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Introduction
This was the ninth sitting of the International Advanced Level (IAL) Economics paper, Unit 2,
relating to macroeconomic performance and policy.
The 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 a 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, slightly more candidates attempted Q9 (the economy of Mexico) than Q10 (the
economy of Finland).
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Question 1
This question was intended to examine the understanding of AD and factors likely to
cause a decrease in the rate of inflation. It was generally answered well. Candidates who
understood that consumption is a component of AD provided a diagram as part of their
explanation. There also needed to be some explanation of how increased income tax rates
may decrease consumption.
For 2 marks candidates should have drawn an AD/AS diagram (axes and curves labelled
correctly) with a leftward shift of the AD curve. Only 1 mark was awarded if candidates had
not labelled the diagram correctly or if the AS 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).

•

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).

It is possible to achieve full mark on this response without using a diagram. The following
example illustrates this.
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Examiner Tip
Examiner Comments

This response achieves 2 marks for the explanation,
linking income tax to disposable income and then to
consumption as a component of AD and, in turn, to
inflation.
There is then an additional mark for the rejection of
Option A.

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 this can be done efficiently.
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Question 2
This question was intended to test the understanding of nominal and real data. Overall,
this question was generally well done. Stronger responses showed clear understanding and
used the data to calculate the inflation rate in their explanation or rejection. A surprising
number of candidates did not appear to understand the difference between nominal and
real data and this could impact upon their use of data in Sections B. 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.
This response provides a good example of how the use of data can be rewarded with marks.
In this case, nominal and real income figures are provided. From these figures, it is possible
to calculate the inflation rate to support the correct option.
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Examiner Comments

The response is awarded a mark for the
definition of nominal income. The candidate
then calculates the rate of inflation from the
values provided and are awarded another
mark. Finally, another mark is awarded for
rejecting Option B.

Examiner Tip

It is important to learn the distinction
between nominal and real data.
This may also be useful when analysing
and evaluating data in Section B.
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Question 3
This question was generally answered well. Most candidates were able to link business
confidence to investment. There was a mark available for defining investment and many
candidates achieved this mark.
The following is an example of a response that achieved full marks, although all of the
marks were awarded for 3 rejections points, rather than for an explanation of the correct
answer.
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Examiner Comments

There is a mark for the rejections of
Option A, linking lower corporation
tax to revenue and investment. There
is then a mark for the rejection of
Option B, linking increased consumer
spending to economic growth and
investment. Finally, there is a mark
for the rejection of Option C, linking
a decrease in interest rates to rising
investment.

Examiner Tip

Do not forget the rejection marks. If
the explanation of the correct option is
difficult to construct, try to achieve
marks by explaining why one of the
other options is incorrect.
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Question 4
The next question was again answered quite well, with many candidates able to link a
deficit on the current account with a net withdrawal from the circular flow of income. There
was also a mark available for an accurate definition of balance of payments on the current
account.
The following example achieves full marks for the explanation and for the rejection of
Option A.
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Examiner Comments

A mark was awarded for identifying that the
balances are negative in all years, showing a
deficit on the current account. Another mark was
awarded for explaining that more money flowed
out of circular flow than flowed into the circular
flow. Finally, a mark was awarded for the rejection
of Option A, showing that a net injection would
require exports to be greater than imports.

Examiner Tip

Look for patterns in the data – in
this case, all of the data is negative.
Then use this data in your answer
directly, by doing some calculations or
attempting to summarise it.
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Question 5
This question was intended to test the understanding of GDP per capita data. Again, it was
generally answered well with most candidates using the third column in the table for their
calculations to support the correct answer. A correctly completed column, with the correct
answer, achieved full marks. There was also a mark available for defining GDP per capita.
This is an example of a response where the written explanation is vague but the calculations
used to support the correct answer are sufficiently accurate to be awarded full marks.
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Examiner Comments

Here the candidate rounds all
calculations to the nearest one
hundred dollars, correctly in every
case. Thus, the calculations are correct
and prove the correctness of Option D.
They also correctly reject Option A.

Examiner Tip

If the examination paper suggests
that you use a column or row for
calculations then it is a good idea to do
so. The suggestion implies that there
are marks available for doing so. In
the same way, it is often a good idea
to annotate a diagram included in a
question to explain or illustrate a point.
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Question 6
This question was intended to test the interpretation of data included in a chart as well as
understanding of the CPI. It was not answered well, with the majority of candidates unable
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 interpretation of what changes in the index numbers signify.
Most incorrect responses selected Option C, just seeing that the index number for 2012 is
higher than for 2011. This may be the case; however, the CPI shows that inflation was up 3
points in 2011 but the index only increases by 0.9 in 2012.
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Examiner Comments

There is a mark awarded for the
definition, the crucial term being
"weighted" index. Then correct Option
B is supported by the statement that
the lower index in 2014 indicates
deflation. There is then a correct
rejection of Option D

Examiner Tip

Make sure that you understand how CPI is
calculated and are able to interpret changes
in index numbers accurately. This could also
help with the use of data in Section B of the
paper.
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Question 7
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.
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Examiner Comments

One mark was awarded for the correct
formula for AD. There were then
two additional marks awarded for all
of the rejection points (1 mark already
having been achieved with the AD
formula).

Examiner Tip

Understand how changes in AD
components might impact upon real
output and the average price level.
Also, be able to distinguish between
factors impacting upon SRAS and LRAS.
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Question 8
The final supported multiple choice question was testing understanding of the multiplier
and required a simple calculation. It was generally answered well.
The example shown illustrates how it was possible to achieve full marks with an accurate
definition (formula) and calculation. No other material was required. Again, it shows how
important it is to learn the formula, not just for knowledge marks but so that it can be used
as the basis for simple calculations.

Examiner Comments

The response was awarded a mark
for a correct formula for multiplier
and 2 marks for the correct calculation
showing value of 2.1.
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Examiner Tip

It is a good idea to learn any formula
as presented in the specification,
although alternatives will be accepted
provided they are accurate.

Question 9 (a)
The case study presents a number of possible causes for increased consumer spending
in Mexico. We were looking for the use of data to identify the reason, along with some
development of explanation in context.
The use of data from the extracts is important as it allows not only for the identification of
two reasons, it also provides a context for application and analysis.
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Examiner Comments

The candidate identifies low interest
rates (1 mark) and explains how the
lower incentive to save encourages
greater spending (2 marks). The
candidate also identifies the low value
of the peso (1 mark) and explains
how transfers from relatives paid in
US dollars to the family in Mexico are
worth more as a result (2 marks).
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Examiner Tip

If the question asks for two reasons,
make sure that two, distinct reasons
are given. This question asks for causes
(not effects). Be careful not to confuse
cause and effect in these types of
questions.

Question 9 (b)
This question was generally answered well and, as it used an 'assess' command word,
required an examination of the benefits and the costs of increased consumer spending. A
diagram was also required for this question. For an explanation of the correct labelling for a
diagram, see question 1 above.
A strong response to this question needed an explanation of the link between consumption
spending and AD, real output and the average price level. There should then be some
analysis of the wider economic impact, for example on employment. Evaluative content
would need to look at the possible impact on inflation and other factors that may limit the
positive impact of increased consumption.
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Examiner Comments

This is in many ways an excellent response. There is an explanation of
the connection between consumption and increasing AD, real output and
the average price level. This is supported by an accurate diagram. There
is also a discussion of the derived demand for employment, as well as
the likely impact on Government finances. This is a clear Level 3 response
at knowledge, application and analysis and was awarded 7 marks. The
evaluation covers the likelihood of inflation, as well as possible corrective
action by Government. Other components of AD, which may mitigate
increase in AD, are also looked at. The value of the multiplier is also
mentioned. This was awarded Level 3 for evaluation and 5 marks. This
gives a total of 12 marks out of a possible 14.

Examiner Tip

Evaluation can occur throughout
an essay, by assessing arguments
and counter-arguments throughout.
Evaluation can also take place at
the end of an essay, in the final
sections. Either way is valid and will be
rewarded.
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Question 9 (c)
This question was intended to assess understanding of the purpose of inflation targets.
Why do Central Banks and governments have targets? Most responses did show an
understanding of the benefits of low and stable inflation, as well as the idea that inflation
can be too low as well as too high. Some responses also explained how Central banks and
government might respond to off-target inflation. Reference to the Mexican context was
rewarded with application marks.
There were many full mark responses and candidates tackled the question in a number of
ways. Some explained how inflation targets can be used to guide monetary policy, help to
avoid high inflation and allow for transparency of monetary policy. Others referred more
specifically to the context, where it would appear the threat of high inflation is the main
concern.

Examiner Comments

This response was awarded 4 marks
for identifying the Mexican target as
being 3%. It explains that low inflation
encourages consumer spending and
that high inflation creates uncertainty.
There is then the development of the
chain of reasoning to explain that the
Central Bank can manipulate interest
rates to affect the inflation rate.
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Examiner Tip

It is important to consider the number
of marks available for Section B.
Ideally, a 4 mark question should be
completed in 4 sentences with each
sentence making a valid point or
developing a previous point. It should
not be necessary to use more than the
space provided for these questions.

Question 9 (d)
This question was intended to assess understanding of the likely impact of a weak currency
upon the current account. This requires an understanding of how the current account is
calculated, as well as how changes in the exchange rate might affect the current account.
There were many reasonable responses, looking at the likely impact upon the economy as a
whole, but relatively few that really addressed the question. This meant that the number of
responses reaching the higher levels was lower than might have been expected.
What distinguishes this response is that it addresses the question throughout. This is good
examination technique; to return to the terms of the question frequently as the essay
progresses.
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Examiner Comments

The essay immediately demonstrates good knowledge and
understanding. There is then use of the data to develop the
analysis. This is then supported by an accurate diagram which, on
its own, would not have been relevant. In this context, however, it
supports the chain of reasoning. The knowledge, application and
analysis here is Level 3 (6 marks).
Evaluation then proceeds coherently, again supported by a
relevant diagram and the use of data. The evaluation level here is
Level 2 (4 marks). This response therefore achieves full marks.

Examiner Tip

Be careful to answer the question
set, rather than providing a general
discussion. The way to do this is to try
and return to the question at the end
of each paragraph or section.
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Question 9 (e)
This question assessed understanding of macroeconomic objectives and how there may be
conflicts between these objectives. The specific challenge was for candidates to use the data
provided to identify potential conflicts and then assess the extent to which these are evident
in the data for Mexico.
This example is a particularly strong response with two possible conflicts identified and
some analysis of how Mexico appears to have avoided or minimised these conflicts. There is
also a good use of data to support the arguments. Evaluation is a little more limited but this
is certainly a good response and a useful example.
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Examiner Comments

Two possible conflicts are identified and it is explained that Mexico
has avoided these conflicts, using data references in the process.
This is good Level 3 knowledge, application and analysis. The
candidate incorrectly asserts that net exports have risen, rather
than referring to increased level of exports as a percentage of
GDP. However, the analysis of the possible effects is correct. The
identification that the impacts have not occurred in Mexico is also
correct and is supported by the data. Level 3 (7 marks) awarded.
The evaluation covers just one area where objectives may have
conflicted but also looks to possible future issues. Level 2 (4 marks)
awarded for evaluation. Total of 11 marks.

Examiner Tip

It is good technique to use diagrams to
support or emphasise a point, for both
knowledge, application and analysis
as well as for evaluation marks. It can
demonstrate good understanding and
can increase the level of response.
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Question 10 (a)
Question 10 focuses upon the economy of Finland. The first question was intended to
asses knowledge and understanding of HDI, as Finland is usually associated with a high HDI
measure.
The best responses here were concise and referenced the data provided.

Examiner Comments

The response identifies the life
expectancy component (1 marks) GNI
per capita component (1 mark) the
response then goes on to identify
the constant 0.88 HDI for Finland
(1 mark) even as GNI per capita fell
over the period (1 mark).

Examiner Tip

For these 4 mark questions, accurately
define the terms and then refer to the
case study to exemplify the definition.
This response is a good one as it is
concise and achieves full marks.
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Question 10 (b)
As is often the case, the largest cause of low performance on this question was where
responses focused on the effects of the recession rather than the causes. While the
question was generally answered well, it is important that the two causes are distinct. The
best way to emphasise this is to provide 2 paragraphs, each identifying a likely cause.
The data provides a number of possible causes, including recession in Russia and the
decline of Nokia. The following response actually identifies rising inflation and recession in
Russia as the two likely causes.
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Examiner Comments

There is good development
and application for two causes and
each was awarded 3 marks for
knowledge and application. The use of
the diagram is good and supports the
explanation giving a total of 6 marks.

Examiner Tip

Try not to confuse cause and effect. It
is often a good idea to read through
all of the questions and underline
or highlight key words so that they
are not missed when the response is
written.
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Question 10 (c)
This question encourages candidates to use their understanding of economic theory to
assess the likely impact of the 'decline of Nokia' on the economy of Finland. The strongest
responses looked at the impact on the current account, as well as the price level and real
output. They also included at least one relevant diagram.
The structure of the essay was important with this question. The response here is
particularly strong, as there is an effort to address all of the demands of the question. The
only real weakness is in the evaluation, where the impact of lower incomes on the current
account is not really fully explained.
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Examiner Comments

This is good Level 3 (8 marks) for knowledge, application
and analysis. The response covers the fall in AD
and reduction in current account balance, as well
as the consequent effect on output and price level.
There is also a reference to unemployment in Finland
and lower investment leading to reducing LRAS. In
evaluation, there is the statement that lower incomes
may reduce the negative impact on the current account.
The response also provides evaluation relating to
the size of the multiplier and includes a suitable data
reference. The response was awarded Level 3 (5 marks)
for evaluation and a total of 13 marks.

Examiner Tip

It is always worthwhile spending a few
minutes planning a 14 mark response
so that you do not miss out any of the
requirements of the question. In this
case, to make sure all components are
covered and that a suitable diagram is
included.
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Question 10 (d)
This question tested understanding of the economic impact of unemployment, specifically in
the context of Finland. The best responses not only demonstrated an understanding of the
effect of unemployment generally but also were able to link this to the economy of Finland
and the evidence provided.
A question on the economic impact of unemployment is always an opportunity to
demonstrate good understanding of competing arguments. In this case, with the decline of
Nokia and Finland's generous benefit system, unemployment does not necessarily mean
rising social problems. It could also mean increased opportunities for voluntary work or new
business start-ups and enterprise.
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Examiner Comments

What is particularly pleasing about this response is that
it is balanced. It does not focus entirely on the negative
impact of unemployment. It is good on the negative impact
and certainly achieved Level 3 (6 marks) with a coherent
and logical analysis with reference to the data. It then
goes on to look at the potential positive impact of higher
unemployment, such as falling wages, lower costs and
increased international competitiveness. This was awarded
Level 2 (4 marks) for evaluation. A total of 10 marks.

Examiner Tip

Remember that an 'assess' or 'evaluate'
command word requires a balanced
response. An awareness of competing
arguments. If a response is one-sided,
it is unlikely to access the evaluation
levels.
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Question 10 (e)
The final question encouraged candidates to think about the costs and benefits of a
minimum income guarantee in Finland. Specifically, how this might impact upon the
achievement of possibly conflicting macroeconomic objectives. The best responses dealt
with the question systematically, examining how the benefit system might impact upon
objectives such as economic growth or budget balance.
This question really demanded that candidates 'think like an economist', focusing upon the
economic arguments for and against the benefit system, rather than on some other, more
common-sense or moral assertions. In this sense, it was a challenging question but one
which produced some excellent responses.
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Examiner Comments

The response suggest that the new benefit system may reduce inequality,
encourage uptake of part-time work, entrepreneurship and that the
increase in Government spending may increase AD (accurate diagram).
This was awarded Level 2 for knowledge, application and analysis (6 marks).
There is good evaluation here with Level 2 (4 marks) being awarded. The
point is made that the benefit system may act as a disincentive to work
and may cause inflation through extra government spending, conflicting
with the macroeconomic objective of stable inflation and balanced budget.
The point is also made that the economic impact could be negative in the
long-run. Total of 10 marks awarded.

Examiner Tip

Again. in this case there is an 'evaluate'
command word, requiring that the
response demonstrates an awareness
of competing arguments. This can
be achieved throughout the essay or
by dividing it into two distinct sections.
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Paper Summary
Based on their performance on this paper, candidates are offered the following advice:
•

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 continues to be some improvement in the general standard of diagrams
compared to previous series, candidates are reminded that diagrams need to be
correctly labelled and explained when 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 continues to be a problem for some 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, from early on
in the course. Similarly, with the short answer questions and supported multiple choice.
Many candidates again used extra paper for the supported multiple choice questions
when there was only 3 marks for the explanation. Far too much time was therefore
being spent on Section A and this meant there was insufficient time for responses in
Section B to be fully developed.

•

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.
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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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