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Part 1: Statistical Information

Table 1 shows the distribution of the candidates’ grades for the May 2017 Advanced Level
Economics Examination.

Table 1:

GRADE A B C D E F abs TOTAL
NUMBER 12 39 44 36 10 23 6 170

% OF TOTAL 7.1 22.9 25.9 21.2 5.9 13.5 3.5 100

Part 2: Comments on the candidate’s performance

PAPER 1

Question 1

a) In general, the candidates provided good answers and made appropriate use of diagrams.
b) Most candidates made good use of the demand and supply framework to show the effect that

real world events might have had on the price and demand/supply for specific products.
c) Most candidates made use of the appropriate diagram to illustrate the impact that a price

ceiling would have on the demand and supply for the product in question.

The question was answered by 124 candidates (i.e. 73% of the total number of candidates) and the
average mark was 18 (i.e. 72%).

Question 2

a) Circa 50% of the candidates that answered this question provided the appropriate answer.
The remaining 50% struggled to make any sense of what was being asked.

b) In general, candidates showed a poor understanding of what the consumers’ budget
constraints represent.

c) Most candidates showed a poor understanding of concept of marginal utility and why the
marginal utility from goods that belong to the same bundle should be equal for consumers to
maximize their utilities.

The question was answered by 26 candidates (i.e. circa 15% of the total) and the average mark was 9
(i.e. 36%).

Question 3

a) Most candidates showed a good understanding of the concepts of price and income elasticity.
b) In general candidates provided good answers to this question.
c) The answers provided by the candidates to this question were largely unsatisfactory. They

showed a poor understanding of how the concepts of elasticity of demand can be useful to
assess market developments in practice.

The question was answered by 88 candidates (or 52% of the total) and the average mark was 15 (i.e.
60%).
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Question 4

a) In general, candidates provided satisfactory answers to this question. Some candidates
struggled with part (iii), where they should have pointed out that ‘when the marginal cost is
above average total cost, average total cost must be rising’.

b) Answers to this part of the question were largely satisfactory.
c) Candidates properly “defined” the terms ‘diseconomies of scale’ and ‘diminishing marginal

returns’. But they struggled to explain how the two concepts are related.

The question was answered by 31 candidates (i.e. circa 18% of the total) and the average mark was
15 (equivalent to 60%).

Question 5

a) Most candidates that answered this question showed a good understanding of how a perfectly
competitive market works.

b) In general answers were satisfactory. Use of diagrams to support answers was in some cases
poor.

c) Most candidates’ answers were unsatisfactory because they failed to realize that market
efficiency is about the relationship between the market price and the firms’ marginal cost.

The question was answered by 30 candidates (or circa 18%) and the average mark was 12 (i.e. 48%).

Question 6

a) In general, candidates made appropriate use of diagrams. Answers for cases where the
demand/supply curved shifts were generally correct. The number of answers that were
correct in cases where candidates should have noted a “movement along” was lower.

b) The answers provided by the candidates were generally correct. Most made no reference to
the ‘backward-bending labour supply curve’.

c) Most candidates provided good answers to this question.

The question was answered by 28 candidates or (16%) and the average mark was 16 (or circa 65%).

Question 7

a) Most of the answers do not clearly mention why the GDP needs to be measured in real terms
(Real GDP enables the comparison of productive activities given that changes in prices are
accounted for).

b) It is clear from the answers provided that most of the candidates think that GDP is not a
‘good’ indicator for overall wellbeing. Candidates correctly provide a number of reasons to
back their conclusions.

c) The answers provided for this question where overall generally inaccurate and incomplete.
Whilst noting that there are benefits related to long term economic growth, candidates failed
generally to identify the various costs arising from long term economic growth.

This question was answered by 79 candidates (48% of the candidates) and the average mark
obtained was of 12.
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Question 8

a) The answers provided for this question correctly mentioned a number of non-income
determinants of consumption, including wealth, rate of interest, taxes and consumer
confidence. More detailed explanation on the impact of changes in such factors on
consumption was required in a number of replies provided.

b) The answers provided for this question lacked in the necessary details of what is implied by
the accelerator principle. In most instances the answers provided were too general.

c) Most candidates mentioned that the increase in investment is an injection to the economy and
some of the answers correctly depicted such a change through a shift in the AD curve. A
better description of the income multiplier and thus the total impact of the change in
investment on the level of national income in the economy was necessary for a complete
answer.

This question was answered by 19 candidates (12% of the candidates) and the average mark
obtained was of 14.

Question 9

a) The answers given to the questions were generally correct and well explained
b) One can generally comment that most answers given to this question show that the

candidates understand the concept of bank credit creation. The importance of the reserve
ratio and of the impact of changes in such a ratio on total money supply in the economy was
correctly dealt with in the candidate replies provided. Some replies though lacked the
necessary level of detail required.

c) Whilst noting that most of the correct answers mention that an expansionary open market
operation entails that the CBM buys treasury bonds on the market, others mixed up the action
of the CBM. The overall impact on the interest rate of such an intervention by the CBM was
correctly dealt with in most of the answers.

This question was answered by 48 candidates (29% of the candidates) and the average mark
obtained was of 15.

Question 10

a) The answers given to this question where in general correct in distinguishing between cost
push and demand pull inflation. One notes that some candidates incorrectly concluded that
the increase in the price of a tariff is a demand pull inflation factor.

b) Candidates correctly mentioned and explained a number of unemployment types as
requested by the question. In some of the answers though the policy options which can be
used to alleviate the unemployment problem was not mentioned or not explained in enough
detail.

c) A clear distinction between the short run and the long run relationship between
unemployment and inflation was missing in some of the answers to this question. In most
instances the use of graphical illustrations to depict the differences between the short and the
long run were correct.

This question was answered by 114 candidates (70% of the candidates) and the average mark
obtained was of 18.
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Question 11

a) The answers given to this question where overall correct with candidate s correctly
mentioning and describing why an increase in national debt is undesirable. The effect of such
an increase on the budget deficit was also overall well explained. Some answers failed to
mention the implications of having both local and foreign debt.

b) The answers provided show that the concept of a deflationary gap is not fully understood by
the candidates. Candidates did provide some good examples of contractionary fiscal policy.
Some of the diagrams included in the answers were not adequately labeled.

c) The examples provided by the candidates of supply side policies were generally correct,
however some answers did not give details of the motive for implementing a supply side
policy. Some of the answers also failed to show how the supply side policy can have a
demand side effect.

This question was answered by 24 candidates (15% of the candidates) and the average mark
obtained was of 14.

Question 12

a) In most of the answers provided for this question the distinguishing features of the fixed
/flexible exchange rate were given by the candidates. The answers also included in most
instances the action taken by government on the market to achieve equilibrium in the
exchange rate market.

b) Most answers to this question on what must occur for the balance of payments to be in deficit
where correct. A number of inaccuracies where noted in the description of what are the main
components of the BOP accounts

c) Answers to this question varied in quality and the very of detail provided. It is clear from the
answers that some candidates have a good grasp of the mechanics of the exchange rate
market as the answers showed the necessary detail in terms of the graphical illustrations and
technical explanations provided. Other candidates, who were less familiar with the topic under
examinations provided only partial and incomplete answers.

This question was answered by 41 candidates (25% of the candidates) and the average mark
obtained was of 15.



AM EXAMINERS’ REPORT MAY 2017

6

PAPER 2

Paper 2 consisted of six questions. Questions 1 to 3 were grouped in section A and tested
candidates’ ability to interpret and evaluate microeconomic theory and data relating to individual and
firm behaviour while questions 4 to 6 were grouped in section B and tested the candidates’ skills at
understanding and interpreting macroeconomic data and theory on employment, monetary and fiscal
policy, inflation and economic growth.

Candidates had to answer three out of the six questions, with at least one from each section. As in
previous years, candidates generally preferred to answer two questions from section A and one
question from section B. The number of replies to each question and the average mark are shown in
the table below:

Question no. 1 2 3 4 5 6
No. of replies 105 75 68 53 91 84
Average mark (%) 57 53 48 49 60 57

The distribution of marks for Paper 2 (only) was as follows:

Question 1

This question related to the demand and supply framework for second-hand cars. Candidates were
asked to plot the demand and supply schedules, to work out the price and the income elasticities of
demand, to interpret the price elasticity, to employ knowledge inferred from the income elasticity of
demand on the case study at hand, to discuss four supply-side factors relevant to the case study at
hand, to interpret the impact of the imposition of a lump-sum tax on the equilibrium outcome and to
discuss tax incidence following the introduction of the above-mentioned tax. Most candidates had no
difficulty in plotting the demand and supply schedules. As in earlier years, a number of candidates
struggled with the computation of price and income elasticities of demand. Furthermore, many
candidates found it difficult to find the new equilibrium price and quantity following the imposition of a
lump-sum tax and to analyse the tax incidence.

Question 2

This question related to the factor input mix between capital and labour for a firm’s production.
Candidates were asked to compute several costs, to plot them, to define diminishing marginal product
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and to identify the profit maximising quantities on the basis of the cost and revenue computations for
a firm operating within a perfectly competitive market structure. Candidates were also asked about the
ability of firms to earn supernormal profits in the long run and whether this changes if the firm
manages to obtain a patent in the short-run. Overall, candidates obtained pass results reflecting some
candidates’ inability to understand the meaning of basic concepts especially when calculating the
average and the marginal cost curves. Furthermore, it was also observed that a significant share of
the candidates missed that apart from the mathematical computation, the examiner was also asking
for a graphical representation of the cost curves.

Question 3

In Question 3, candidates were asked about labour costs and productivity. Candidates were asked to
compute the total cost of labour, the marginal cost of labour, the total revenue product and the
marginal revenue product. Furthermore, candidates were asked to determine the firm’s wage bill, the
number of persons it would employ to maximise profits and the compute the level of revenue at the
profit-maximising level of employment. In addition, candidates were presented with a scenario of
additional variable costs per employee and were asked to identify the profit maximising level and the
profits earned at this level of employment. The final sub-question asked candidates to outline one
factor which has kept moderate wage appreciation with a context of historically low unemployment
rates in Malta. On average, question 3 was awarded the lowest mark when compared to the other
questions in Paper II, in part, the candidates’ inability to understand the meaning of basic concepts
was reflected in incorrect computations. Moreover, the low mark is also reflecting the candidate’s
relative inability to correctly answer the final question. It is noteworthy that this question exhibited the
highest standard deviation relative to the other questions in Paper II.

Question 4

In Question 4, candidates were asked about the importance of Government to monitor developments
in the economy, factors other than employment which affect private consumption expenditure, the
effect on inflation emanating from changes in oil prices and movements in the exchange rate, to
discuss the effect of a range of shocks on GDP growth and to analyse the effect of low interest rates
on the Maltese economy within the context of heterogeneous macroeconomic conditions in the
Eurozone. Question 4 had the lowest average mark out of the three questions in section B.
Candidates exhibited a general inability to understand the concept that Malta is a small open
economy. This led to poor (and in some cases simply incorrect) answers when asked about the
effects a number of shocks would have on Malta’s economy. Candidates were generally poorly
prepared to answer the effects on prolonged low interest rates vis-à-vis an economy against the
backdrop of economic output which is growing at historically fast rates and in the context of a small
open economy. With regards to the effects of shocks on economic variables, there was notable
confusion in the channels through which shocks affect economic output. A large number of
candidates have systemically and wrongly used the circular flow of income model to explain the
propagation of a number of shocks leading to confusion. This was especially evident in the answers to
the question dealing with the effects of an increase in oil prices.

Question 5

Question 5 related to the role of monetary policy in the Euro Area and to inflation. Specifically,
candidates were asked to highlight the salient differences between the Harmonised Index of
Consumer Prices (HICP) and the Retail Price Index (RPI), to define European Central Bank’s price
stability concept and discuss why an inflation target of 0% is discouraged, to discuss the negative
consequences of inflation differentials in the Eurozone, to give an overview of anti-inflationary policies
and to discuss the Phillips curve relationship. Question 5 featured the highest average mark, albeit
with the highest standard deviation in this section. The majority of candidates performed satisfactorily
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in both the question about anti-inflationary policies and that about the Phillips curve relation. With
regards to the question about price stability, a number of candidates showed an inability to ink the
ECBs target with the notion that having 0% inflation is undesirable for the economy. An insignificant
number of them answered that the ECB’s target is to fix prices (thus having 0% inflation) while at the
same time saying that 0% inflation is undesirable. The question about inflation differentials again
showed a general inability to understand the implications of high inflation levels for a small open
economy such as Malta, with very few candidates mentioning issues with long term price
competitiveness.

Question 6

In Question 6, candidates were asked about fiscal policy. They were asked about the relationship
between the general government budget balance and public debt, the difference between
discretionary fiscal policy and automatic fiscal stabilisers, preferable ways which the Government
could use to reduce its deficit, the rationale behind taxation and the different types of taxes at the
Government’s disposable and to discuss the balanced budget multiplier. The first part of question 6
exposed the candidates inability of understand debt dynamics, with some of them even confusing
deficit and debt concepts. Also, most candidates were unable to distinguish between the concept of a
Keynesian multiplier and that of a balanced budget multiplier.
Overall, candidates performed marginally better when answering questions related to
macroeconomics than those related to microeconomics. In part, this reflects the difficulty the
candidates face when the question requires mathematical computations – some candidates seriously
struggle with the basic quantitative element of some questions; in part, reflecting lack of
understanding of basic economic concepts. Furthermore, the relatively higher standard deviation
observed for Questions 1-3 when compared to Questions 4-6 also reflects the non-independent
nature of some of the questions in microeconomics in the sense that subsequent sub-questions build
on the first sub-question and that candidates which start off erroneously continued on the same
direction; notwithstanding this, it should be highlighted that under these circumstances, the examiner
adjusted the marks accordingly. Furthermore, it is encouraged that candidates should supplement
their understanding of economic theory with awareness of on-going developments in Malta and
Europe. It is evident that generally, candidates lose a significant share of marks when asked to
employ economic theory in a real and practical context.

Chairperson
Examination Panel 2017


