference between
inflation, deflation and disinflation. Understand
how changes in the CPI relate to changes in the
average price level.
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Question 8 

This question was intended to test the understanding of factors influencing productive potential
(LRAS) and how this may impact upon inflation and growth. It was generally answered well. If
candidates understood the link between regulation and efficiency or costs to LRAS, then they were
able to explain the correct answer and usually achieve full marks.

There were a number of ways in which full marks could be achieved for the explanation of the
correct answer. The best responses annotated the diagram (the most efficient way of achieving the
marks) and then explained the link between regulation and efficiency or costs. Some candidates
chose to draw their own diagram, which achieved the marks but was not the most efficient way of
answering the question.
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Part (a) Correct answer.

Part (b) there are 2 marks for the correctly
annotated diagram on the first page.
There is then another mark for the explanation
linking to costs and potential to grow.
This is a very clear, efficient response.

Where appropriate, it is always a good idea to
annotate a pre-existing diagram. Remember to
label the original equilibrium and the new
equilibrium to illustrate the change in average
price level and real output.
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Question 9 (a) 

Figure 2 in the case study presents the trade in goods figures for Madagascar in 2014. The data was
given in billions of dollars. We were looking for the use of this data to calculate the balance of trade.

Clearly, the most efficient way of achieving full marks was to calculate the balance of trade,
presenting the answer to 2 decimal places, indicating that it is a negative number (deficit) and
expressed in billions of dollars. The most common error was to omit the billion or the dollar sign.
There were also some examples of candidates who made a basic error in the calculation and their
answer showed a surplus.

While 4 marks could have been awarded just for
the correct answer of -$0.75bn, there were other
marking points which could have been awarded.

For example, a knowledge mark for the definition
of balance of trade. Then 1 application mark for
the correct calculation and 1 application mark for
the correct answer.

There could also have been 1 knowledge mark for
the identification of a balance of trade deficit.

However, these additional marking points were
only used where an incorrect answer was given.
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When completing calculation questions, check that
you have included the correct unit and have
presented your answer to the correct number of
decimal places. The magnitude of the answer is
also important. In this case the answer should
have been in billions.
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Question 9 (b) 

This question was generally not answered well and, as it used an 'assess' command word, required
an examination of factors that might influence the balance of trade other than the price changes,
including PED for the main exports and imports.

The best responses to this emphasised the way in which rising petroleum prices might increase the
deficit and impact upon the costs for agriculture and mining. Some responses also provided
relevant AD/AS diagrams to illustrate the macroeconomic impact of rising import and/or export
prices.

This is a good response which would have achieved full marks with the addition of a diagram in
analysis or in evaluation.
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The first paragraph is excellent, showing clear
understanding of the likely impact and linking to
data. This meets the Level 3 descriptor for KAA.
The writing is clear and concise so is awarded 6/6
for KAA.
Evaluation is supported by relevant reasoning
(Level 2) and is also clear and well developed, with
reference to the likely impact on the currency of an
increasing trade deficit. The final two paragraphs
are not fully developed but valid nevertheless so
3/4 awarded for Evaluation.

Make sure you are familiar with the relevant
command words, so that you can achieve both KAA
and Evaluation marks for the 10 and 14 mark
questions.
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Question 9 (c) 

This question was intended to test knowledge and understanding of the impact of inflation on
consumers, in the context of the Madagascar case study. The data shows that inflation is above 6%
throughout the time series and is highest between 2008 and 2011 at 9%. Generic responses, simply
suggesting possible impacts with no reference to the data could achieve a maximum of 3
knowledge marks. The best responses therefore identified possible impacts and made accurate
references to the data provided. A common error was to misread Figure 1, presenting the Real GDP
data as CPI data. This then meant that application marks were not awarded.

The mark scheme shows that there are no marks for a definition of inflation, as this had already
been rewarded in the SMC section. The question is about the impact of inflation upon consumers
and not firms. Therefore, responses identifying an impact on firms but not linking this to
consumers were not awarded marks.
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There are no marks for a definition of inflation.
1 application mark for reference to data – 'high
throughout' – and 1 application mark for accurate
reference to the inflation rate in 2015.
There are also 3 knowledge marks awarded: 1
knowledge mark for the impact on disposable
income; 1 knowledge mark for the impact on fixed
incomes; 1 knowledge mark for the impact on
living standards.

Had this final point been developed in context,
with a data reference to the low living standards in
Madagascar, then another application mark could
have been awarded.

Wherever possible, reference the data provided to
develop or support an answer. In a 6 mark
question, there are knowledge and application
marks available. Application marks are awarded
for relevant, accurate data references.
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Question 9 (d) 

This question was generally answered well and, as it used an 'evaluate' command word, required
an examination of the benefits and the costs of increased mining investment. At least one AD/AS
diagram was expected for this question, although not all responses included a diagram.

A strong response to this question needed an explanation of the link between investment spending
and AD, real output and the average price level. There should have also been some reference of
LRAS. Evaluative content would need to look at the possible impact on inflation and other factors
that may limit the positive impact of increased investment. The case study, for example, makes
reference to the environmental costs of mining.

This is a good response, including a relevant diagram to develop analysis. There is also some
reasonable evaluative content in the response.
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A good response with clear understanding and
some analysis of the impact and (some) data
references. The development of the point
regarding LRAS/productive potential takes this to
Level 3 KAA and is awarded 7/8 for KAA.

Evaluation is also reasonable, with evaluative
comments supported by some reasoning and
relevant examples – environmental/externalities
and the possible impact on inflation. This is Level 2
Evaluation and is awarded 4/6 for Evaluation.

Try to ensure that evaluation points are supported
by relevant reasoning and relevant examples. This
may then lift the level of response to Level 3.
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Question 9 (e) 

Although this question was answered quite well, responses tended to be generic, making little or no
reference to the context of Madagascar. It was intended to test not just knowledge and
understanding of demand and supply-side policies but also the limitations of these as applied to
the context. It was rare, for example, for candidates to evaluate the likely impact of policies with
reference to the economy of Madagascar. The context is clear that a very high percentage of the
population are very poor. Therefore, recommendations for expansionary monetary policy, reducing
interest rates to increase borrowing and reduce saving, were not really appropriate.

This a very typical example of a good response which lacks application to the context. It is a
characteristically generic answer to the question.
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There is an identification and some explanation of
policies identified along with some development of
analysis, but a lack of data references/context
keeps this at the top of Level 2 with 6/8 awarded
for KAA.

Evaluation is present but limited to the costs
associated with tax cuts and increased spending,
as well as the uncertain outcomes and the high
costs of supply-side policies.

There is, however, an awareness that short-term
gains might be offset by the long-term deficit
repayment and this puts the response into Level 2
for Evaluation with 4/6 awarded for Evaluation.

Always try to include reference to the context in
analysis and evaluation. With reference to the case
study, ask yourself what could work for this
economy and what might not work. Think about
the reasons for these judgements and try to
explain them in your answer.
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Question 10 (a) 

Question 10 focuses upon the economy of Norway. The first question was intended to assess
knowledge and understanding of real GDP per capita growth, as Norway is associated with a high
living standard but has seen low rates of real GDP per capita growth.

Here we were looking for a correct definition, including an understanding of 'real' growth, as well as
the way in which GDP per capita is calculated. For full marks, there then had to be references to the
data provided, such as negative growth between 2008 and 2011.
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1 knowledge mark for defining real GDP – 'takes
inflation into account' and 1 knowledge mark for
the correct formula for GDP per capita.
1 application mark for the data reference to the
lowest change and 1 application mark for the data
reference to the highest change.

For application marks you are expected to do
something with the data and not just copy it out.
For example, identify the highest or lowest figures,
or identify a general trend in a time series.
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Question 10 (b) 

This question was not answered very well, with many candidates choosing to focus on HDI and not
using the case study material which does not include reference to the HDI. The data in fact suggests
very high levels of human development despite low levels of, even negative, GDP per capita growth.
This may be because candidates did not read the question carefully. This meant that very few
candidates successfully analysed what is meant by 'human development' with factors included in
the specification including: the percentage of adult male labour in agriculture; access to clean
water; energy consumption per capita; access to mobile phones per thousand of the population. As
it was, the common focus on HDI limited responses in terms of analysis and evaluation.

This is a typical response to the question which does not really engage with the question sufficiently
to achieve higher than Level 2 in KAA. The evaluation is better, referencing the data provided.
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There is some awareness of impacts and data
references (Level 2) to real GDP per capita growth
and this puts the response into the top of Level 2
KAA and is awarded Level 2 4/6.
Evaluative comment(s) are supported by relevant
reasoning in respect of a data reference to ‘free
universal healthcare’ and to the magnitude of
changes. This puts this into Level 2 Evaluation and
is awarded Level 2 3/4 for Evaluation.

Always read the question carefully and answer the
question set. Do not define terms that are not
included in the question unless there is a good
reason for doing. In this case, defining HDI may
have been appropriate if this was then explored in
the context of Norway. For example, how might
access to universal healthcare increase life
expectancy or impact upon GNI per capita?
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Question 10 (c) 

This question was generally answered very well. The question was intended to test understanding
of the economic effects of unemployment, specifically in the context of Norway. The best responses
not only demonstrated an understanding of the effects of unemployment generally but also were
able to link this to the economy of Norway and the evidence provided.

A question on the economic effects of unemployment is always an opportunity to demonstrate
good understanding of competing arguments. In this case, rising unemployment or
even under-reported unemployment, does not necessarily mean rising social problems. It could
also mean increased opportunities for leisure, or for training and education.

This is a good example of a strong response to the question, with reference to the economy of
Norway and to the data provided.
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A very good effort to address the question, with
clear understanding and analysis of the likely
effects of unemployment and valid data
references. This puts the response at the top of
Level 3 KAA and is awarded Level 3 with 8/8.

The evaluation is good but not quite as strong as
KAA. A number of relevant points are developed.
This puts it into Level 2 with the descriptor
‘evaluative comments supported by some
reasoning and relevant examples’ and is awarded
Level 2 with 4/6.

Try to ensure that evaluative points are as
developed and exemplified as the analysis. This
will then make the response balanced and allow
for a good conclusion to a 14 marks question.
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Question 10 (d) 

As is often the case, the largest cause of low performance on this question was where responses
focused on simply the knowledge component of the question and did not make reference to the
case study. While the question was generally answered well, it is important that the two ways are
distinct. The most efficient way to emphasise this is to provide 2 paragraphs, each identifying a
supply-side policy and developing the explanation of context for each one.

The data provides a number of possible policies, including more focused qualifications, job practice
schemes and a lack of a minimum wage. These needed to be identified for application marks to be
awarded.

IAL Economics 2 WEC02 01     49



50     IAL Economics 2 WEC02 01



The 3 knowledge marks are covered here with the
LRAS diagram awarded 2 marks and reference to
increasing productivity awarded 1 mark.

There is 1 application mark awarded for the
reference to qualifications and another application
mark for reference to the scheme as ‘help to move
jobs’ and increasing the incentive to work.

Remember that 6 mark questions require evidence
of understanding and reference to the context for
the application marks. Use the context to support
the points made.
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Question 10 (e) 

The final question encouraged candidates to think about the likely macroeconomic consequences
of prioritising the objective of redistribution of income in Norway. Specifically, how this might
impact upon the achievement of possibly conflicting macroeconomic objectives such as growth,
inflation, budget balance or international competitiveness. The best responses dealt with the
question systematically, examining how redistribution of income might impact upon other
macroeconomic objectives.

This question really demanded that candidates 'think like an economist', focusing upon the
economic arguments for and against the redistribution of income rather than more normative
assertions. In this way, it was a challenging question but one which produced some excellent
responses.
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A really good effort to address the question.
Although the point about the conflict between
reducing inequality and unemployment is slightly
confusing, it is a valid point.
More clear understanding and analysis of the
conflicts and data references follows this point,
and this is a top Level 3 KAA response with Level 3
8/8 KAA awarded.
Evaluative comments are supported by relevant
reasoning and relevant examples, with the point
about inflation being well developed with Level 3
5/6 Evaluation awarded.

Try to 'think like an economist'. Use the evidence
provided to support arguments, in analysis and
evaluation. Try to avoid unsupported assertions
such as 'progressive taxation reduces the incentive
to work'. Does the evidence support this? In this
context, there is an economy with very high living
standards and relatively high rates of progressive
taxation. Would this support or refute the
assertion regarding progressive taxation?
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Paper Summary

Based on their performance on this paper, candidates are offered the following advice:

It is important to learn definitions and be aware that accurate definitions can achieve knowledge
marks. It may be worthwhile for candidates to produce their own shared glossary of definitions
and practice writing them out in timed conditions.

It may be worthwhile for candidates to practice their hand-writing, as there were a fair number of
scripts that were very difficult to read. While every effort is made to read work, it can be very
difficult to award marks for work which cannot be read.

While there continues to be some improvement in the general level of diagrams, candidates are
reminded that diagrams need to be correctly labelled and explained when used to illustrate an
answer. Also, remember that diagrams can be used in evaluation, as well as in analysis. There
were still examples of micro diagrams being substituted for AS/AD diagrams. This is really not
appropriate at AS Level.

Timing continues to be a problem for a minority of candidates, who do not sufficiently develop
their more extended responses particularly in terms of evaluation. It is recommended for
candidates to practise writing 14 mark questions, in timed conditions. The same is true with the
short answer questions and supported multiple choice. Many candidates are writing too much
for the supported multiple choice questions.

Candidates need to use the data provided, wherever possible, to support their answers in Section
B in order to achieve higher marks. While good generic responses do provide clear evidence of
learning, they do not provide evidence of higher skills and are unlikely to achieve the higher
levels.

Always note the command words used in Section B. The key words are 'assess' and 'evaluate'
which require costs and benefits. As far as possible arguments and counter-arguments should be
supported by relevant data, ideally from the case study material, although relevant examples
from the candidate’s own knowledge will be rewarded.
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Grade Boundaries

Grade boundaries for this, and all other papers, can be found on the website on this link:

http://www.edexcel.com/iwantto/Pages/grade-boundaries.aspx
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