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Paper 0455/11
Multiple Choice

uestor ke Cuestor ey
1 C 16 B
2 B 17 C
3 B 18 D
4 C 19 B
5 A 20 A
6 D 21 B
7 B 22 D
8 A 23 C
9 A 24 B
10 D 25 A
11 B 26 A
12 C 27 C
13 D 28 D
14 A 29 A
15 B 30 B

General comments

388 candidates took this 30 question multiple-choice examination and the mean score was 19.8 which is
higher than the mean score last year of 18.5.

The questions for which most candidates selected the correct answer were 1, 2, 3, 11, 13, 15, 18 and 25.
These questions were answered correctly by 80% or more of the candidates. They covered different parts of
the syllabus and were set to test different skills.

The questions for which the fewest candidates selected the correct answer were 8, 14, and 17. These
questions were answered correctly by 40% or fewer candidates. The rest of the questions gave results which
were well within the levels expected.
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Comments on specific questions

Question 8 was answered correctly by 17% who chose option A. 67% chose option B, 8% chose option C
and 8% chose option D. The term ‘real wage’ is often misunderstood. In this case, candidates were
confusing the term with disposable income.

Question 14 was answered correctly by 27% who chose option A. 13% chose option B, 25% chose option C
and 35% chose option D. Those who chose C may well have read the question as ‘what happens to average
variable cost?’ whereas average fixed cost always falls continuously, whatever the figures given.

Question 17 was answered correctly by 31% of the candidates who chose option C. 54% chose option A,
and 6% chose option B and 9% chose option D. Those candidates who chose option A may well have
confused the direction of the change that was asked. If spending decreased and, in addition, employment
decreased, the effect on the economy would be in the same direction. The question asked for an effect that
was in the opposite direction to the decrease in spending.
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Paper 0455/12
Multiple Choice

aetor e Gtor e
1 D 16 B

2 B 17 c

3 B 18 c

4 c 19 B

5 D 20 A

6 D 21 A

7 c 22 D

8 A 23 B

9 D 24 D

10 D 25 c

1 D 26 C

12 c 27 c

13 B 28 D

14 c 29 A
ReQntqj(e)\slggq 5 X 30 A

General comments

2396 candidates took this 30 question multiple-choice examination and the mean score was 19.3 which was
slightly lower than the mean score last year but almost identical to the mean score in 2014.

The questions for which most candidates selected the correct answer were 2, 5, 9, 11, 13 and 30. These
questions were answered correctly by 80% or more of the candidates. They covered different parts of the
syllabus and were set to test different skills.

The questions for which the fewest candidates selected the correct answer were 7, 8, 12, and 14. These

questions were answered correctly by 50% or fewer candidates. The rest of the questions gave results which
were well within the levels expected.

Comments on specific questions

Question 7 was answered correctly by 47% who chose option C. 23% chose option A, 8% chose option B
and 22% chose option D. International trade, (option A), and foreign investment (option B) although external
to the country, are not within the definition of an external cost. In option D, it is not possible to determine that
an external cost exists by comparing private cost and social benefits.
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Question 8, was answered correctly by 38% who chose option A. 32% chose option B, 4% chose option C
and 26% chose option D. The question asked about a disadvantage to a trade union when arguing for an
increase in wages. Option B mentioned the closure of a local training college resulting in fewer potential
workers. This would decrease the supply of workers and would be an advantage to the union when seeking
a wage increase.

Question 12 was answered correctly by 45% of the candidates who chose option C. 43% chose option A,
7% chose option B and 6% chose option D. Making the most profit would not imply that the company was
operating mainly in the interests of the customers (option A). The customers’ preferences would not be as
significant in decision making as the preference of the owners to make profits (option C).

Question 14 was answered correctly by 44% of the candidates who chose option C. 8% chose option A,
14% chose option B and 34% chose option D. Those who chose option D probably confused average cost
with total cost. The question asked about average cost.
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Paper 0455/13
Multiple Choice

uestor ke Cuestor ey
1 A 16 B
2 B 17 B
3 C 18 C
4 C 19 A
5 D 20 A
6 D 21 B
7 D 22 D
8 B 23 D
9 C 24 A
10 D 25 A
11 C 26 B
12 C 27 C
13 B 28 D
14 D 29 A
15 C 30 B

General comments

1478 candidates took this 30 question multiple-choice examination and the mean score was 19.8 which is
slightly lower than the mean score last year of 20.7.

The questions for which most candidates selected the correct answer were 1, 2, 4, 8, 11, 21, 24, and 28.
These questions were answered correctly by 80% or more of the candidates. They covered different parts of
the syllabus and were set to test different skills.

The only questions which were answered correctly by 40% or fewer candidates were questions 3, 14, 25
and 26.
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Comments on specific questions

Question 3 was answered correctly by 30% of the candidates who chose option C. 10% chose option A,
40% chose option B and 20% chose option D. The gas supplies were known to exist so were within the
production possibility boundary. Gas supplies would increase as more drilling took place. The only possible
option was a movement within the boundary from Sto T.

Question 14 was answered correctly by 43% of the candidates who chose option D. 37% chose option A,
8% chose option B and 12% chose option C. Initially the firm produced 200 cars with 50 workers. This is
equivalent to 4 cars each. The firm then produced 160 cars with 32 workers, equivalent to 5 cars each.
Production per worker increased by 1 car each, a percentage increase of 25%. Those who chose option A
were thinking of a production change, not a productivity change per worker.

Question 25 was answered correctly by 44% of the candidates who chose option A. 18% chose option B,
8% chose option C and 29% chose option D. It is usual to assume that as a person gets older, they would be
in receipt of a lower income than previously, especially if they have left work. Their savings would not
increase and, thus, option D is incorrect. Retraining for those who have left work (option B) is not the most
likely option of those given.

Question 26 was answered correctly by 40% of the candidates who chose option B. 2% chose option A,
51% chose option C and 7% chose option D. It is not possible to decide about reduction in absolute amounts
of carbon emissions (option C) as no absolute figures are given. The information is all in percentages.

22 CAMBRIDGE

International Examinations © 2016



Cambridge International General Certificate of Secondary Education
0455 Economics November 2016
Principal Examiner Report for Teachers

ECONOMICS

Paper 0455/21
Structured Questions

Key messages

There are three key messages to emerge from this examination: the importance of precision in answers,
brevity can be a virtue, and that carelessness costs marks.

The importance of precision in the use of economic terms can be seen in questions such as 2b and 3a for
example, but it was also apparent in several other questions. In Question 2b the key to a good answer was
to explain how imports and exports were affected by a currency depreciation, but only a minority of
candidates considered imports and exports at all. In Question 3a very few candidates gave a precise
definition of elasticity of supply and instead used phrases such as “supply doesn’t change much” and “supply
only changes a little bit”, when the proportionate change was required for a precise answer.

Many candidates seem to think that the key to a good answer is to write as much as possible, thus confusing
quantity with quality. Very often this leads to an answer which digresses from the focus of the question, and
which produces a rambling answer which lacks clarity. For two mark questions this is especially significant
because full marks can often be obtained by a one sentence answer: for example, Question 1a only
required “inside” to be identified and an explanation that “unemployment existed” for full marks. Long
explanations and diagrams of production possibility curves were completely unnecessary for such a
question.

It was very disappointing to see otherwise good candidates not gaining marks because they did not read the
questions carefully. This carelessness was particularly apparent in Questions 3a, 5b and 7a. In

Question 3a it was common to see answers which defined elasticity of demand rather than supply; in
Question 5b a large number of candidates ignored average fixed costs altogether, focusing on total fixed
costs instead; whilst in Question 7a a large number of candidates ignored the instruction to give an
example.

General comments

It was most encouraging to see very few major rubric errors with no candidate answering all seven
questions. There was, however, a small number of candidates who answered three questions in total rather
than three optional questions in addition to the compulsory question 1. Needless to say, this reduced the
potential total mark to 70 rather than 90.

It was also encouraging to see more candidates approaching the command word ‘Discuss’ appropriately, i.e.
explaining and developing points from both sides of an argument or issue, rather than wasting their time
writing summaries or conclusions for which marks are not awarded.

Finally, whilst it is perfectly acceptable to attempt the questions in a different order to that shown on the

examination paper, it can cause significant problems when the candidate then does not give the question
numbers correctly or does not label them at all.

Comments on specific questions

Section A

Question 1
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(a) Many candidates were unable to answer this question correctly because they had problems with
interpretation of the information in the extract. The key to the answer was an unemployment rate in
the US of 6.1 per cent. Despite the fall in unemployment which occurred in reaching this figure, the
extract still indicated that resources were being under-used and therefore that the US was
operating inside its production possibility curve.

(b) As in the previous question, many candidates could not identify the appropriate information in the
extract. In addition, they tried to use supply factors identified in the first paragraph, rather than the
demand factors from the fourth paragraph, to explain the elasticity of demand. US consumers were
“becoming more sensitive to price changes” but the sentence goes on to state that “a rise in price
still leads to a rise in revenue”. The demand is therefore price-inelastic.

(c) Not many candidates scored maximum marks on this question. This is very surprising but came
about because there was a tendency to write at great length about economies of scale without
actually identifying these economies. Two words (technical and managerial) would have given a
large number of candidates an extra two marks. It is therefore very important for candidates to
learn the names of the various types of economies of scale prior to taking the examination.

(d) A relatively high proportion of candidates found this a challenging question. The main reason was
because candidates simply added together the three production figures but, whilst imports do add
to the demand for oil, exports are demanded by other countries and the 3.4 million barrels must
therefore be subtracted from the total.

(e) This question was answered reasonably well on the whole, with most candidates able to indicate
that the value of the dollar would increase because of the increased demand for that currency.
Further development, however, sometimes proved difficult and it was rare to see an explanation
given in terms of demand for imports and the supply of dollars.

(f) The first half of this question was fairly straightforward for most candidates, with three marks
obtained by explaining that an interest rate cut would cause more borrowing, less saving, and more
consumption. Having obtained these three marks however, many candidates then proceeded to
write unnecessarily and at great length about interest rates and economic growth. In addition, some
candidates wrote about tax cuts, thus confusing monetary and fiscal policies. The “other side” of
the question was less satisfactorily answered, however, and it was rare to see the danger of
inflation fully explained by reference to full employment.

(9) Most candidates could identify relevant information from the extract to show why the price of oil
may rise more in China than the US. The main weakness was to focus exclusively on China and
therefore ignore both the demand and supply factors affecting US prices. In addition, some
candidates were distracted by other information in the extract, such as the respective trade
balances, whilst others introduced unnecessary material from outside the extract, such as China’s
population growth.

(h) To perform well on this question candidates needed to consider the question carefully and to
answer it directly. There were a number of reasons why some candidates did not do well on this
question; including a tendency to explain the nature of the balance of payments and suggest ways
in which a surplus could be reduced, but the most significant was a misunderstanding about the
nature of a surplus on the current account. A budget surplus is not the same thing as a current
account surplus on the balance of payments, and the surplus cannot therefore be used for
government spending on health and education. A current account surplus is simply a record of
international transactions, mostly between firms rather than governments.

Good answers to this question focused on the exchange rate and the way in which reducing a
surplus could reduce upward pressure on it, combining this with a discussion of how a surplus on a
current account could boost economic growth.

Question 2

(a) It was fairly straightforward for most candidates to identify a fall in the value of the currency. Most,
though not all, then went on to say that this was compared to another currency.

(b) As identified in the key comments above, good answers used the increase in the price of imports
and the fall in the price of exports to give a straightforward explanation of inflationary pressures
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arising from a depreciation of a currency. Unfortunately, some answers ignored imports and
exports completely. There were also some answers which lacked focus and attempted to explain
inflation and which referred to monetary policy and interest rates, whilst ignoring the international
aspect of the question altogether.

(c) This question gave considerable difficulties to some of those who attempted it. The main reason
why some candidates did not score highly was an inability to understand the possible causes of
conflict between low inflation and low unemployment: indeed many candidates simply indicated
without evidence that inflation causes unemployment, thus ignoring the basic premise of the
question. The key to a good answer was analysis which used the concepts of demand-pull inflation
and cost-push inflation to show how a low inflation/low unemployment combination is very difficult
to achieve.

(d) There were some impressive answers given to this question but a major weakness in many
answers was a lack of precision when discussing taxation. Good answers, for example, discussed
how an increase in income tax would reduce disposable income and therefore total demand, and
were then able to examine the “other side” of the discussion by explaining that higher indirect taxes
may cause cost-push inflation.

Question 3

(a) Far too many candidates defined inelastic demand rather than inelastic supply when answering this
question. This emphasises the importance of reading the question very carefully, to answer the
question on the paper rather than the question which the candidate expects to see. Good answers
compared the differences in percentage changes of price and quantity supplied. Weaker answers
however were too vague, specifying for example, that supply “did not change very much”.

(b) Candidates who attempted this question were usually able to produce good answers by citing an
inefficient allocation of resources and giving examples such as external costs and external benefits.
Whilst answers on merit goods and demerit goods were not expected, many candidates were able
to score well by using these concepts. There was however some confusing of social costs
(benefits) with external costs (benefits) and it is important for candidates to understand that social
costs include private costs.

(c) By using generic ideas about government intervention to control consumption, candidates found it
straightforward to apply them to meat consumption in order to score full marks on this question.
Policies such as taxation, subsidies, advertising, and regulations were all successful means of
answering the question by applying them to meat consumption. Weaker answers, however,
suggested price rises alone as a means of reducing meat consumption, but this implied that the
government had the power to do so: to be rewarded for this approach, candidates had to clearly
indicate that the government was a meat producer. Finally, a surprisingly large number of
candidates mistakenly suggested that chicken and other types of meat could be subsidised as an
alternative to meat.

(d) The “first side” of the discussion was generally answered well for a maximum of 5 marks, the “other
side” of the argument less well so. Candidates were able to use ideas such as the birth rate and
the death rate to explain how population was likely to rise in the future, combining this with the
shortage of land and the climate changes which are likely to occur. The best answers as to why
population growth might not exceed that of food production tended to focus on technological
improvements such as GM crops and improved fertilisers.

Question 4

(a) There was a good understanding of the underlying concept here but many answers were spoiled
by tautologies. It was insufficient to say that GDP per head is GDP divided by population; some
indication of total output was required for both marks.

(b) Most candidates who attempted this question could offer two satisfactory reasons why firms could
potentially find it difficult to obtain loans. The main weakness in answers was vagueness and,
having identified two reasons, a tendency to give an insufficient explanation. For example, a small
firm might be less well known but the point needs to be developed by explaining that this makes
them a greater risk for a bank to lend to.
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(c) The general standard of diagram in answers to this question was encouraging, with most
candidates correctly identifying the shift to the left of the supply curve as a result of the withdrawal
of a subsidy. The main weakness in answers was an inability to develop a full written explanation,
in particular the omission of any reference to an increase in the costs of production. It is well worth
noting that one accurate and correctly labelled diagram replaces the need to write about the
changing position of a curve (demand, supply or production possibility) however, a well-developed
written analysis of why the change happened in that way is still required in order to achieve high
marks.

(d) There were some very good answers given to this question by candidates. The best approach
considered different levels of income per head and unemployment, contrasting this with the
possibility that the situation may not be better in other countries because of factors such as
pollution and income distribution. Surprisingly however, very few candidates suggested that GDP
per head may not fall, depending on population changes. Weaker answers were vague and made
assumptions about the economy which could not be justified, such as a fall in GDP attracting
multinationals into the country without an explanation of why this could happen (e.g. falling wages).

Question 5

(a) Good candidates were easily able to define specialisation in terms of focusing on specific tasks
(labour) and specific products (firms). Too many candidates however took this as an opportunity to
write a short essay on the advantages of specialisation in international trade (comparative
advantage) when all that was required was a short definition. Time wasted on this 2-mark question
could have been more productively spent developing answers to the higher-order questions.

(b) A relatively high proportion of candidates struggled with this question. It was correctly stated that a
fall in output would not affect fixed costs but then incorrectly assumed that this would also apply to
average fixed costs. Some candidates ignored the average altogether in their answers. The second
part of the question proved even more challenging and not many candidates were able to explain
fully that the effect of a fall in output on AVC is uncertain and depends upon the impact of
economies of scale/diseconomies of scale.

(c) There was a slightly better understanding of costs and revenues demonstrated in this question but
many answers still demonstrated limited understanding of profit, often confusing it with revenue.
One mark was available for stating that profit is the difference between revenue and costs but few
candidates did this. The best answers explained that raising the price would raise revenue if
demand was inelastic and that costs could be reduced by cutting wages for example.

(d) The overall standard of answers to this question was encouraging, with the best approach using
the different types of unemployment to provide a good framework: structural unemployment could
last for more than a year because the worker lacked the skills for a different job, whilst cyclical
unemployment was likely to last for more than a year unless the economy recovered. Weaker
answers tended to focus on specific people being “fired” and whether or not their boss would re-
employ them. There was also a tendency amongst some candidates to assume that only “lazy”
people would be unemployed and that there would be plenty of jobs — this of course depends upon
the state of an economy.

Question 6

(a) Taking time to think before answering would have been appropriate for many candidates who
attempted this question. A country will not have more women than men because they are the ones
who give birth and take care of children, nor will it be because there are more women working than
men. On the other hand, many other candidates were able to succinctly and clearly identify wars
and emigration/immigration as reasons why the number of women may exceed the number of men.

(b) There were few problems with answers to this question. Most candidates could identify and explain
improved healthcare and better sanitation as reasons for a falling death rate.

(c) It was encouraging to see that most candidates were able to give three policy measures to
increase the birth rate with a wide range of options provided. The main weakness in answers was
an inability to develop answers beyond identification. It is important to note that it had to be
explained why free education would be effective, for example in terms of the reduced costs to
families.

«s CAMBRIDGE

Y International Examinations © 2016




Cambridge International General Certificate of Secondary Education
0455 Economics November 2016
Principal Examiner Report for Teachers

(d) There was some excellent economic analysis demonstrated in candidates’ answers to this
discussion question. In particular it was encouraging to see economic concepts such as the
dependency ratio and opportunity cost used by many candidates: by applying these concepts,
candidates were able to focus clearly on the question and produce a comprehensive answer to it.
Weaker answers discussed how this policy might be “unfair’ without explaining why this might be
the case in terms of older people and young workers. It was also disappointing to see ageist
remarks in the answers of a small minority of candidates. Finally many candidates misuse the term
“subsidy” in this context when the more accurate “pension” should be used.

Question 7

(a) A surprisingly large number of candidates ignored the instruction in the question to give an
example, thus illustrating very clearly the importance of taking time to read the question carefully
before answering. All that was required to score another mark was to use the example given in the
stimulus, “optician”, or to give another relevant example.

(b) Good answers to this question used the economic concepts of efficiency and productivity to good
effect, whilst explaining that capital intensive production was often introduced to reduce relative
costs of production. It was not necessary however to give long explanations of labour intensive and
capital intensive production, nor did the answer require extended details about machines not taking
holidays and not taking strike action for example. A clear, short explanation of improved efficiency
was sufficient.

(c) The key to a good answer here was to use the appropriate economic concepts, in this case
demand and supply. Only a minority of candidates adopted this approach however, but those that
did were able to score well. It was a straightforward task to produce a good answer by developing
explanations that demand for workers may fall because demand for the product falls or because
they are replaced by capital equipment; this could have been combined with an explanation of
labour supply increasing due to immigration for example. For both supply and demand aspects, a
diagram could have replaced the initial written explanation of changes, but very few candidates
chose to do this.

(d) Answers to one side of this discussion were usually good but many candidates found producing an
argument on “the other side” more difficult, and some candidates only answered one side. Most
were able to explain how training would improve skills and then proceeded to show how this could
improve productivity, quality, and overall output. The best answers arguing why training should not
be subsidised successfully used the economic concept of opportunity cost to explain that there may
be other priorities for government spending, such as infrastructure projects.
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ECONOMICS

Paper 0455/22
Structured Questions

Key messages

There were some excellent answers to this paper which applied relevant economics in a clear and logical
way. A number of answers to the higher mark questions were, however, based on unsupported statements.
For example, a number of answers to Question 1(h) stated that countries with high population growth have
high unemployment without explaining why this might be the case. There seems to be a widespread
assumption that there is a fixed number of jobs and a lack of awareness that high population growth
influences not only the supply of labour but also the demand for labour. It is important that candidates
explain the comments they make and provide analytical links. Some candidates in answering Question 1(h)
did establish good links between for instance, a rise in the birth rate, a short-term increase in dependency,
then an increase in the labour force and a potential rise in output.

A number of answers lacked focus. It is important that candidates answer the specific question set and
concentrate on that question. Some candidates did not consider the words of Question 5(b) carefully
enough and as a result answered a different question. In the case of Question 7(d) it was relevant to
mention that increasing tax rates would enable a government to increase its spending. A small proportion of
candidates, however, focused only on this aspect and, in effect, turned the question into asking whether the
government should increase its spending.

Some candidates also answered some of the questions using just general knowledge. It is important that
candidates appreciate that each question is designed to allow them to reveal their ability to apply their
knowledge and understanding of economics.

In conclusion, the three key messages are that candidates should:
« use relevant economics in their answers

« concentrate on the specific question

« explain the points they make.

General comments

Fewer candidates than in previous sessions made the mistake of answering all the optional questions. This
was pleasing as it meant that most candidates were able to devote sufficient time to both the compulsory
data response question and the three optional questions. There was generally good time management with
candidates answering in sufficient depth, devoting more time to the higher mark questions.

Candidates revealed a greater understanding of certain areas of the syllabus than in previous sessions. This
was particularly true of deflation; where most candidates in their answers to, for example, Question 4(d)
showed an awareness of the nature, causes and consequences of deflation. As in previous sessions,
however, confusion between productivity and production was widespread. A disappointing proportion of
candidates wrote in their answers to Question 1(h) that an increase in the number of people working will
increase productivity when they meant it would increase production. A relatively high proportion of
candidates also defined production rather than productivity in Question 3(b). Some candidates also showed
some misunderstanding of the nature of production possibility curves in their answers to Question 5(c).

There was a relatively even spread of the optional questions answered. Question 7 was the most popular
question followed by Question 5. Question 6 was the least popular question followed by Question 2. There
was some indication that a higher proportion of candidates than in some previous sessions, were taking into
account their ability to answer all the question parts before starting their answers.
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It was encouraging to see more candidates approaching the command word ‘Discuss’ appropriately, i.e.

explaining and developing points from both sides of an argument or issue, rather than wasting their time
writing summaries or conclusions for which marks are not awarded.

Comments on specific questions

Section A
Question 1

Most candidates did answer this question first. The best answered question parts were Question 1(c) and
Question 1(g). A small number of candidates did not provide answers to Question 1(d) and Question 1(e).
In terms of the two ‘discuss’ questions, the performance was stronger on Question 1(h) than on Question
1(f). In the case of both these questions, the vast majority of candidates provided a two-sided response.

(a) Not all candidates followed the instruction to use information from the extract. Such candidates just
gave a definition of the economic problem. Other candidates did identify the relevant information
from the extract which illustrated the economic problem.

(b) A few candidates did not attempt this question and some of those who did revealed a lack of
understanding of the nature of the birth rate. A pleasing proportion of candidates did, however,
calculate the figure accurately.

(c) Most candidates were able to select two relevant reasons from the extract. Not all candidates went
on to explain the reasons they identified. Some of those who did provided strong answers with
clear links between, for instance, multinational companies setting up in the country, higher demand
for labour and so higher wages. A number of candidates also mentioned that multinational
companies may pay lower wages than those paid to workers in their country of origin but higher
wages than in the countries they locate in.

(d) This was a well answered question. The majority of candidates correctly interpreted the information
in the extract. They provided relevant evidence to support the view that Mexico operates a mixed
economic system. A small proportion of candidates confused a mixed economic system and a
market economic system.

(e) Some candidates found this a challenging question. The key to success was to recognise that as
more rupiah had to be exchanged to gain a dollar, the value of the rupiah had fallen. Some of the
candidates who did this, produced strong analysis of the effect on the price of imports, demand for
imports and import expenditure. A number made good use of price elasticity of demand in
examining the impact on import expenditure.

(f) There was some confusion shown over the composition of the Human Development Index (HDI).
The answers tended to be stronger on the shortcomings of the HDI with a relatively high proportion
of candidates mentioning indicators of living standards that are omitted from the HDI.

(9) This was a well-answered question with most candidates making good use of information from the
extract. A small proportion of candidates revealed a confusion between a trade union and a trade
bloc.

(h) There was a full range of responses to this question. Some candidates made vague statements

while others produced excellent answers which were based on sound economics. Some
particularly good comments were made about how the impact of high population growth is
influenced by the cause of the population growth and how the effect on the dependency ratio and
production may differ in the short run and the long run.
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Section B
Question 2

The strongest performance on this question was on part (c). A number of candidates struggled to provide
good answers to Question 2(a) and there was considerable variation on the performance on Question 2(b)
and Question 2(d).

(a) Not all candidates answered the specific question set. These candidates defined price elasticity of
demand but did not state what is meant by a price elasticity of demand of —2.5.

(b) Candidates answers tended to be strongest on the importance of price elasticity of demand to a
government as a producer. There was some good explanation of how price elasticity of demand
may influence the effectiveness of a tax to reduce the consumption of products that generate
external costs.

(c) This was generally well-answered. Most candidates were able to provide accurate analysis in the
form of a relevant, well-labelled diagram and recognition of the relationship between the two firms’
jeans. Only a small proportion of candidates got the demand and supply curves round the wrong
way. A rather higher proportion of candidates did not indicate the equilibrium points. It is well worth
noting that one accurate and correctly labelled diagram replaces the need to write about the
changing position of a curve (demand, supply or production possibility) however, a well-developed
written analysis of why the change happened in that way is still required in order to achieve high
marks.

(d) The strongest answers explained all the points made, using relevant economics. Other answers
were based on statements that were not explained. For example, a number of candidates stated
that new firms would charge lower prices than long-established and well-known firms. They did not
explain how this might be possible and made a number of vague statements.

Question 3

The strongest performance on this question was on Question 3(c) and Question 3(d). Greater precision
was needed on Question 3(a) and on Question 3(b).

(a) Some candidates defined production rather than productivity. A number of those who did recognise
the nature of productivity did not mention the time element.

(b) Not all candidates took into account the word ‘average’ before ‘fixed cost’ and before ‘variable
cost’. As a result, they answered a different question i.e. explain the difference between total fixed
cost and total variable cost. While total fixed cost remains unchanged as output increases, average
fixed cost falls as output increases.

(c) This was well-answered. Candidates showed a good awareness of the meaning and advantages of
specialisation. Most candidates did bring out the relevant links between specialisation and the
advantages identified. There was particularly good analysis of the impact of specialisation on
international competitiveness.

(d) There were some strong answers to the question which did focus on how protectionism may
influence employment. There were, for instance, some interesting comments on the effect
protectionism may have on jobs in countries which have trade restrictions imposed on them. A
number of candidates, however, tried to answer a different question. They discussed how
protectionism might affect consumers.
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Question 4

The performance on the question parts was relatively consistent on this question. There were some strong
overall performances.

(a)
(b)

(c)

This was well-answered with most candidates giving the appropriate macro definition.

There were some good answers to this question with a relatively high proportion of candidates
recognising the difference between demand-pull inflation and cost-push inflation. There were some
particularly good comments about how increases in costs of production could force up the price
level if producers raise prices to maintain profit margins. Some candidates, however, revealed
some confusion between the two. A number also wrote in micro terms in connection with demand-
pull inflation; they referred to demand for a product rising which, of course, would not necessarily
cause inflation.

There was a mixed performance on this question. Some candidates did provide relevant and clear
analysis based on increasing the rate of interest, imposing direct controls on bank lending and/or
reducing the money supply. A number of candidates, however, showed confusion about the role of
the central bank by writing about fiscal policy. Some candidates lost focus on household borrowing
and wrote just about the effect that a rise in the rate of interest would have on saving. A few
candidates were confused about the relationship between changes in the rate of interest and
spending and borrowing.

(d) The strongest answers explored how an increase in saving might affect the country’s
macroeconomic performance and people’s current and future living standards. There were some
perceptive comments on how the outcome of an increase in saving will be influenced by the initial
level of economic activity.

Question 5

Most candidates who selected this question did quite well on parts (a) and (d) but found parts (b) and (c)
more challenging. In the case of (b) this was due to the need to focus on the specific question set. In the
case of (c) it was due to a lack of understanding of production possibility curves. It is important that
candidates gain experience in illustrating different situations on production possibility curves before the
examination.

(a)

(b)

(c)

(d)

Some candidates described economic activity i.e. adults who are not part of the labour force.
Other candidates did recognise that unemployment involves not only people without jobs but also
seeking employment.

A number of candidates explained two benefits a firm could gain from exporting to another country,
but the focus needed to be on producing in another country. Some of those candidates who
recognised this gave some good answers where they did explain how, for instance, a firm could
benefit from a ready supply of skilled labour in another country.

A disappointing proportion of candidates drew a demand and supply diagram rather than a
production possibility curve (PPC). Some of those who did draw a PPC showed a shift in the PPC
to the right rather than a movement of the production point towards the curve. A number of
candidates did not provide appropriate labels to the axes. It is important that candidates appreciate
that a PPC is concerned with the possible production of two types of products.

Candidates generally did well on this question although not all of the points made were established.
Some candidates, for example, stated that wages would be higher in the public sector but did not
explain why. A number also then went on to state that wages would be higher in the private sector.
It is possible that wages could be high in both sectors, but candidates needed to explain the
possible reasons why this might be the case.
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Question 6

Not all of those candidates who selected this question showed a strong understanding of costs of production,
influences on demand for a factor of production and how firms behave in monopoly and perfect competition.

(a)

(b)

(c)

(d)

Some candidates got the ownership round the wrong way and a number gave answers that were
too vague in the case of ownership of a public limited company.

The key to doing well on this question was to understand the nature of fixed costs and to identify
and explain their significance in the aircraft making industry. Some candidates struggled to relate
relevant examples of fixed costs to the aircraft industry.

Some of the answers to this question lacked width and depth. These answers concentrated on just
one or two influences and did not provide analysis of the influences identified. The influence that
was best analysed was the rate of interest.

A high proportion of candidates just focused on the level of competition in the two types of market
structure. The stronger answers took a wider perspective and considered the influence of
economies and diseconomies of scale and what a monopoly may do with any profits it may earn.
There was some confusion shown about the nature of products produced in a perfectly competitive
market. A relatively high proportion of candidates mistakenly stated that there is variation in the
products produced in such markets. A number of answers wandered off the central point into
discussing whether price will be higher or lower in a monopoly than in a perfectly competitive
market.

Question 7

This was a popular question. There were very few unanswered parts to the question and there were some
good answers to parts (b), (c) and (d)

(a)

(b)

(c)

(d)

Not all candidates recognised that a progressive tax takes a higher proportion of the income of the
rich. These candidates did not appreciate that the rich will pay more in absolute terms than in the
case of proportional and regressive taxes. What is significant in determining whether a tax is
progressive, proportional or regressive is the proportion of income paid in tax by different income
groups.

Most candidates were able to distinguish between direct and indirect taxes, although a few
confused the two. A pleasing feature of a number of answers to this question was that many
candidates produced direct, focused answers.

There were some good links produced in answers to this question. A number of candidates
analysed the impact on revenue from a range of taxes in a clear and logical way. They linked, for
example, people gaining employment, higher income, higher spending and higher VAT revenue.

There was a range of answers to this question. Some were excellent, exploring how higher tax
rates could influence economic performance and living standards. There were some particularly
strong comments on the effect on inflation and possible disincentive effects. Other answers were,
as previously mentioned, narrowly focused on just what the government could spend the increased
tax revenue on.
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ECONOMICS

Paper 0455/23
Structured Questions

Key messages

Overall, candidates made good use of the extract material in providing answers to questions in Section A.
Good answers were those that were able to select the right information from the extract and then use their
understanding, analysis and evaluation skills to develop their answers.

Candidates do need to read questions carefully and ensure that their response matches the actual question
set, rather than a more general response which may include general information which will not gain marks.

It was good to see that for most candidates the answers given to questions with the command word
‘Discuss’, particularly part (d) questions in Section B, showed a balanced discussion of both sides of the
argument. The difference in marks here often reflected the depth in the development of points being made
and candidates are encouraged to develop their argument rather than list a number of relevant factors. Itis
worth noting that candidates should develop points from both sides of an argument or issue in response to a
‘Discuss’ question, but not waste their time writing summaries or conclusions.

General comments

Candidates should make sure that they understand what is being asked of them before they write their
response. In some cases candidates are not fully focused on the specific question and give a generalised
answer or provide far more information than is required.

For example, Question 1(c), with the command word ‘draw’, only required a diagram to be drawn and no
explanation to be given, yet most candidates spent time giving a written response. (This is quite different to
a similar question with the command word ‘Analyse’. In that instance, one accurate and correctly labelled
diagram replaces the need to describe a change in position (demand, supply or production possibility)
however a well-developed written analysis of why the change happened in that way is then required in order
to achieve high marks.) Question 1(g) only required candidates to interpret the data on birth rates, death
rates and net migration. However, quite a few candidates attempted to explain why it was that birth rates
might be higher than death rates in Mauritania.

In Question 2(c) the question asked candidates to analyse how wage increases might cause
unemployment, but some candidates widened the scope to discuss how wage increases could result in
higher aggregate demand and reduce unemployment which gained no credit. Equally, with Question 3(b)
candidates were asked to analyse ways that the government could discourage smoking other than imposing
indirect taxes. However, many candidates did make reference to indirect taxes, especially the use of tariffs. It
is important to note that questions with the command word ‘Analyse’, particularly part (¢) questions in
section B, do not require a two-sided argument and candidates should only analyse the relationship stated
in the question.

Comments on specific questions

Section A
Question 1
(a) The majority of candidates were able to identify a best alternative foregone such as exporting other

products or processing the fish first before exporting. The most common answer was that the fish
were consumed by Mauritania rather than exported.
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(d)
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(f)

(9)

(h)
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A significant number of candidates used incorrect data or used incorrect workings. The growth
was from US$8 billion to US$8.5 billion, i.e. US$ 0.5billion making a growth rate of 6.25%

[0.5/8 x 100]. Common errors on using correct data were 5.88% or failing to put percentage sign
despite making the right calculation. Some candidates used the population data or attempted to
calculate the growth per person by using both GDP and population data.

The question only required candidates to draw a demand and supply diagram. Most candidates
also wrote an explanation, which even if correct, gained no marks. The demand and supply
diagram should simply have shown a shift in the supply curve to the left as the extract stated that
fish stocks would decline significantly in the future. Quite a few candidates showed a shift in the
supply curve to the right or also showed a shift in demand curve although there was nothing in the
extract to suggest that demand would change. .

The extract referred to trade in goods balance and current transfers. Therefore, the two parts of the
country’s current account balance not identified were trade in services and the income balance.
Overall, many candidates were unable to name either of these two and instead either put answers
such as imports and exports or did not give an answer at all.

Most candidates were able to identify that average costs were lower for the EU fishing industry
because they had more skilled workers that were more productive or more efficient. Fewer
candidates identified that lower average costs also came from the fact that the EU fishing boats
were larger and would gain from economies of scale. Quite a few answers made reference to EU
boats catching highly valued squid; this increases revenue rather than reducing costs.

Factors affecting poverty were well understood by most candidates. Answers to why poverty would
fall were generally accurate. A very common answer was that increased income from having a job
enabled workers to buy more basic necessities. Many candidates also mentioned that extra tax
revenue enable governments to provide additional funding for services such as education and
health. The answers to why a decrease in unemployment might not reduce poverty were less well
done. The most common correct response was that the income received might be too low to take
the workers out of poverty. Some good answers explained that low income earners would still be in
relative poverty even if no longer in absolute poverty.

Nearly all answers identified that the population had increased. The majority of candidates were
able to explain that this was due to the birth rate being higher than the death rate, with some
candidates correctly calculating that the difference was 23.48 per 1000. Most candidates incorrectly
interpreted that a negative net migration rate meant that there was more people entering the
country than leaving. This meant that few candidates stated that overall the population was growing
by 22.63 per 1000 but calculated that it was 24.33 per 1000.

Overall, the answers to this question were limited in development and in many cases showed a
lack of understanding of the word conserve. Good answers explained the benefits to Mauritania of
exporting fish stocks and why this was not sustainable in the long run. This led to a discussion on
why conservation was needed, e.g. a short-run v long-run scenario about growth. Many candidates
were unable to explain what conservation meant and what the long-term benefits would be. In
some cases, the argument for conservation was really the argument for continuing to export large
quantities of fish. In quite a few cases candidates’ interpreted conserve as meaning freezing fish
that had already been caught and wrote about the dangers of keeping them frozen for too long.

Question 2

(a)

(b)

Nearly all candidates understood that a trade union was an organisation that represented workers
or protected workers' rights.

Some candidates gave very clear answers on what influenced the strength of a trade union. The
common responses related to the size of the union in relation to the total workforce, whether
members were skilled or unskilled, the state of the economy, the profitability of the firm and the
support given by the government. Quite a few candidates misinterpreted the question and instead
wrote about how unions in general could influence pay and conditions of their members, e.g. it was
more about the functions of trade unions and therefore they did not answer the question.
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Candidates generally were able to analyse at least one way that wage increases might lead to
unemployment. The simplest answers stated that wage increases meant that firms could no longer
afford to employ as many workers and therefore this led to reducing costs by making workers
redundant. This was more likely to be the unskilled workers who added less value to output. Fuller
answers gave more detail, e.g. that wage increases led to higher costs of production and firms
might need to raise prices which could lead to lower demand and therefore the need to reduce the
number of workers. A few answers stated that firms might replace workers with capital or relocate
to areas where wages were lower to reduce their costs, both leading to higher unemployment.

The maijority of answers showed an understanding that devaluation of a currency resulted in export
prices falling and import prices rising. Common answers discussed how cheaper exports would
result in an increase in exports leading to economic growth. Similarly, dearer imports would lead to
lower imports and increased sales by home producers. Overall this meant an improvement in the
balance of payments on current account. Good answers gave more depth to their analysis
especially in respect as to why a country should not devalue their currency, e.g. potential retaliation
by other countries and that if a country was dependent on imported raw materials this could lead to
imported inflation which could make exports less competitive. A few also wrote about demand-pull
inflation if exports rose too quickly.

Question 3

(a)

(b)

(c)

(d)

This was generally well answered with most candidates identifying two external costs such as air
pollution, litter and damage to the health of non-smokers. Damage to the health of smokers which
some candidates put is a private cost.

There was generally a good understanding of both inelastic and perfectly inelastic demand.
Examples given were not always accurate, especially with perfectly inelastic demand. Where
diagrams were drawn these were usually accurate although in some cases the labelling was
incomplete.

Some candidates did not understand that a tariff is an indirect tax and suggested this as a way of
reducing smoking. This meant it was an incorrect answer. The majority of answers were well
developed and analysed how governments could use information and health campaigns to raise
awareness and also apply bans on smoking in public or apply age limits. In some cases, specific
examples of action taken in the candidate’s country were mentioned which showed good
understanding of the issues. Some answers were unrealistic in suggesting that governments could
completely ban the sale of cigarettes or apply a limit on the total number of cigarettes that could be
smoked by an individual.

Answers showed a good overall understanding of what was a merger. Most candidates were able
to discuss how a merger in the same industry could result in economies of scale and that if the
merger produced too large a firm this could result in diseconomies of scale. Relevant examples
were often given. Candidates were also able to explain how prices would be dependent on the
level of competition remaining within the industry after the merger and that a monopoly might raise
prices even if costs had not risen. Some very good answers also stated that firms might not put up
prices because of fear of competition from overseas companies or the government intervening to
prevent price rises. A few candidates applied the merger specifically to the cigarette industry linking
to the inelastic nature of the product. There was no need to do so as the stimulus material for the
question is only there to set the context for candidates.

Question 4

(a)
(b)

(c)

A mixed economy was understood by nearly all candidates.

This was not well answered since few candidates linked profit maximisation to lowering costs
through economies of scale as a firm grew in size or that increased revenue from growth would
also be a factor. Candidates who had a good understanding were able to explain how over time, as
firms got bigger, their customer base got larger which meant that prices were not being reduced to
attract demand, enabling them to increase their profit margin.

The Stock Exchange is still not understood by many candidates. Most knew that it is a place where
stocks and shares are sold but were unable to analyse how it could benefit an economy. Quite a
few wrote about currency markets or assumed that stock meant the sale of goods. Where candidates
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understood the role of the Stock Exchange, answers often made reference to the ability of firms to
raise capital funding to grow in size, leading to economic growth and higher employment. A few
mentioned that it was a means of investing and gaining income for individuals.

The advantages and disadvantages of firms were discussed well by many candidates. Answers
were often very full and covered both aspects. Candidates understood that the main advantages
related to being easy to set up, provide a specialised service and ability to respond quickly to
market changes. Equally, candidates were able to discuss the disadvantages of raising finance,
lacking economies of scale and offering a narrow range of goods or services when compared to
larger firms which left them at risk.

Question 5

(a)

(b)

(c)

(d)

Most answers stated that people spent more on food as their income went up but quite a few did
not state that the proportion of income was likely to fall. Weaker answers tended to make a general
comment on changes in patterns of expenditure as income rose without mentioning food.

Most answers showed some understanding of the difference between saving and borrowing.
Answers were often better in explaining what borrowing was, e.g. that it about spending more than
income and paying back more in the future often with added interest. Saving was explained in
terms of not spending all your income/putting money in the bank but without a development of why
this was done, e.g. to have the funds for a big purchase or to earn interest.

The majority of candidates understood that the HDI of a country was based upon GDP per head,
health and education. Often candidates did not provide sufficient detail. For example, they did not
explain what would cause these indicators to rise. Those that did stated, for example, that
increased spending on healthcare would lead to an increase in life expectancy which is one of the
three ways in which HDI could increase.

The answers to this question showed a good understanding of the key issues. Candidates were
able to discuss the advantages of earning higher income by working abroad, some of which would
be sent home. This was particularly the case when their home country had high unemployment
and gave such workers an opportunity to learn skills they might not get in their home country.
Many candidates pointed out that this saved the government having to train workers or pay
unemployment benefits. Answers on why a government might not encourage working abroad
included that this might lead to a shortage of skilled workers and a falling working population if
people did not return. Weaker answers tended to only raise one or two features rather than making
incorrect points.

Question 6

(a)

(b)

(c)

There were a range of responses from simply stating that it was the cost of borrowing or the reward
for saving to much longer answers about why interest was paid or charged. A few confused it with
inflation.

The fact that banks would have concerns about the ability of poor people to repay loans was a very
common response. Other common responses included that poor people might not have bank
accounts and have no savings or collateral to offer as security for the loan. Some candidates also
made the point that loans to poor people were likely to be small and even with high interest rates
were not profitable for commercial banks.

This was not done well by the majority of candidates. A common answer was based upon families
increasing their spending on education, e.g. paying fees for their children to attend school rather
than the government spending more on free education. The argument was that this meant a
greater demand for teachers and resources and therefore led to demand-pull inflation. In the
long-term demand would fall as children completed their education. Thus the approach taken

was mainly a micro-economic one rather than a macro-economic one which made it difficult to
differentiate between the short run and long run. Those that did take a macro approach were able
to explain that increased spending would lead to higher aggregate demand which could lead to
demand-pull inflation. In the long run higher spending on education would lead to an increase in
skilled workers which would raise productivity and would reduce cost-push inflation.
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Candidates did much better on this question with most being able to discuss how increased
consumer expenditure could lead to higher output, greater employment and economic growth
which benefited an economy. A few also mentioned that the government would earn higher tax
revenues from indirect taxes and would be able to spend this on education, health or infrastructure
for the benefit of the population. Most candidates were able to discuss how increased consumer
expenditure could lead to demand-pull inflation and higher imports.

Question 7

(a)

(b)

(c)

(d)

Most answers correctly defined depreciation as a fall in value of a currency but not all put it in the
context of a floating exchange rate or compared with another currency.

Most candidates were able to explain two causes of a high economic growth rate. Demand side
causes such as expansionary fiscal and monetary policies, e.g. reduction in taxes and interest
rates were popular. On the supply side, an increase in the quantity or quality of resources was
commonly explained.

This was not well done by many candidates. The syllabus refers to both the level and pattern of
employment and many candidates wrote about how the level of employment or unemployment
changed as a country developed. This was not the question asked and candidates should have
analysed how the number or proportion of workers engaged in primary, secondary and tertiary
sectors changes as a country becomes more developed.

A significant proportion of the answers showed that candidates had a good understanding of how
tariffs affected the demand for imports. Most were also able to discuss how a drop in imports would
lead to higher demand for home produced goods and services and lead to higher employment/less
unemployment. Equally, candidates were generally able to discuss that higher import prices could
lead to import inflation if domestic firms relied upon imported raw materials and that it might also
lead to less variety for consumers. A few candidates placed too much emphasis on an increase in
tariffs resulting in higher tax revenue for the government and in explaining how that might be spent
to the benefit of the country. Some very good answers also discussed the possibility of retaliation
by other countries having an impact on exports of the home country.
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