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Rep or t  4 ECO/ 0 1   

 

The first  January session of this new exam inat ion has presented challenges 

to cent res and candidates.  Unlike the GCE O level 7120, which it  has 

replaced for the January session, there is no choice.  All quest ions are 

com pulsory.  Therefore the teaching of the specificat ion m ust  not  om it  any 

sect ion or part  of a sect ion otherwise candidates will be disadvantaged.  All 

exam iners agreed that  there were m ore blank responses than in previous 

sessions of either GCE O level or I nternat ional GCSE 4350.  

This reinforces suspicions that  in som e cent res parts of the specificat ion had 

been om it ted from  the course.  

 

I n order to im prove the perform ance of their candidates cent res should 

em phasise the im portance of 

• at tem pt ing every quest ion, 

• learning definit ions and being able to produce them  succinct ly in the 

exam inat ion, 

• reading quest ions carefully,  

• referr ing to data and giving exam ples when required. 

 

I n quest ions which require evaluat ion, candidates should learn to  

• ident ify and explain points which relate to both sides of the 

argum ent / discussion referred to in the quest ion, 

• com e to a reasoned/ just ified conclusion. 

 

Cent res should study the following com m ents relat ing to each quest ion.  

Teachers can use the exam ples given in som e of the quest ions to show 

candidates exam ples of good responses.   

 

Qu est ion  1  

( a) ( i ) ( i i )  The m ajor ity of candidates proved that  they are fam iliar the 

concept  of equilibr ium , excess dem and and excess supply.  The m ost  

com m on m istake in ( i)  occurred when candidates gave 400 as the 

equilibr ium  pr ice when in fact  it  is the quant ity dem anded and supplied. 

 

( a) ( i i i )  This was the first  quest ion which asked for a definit ion.  Too m any 

responses lacked precision and som e incorrect ly referred to elast icity of 

supply.   

 

( a) ( iv ) ( v )  The m ult iple choice quest ion ( iv)  produced a m ajor ity of correct  

responses.  However the responses to (v)  were disappoint ing.  I n the 

‘I llust rat ive Guidance for Teachers’ in the Specificat ion booklet  the notes 

alongside the subject  content  for pr ice and incom e elast icity state:  

Calculat ions using the form ulae are n o t  required. 

and 

Use of total revenue calculat ions to show the relat ionship between a change 

in pr ice and the change in total revenue for differ ing elast icit ies is 

im portant .  

Cent res need to work with the guidance provided to give their  candidates 

the opportunity to im prove in this area.  The m ajority of correct  responses 

used the data to calculate pr ice elast icity of dem and and state that  as it  is 

greater than one and therefore elast ic.  Very few candidates used total 



 

revenue, as recom m ended in the guidance notes, to prove elast icity.  

Weaker candidates referred to pr ice r ising and dem and falling with no 

reference to pr ice elast icity.    

( a) ( v i )  Opportunity cost  posed few problem s except  when som e candidates 

gave the cost  in term s of a m onetary value. 

 

1 ( b ) ( i )  A tax on laptops is a sales tax and the effect  on pr ice is brought  

about  by a shift  to the left  of the supply curve as shown below. 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

Com m on m istakes included, shift  of the dem and curve, shift  of supply curve 

to the r ight  and shift s of both curves. 

 

( b ) ( i i )  I t  was hoped that  candidates would use this quest ion as an 

opportunity to show their  knowledge of the factors affect ing dem and and 

supply by choosing one factor and explaining why this leads to a change in 

pr ice.  Although m any ident ified relevant  factors e.g. subst itutes, incom e, 

populat ion, fashion, costs of product ion, subsidies few went  on to explain 

which curve shifts and whether pr ice would increase or decrease.  The 

following are exam ples of sim ple, concise responses, one a dem and factor 

and the other a supply factor.   

I f incom es r ise dem and for laptop com puters will increase.  As the dem and 

curve shift s to the r ight  pr ice will r ise. 

I f wages increase the costs of product ion r ise, the supply curve will shift  to 

the left  and pr ice will r ise. 

I ncorrect  responses included inflat ion, a bad harvest  and VAT (a sales tax) .  

The lat ter response was an exam ple of candidates not  reading the quest ion 

which clearly states:  I dent ify and br iefly explain on e  other factor besides a 

sales tax that  m ight  change the pr ice of laptop com puters. 

 

( c) ( i ) ( i i )  Once again definit ions were im precise.  I n ( ii)  only the m ost  able 

students scored m arks for evaluat ion.  A good response which includes both 

sides of the argum ent  and evaluat ion is shown below.  

“The people who benefit  m ost  from  an increase in the m inim um  wage are 

the disadvantaged workers (wom en, ethnic m inorit ies)  who will see their  

liv ing standards r ise.  I n count ies like Jam aica this m ay be a large 

proport ion of the workforce.  Others m ay be disadvantaged.  Minim um  wage 

legislat ion has the potent ial to create job losses and firm s m ay suffer losses 

as their  costs increase.  However the negat ive effects can be avoided if the 

econom y is growing at  the sam e t im e and if worker product iv it y r ises at  the 
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sam e t im e.  I f product iv ity r ises and it  m ight  do so, as workers are m ore 

sat isfied with their  wages, the whole econom y benefits.  The firm s becom e 

m ore efficient .  As a result  I  would disagree with this statem ent .  Minim um  

wage has the potent ial to benefit  the whole econom y with less incom e 

inequality and higher product ivity.”  

 

( d ) ( i ) ( i i )  Division of labour m ust  not  be confused with specialisat ion.  

Division of labour is usually applied to the m anufactur ing process where a 

process is divided into sim ple tasks each perform ed by a different  worker of 

groups of workers.  The m ost  popular exam ples included Adam  Sm ith’s 

fam ous pin factory, car and garm ent  m anufactur ing. 

I n ( ii)  the quest ion asks candidates to m ake reference to the advantages 

and disadvantages for the firm .  A com m on m istake occurred when they 

concent rated on the advantages and disadvantages to workers without  

reference to the effects of these on firm s.   

 

“Division of labour has its fair  share of advantages and disadvantages.  As a 

firm  im plem ents division of labour into its product ion process, it  tends to 

becom e m uch m ore efficient  and product ive.  This occurs due to labour 

speeding up the product ion process as they becom e m ore skilled.  Mistakes 

can be reduced and quality can r ise.  Furtherm ore, division of labour allows 

average costs to fall due to r ising product ivity.   On the other hand, since 

workers are doing the sam e job on a daily basis, they m ay becom e 

dem oralised due to the m onotony of the task.  This creates job 

dissat isfact ion which eventually leads to inefficiency.  Firm s m ay also 

encounter bot t lenecks or clogs in the product ion process due to 

interdependence between departm ents. 

All in all,  division of labour is a concept  that  can prove to be very effect ive.  

Som e of the problem s m ay be overcom e with good m ot ivat ional 

m anagem ent .  I f workers are given rest  breaks or paid by how m uch they 

produce then the problem s associated with their  dissat isfact ion m ight  be 

overcom e.”  

 

Qu est ion  2  

 

( a) ( i )   Once again definit ions were im precise.  The ent repreneur organises 

the factors of product ion, bears the r isk to achieve a profit .  

 

( a) ( i i ) ( i i i ) ( i v )  The aim  of this specificat ion is not  to test  the m athem at ical 

abilit y of candidates  but  there are sect ions which do involve sim ple 

num erical calculat ions.  I n ( ii)  candidates had to place three costs under the 

two headings fixed and variable.  Most  were able to com plete this task and 

( iii)  where, from  the data given, candidates were asked to calculate total 

costs.  However the calculat ion of profit  proved m ore difficult .  The m ost  

com m on m istake occurred when candidates used a variety of incorrect  

form ulae for profit .  

Correct  form ula =   Revenue – Total Costs (Fixed cost  +  Variable cost )  

Most  com m on incorrect  form ula =  Revenue – Variable cost . 

 

( b ) ( i )   Candidates ident ified m any correct  m ethods by which a governm ent  

can help individuals to start  their  own businesses but  in too m any cases 

these lacked developm ent . 



 

“A governm ent  can help by giving tax holidays.  This encourages sm all 

businesses as m any look forward to using the m oney they earn to reinvest  

in the business.  Subsidies can also be given which will reduce the cost  of 

product ion so sm all businesses will be able to set  up and com pete against  

larger firm s.”  

 

( b ) ( i i )  The quest ion asks candidates to consider whether or not  the 

schem es are im portant .  I t  does n o t  ask them  to com pare the schem es.   

“The im portance of governm ent  schem es to encourage the set t ing up of 

sm all firm s depends on various factors, such as the state of the econom y.  

By helping sm all firm s establish, the governm ent  can increase com pet it ion 

in an econom y, this will result  in lower pr ices and m ore choice to 

consum ers.  Aggregate dem and in the econom y will r ise leading to an 

increase in GDP (econom ic growth)  and higher levels of em ploym ent  in the 

econom y.  However, if a governm ent  increases expenditure on sm all firm s it  

would m ean that  governm ent  funds for other services such as educat ion 

and healthcare would fall.   This m ay cause liv ing standards to plunge.  The 

im portance of schem es to encourage sm all firm s depends on the state of 

the econom y and the governm ent  budget .  A fall in public services m ight  

outweigh the advantages of st im ulat ing com pet it ion through encouraging 

sm all firm s.”  

 

( c) ( i ) ( i i )  The m ajority of candidates know that  pr ivat isat ion involves the 

public and pr ivate sectors but  once again only the correct  definit ion could 

achieve full m arks.  Once firm s are pr ivat ised problem s m ay occur which 

require regulat ion.  Unfortunately although m any could ident ify such a 

problem  too m any did not  explain it .  

“Many of the firm s which are pr ivat ised were public sector m onopolies.  The 

governm ent  should regulate these firm s as m onopolies in the private sector 

can exploit  consum ers by charging high pr ices.”  

 

( c) ( i i i )  Lists are discouraged in this exam inat ion.  Candidates cannot  

achieve m ore than half m arks for a list  of points.  There needs to be som e 

developm ent .   

“Privat ised firm s exist  to m ake a profit .   They will t ry to achieve this by 

becom ing m ore efficient .  When a public sector firm  is pr ivat ised then it  

m ay face com pet it ion.  This will lead to reduced prices and m ore variety.  I t  

m ay even m ake it  m ore com pet it ive in the internat ional m arket .  However 

efficiency m ay lead to unem ploym ent  as firm s in the pr ivate sector 

rat ionalise and only keep the best  workers.  A firm  which has been a 

m onopoly in the public sector e.g. elect r icity, m ay rem ain a m onopoly and 

exploit  consum ers with high pr ices.  This will br ing down the standard of 

liv ing in the econom y.  The governm ent  should ensure that  pr ivat ised firm s 

don’t  have adverse effects on an econom y.  They can regulate them  so that  

their  pr ices are not  too high e.g. Ofgem  regulates the gas and elect r icity 

indust ry in the UK.”  

 

Qu est ion  3  

( a) ( i ) ( i i )  Too m any candidates om it ted reference to pr ices in their  

responses.  

I n ( i)  once again definit ions were vague when they should have been sim ple 

and st raight forward.   



 

I n ( ii)  the m ost  com m on m istake occurred when candidates looked at  the 

chart  and saw that  the level of inflat ion between 2008 and 2009 had fallen 

and thought  that  this m eant  that  pr ices too had fallen!   A correct  response 

is shown below. 

“The rate of inflat ion in 2008 was about  23%  but  in 2009 it  had fallen to 6%  

showing that  pr ices were r ising throughout  the period but  at  a slower rate in 

2009.”  

 

( a) ( i i i ) ( i v )  Candidates perform ed bet ter on ( iii)  than on ( iv) . 

 

( a) ( iv ) ( v )  The funct ions of m oney are different  from  the character ist ics of 

m oney.  The funct ions are im portant  in understanding the working of the 

econom y and the governm ent ’s econom ic policy.  The following exam ples 

show the funct ions of m oney and how they can be affected by inflat ion. 

• Store of value:  as m oney loses its value through inflat ion people save 

less.  They will be losers if the interest  rate is less than the inflat ion 

rate. 

• Medium  of exchange:  as m oney loses its value it  becom es m ore difficult  

to t rade so people revert  to using som ething which doesn’t  lose its 

value e.g. gold.. 

 

• Unit  of account / m easure of value:  as the price changes due to inflat ion 

people can’t  put  a m onetary value on goods. 

• Standard of deferred paym ents:  people who are owed m oney 

(creditors)  lose out  as m oney loses it s value so won’t  give new loans. 

 

( b ) ( i )  Figure 3b shows the Current  Account  Balance for Vietnam .  There is 

a deficit  in all three years.  Unfortunately the m ajor ity of candidates were 

unaware that   

• A negat ive account  balance is called a deficit  

• When the deficit  changes from  -7bn dongs in 2007 to -10.5bn dongs 

in 2008 this can be referred to as a “worsening of the deficit ”  or an 

“ increase in the deficit ” .  

To state that  the balance is “ increasing”  or  “decreasing m ore”  or  “ reducing”  

without  reference to the deficit  or figures resulted in confused and often 

incorrect  responses.  

 

( b ) ( i i ) ( i i i )  Few problem s except  som e candidates didn’t  give exam ples 

instead they gave synonym s i.e. visible =  goods, invisible =  services.  Part  

( iii)  did br ing som e am using responses when candidates gave literal 

exam ples of “ invisible”  e.g. “gas”  and “undergarm ents” !   

 

( b ) ( i v )  The m ajorit y of candidates reasoned that  exports would be m ore 

expensive so dem and would fall and im ports would seem  cheaper so 

dem and would r ise.  The m ore able candidates referred to the effect  of pr ice 

elast icity of dem and for exports and im ports. 

 

“ I nflat ion does not  always worsen the balance of paym ents on the current  

account .  Due to inflat ion the price of  hom e produced goods increases, 

therefore this results in a fall in dem and for exports but  a r ise in dem and for 

im ports as they appear cheaper. As im ports increase and exports fall the 

balance of paym ents on the current  account  worsens.  But  if the exports are 



 

necessit ies (pr ice inelast ic) , for exam ple m edicine, and the im ported goods 

and services are also necessit ies e.g. food, the balance of paym ents on 

current  account  m ay not  worsen.  Therefore inflat ion does not  always 

worsen the balance of paym ents on the current  it  depends on the pr ice 

elast icity of dem and for exports and im ports.”  

 

( c) ( i )  Som e candidates st ill think that  interest  rates are part  of fiscal 

policy!  

 

( c) ( i i )  I t  was expected that  candidates would look at  the increase in the 

rate of interest  from  the point  of view of an individual (see exam ple below)  

instead m any t r ied to explain how firm s would react .   This caused problem s.  

I f firm s decide not  to take loans for expansion then this is not  creat ing 

unem ploym ent  it  is not  creat ing em ploym ent.  Those who referred to firm s 

achieved m arks for referr ing to  

• firm s would cut  back investm ent , would not  replace old m achines so 

dem and in the capital goods indust ry would fall.  

• Costs on current  loans would increase so firm s m ight  need to cut  

back on labour in order to pay the ext ra interest .  

• I nterest  rate r ises would lead to an appreciat ion of the currency so 

exports would fall leading to unem ploym ent  in those indust r ies. 

“When there is an increase in the rate of interest  people would tend to save 

m ore as it  is at t ract ive.  When people save m ore there would be less m oney 

in hand to spend, leading to a fall in consum pt ion level.  When consum pt ion 

falls the aggregate dem and would fall leading to the dem and for labour to 

fall as well,  which increases the level of unem ploym ent .  Another reason is 

when the rate of interest  increases, borrowing would be less at t ract ive so 

borrowing would fall.   Therefore individuals would have less m oney in hand 

leading to a fall in the consum pt ion level, a fall in aggregate dem and which 

increases the level of unem ploym ent .”  

 

 

( c) ( i i i )   Too m any candidates did not  at tem pt  this quest ion.  As can be 

seen below supply side policy appears on the specificat ion together with its 

m ain lim itat ion i.e. t im e. 

 

Su p p ly  sid e 

• Supply side policies:  pr ivat isat ion;  

deregulat ion;  educat ion and t raining;  

product ivity of the workforce.  

 

 

Candidates should understand that  supply side policies  

operate over a longer term  than dem and side policies. 

 

Candidates who had been taught  the specificat ion should have been able 

ident ify and explain at  least  two supply side policies and give som e reason 

for their failure or lim itat ions.  

“Supply side policies such as educat ion and t raining would great ly im prove 

the qualit y of labour increasing the chances that  people have adequate skills 

to get  hired and reducing unem ploym ent .  However t raining takes t im e so it  

would not  have an im m ediate effect .  Deregulat ion and pr ivat isat ion would 

encourage new firm s to set  up, m ake indust r ies m ore com pet it ive and 

m ight  result  in them  em ploying m ore labour.  Whilst  these m easures m ight  

solve som e types of unem ploym ent  like st ructural unem ploym ent  by giving 



 

workers new skills they would not  solve cyclical unem ploym ent  which 

requires an increase in aggregate dem and.  Supply side policies can also be 

cost ly which m eans the governm ent  would have to reduce its expenditure in 

other areas.  The extent  to which supply side polices reduce unem ploym ent  

depends on the state of the econom y and the types of unem ploym ent  it  

faces.”    

 

Qu est ion  4  

( a) ( i )  Few problem s. 

 

( a ) ( i i )  The m ost  popular correct  responses included m ore choice, no tar iffs, 

no quotas, lower pr ices and the m ost  popular incorrect  response was “ free 

m ovem ent  of labour” . 

 

( a) ( i i i )  The m ajor ity of candidates m anaged to score som e m arks on this 

quest ion but  few ident ified disadvantages and explained them . 

“Developing count r ies are st ill in process of t rying to develop their  

econom ies.  With free t rade there no t rade barr iers and when locals want  

buy m ore cheaper im ports this m ay affect  their  balance of paym ents as 

im ports m ay increase.  Dem and for products of local sm all firm s st ill 

developing in these count r ies m ay fall and suffer due to the com pet it ion of 

foreign com panies that  are larger.”  

 

( a) ( i v ) ( v ) ( v i )  I n the past  the topic of m ult inat ionals has always been 

popular with candidates scoring highly on set  quest ions.  The m ajor ity of 

candidates in ( iv)  scored the m ark for ident ifying Foreign Direct  I nvestm ent  

(A) .  I n (v)  the m ost  popular correct  responses cent red around factors 

which affect  the locat ion of indust ry and included, cheap work force, 

proxim ity to raw m aterials, large m arket , governm ent  incent ives.  

Unfortunately m ost  responses lacked explanat ion/ developm ent . 

“First , when the Ford Motor Com pany builds a third plant  in China, it  m ay 

benefit  from  the lower wages com pared to host  count ry so that  Ford can 

m axim ize profit  and m inim ize cost .  

China has a huge populat ion so there is the potent ial to sell m ore cars and 

increase profit s.”  

 

 

( a) ( v i )  Candidates are fam iliar with the advantages and disadvantages of 

m ult inat ionals.  The m ore able students related these to the standard of 

liv ing and ended with som e evaluat ion. 

“When m ult inat ionals invest  in other count r ies unem ploym ent  m ight  fall 

since they usually dem and local workers.  The standard of liv ing of these 

previously unem ployed workers will increase.  Mult inat ionals will provide 

variety and choice at  cheap prices for the people of the count ry as their  

goods will now be tar iff free. 

However, m ult inat ionals can dest roy local business due to com pet it ion.  The 

m ult inat ional m ay undercut  the pr ices of dom est ic producers.  This m ight  

lead to closure of these firm s and so unem ploym ent  m ay r ise.  The 

unem ployed workers will suffer lower standards of liv ing. Even the workers 

em ployed by m ult inat ionals m ay suffer from  low wages and poor working 

condit ions.  The m ult inat ional m ay only care about  profits and keeping costs 

low so m ay cause pollut ion. 



 

I n conclusion, m ult inat ionals can im prove the standard of liv ing in a count ry 

but  the governm ent  m ust  regulate these firm s.  Regulat ions about  pay and 

condit ions of work as well as fines on pollut ion m ay help to m aintain the 

im provem ent  in the standard of liv ing that  m ult inat ionals br ing to a 

count ry.”    

 

( b ) ( i ) ( i i )  Candidates should know definit ions of com m on econom ic term s.  

The responses to ( i)  subsidies were bet ter than those for ( ii)  dum ping. 

“Subsidies are m oney given to firm s by the governm ent  to reduce their  

costs of product ion” .  

As for dum ping there were clues in the leading paragraph.  “Chinese 

producers were dum ping steel pipes.... . . . .on the Am erican m arket ” .  Too 

m any candidates thought  that  dum ping m ust  be related to waste products – 

they should have asked them selves why waste products would be dum ped 

onto a m arket .  The definit ion of a m arket :  where buyers and sellers com e 

together to t rade m eans that  the steel pipes referred to m ust  have a value 

and not  be waste products.  Candidates should not  ignore the inform at ion 

they are given in the quest ions. 

“Dum ping occurs when foreign producers export  to other count r ies below 

the cost  of product ion.”  

 

( b ) ( i i i )  The penult im ate quest ion on the paper and one which caused m any 

problem s. Candidates should know the advantages and disadvantages of 

tar iffs.   This quest ion sim ply asked them  to look at  these and relate them  to 

a developed econom y and to com e to a conclusion.  

“ The benefits of tar iffs include a decrease in im ports as pr ices are 

increased.  This m ight  help the balance of paym ents.  At  the sam e t im e as 

im ported goods increase in pr ice there m ight  be an increase in dem and for 

dom est ic goods which appear cheaper.   

On the other hand tar iffs will increase the pr ice of goods to not  only 

consum ers but  also to firm s who m ight  use im ports of raw m aterials to 

m ake the dom est ic goods.   

Whether or not  tar iffs are of benefit  to a developed econom y depends on 

m any factors.  Developed count r ies im port  raw m aterials from  developing 

count r ies so pr ices of dom est ic goods as well as the im ports will r ise leading 

to inflat ion.  I f developing count r ies retaliate then developed count r ies m ay 

not  be able to sell their  m anufactured goods abroad.  The developed 

count ry m ay find it self with a fall in exports, inflat ion and poor relat ions 

with developing count r ies so perhaps the disadvantages of tar iffs are 

greater than the benefits.”  

 

( b ) ( i v )  The m ost  popular m ethod ident ified was quotas, a lim it  to the 

am ount / value of a good which can be im ported.  Despite the quest ion 

stat ing “other than tar iffs”  som e candidates st ill gave “ tax on im ports”  as 

their  chosen m ethod. 
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