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Introduction
This was the fourth 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 in an international context. Candidates will learn how to
use a basic AD/AS model to analyse changes in real output and the price level. Candidates
will look at when demand and/or supply side policies may be appropriate ways of improving
an economy’s performance; consider these policies in an 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 (SMC) with a total of 32 marks. Section B has a choice of 2 dataresponse 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 struggle to achieve knowledge marks
and were consequently less likely to be able to apply, analyse and evaluate to any extent.
In this series, many more candidates attempted Q9 (60% of candidates) than Q10 (40% of
candidates).
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Question 1
This question was intended to ease students into the paper, relying to a large extent upon
recall. However, a surprising number of candidates did not appear to understand GDP or
GDP growth, let alone nominal and real GDP growth.
Candidates for this unit are expected to apply an understanding of definitions and to be
able to achieve marks for the use of these in the supported multiple choice section. Overall,
this question was generally not well done. Better responses showed clear understanding
and used the data to calculate the inflation rate in one or more years in their explanation or
rejection.
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Examiner Comments

The candidate clearly has an understanding of the difference between nominal and real GDP
growth and was rewarded for this. The response shows how the rate of inflation must have
been greater than 2% in each year and were awarded marks, although there is no specific
calculation/worked example.
The response was also awarded for a rejection mark for Option D, showing good understanding
of the per capita GDP measure and a potential rejection mark (not needed) for Option A, again
demonstrating knowledge of how per capita GDP is calculated.

Examiner Tip

It is vital to learn definitions and, where appropriate, examples. This basic knowledge and
understanding can then be brought to the examination paper. It is useful not only in SMC in
Section A, where there are invariably marks awarded for definitions related to the stem of the
question, but also in Section B where there are also many marks awarded for definitions.
It is also a good technique to actively do something with the data. Candidates who, for
example, calculated the difference in nominal and real GDP growth were rewarded with a mark.
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Question 2
This question was intended to examine understanding of LRAS and factors likely to cause a
shift of LRAS. Candidates who understood that LRAS is about potential output tended to do
well in this question.
Many candidates provided a diagram as part of their explanation. For 2 marks candidates
should have drawn an AD/AS diagram (axes and curves labelled correctly) with a rightward
shift in the LRAS curve. Only 1 mark was awarded if candidates had not labelled the diagram
correctly or if AD curve was also shifted.
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)

•

LRAS curve labelled

•

AD curve labelled

•

Shifted curves labelled correctly

•

Changes in price level and real output labelled correctly (P and Y are the standard here)

This question was generally answered well, with a mean mark of 2 and a mode of 4.
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Examiner Comments

This response was awarded full marks. There were no marks for the first sentence but the
linking of investment to transportation costs and increased efficiency achieved 2 marks. The
final mark was awarded for rejection point A, which is sufficiently developed. This response
shows how it was possible to achieve full marks without a diagram.

Examiner Tip

An accurate diagram will invariably achieve at least 1 mark. There are then only two
additional marks to achieve with a sentence explaining why the answer is correct and a
sentence explaining why it could not be one of the other options. Efficient, concise responses
are required in Section A.
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Question 3
This question was not well answered, with a mean and a mode of just 1 mark.
There seemed to be a good deal of confusion here. Many candidates mistakenly describe
exchange rates or inflation. PPP is in the specification and is a useful concept, particularly as
candidates will be moving on to study International Economics at A2.
We were looking for an understanding that PPP relates to what a currency buys in an
economy. It is the real as opposed to the nominal value of a currency. Some candidates
tried to explain how PPP is calculated and if this showed understanding it was rewarded.
Examples, such as the 'Big Mac Index' were also rewarded.

Examiner Comments

This candidate was awarded 1 mark for
showing a basic understanding of how
(relative) PPP may be calculated. A
rejection mark was awarded for Option C
and another for Option B.
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Examiner Tip

Be precise with definitions and
make sure that they are relevant to
the question. Make sure that you
understand the ways in which PPP may
be calculated and why it is calculated.

Question 4
This appeared to be a straightforward question and was quite well answered, with a mean
mark of 2 and a mode of 3.
For a knowledge mark there had to be evidence of some understanding of tourism as an
(invisible) export. Application marks were awarded for understanding tourist spending is
income for Cuban firms.
Analysis marks were awarded for the development of circular flow model; employees
in tourists industry spend income in Cuban economy. However, a generic circular flow
diagram was not rewarded as it was not answering the question.
Many candidates provided an AD/AS diagram, showing an outward shift in AD curve,
increase in real output and average price level. Up to 2 marks were awarded for a correct
diagram.
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Examiner Comments

While this response achieved full marks, it is a good example of how a candidate may not
answer efficiently, although they clearly possess the required knowledge and understanding.
Marks were awarded for identifying tourism as an export. There is also some development of
this with reference to the multiplier. Taken with the previous sentences, a rejection mark was
awarded for option A and for option C.
The candidate could have achieved full marks more efficiently with an accurate diagram and
1 rejection point.

Examiner Tip

It is always a good idea to explain why the choice of an option is correct; use a diagram
if appropriate. Then explain how one (or more) of the other answers could not possibly
be correct. Make sure this explanation of the rejection point is clear and appropriately
developed.
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Question 5
This question produced a mixed response, with a mean mark of 1.5 and a mode mark of 2.
A knowledge mark was awarded for either a written explanation of MPM or a correct
formula:
•

MPM = Δ imports/ Δ income

•

Rejection mark B required an explanation of why an increase in MPS could not be
correct – there had to be an indication of why an increase in MPS may reduce imports
through lower consumer spending.

•

Rejection marks A and C were likely effects of rising imports NOT causes but needed to
be explained for marks to be awarded.
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Examiner Comments

Although offering an incorrect formula, this response was awarded a knowledge mark for the
first sentence. 2 rejection marks were awarded for option A and option B.

Examiner Tip

Remember that examiners are looking to award marks. They do not negatively mark. If you
are unsure of a formula in the pressure of the exam, write a short, clear explanation.
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Question 6
We were looking here for an understanding of the impact of decreased interest rates and
a rise in house prices upon consumption/investment and AD. The key ideas are a reduced
incentive to save, increased incentive to invest and a 'wealth effect'.
For rejection marks, candidates who simply stated that “AD will increase” or “AD will
decrease” were not awarded marks. There had to be some explanation of the mechanism,
e.g. increased/reduced consumption or investment.
Only one aspect of the rejection needed to be covered for the mark to be awarded. See
the mark scheme for this where a mark may be awarded for covering just one part of the
rejection point.
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Examiner Comments

This response was awarded 1 mark for defining AD. There is then an
explanation of the impact of falling interest rates and rising house prices on
AD. The rejection of option potentially achieved 2 marks for covering both
parts of the option. In fact, this was not necessary as the marks had already
been achieved with the definition and explanation of the correct answer.

Examiner Tip

Always try to explain why an option could not be correct to achieve a
rejection mark. Read through your response and if you think an examiner
could write, "why?" next to the answer, try to develop it a little more.
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Question 7
This question was looking for basic understanding of the multiplier. It was not well answered
with many candidates stating that an increase in investment increases the value of the
multiplier. The mean and mode marks were consequently 1 mark.
Understanding needed to show some link to an injection into circular flow of income and
that the value of the multiplier is increased if extra income is spent on domestic goods
rather than imports. References to an increase in domestic employment and output were
also awarded an analysis mark.
An accurate formula and valid development was awarded 1 mark for knowledge and 1 mark
for application. A mark was not awarded if a response just stated increased consumption
increases the value of the multiplier as this depends if the consumption is on domestic
goods (option A) or imported goods (option B).
Diagrams were not really relevant unless they were accompanied by a clear explanation. If
this was the case, then 1 mark was awarded for 1 application and 1 mark for analysis but
only if the diagram was accurate and correctly labelled, (showing an outward shift of AD
curve). If there was no explanation as to how the diagram relates to the multiplier, then no
marks were awarded as the question was not being addressed.
Some candidates stated the value of the multiplier for developed (+1.5) and/or developing
economies (+1.6). If they stated a value between +1.0 and +2.0 this was awarded a
mark for application.
For rejection mark C, saving does not necessarily create a negative multiplier; it just
reduces the value of the multiplier.
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Examiner Comments

This is a concise response and achieved
full marks in a very efficient way. There
is a mark for the correct formula and an
additional mark for the explanation of
the multiplier. Rejection mark C is then
awarded.

16

IAL Economics WEC02 01

Examiner Tip

All areas of the syllabus will be
examined. As with PPP, it is important
that candidates know how to calculate
the multiplier and understand factors
determining the value of the multiplier.

Question 8
This question was intended to test the interpretation of data presented as a chart. This was
due to poor performance in previous papers where a chart had to be interpreted accurately.
Thus rejection mark A was included, where data is not actually provided prior to Q4 2006.
The question was also intended to test understanding of GDP growth and negative GDP
growth.
For an application mark it was sufficient for the candidate to state that the period between
Q4 2008 and Q3 2009 was characterised by negative real GDP growth as this was
effectively using the data provided.
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Examiner Comments

This is an example of a response achieving full marks for 3 rejection points. Option A is
awarded for a concise explanation. Option B shows good understanding of falling growth
rates. Option D similarly shows good understanding of the relationship between negative
growth and total output.

Examiner Tip

It is important to understand the difference between falling rates of GDP growth and
negative GDP growth.
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Question 9 (a)
The majority of candidates attempted Question 9.
For this question, there were 2 knowledge and 2 application marks available. Essentially, 2
valid defining comments and 2 valid data references were awarded full marks. Data
references could be taken from Figure 2 or Figure 3, (either were awarded marks).
The mean and mode marks for this question was 2, which was lower than expected.
Candidates often provided just 1 valid defining comment and only 1 data reference.

Examiner Comments

The candidate clearly understands the
term 'real GDP growth rate' and was
awarded full marks for this response. The
response also makes good reference to
the evidence (Figure 2) to illuminate their
definition and explanation.

Examiner Tip

When attempting four marks questions,
aim to achieve at least two knowledge
and two application marks. Where
possible, refer to the context for
application marks and make sure that
definitions are clear and precise for
knowledge marks.
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Question 9 (b)
Here we were looking for an understanding of balance of payments on current account and
likely causes of a deficit in Canada. A maximum 4 marks out of 6 was awarded if there were
no data references or if the response referred to the UK. Full marks could be achieved by
mentioning one cause of the deficit, fully developed, with data references.
The mean mark for the question was 3 and the mode mark was 4. The most common
problem was a lack of valid data references in candidate responses.
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Examiner Comments

This response demonstrates a
good understanding of BoP deficit,
and analysis is related to the Canadian
context. This is a clear response
achieving full marks.

Examiner Tip

It is important to learn precise definitions
to efficiently achieve knowledge marks.
Explanation should always relate to the
context of the question.
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Question 9 (c)
The most significant issue with this question was that candidates were asked to look at the
economic ‘effects’ of a deterioration of the balance of payments on current account and not
the causes, as this was Q9b. Extract 1 clearly identifies a negative impact upon investment
and employment in Canada. Extract 2 similarly identifies a negative impact upon UK
investment.
If a candidate provided a correct diagram for falling AD then it was assigned to Level 1 and
awarded 3 marks. If the diagram was explained then it was awarded Level 2.
For evaluation marks candidates needed to look at the ways in which the deficit may
be funded, or comment upon the short and long term effects. Candidates who showed an
awareness of the problems associated with collecting accurate data were also rewarded for
evaluation.
The question was generally quite well answered with a mean of 5 marks and a mode of 6
marks.
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Examiner Comments

This is another clear response with data references, appropriate diagrams and good
evaluation. The candidate uses relevant economic theory in analysis and evaluation and was
awarded full marks for this efficient response.

Examiner Tip

Always try to use the data given in the case study. Application marks will be awarded for
relevant data references. Analysis should then be based upon this context. The examiner is
looking to see if you can apply your knowledge and understanding to the case study.
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Question 9 (d)
The most significant issue here was that the question asked candidates to look at the impact
and not the causes of falling business investment in the UK.
There was a maximum of 3 knowledge marks if there was no diagram provided, as the
question specifically asks for a diagram.
An inaccurate diagram, i.e. incorrectly labelled was awarded Level 1. An accurate diagram
in Level 2 was awarded up to 5 marks for left AD shift and left LRAS shift. For Level 3, an
accurate diagram was necessary which was also explained well in the written response.
Candidates who referred to the UK and used the context (Figures 1-4 and Extract 2) were
rewarded. If candidates referred to Canada then the data references were not valid unless
links/comparisons were made to the UK.
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Examiner Comments

This is one of the stronger responses,
achieving 12 marks. There is good
knowledge, application and analysis as
well as some evaluative comments. The
diagram is also accurate and relevant to
the context.
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Examiner Tip

Always try to make sure that the answer
is given in context and data is selected
carefully, so that questions can be set
which enable candidates to develop their
analysis of a specific situation.

Question 9 (e)
The most significant issue here was that the question asked candidates to evaluate the likely
impact of supply side policies on economic growth in either of the two countries in the case
study.
While a diagram was not specifically asked for, diagrams used in this question adopted the
same approach as in Q9d. An inaccurate diagram put it in Level 1, an accurate diagram in
Level 2 (right LRAS shift) and an accurate diagram which was also explained well in the
written response in Level 3.
The mean mark for this question was 7 and the mode mark 8.
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Examiner Comments

While this response lacks data references, and was limited to 6 marks out of 8 for knowledge,
application and analysis, it includes some good basic evaluation and was awarded 5 marks for
this giving a total of 11 marks. While not the best response, it does show how a clear structure
and an efficient approach can achieve a good total mark.

Examiner Tip

Remember that evaluation can be achieved at any stage in the essay and does not have to be
achieved in a conclusion. It is a good technique to make a point and then evaluate this point in
the same or in the next paragraph. This has the advantage of meaning that evaluation marks
can be achieved even if the candidate runs out of time.
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Question 10 (a)
Just under half of candidates answered question 10. The key understanding in this
question was the difference between income in the form of wages and salaries for individuals
and sales revenues for firms and wealth, which is the value of a household or individual’s
assets minus their liabilities.
There were 2 knowledge and 2 application marks available. Two valid defining comments
relating to income and wealth, along with two valid data references or examples would be
awarded full marks.
Data references were mainly from Extract 2, although candidates’ own examples were also
rewarded.
It seemed that many candidates were either unclear about the difference between income
and wealth or reluctant to use simple, everyday examples in their response.

Examiner Comments

There are two knowledge marks
achieved and two application marks for
reference to the context, in this case,
the data provided on Brazil.

Examiner Tip

For the four mark questions, make sure
that there is at least one data reference.
If possible, try to do some calculation with
the data even if this is only calculating a
percentage change in a value or commenting
upon the magnitude of the range of values.
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Question 10 (b)
The most significant issue in this question was that it asked candidates to look at the effects
and not the causes of China’s demand for Brazilian commodities. The question is about the
effects upon the Brazilian economy.
There was a maximum of 3 knowledge marks if no diagram was provided, as the question
specifically asks for a diagram.
When awarding diagrams on this question an inaccurate diagram, i.e. incorrectly labelled,
was put in Level 1. An accurate diagram in Level 2, (up to 3 marks for a right shift of AD
or LRAS) and an accurate diagram which was also explained well in the written response in
Level 3.
Candidates were rewarded positively where they made reference to Brazil and where they
used the data provided.
The mean mark for this question was 6 and the mode mark was 7. Many candidates failed to
develop their evaluation beyond Level 1, simply providing a list of possible negatives without
any explanation or reference to the data.
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Examiner Comments

The most important aspect of this response is that it is in context and is applied to the case
study. The evaluative comments are also in context and are clearly developed. The response
achieved 13 marks.

Examiner Tip

Read the case study carefully and highlight any key details. The examiner is trying to
highlight key features of an economy in the extracts and in the data. It is worth spending a
few more minutes analysing the context rather than producing a generic response that may
not be relevant.

IAL Economics WEC02 01

37

Question 10 (c)
The question was about the causes of falling economic growth in Brazil in 2011 and not the
effects.
There were 2 knowledge and 4 application marks for the question. This is best thought of
as 1 knowledge and 2 application marks for each of the two reasons. Most of the data came
from Extract 1, although some candidates did use their own knowledge and were rewarded
for this.
Some candidates provided a diagram for each cause. For example, inward/left shift of AD
for reduced exports; inward shift of SRAS as a result of higher wage costs caused by higher
costs of food and education.
2 marks were not awarded for an identical diagram used for two different reasons. For 4
marks, the diagrams had to be different for each cause, (see paragraph 3 above).
The mean mark was 3 and the mode was 4. The reason of which was that often candidates
failed to provide two distinct causes or else only fully explained one of the causes.
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Examiner Comments

Two reasons are identified, each in
context and each is then developed to
achieve the available marks for each
factor giving a total of 6 marks. While
data references are not made explicit in
the response they are clearly taken from
the case study material.

Examiner Tip

Where possible, always try to use the
data given in the case study. Application
marks will be awarded for relevant data
references. Analysis should then be
based upon this context.
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Question 10 (d)
The question focuses upon candidates’ understanding that GDP is not necessarily the
best measure of living standards. Candidates were expected to understand some of the
limitations of GDP as a measure of living standards. Extract 2, for example, refers to income
and wealth inequality in Brazil despite high rates of economic growth. As HDI is in the
specification, we did see many candidates offer this as a better measure of living standards.
Knowledge marks were awarded for an awareness of how GDP can measure living
standards, or be used to compare living standards. In addition, development of the concept
of GDP per capita was awarded marks. Links between rising GDP and incomes were
also awarded marks. Knowledge marks were awarded for an awareness that there are other
measures available, such as HDI.
Evaluation marks were awarded for assessing the suitability of GDP as a tool for comparing
living standards over time. The mark scheme presents some possible limitations but other,
equally valid limitations, were rewarded appropriately.
The question was not answered well, with a low mean mark of 3 and a mode mark of just 2.
It would appear that candidates need to do more work in GDP growth and per capita GDP as
a measure of living standards.
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Examiner Comments

There is good knowledge and some
application to context in this example,
as well as, some clear analysis and
evaluation. The response demonstrates
an understanding of some of the
limitations of GDP data and possible
alternative measures. It was awarded
10 marks.
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Examiner Tip

Be aware of some of the limitations
of macroeconomic indicators and
of a range of alternative measures
available to economists when evaluating
macroeconomic performance.

Question 10 (e)
The focus of this question related to the costs of rapid economic growth. Many candidates
were able to identify 2 or 3 costs, yet they did not often develop these sufficiently to reach
Level 3.
Evaluation included attempts to examine some of the benefits of rapid growth, and
this was rewarded. Evaluation marks were also awarded where there was evidence of
understanding at a sophisticated level. For example, where environmental costs are
explored in terms of providing a limit to potential GDP growth, (sustainability of growth) or
how increased tax receipts may be misallocated by government.
The mean mark for this question was 5 and the mode mark was 6. This was largely due to
a lack of evaluation, either highlighting the benefits, such as decreasing income inequality,
(Extract 2) or developing a more sophisticated analysis of the likely costs, (environment
degradation or ring unemployment through technological development).

IAL Economics WEC02 01

43

44

IAL Economics WEC02 01

Examiner Comments

This is a clearly written response, with logical, coherent analysis in context. There is a slightly
more generic evaluation but again this is clear and logical with some reference to Brazil. The
diagram is also relevant and accurate. The response achieved 10 marks and would have been
improved with more evaluative content, perhaps relating to the problems associated with a rising
urban population or environmental degradation.

Examiner Tip

It is an efficient use of time to plan 14 mark responses rather than simply going straight into
writing them. This may mean that the essay can be planned around achieving the different
marking levels used for assessment.
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Paper Summary
Based on their performance on this paper, candidates are offered the following advice:
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•

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

•

While there was some improvement in the general standard of diagrams compared to
previous series, candidates are reminded that diagrams need to be correctly labelled and
explained if used to illustrate an answer. There were still examples of micro diagrams
being substituted for AS/AD diagrams. This is really not appropriate at AS Level.

•

Timing appeared to be a problem for some candidates, who did 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, from early on
in the course. Similarly, with the short answer questions and supported multiple choice
(SMC). Many candidates again used extra paper for the SMC questions when there was
only 3 marks for the explanation. Too much time was being spent on Section A and this
meant there was insufficient time for Section B.

•

There was some evidence this session of candidates completing Section B before Section
A in an effort to overcome some of the timing issues. This is a good idea but it does
not follow that the examiners are rewarding quantity rather than quality for Section B.
There were also some examples of candidates achieving high marks on Section B but
achieving less than 50% for Section A.

•

Candidates also need to use the data provided to support their answers in Section B in
order to achieve higher marks.
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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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