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Introduction
This was the sixth 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 
eight supported multiple choice questions (SMC) with a total of 32 marks. Section B has a 
choice of two data response questions with a total of 48 marks. The total available marks 
for this unit are 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 than Q10.
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Question 1
This question was intended to ease students into the paper, relying to a large extent upon 
recall. A surprising number of candidates did not appear to understand how monetary 
policy is likely to impact upon AD, economic growth and employment and this meant they 
did not tend to achieve the rejection marks. 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 quite well answered with a 
mean mark of 3 out of 4. Better responses showed clear understanding and used a diagram 
to illustrate the likely impact of contractionary monetary policy upon AD, real output and 
employment.

Overall, this question was quite well answered with a mean mark of 3 out of 4 and a mode 
of 4. Better responses showed clear understanding and used a diagram to illustrate the 
likely impact of contractionary monetary policy upon AD, real output and employment.
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The candidate clearly has an understanding of how interest rates impact upon the costs 
of borrowing and reward for saving. This is then linked to AD and to employment. The 
response is also supported by an accurate diagram. A rejection mark for Option A was also 
awarded, although 3 marks for the explanation were achieved.

Examiner Comments

It is vital to learn definitions and, where appropriate, example diagrams. 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 and 
diagrams related to the stem of the question, but also in Section B where there are also 
many marks awarded for definitions and diagrams.

Examiner Tip
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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, including 
the size of the available labour force, tended to do well in this question. This question was 
generally answered well, with a mean mark of 2 but a mode of 4.

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 or AS curve. Only 1 mark was awarded if candidates had not labelled 
the diagram correctly or if the 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/AS 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 
but Q was accepted)
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This response was awarded full marks. A mark was awarded for the first sentence, defining 
unemployment. A mark was then awarded for an understanding of how lower unemployment 
benefits may increase the incentive to work. This is then linked to an increase in the 
productive potential of the economy

Examiner Comments

It would have been better if the candidate had linked the reduction in unemployment benefits 
to supply-side policies, as this is a specific area of the specification. However it does gain all  
3 marks for part (b).

Examiner Tip
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Question 3
This question was presented in a new format with candidates effectively being asked to  
label the diagram and explain the labelling. This proved to be a successful supported 
multiple choice format which resulted in some excellent, precise responses.

The questions was answered well by the majority of candidates, although it was clear  
that there was some confusion about the causes of and effects of a negative or positive 
output gap.
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This is a concise answer, demonstrating how it may be possible to achieve full marks 
without writing more than three or four sentences. A mark is awarded for defining a 
negative output gap. The use of the term "potential GDP" rather than "trend GDP growth" 
was accepted in this context. The candidate then scores 1 rejection mark for C and 1 
rejection mark for A and D.

Examiner Comments

Always explain at least 1 of the distracters in order to gain vital marks for part (b). If 
short of time, then just explain 1 rather than 2. Many marks are lost because candidates 
do not explicitly refer to the rejection point in their response. This example shows how to 
reference and achieve rejection marks.

Examiner Tip
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Question 4
Once again, this question testing knowledge and understanding of HDI, posed problems for 
many candidates. The majority of candidates achieved full marks for part (a) but many were 
unable to explain why (d) was the correct answer. This showed a lack understanding of how 
the composite HDI is constructed.

The key to the question was the higher GNI per capita in Denmark and the higher HDI in  
the Netherlands. Although it was possible to achieve full marks without necessarily 
identifying and explaining this with reference to the data. The most efficient method of 
achieving full marks was to point out that the higher HDI for Netherlands must be due to 
either longer years of compulsory education of higher life expectancy given that the GNI  
per capita is lower.
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This is an excellent response, explaining the higher HDI figure for the Netherlands in 
reference to the composite index. There is also good examination technique here, as the 
candidate also rejects Option A.

Examiner Comments

It is always a good idea to refer to the data provided where numerical or graphical data 
is provided. It is even better to do something with the data, to calculate a percentage 
difference for example. Engaging with the data in this way may make it less likely that 
important points are not missed and therefore opportunities for marks lost. 

Examiner Tip
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Question 5
This question was intended to test understanding of factors likely to create a rapid increase 
in aggregate demand. It was generally answered well by candidates who were aware of the 
"wealth effect" and the impact this may have upon consumption, particularly in economies 
where consumption is a significant component of aggregate demand.

Very few candidates seemed to be able to define a demand-side shock, however many were 
able to describe the likely impact of a "wealth effect" upon AD and illustrate this with an 
accurate diagram.
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This is a good response, with clear development of the explanation and an accurate 
diagram. As in the previous example, the candidate also demonstrates good examination 
technique by rejecting (c) wih a clear, concise explanation.

Examiner Comments

A clear, accurate and relevant diagram is an efficient way of achieving 2 explanation marks. 
This is a good example of how such a diagram can be used to support and explain.

Examiner Tip
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Question 6
This question proved to be one of the more challenging of the supported multiple choice 
questions, with candidates having to demonstrate knowledge and understanding of the 
current account, as well as economic variables likely to affect the current account balance. 
There are still many candidates who have a simplistic understanding of the current account, 
describing it as "exports minus imports". At this level, such an assertion was not be awarded 
a mark and proved to be less likely to support the analysis required for part (b).

The reason why an increase in inflation or an appreciation/increase in the value of currency 
might impact upon current account had to be explained for marks to be awarded (e.g. loss 
of competitiveness of exports or cheaper imports).

Similarly, a decrease in unemployment and the likely impact upon the current account has 
to be explained for marks to be awarded (e.g. higher income, higher demand for imports).

For rejection points, only one of the impacts had to be explained for a mark to be awarded.



IAL Economics 2 WEC02 01 15

Although this response does not provide a concise, accurate definition of the current 
account, there is a good effort to explain the likely consequences of higher inflation, currency 
appreciation and decreasing unemployment. There was also a mark awarded for rejection 
Point D.

Examiner Comments

If in doubt over an answer for part (a) then fully explain 
two of the distracters to gain 2 marks.

Examiner Tip
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Question 7
This question was intended to test knowledge and understanding of inflation, specifically 
demand-pull inflation. It was generally well answered, with many candidates showing good 
understanding and they were able to contract demand-pull inflation with cost-push inflation.

This question was generally well answered with many candidates able to identify 
government spending (G) as a component of AD and explain the impact upon the  
price level.

Up to 2 marks were awarded for an accurate diagram showing an outward shift of AD. 

In this case an accurate diagram consisted of:

•	 Axis labels correct – NOT Price or P on Y axis

•	 Shifted curves labelled correctly

•	 Changes in price level and real output labelled correctly (it was not necessary to use  
a Y label on Real Output axis – Q was acceptable)
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This response identifies G as a component of AD, illustrating the response with 
an accurate diagram. They then clearly explain rejection Point A.

Examiner Comments

Many candidates achieved a mark for rejection Point B, identifying this as a 
cause of cost-push inflation. If it is possible to identify an answer that is "clearly 
incorrect", it is sometimes appropriate to begin the response with a rejection 
point rather than an explanation of the correct answer.

Examiner Tip
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Question 8
Previous papers had demonstrated a lack of understanding of the multiplier and this 
question was intended to test this area of specification, allowing candidates to demonstrate 
a basic grasp of the economic theory.

The formula for the multiplier is provided in the specification document as 1/mpc-1. Simply 
stating this formula was sufficient for 1 mark. It was therefore surprising to see a number 
of inaccurate formulae presented in responses. A clear written explanation of the multiplier 
mechanism was also awarded 1 mark.

There were some very good responses, with learned numerical examples, demonstrating  
a good level of understanding.
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This is a clear response, with an accurate formula and a reference to an injection  
and to consumption as a component of AD. There is also a rejection of Point B, with  
a suitably detailed explanation.

Examiner Comments

Make sure that basic definitions, such as formulae, are learned and reproduced 
accurately in responses. Valuable knowledge marks can be earned by providing 
accurate definitions for key terms and correct formulae.

Examiner Tip
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Question 9 (a)
The first question was intended to test basic knowledge and understanding, relating to the 
data provided in the case study. It is expected that AS Level candidates will understand the 
meaning of the terms 'real' and 'per capita'. In many ways, such an understanding it vital 
for subsequent questions and an accurate interrogation of the case study material.

There were a number of ways to achieve the knowledge marks with definitions. The 
statement that GDP per capita is GDP "per person" was awarded a mark. Many candidates 
did seem to overlook the word "growth" in the question but were still able to achieve the 
knowledge marks.

There was plenty of data in the case study that could be used and described for the 
applications marks.

This response achieved the 2 knowledge marks 
in the first sentence. The application marks 
were then awarded for the data references in 
the 2nd paragraph and the description of the 
trends in the third paragraph.

Examiner Comments
When attempting four mark questions, the 
aim is to achieve at least 2 knowledge and 2 
application marks. Always refer to the context 
or to other, relevant examples for application 
marks. Make sure that definitions are clear for 
knowledge marks.

Examiner Tip
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Question 9 (b)
This question asks for two causes (not effects) of the increasing unemployment in Portugal 
and it was a levelled response.

Each cause was marked out of three for Knowledge, Application and Analysis (KAA) and then 
a level was awarded for Evaluation(E). 

The most common error here was due to candidates not grasping the significance of the 
command word "assess", implying that evaluation was required. There were also some 
responses where the candidate looked at the effects rather than the causes of rising 
unemployment.
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This response identifies two distinct causes, based upon analysis of the context. There is a diagram 
to show the likely impact of increased VAT. The response was awarded 6 marks for KAA.

There is then an attempt at evaluation relating to the size of the VAT increase and PED for goods. 
Although this evaluation was limited, it was still awarded 3 marks for E giving a total of 9 marks.

Examiner Comments

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.

Examiner Tip
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Question 9 (c)
This question was intended to test knowledge and understanding of deflation. In the context 
of the global economy since 2008, it was expected that candidates would have encountered 
macroeconomic data showing deflation. It was also expected that candidates would have 
some understanding of how deflation may impact upon macroeconomic objectives of growth 
and employment. In the circumstances, it was surprising that many candidates saw deflation 
as by definition a "good thing", with lower prices improving living standards.

There were some good answers here, with two or more effects identified, either 
with data references or accurate diagrams with more generic explanation.

•	 An accurate diagram, which was also explained well in the written response, was placed 
in level 3 for KAA.

•	 In the practice, there were responses with no data references but by using accurate 
diagrams they were explained in the text. These were also put into Level 3 for KAA , 
although there were no explicit data references.

•	 There were also responses where the evaluation was strong, with good analysis and data 
references. In fact, one good evaluation point was enough to take the evaluation  
to Level 2.
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Question 9 (d)
This question was intended to test candidate understanding of the links between productivity 
and the macroeconomy of Portugal. There were references to regulation in the case 
study, as well as to the possible impact of deregulation. Given that deregulation is in the 
specification as an example of a supply-side policy, candidates were expected to be able to 
explain the possible impact of deregulation upon AS/LRAS.

Many candidates mentioned economies of scale and larger firms being more likely to benefit 
from the division of labour therefor raising productivity. This was rewarded in the mark 
scheme. More common among the better responses was an explanation in terms of supply-
side policy.

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.

Examiner Comments

Remember that evaluation can be achieved 
at any stage in the essay and does not have 
to be achieved in a conclusion. It is good 
technique to make a point and then evaluate 
this point in the same or in the  
next paragraph.

Examiner Tip
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This candidate chose to show the impact of a supply-side policy with an 
outward shift of the LRAS curve, and they were rewarded for an accurate 
diagram. The explanation shows good understanding and is related to the 
context. The response was awarded 6 marks.

Examiner Comments

It is important to know the difference between the 
SRAS and LRAS, also to be aware of factors which may 
shift the SRAS and/or the LRAS.

Examiner Tip
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Question 9 (e)
The final question was fairly open-ended, inviting candidates to demonstrate an 
understanding of the likely macroeconomic impact of high unemployment. It was generally 
quite well done, although there tended to be a lack of evaluation which restricted marks to 
the 8-10 range in many cases.

A common source of misunderstanding here was that many candidates did not know  
that Portugal is a member of the Eurozone. This meant that they made recommendations in 
respect of Government spending and monetary policy that were largely impossible in  
the context.
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This response, although not one of the strongest achieving 10 marks, was selected because  
it is fairly representative of the scripts seen by the examiners.

There is plenty of basic knowledge, as well as a relevant diagram. There is also a reasonable 
effort at evaluation. The candidate does, however, fail to take into account that the terms  
of the question assumes "sustained high levels of unemployment". They therefore fail to 
develop their evaluative point on the last page where they suggest that the unemployment 
may not be sustained.

Examiner Comments

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

Examiner Tip
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Question 10 (a)
As with 9a, this was a points-based question. Accurate data references were commonly 
seen and were awarded application marks. There were however quite a few examples with 
data clearly showing a depreciation of the metical which was presented by the candidate as 
showing an appreciation. In fact, the data shows both an appreciation (only in 2011) and 
depreciation (all other years). Over the time series (2007-2013) there was a depreciation 
against the $US.

There seems to have been some confusion about an appreciation and depreciation. Some 
candidates clearly did not understand that if it takes more metical to buy a dollar than the 
metical is depreciating.

If a candidate was able to define an exchange rate and explain depreciation with an  
example and/or an appreciation with an example, then they would have achieved full  
marks for this question.

There are 2 knowledge marks achieved and 2 
application marks for reference to the context 
(in this case the data provided on the metical 
and the dollar).

Examiner Comments

For the four mark questions make sure that 
there is at least one data reference. If at all 
possible, try to do some kind of calculation with 
the data even if this is only calculating  
a percentage change in a value.

Examiner Tip
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Question 10 (b)
Examiners saw a significant number of weak responses here. While most candidates 
seemed to know what deterioration in the current account balance meant, they failed to 
explain possible causes for this deterioration. A large number of responses detailed the 
structure of the trade accounts scoring virtually nothing for a page of writing as no cause 
was identified for the deteriorating balance. Stronger candidates used the context material, 
picking-up on the falling global price of coal and poor infrastructure linked to international 
competitiveness.

It was difficult to select a strong response for this question. Often there was weak KAA, 
lacking analysis, or else little or no evaluation.

In some cases the confusion about depreciation/appreciation (misreading of the data evident 
in Q10a) meant that the analysis and evaluation was simply incorrect.
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There is good knowledge and application here as well as analysis. The reference to 
Mozambique's reliance upon commodity exports and imported goods is insightful and 
was rewarded. Evaluation is also present and pushes this response into the top level 
with a mark of 9.

Examiner Comments

Diagrams are a good way of focusing a written explanation and achieving marks. This 
response lacks a suitable diagram, for example showing decreasing AD as a result of 
falling global coal prices.

Examiner Tip
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Question 10 (c)
There appeared to be plenty of scope for candidates to score well on this question. Weaker 
responses tended to ignore the context and write about demand-pull and cost-push inflation. 
Stronger responses did this but in context, using the data to support analysis and finding 
it easy to score evaluation marks by making a judgement about which factors contributed 
most to changes in the rate of inflation.

Inflation fluctuated widely throughout the period shown in the case study (2007-2013). 
Therefore reasons for increases in the rate of inflation and decreases were rewarded.  
There was a clear link, for example with a time lag between inflation and currency 
appreciation/depreciation.
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There is good knowledge and application here, as well as 
analysis, including a suitable, relevant diagram. Evaluation is 
also present and pushes this response into the top level with  
13 marks.

Examiner Comments

Again, a good diagram can provide the centre of a 
response, as long as the explanation is in context.

Examiner Tip
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Question 10 (d)
This question was generally answered very well in context.

The question asks for two ways in which the employment situation could be improved.

Extract 2 identifies the following reasons for the 23.2% unemployment rate (2013):

•	 Labour market was unable to absorb the large number of young people entering the 
labour market

•	 Unemployment rate was high among those with low levels of education and without 
professional qualifications

•	 Also Extract 2 suggests ways in which the employment situation might be improved:

•	 If the Government adopts a national labour policy limiting employers’ demands that 
recruits should already have many years of experience

•	 The policy may also limit/reduce demands that recruits should speak English

•	 Candidates were rewarded for other (more generic) responses, such as policies to 
increase economic growth, investment in education/training. 

•	 Similarly, subsidies for firms employing inexperienced workers were rewarded.



36 IAL Economics 2 WEC02 01

This response answers the question very logically. The analysis is in context, identifying and 
explaining two ways in which the employment situatation might be improved. This response 
was awarded 6 marks.

Examiner Comments

If a question explicitly askes for two reasons/causes/ways, make sure that two 
distinct answers are developed to achieve the available marks. In this case 
there were three marks for each.

Examiner Tip
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Question 10 (e)
This question was generally well answered by candidates who used AD/AS diagrams to 
comment upon growth, employment and tax revenue. Many candidates analysed well but 
did not evaluate effectively, or seemed to struggle to do so effectively. As with Q9e, this may 
have been due to time constraints.

There were plenty of mid-range responses, with reasonably good KAA. There was also some 
limited evaluation developed in context.

An accurate diagram, which was also explained well in the written response, was awarded 
level 3 for KAA.

Evaluation marks were awarded for environmental damage and/or a reliance upon finite 
(albeit large) coal reserves.
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This is a fairly representative response, with some good analysis 
in context. However, as was often the case, the evaluation was 
limited and restricted the response to 10 marks.

Examiner Comments

It is a good idea 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.

Examiner Tip
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Paper Summary
Based on their performance on this paper and in previous papers, 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, 
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 or their own relevant examples to support 
their answers in Section B in order to achieve higher marks.

•	 Handwriting needs to be clear and legible. While many candidates may present word 
processed work in class, it is vital that handwritten work is also produced and that 
centres are satisfied that a candidate is able to write legibly. If the response cannot be 
read by the examiner, it is unlikely to achieve 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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