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Part 1: Statistical Information

Table 1 shows the distribution of the candidates’ grades for the May 2016 Advanced Level
Economics Examination.

Table 1:

GRADE A B C D E F abs TOTAL
NUMBER 11 28 45 31 17 18 14 164

% OF TOTAL 6.7 17.1 27.4 18.9 10.4 11.0 8.5 100

Part 2: Comments on the candidate’s performance

PAPER 1

Candidates are to answer two questions from each section. Each question carries 25 marks.

Section A - Microeconomics

Question 1

This question was answered by 51% of the candidates and the average mark obtained for this
question was of 16.

Part a – the majority of the replies correctly highlight that spending 2000 on tuition fees results in loss
of expenditure on other items. It is interesting to note that most of the candidates mention the fact that
this means no money to buy a new car. Some of the replies also mentioned the fact of scarce
resources, the choice due to the limited funding available. Very few candidates mentioned all these
considerations in their answers.

Part b – in the majority of the answers the production possibility curve is correctly drawn and labelled.
Most of the candidates explain the issue of limited available resources and only a certain combination
of goods and services can be produced. The implication of points inside or outside the curve were
also correctly included in some of the answers.

Part c – The main problems in this question were related to the mix up between movements along
and movements of the curve. Some candidates drew diagrams which did not represent the market
being specified in the question.

Part d – Most of the answers correctly highlight that when a minimum price is set, it is to be set above
the equilibrium price and that a surplus is created. Few of the answers noted that the elasticity of the
curves is a main factor effecting the size of the surplus.

Question 2

This question was answered by only 13% of the candidates and the average mark obtained for this
question was of 11.

Part a – the idea of ‘a market demand curve’ as a sum of the individual demand curves was not
developed well by the candidates. Most answers focused on the shift of the individual demand curves
and the impact on the market demand curve was not highlighted.

Part b – answers were overall good, although one notes the lack of use of diagrams in some of the
replies.
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Part c – Overall the meaning of utility and marginal utility are well developed. Most of the replies
correctly identified the fact that to increase MU, consumptions has to fall. The impact of this lower
consumption on total satisfaction was not clearly developed.

Part d – Most of the replies included the formula showing the equation between MU for the different
products. Most of the answers correctly identified that the point of consumer equilibrium is not being
reached. Only a few of the answers provided what happens in such cases.

Question 3

This question was answered by 64% of the candidates and the average mark obtained for this
question was of 15. This was the most answered question in Section A.

Part a - Most candidates correctly provide a definition of elasticity of demand. The answers provided
to the second part of this question were in general inaccurate.

Part b – The answers provided for the use of cross price elasticity of demand were correct. Most of
the replies correctly note the use of this measure for determining whether products are complements
or substitutes.

Part c – Most candidates fail to explain the implications of an elasticity of demand equal to 1,25. Most
of the replies correctly note that price should fall to increase TR.

Part d – The graphical representation to distinguish between elastic and inelastic goods and services
to assists governments in the setting up of a tax is missing. Most of the answers correctly distinguish
between the imposition of a tax on elastic and inelastic products.

Question 4

This question was answered by 20% of the candidates and the average mark obtained for this
question was of 16.

Part a – Overall most candidates gave a good definition of both the AC and the MC curves. A good
graphical illustration was also provided in most of the answers.  In general the explanation of the link
between the AP and the MP was correctly given. A good definition of the law of diminishing returns
was given by most candidates.

Part b – One notes that only few candidates highlighted that this is primarily a short run concept. Most
of the answers could have been improved if an example was used to show how the law of diminishing
returns effects the shape of the MC curve.

Part c – most of the candidates correctly explained the relationship between the LRAC and the
individual short run cost curve.

Part d – the definition for economies of scale and diseconomies of scale were in a number of cases
not clear and some candidates did not include a diagram to describe the shape of the LRAC.

Question 5

This question was answered by 28% of the candidates and the average mark obtained for this
question was of 16.

Part a – Most of the candidates correctly illustrate the arguments discussed in a diagram. The fact
that the firm can continue to make a loss in the short run depending on whether it can cover the
Variable Cost is given in most answers.
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Part b – the attributes of monopolistic competition are well mentioned in most of the answers provided
by the candidates. The process by which firms enter/exit the market and thus reach long run
equilibrium where P = ATC, earning zero profit is left out in some replies.

Part c – the answers given to the first part of the question were overall ok. Some problems were noted
in the answers given the question in part i and ii.

Part d – the diagrams drawn to show the demand curve and the MR curve for the perfectly
competitive firm and the monopoly case was overall ok. Most candidates highlight the perfectly elastic
demand curve in the perfectly competitive case and the downward sloping curve in the monopoly
case.

Question 6

This question was answered by only 7% of the candidates, making it the least chosen question from
Section A.  The average mark obtained for this question was of 15.

Part a – overall the answers provided here in terms of the MP of labour were relatively inaccurate.

Part b – a good representation of the income and substitution effects is noted. A good definition and
explanation of the concept of the backward-bending curve is given.

Part c – the answers given in this part of the question were generally correct. One notes that
particularly in part (iii) few candidates made use of the idea that computers and tablets can be
substitute products. The use of diagrams was overall correct.

Part d – the idea of price floor was clear with a good link to minimum wages and the power of unions.

Section B - Macroeconomics

Question 7

This question tested the candidates’ knowledge on issues relating to the topic of national income
accounting and economic growth. This question was fairly popular and the average mark indicates
that overall candidates did display an adequate level of understanding related to the subject content,
however many candidates left out several important explanations, especially within part (c).

Within part (a), although the vast majority did know how the key difference between nominal and real
GDP and correctly identified real GDP as the measure to utilize to assess solely changes in output,
many candidates failed to highlight why, hence that nominal GDP can increase either because of
changes in prices or changes in output. Part (c), which tests candidates on the topic of economic
growth, is the sub-section in which the candidates performed worse. Although candidates did explain
that technological progress is a key pillar of economic growth many failed to provide three policies
aimed at boosting technological progress. Surprisingly the policy which was mostly omitted from the
replies was that of research and development. The highest mark awarded for this question was of
88%.

Part (b) is the section in which the candidates performed best displaying on average a good level of
understanding of the circular flow of income for an open economy and the impact changes in its
components have on gross national income. A number of candidates could have aided their
explanation with the use of the appropriate diagram.

Question 8

This question discussed issues relating to the theory of income determination and ranked marginally
below average in terms of its popularity.
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Part (a) is the sub section in which the candidates performed best illustrating good knowledge of the
underpinnings of the consumption function, however, a number of candidates could have performed
better had they not omitted the use of the relevant consumption function equation and its explanation.

Part (b) is the section in which the candidates performed worse, only a relatively small number of
candidates included the appropriate diagram illustrating that when output is above potential output
this puts pressure on prices to rise, and thus creates inflationary pressures. Overall, the graphical
analysis relating to this question was weak.

The answers to part (c) were on average good, however most diagrams provided failed to correctly
illustrate the upward shift of the new A.E line and several diagrams were either poorly depicted or
explained inadequately. Furthermore, many candidates did not seem to grasp how the multiplier
process effectively works within the context of the determination of the equilibrium level of income.
Also, only about half the candidates correctly explained why a higher mpc leads to a larger multiplier
effect.

Question 9

This question was aimed at testing the candidates understanding on topics relating to the theory of
Money, focusing primarily on the theory of money creation and testing their understanding of how
monetary policy is implemented and its effects. Although this was the least popular question within
section B, it is also the question with the second highest average mark from the section.

Candidates performed very well within part (a) and on average the replies to both part (b) and part (c)
were also fairly good. Candidates displayed a robust understanding of the implications of the quantity
theory of money necessary within part a, however a few candidates failed to answer the question in
full and did not note that given the equation of the quantity theory of money (and the fact that money
velocity is assumed constant) the ECB would need to increase the money supply to increase nominal
GDP.

Part (b) is the sub-section in which candidates performed worse, with only a handful of candidates
appropriately explaining the concept of the money multiplier correctly, its importance to the overall
process of credit creation and the fact that a lower reserve ratio implies a higher money multiplier and
thus a higher money supply for a given level of checking deposits. Several candidates would have
benefitted by including a numerical example to better aid their explanations of the process of money
creation.

Within section (c), whereas most candidates properly explained what are open market operations,
less than a half of the candidates provided the appropriate diagram illustrating a rightward shift of the
money supply curve and an even fewer number of candidates correctly explained the process of how
an increase in money supply would lead to an excess supply of money and ultimately a fall in the
equilibrium interest rate.

Question 10

Question 10 was simultaneously the most popular question within section B as well as the question in
which candidates attained the highest average mark within the section. Question 10 focused on the
topics of inflation and unemployment. Candidates performed on average very well in both part (a) and
part (b).

The answers to part (a) displayed a good level of understanding of the process of inflation and on how
a consumption basket is utilized to construct a CPI measure. However, only roughly half of the
candidates correctly identified the HICP as the CPI which can be used to compare inflation across
countries, with the remaining candidates specifying the RPI, which although is a CPI measure of
inflation in Malta, it is not comparable to the HICP inflation rates of other EU countries.
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The explanations for part (b) were of a very good standard, with this part being the sub section in
which the candidates performed strongest. Most candidates correctly explained two types of
unemployment and describe at least two appropriate examples for each type of human cost
associated to unemployment. A type of human cost which was often omitted was that of loss of skills
brought about by forced idleness.

Part (c) is where the candidates performed worse and is the sub-section which significantly affected
the average mark of the whole question. Although most candidates did illustrate an adequate
understanding of the Philips Curve concept, only a small proportion of the candidates correctly
explained the nature of this negative relationship within the context of the wage-price spiral. The use
of the graphical analysis to further explain the short run and long run Philips curves was on average
not very satisfactory.

Question 11

This question was the question in which the candidates attained the lowest average mark within
section B indicating that candidates, on average, had a poor understanding of the overall subject
content.  The question focused on issues relating to the role of the government, focusing on the
understanding of the implications of a government deficit and high government debt as well as
assessed candidates on their understanding of the impacts of fiscal policy.  The answers to both part
(a) and part (b) did however indicate that the candidates do have a relatively good grasp of the
differences between government debt and government deficit, as well as comprehend the implications
of fiscal policy within the context of a deficit reduction and the negative consequences of a high level
of national debt. However it should be noted that for part (a) only a third of the candidates
appropriately described in detail the impact that the business cycle has on specific components of
government revenue and government.

In relation to part (b) only slightly less than half the few candidates acknowledged the fact that a
higher level implies higher interest payments, which decreases the ability of the government to
undertake expenditure on projects aimed at increasing welfare.

Part (c) is the sub section in which candidates performed worst of all, where the overwhelming
majority of responses were not satisfactory.  One key issue with the replies was that the candidates
incorrectly replied the question within the context of the Keynesian multiplier model (Keynesian
cross). The question implicitly asked to assess the impact on prices, a variable which is omitted from
the simple Keynesian multiplier model, as such the correct model which had to be applied to answer
the question was the AS-AD model. Furthermore of those candidates which utilized the AS-AD model
only approximately half of the candidates correctly acknowledged that only supply side policies,
implying a rightward shift of the AS curve, can increase output without generating a rise in the price
level. From the replies presented it is evident that the understanding of what supply side polices and
automatic stabilizers are and how these are implemented together with their implications was on
average weak.

Question 12

This question was the second least popular question within section B and was aimed to test
candidates on their understanding of international economics. It should be noted that on average
most replies to part (a) and part (b) were indeed very satisfactory and indicated a good level of
understanding by those who attempted this question.

Part (a) was the subsection in which candidates performed strongest and it should be noted that it
was a relatively straightforward question. The candidates overall displayed a good level of
understanding of what quotas and tariffs are, however some candidates omitted to provide specific
examples.
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Similarly, on average, the replies to part (b) were also satisfactory with the majority of candidates
indicating good knowledge of the various components of the balance of payments. However, a large
number of candidates either omitted to answer the second part of the question or did so incorrectly.
The candidates should have noted that a balance of payments is in deficit when the summation of all
three accounts leads to a negative balance implying that payments made by the country are more
than the payments received.   Furthermore only a handful of candidates also properly acknowledged
that successive balance of payments deficit would deplete a country's currency reserves and thus are
not sustainable in the long run.

Part (c) is the subsection in which the candidates performed worst, such that this sub-section
significantly affected the overall average mark of the whole question. Approximately half the
candidates who attempted this question failed to answer this sub-section correctly, indicating a
relatively weak understanding (on average) of how exchange rates are determined under a floating
(or flexible) exchange rate system.  Several candidates failed to answer the question within the
context of an exchange rate being determined by the supply and demand of currency. Hence, many
candidates failed to provide the appropriate graphical analysis indicating higher a US interest rate
increases the capital outflows from the EU to the US, resulting in an increase in the supply of euro,
shifting the supply curve to the right, and also US citizen's would now also transfer less capital
outflows into the Euro area, thus reducing the demand of Euro, shifting the demand curve to the left.
Such that the resulting effect would lead to a new lower equilibrium exchange rate which implies a
depreciation of the euro relative to the dollar.

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 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 on employment, monetary policy 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 120 117 21 29 41 43
Average mark (%) 59 66 57 43 52 53

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



AM EXAMINERS’ REPORT MAY 2016

0

10

20

30

40

50

ABCDEF



AM EXAMINERS’ REPORT MAY 2016

Section A - Microeconomics

Question 1 related to the demand and supply framework. Candidates were asked to plot the demand
and supply schedules, to work out and interpret the price elasticities, and to graphically represent and
interpret the impact of the imposition of a tax on the equilibrium outcome. 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 elasticities. And many candidates found it difficult to
graphically represent and interpret the impact of the imposition of a tax.

Question 2 related to the firms’ production costs and revenues. Candidates were asked to compute
several costs, to plot them, and to identify the profit maximising quantities on the basis of the cost and
revenue computations. Candidates were also asked about the ability of firms to earn supernormal
profits in the long run. Overall, candidates did well. Some candidates’ inability to understand the
meaning of basic concepts was reflected in incorrect computations.

In Question 3, candidates were asked about labour costs and productivity. They were asked to
determine the firm’s wage bill, the number of persons it would employ, and to determine the maximum
hourly wage rate that the firm would have accepted to pay in negotiations with a workers’ union. On
average, question 3 was awarded the lowest mark when compared to the other questions in Section
A, in part, reflecting the candidate’s relative inability to apply basic microeconomics concept to the
labour market. Again, some candidates’ inability to understand the meaning of basic concepts was
reflected in incorrect computations.

Section B - Macroeconomics

In Question 4 candidates were asked about the role of the European Central Bank, falling commodity
prices and emerging market concerns. Surprisingly, most candidates had problems delineating the
differences between the respective roles of the ECB and the Central Bank of Malta. More attention to
the relation between fiscal and monetary policies when addressing macro-economic challenges is
also beneficial.

Question 5 related to economic growth, unemployment and Malta’s deficit and debt levels. In
general, candidates missed the EU Commission’s role in ensuring Euro zone members’ adherence to
fiscal rules. This would have enabled candidates to deal more effectively with the part of the question
that refers to the relevance of “regular forecasts and reviews of the Maltese economy”. A better
appreciation of the link between stock and flow measures when dealing with the concepts of deficit
and debt levels is needed.

Question 6 related to Malta’s labour supply, participation rates and measures introduced by
government to reduce unemployment. The level of preparedness compared well with that exhibited in
answers to other questions. However, the part of the question that asks candidates to comment on
the “positive” registered decline in structural unemployment begs a more thorough understanding of
the labour market.

Overall, candidates performed better when answering questions 1-3. In part, this reflects the difficulty
the candidates face when answering questions that require some knowledge about the current
economic situation in Malta and Europe. As in earlier years, some candidates struggle with the
quantitative element of some questions; in part a reflection of their lack of understanding of basic
economics concepts. Candidates should supplement their understanding of economic theory with
awareness of on-going developments in Malta and Europe.

Chairperson
Examiners’ Panel 2016


