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Statistics 
 
Table 1: Candidates’ grades in SEC Economics May 2011 
 

Grades 1 2 3 4 5 6 7 U Absent TOTAL 
No. of 

candidates 
9 18 28 67 56 13 12 29 12 244 

Option A 9 18 28 60 41 - - 20 4 180 
Option B - - - 7 15 13 12 9 8 64 
Total % 3.7 7.4 11.5 27.5 23.0 5.3 4.9 11.9 4.9 100.0 

 
 
General comments 
 
Economics is built on a number of fundamental topics in both micro and macro economics. 
Students should first know and understand the basic definitions and concepts involved and 
then base their arguments on sound economic theory and not on their personal perceptions or 
other arguments commonly found in the media, often of a politically partisan nature. 
 
This examination revealed some worrying problems in calculating simple workings such as 
percentage changes, exchange rate conversions and presenting the value of some figures as a 
percentage of another. One expects these basic mathematical calculations to be easily 
mastered. Unfortunately, a small number of candidates did not have a calculator, or did not 
use it where necessary for this examination as shown in their attempts to present worked 
calculations in a number of questions. 
 
Particular care must be taken in the spelling of commonly used economic terms, even more so 
when they are already written as part of the question. Terms such as depreciation, deficit, 
budget and government have been incorrectly spelt too frequently. This does not reflect well 
on the candidates in question. 
 
Attention must also be paid to correctly interpreting what is expected in the questions asked 
so as to avoid both leaving part of the questions unanswered and also repeating work 
unnecessarily. 
  
 
PAPER I 
 
Question 1 
 

a. Candidates were asked to transform absolute figures into percentage changes, a 
commonly used calculation in economic data. While a considerable number of 
candidates did get to the correct answers, it is worrying how still so many were 
unable to. 

b. Determinants of demand such as changes in price, income, the price of substitute 
destinations, and complimentary factors could then be adapted to the Maltese 
scenario to provide a perfect answer to this question. Candidates should not simply 
repeat what they hear in the media but adapt the determinants of demand which 
they study for such an examination. 



c. This question was incorrectly interpreted by some as being one of price elasticity 
rather than income elasticity of demand. Candidates are expected to provide a 
simple formula and calculation and then interpret the final answer as being income 
elastic. 

d. Candidates were expected to explain why the supply of hotel rooms is price 
inelastic in the short run. 

e. The question hinted that indirect taxes affect supply (rather than demand as 
explained by some). Candidates are expected to know how an increase in indirect 
taxation shifts the supply curve upwards. 

 
Question 2 
 

a. Candidates were asked to produce a table and then graph their results. The 
marginal product should intersect the average product when the average product is 
at its maximum. Most students knew how to calculate the marginal product but a 
number were unable to correctly calculate the average product. Students should 
remember that presenting formulas and definitions before calculating is always 
beneficial. 

b. Whilst most candidates knew that there is a fixed factor in the short run, a number 
did not realise that it was clearly stated in the opening paragraph of the question 
that capital was fixed. 

c. A clear and simple definition of the law of diminishing marginal returns and 
pointing out how marginal product falls beyond a certain point are necessary in 
providing a correct answer to this question. 

d. When total output is at its maximum, marginal product is always equal to zero. 
This question should have also served the purpose of correcting any mistakes in 
plotting the answer to question (a). 

e. Most candidates correctly explained that the eighth worker would reduce total 
product and would thus increase total cost (wages) but not revenue. Such a 
situation can never be profitable. 

 
Question 3 
 

a. Most candidates correctly defined a merger as the integration of two or more firms 
into one. 

b. Whilst most candidates knew the difference between the different types of 
integration, a number attributed their studied definition to the incorrect type of 
integration. 

c. Changing a firm’s size through a merger may bring about economies of scale in 
the long run. Candidates were expected to explain the virtues of economies of 
scale. 

d. Students are expected to have some knowledge of the international economic 
scenario. Changes are being experienced in the global economy where economic 
growth is taking place in rapidly developing regions while developed regions such 
as Europe are experiencing a decline. Hence, firms are investing in countries 
where demand is growing and where labour is somewhat cheaper. 

e. A correct answer requires a clear distinction between the secondary and tertiary 
sectors and why the former is declining in Malta and the latter is experiencing 
growth. 

 



 
Question 4 
 

a. This question required the conversion of values from one currency to another. 
Most candidates were able to convert the foreign exchange values into Euros 
correctly and thus able to reach the correct conclusion. 

b. Whilst most candidates built on their correct work in (a), a number incorrectly 
discounted the Unites States rather than the United Kingdom price. Attention in 
such cases is duly called for. 

c. A correct definition of ‘depreciation’ was provided by most candidates. Students 
must then build on this by reasoning that a depreciation of the Euro makes 
imported goods more expensive. 

d. Following an ‘appreciation’, goods imported from abroad become cheaper. 
e. Determinants of exchange rates, such as inflation, interest rates and speculation are 

an integral part of what students should learn about floating exchange rates. A 
brief explanation as to how they affect exchange rates is also expected. 

 
Question 5 
 

a. Whilst the difference between ‘deficit’ and ‘debt’ can be easily found in economic 
textbooks, and despite the fact that this is such a commonly discussed economic 
topic worldwide, a number of candidates are still unable to distinguish correctly 
between the two and often confuse this topic with that of exports and imports. 

b. The question itself indicates how the calculation should be worked out. A 
considerable number of students worked this out correctly but did not comment on 
changes in their results from one year to the other. A number of candidates did 
however show their understanding of the concept by mentioning the E.M.U.’s 3% 
deficit to GDP ratio threshold. 

c. Similarly to (b), students are also expected to comment on their findings. 
d. Identifying three components of government revenue from a list is the first step to 

answering this question. Clearly explaining how this revenue is collected (for 
example how value added tax is collected from the consumption of goods and 
services) was also necessary. 

e. Explaining the importance of expenditure on say education, health, infrastructure 
etc is a necessary part of a correct answer to this question. 

 
Question 6 

 
a. Most answers should start with definitions and this question specifically asked for 

definitions. It is worrying that a number of candidates are still unable to correctly 
define basic economic terms such as inflation and unemployment. 

b. Through this question, students were expected to show a general understanding of 
the passage. Understanding that increases in inflation and unemployment are 
considered harmful to the economy is necessary. 

c. The natural rate of unemployment, notably as a result of frictional and structural 
unemployment, provides a sound basis for explaining that 0% unemployment is 
unattainable. Students should not simply state that it is unattainable but also 
provide a brief answer as to why. 

d. There are several reasons as to why inflation is undesirable. Students study most of 
them as ‘costs of inflation’. Whilst most candidates were able to explain a few of 



them, very few provided a more detailed list and explanation of the different 
repercussions of high levels of inflation. 

e. A considerable number of candidates provided answers that actually contribute to 
further increases in prices. Students should understand that if governments spend 
more money or increase salaries, this will not help reduce inflation but actually 
worsen it. Very few candidates provided clear explanations as to how monetary 
and fiscal policy can help dampen inflation. 

 
PAPER IIA   
 
Question 1  
 

a. Most candidates correctly interpreted the question in that an increase in the world 
population would increase demand for goods and services. Many related this to the 
fundamental economic issue of ‘scarcity’ but few went on to relate this concept to 
the economic problems of what, how and for whom goods and services are to be 
produced. 

b. Few candidates correctly defined a ‘free market’ in terms of the price mechanism 
and how it operates. Most focused on the issues of ‘lack of government 
intervention’ and ‘laissez-faire’ which, though correct, do not fully answer the 
question. The role of consumers in the market place was all too often ignored. The 
interrelationship between demand and supply and how an equilibrium price is 
determined was the focal point expected in the answer. Although not specified in 
the question, a diagram illustrating how the price mechanism operates was also 
expected, but unfortunately very few candidates made use of diagrams in 
answering this question. 

c. While candidates successfully answered this question a substantial number 
confused their examples of merit goods or services with public good or services, 
revealing their confusion of the distinction between merit and public goods. 

d. Most candidates had a good idea as to what constitutes an ‘externality’ but the 
examples given show how prone students are to study by rote from their notes or 
text book rather than think of an original example, particularly one that reflects the 
local situation. For example, reference to local issues such as environmental 
degradation through overdevelopment, should be encouraged. 

 
Question 2  
 

a. Few candidates linked this question to the theoretical concept that the ‘freedom of 
entry and exit’ into the market place increases long-run mobility which in turn 
enhances competitiveness and the efficient allocation of resources. A substantial 
number of answers successfully focused on freedom of entry and exit as a means 
of bringing about changes in supply and the removal of ‘abnormal profits’. Some 
also used a diagram to illustrate their answer. 

b. Public corporations such as Enemalta and the WSC were the main targets chosen 
by most candidates as examples of abusive monopolies that exhort high prices 
from consumers. The fact that monopolies also exist in the private sector was 
almost totally ignored by candidates. Lack of efficiency, lack of innovation, lower 
outputs and lower quality of goods or services were often ignored as major points 
of criticism against monopolistic markets. 



c. Many candidates considered an increase in employment levels as a benefit 
resulting from monopolies! If anything, monopolies tend to reduce employment 
levels due to their concurrent monopsonistic powers in the labour market. The idea 
that monopolies increase employment seems to reflect the populist view that 
government corporations in Malta are historically associated with job creation at 
times of unemployment. As in the case of the answers provided to question b, the 
view that monopolies are synonymous with public corporations and their policies, 
illustrates the superficiality with which students tackle economic issues, 
particularly in the local context. 

d. Most candidates correctly defined SMEs as small and medium sized enterprises, 
but once again, when it came to providing examples of the benefits enjoyed by 
SMEs, the answers were very superficial and very often limited to the concept of 
sole ownership of a business, in that all profits are enjoyed by the entrepreneur. 

 
Question 3  
 

a. Question 3 was tackled by a majority of candidates, but unfortunately the level of 
theoretical analysis was weak with many candidates failing to associate the 
demand for labour with a firm’s willingness to produce more or less of a particular 
good or service, that is demand for labour is to be seen as ‘derived demand’. 
Surprisingly, a large number of candidates not only failed to relate labour demand 
as a negative relationship with wages, but associated demand for labour with the 
latter’s willingness to seek employment or with population size! This is a clear 
case of the candidates’ inability the grasp the basic concepts of economic theory 
and to inappropriately base their answers on personal, misinformed perceptions. 
Some candidates on the other hand went as far as to explain the concept of 
Marginal Revenue Product as a major determinant of labour demand and even 
used a diagram to explain the concept. 

b. Explaining the factors that determine supply seems to have been easier for 
candidates to tackle. However, the inability to clearly distinguish labour supply 
from labour demand was also observed in many of the answers to this question, 
with some candidates even stating that labour supply is generated by firms because 
these create employment! 

c. Many candidates failed to draw the required diagram correctly or limited 
themselves to explaining how an equilibrium price is determined without tackling 
the issue of an increase in productivity, by illustrating an outward shift in the 
demand curve for labour and the resulting increase in wages and change in labour 
supply. A substantial number drew an outward shift in supply instead of an 
outward shift in demand and this invariably led them to the mistaken conclusion 
that a reduction in wages would result. Candidates with a good grasp of the basic 
concepts of demand and supply found no difficulty in answering this question. 

 
Question 4  
 

a. Given the purely descriptive nature of this question, it proved to be highly popular 
with candidates. While a substantial number of candidates confused public 
companies with public corporations, most successfully defined both private and 
public companies. 

b. The legal concept of ‘limited liability’ was also generally well defined. 



c. The concept of ‘retained profit’ elicited a broad range of answers, some very 
detailed but others rather slipshod. However most candidates were knowledgeable 
enough to know that retained profits can be used by companies as a means of 
financing capital expenditure. 

d. The same applies to this question, although many candidates limited their 
definition of ‘bonds’ only to government bonds, thus ignoring the fact that 
debentures are also an important source of finance in the private sector. Again, this 
seems to indicate how susceptible students are to personal perceptions generated 
by the strong influence of the media. 

 
Question 5 
 

a. Most candidates adequately answered this question, although a number of 
candidates failed to clearly distinguish between ‘leakages’ and ‘injections’. 

b. Most successfully answered this question, although many mistakenly considered a 
reduction in ‘income tax’ as an injection. A few candidates reasoned that lower 
income taxes would increase consumers’ propensity to consume and therefore an 
injection would be generated because household consumption would increase as a 
result. While it is an encouraging sign to see students reasoning out their answers, 
the above argument is incorrect. For one thing consumption is not an ‘injection’ 
because it is itself an integral part of the circular flow of income and secondly, in 
spite of the rate being reduced, income tax would still remain a withdrawal. 

c. Most answers to this question were adequately tackled. 
d. Answers to this question were varied. Most, successfully explained that people’s 

welfare cannot be adequately measured by GDP because negative aspects such as 
pollution, social insecurity,  political instability and so on, are usually ignored or 
cannot be adequately measured. 

 
Question 6  
 
This question gave candidates considerable leeway to express their knowledge of the 
functions of the Malta Financial Services Authority, the Malta Stock Exchange and the 
Central Bank. Most candidates gave a generalised description of the relevant functions 
expected, but a clear understanding of the importance of these institutions to the Maltese 
economy seems to be missing. 
 
Question 7  
 

a. Most answers to this question correctly define ‘absolute’ and ‘comparative’ 
advantages, clearly distinguishing the difference between the two. The numerical 
examples were generally adequate but a substantial number were rather confused 
and showed a lack of understanding of the concepts involved. 

b. Surprisingly, when discussing the use of barriers to trade, notably tariffs and 
quotas, most candidates seemed to harbour nineteenth century mercantilist views 
as they failed to voice any criticism against them! They merely defined them and 
described their role as protectors of local industries and employment. In an age 
when economic theory stresses the economic benefits of free trade; and the fact 
that Malta’s entry into the EU was principally induced by the desire to expand its 
foreign trade, it is very surprising that few candidates failed to criticise trade 
barriers on this point. 



c. While most candidates were aware of what current account deficits are, answers to 
this question were mostly superficial. Little understanding of the reasons why 
barriers to trade may not mitigate balance of payments deficits was evident. Very 
few pointed out the significance of inelastic import demand or the reduction of 
exports due to the retaliation of other countries, when barriers to their exports are 
imposed. Those who did, explained their answer in some detail. 

 
Question 8  
 

a. Most candidates were well aware of what the Euro zone is and how Malta’s 
adoption of the euro has facilitated trading transactions and travelling abroad. But 
few candidates focused on other economic benefits such as the greater mobility of 
capital and the likelihood that this would increase investment in the local economy. 
Very few referred to economic integration in addition to monetary union as an 
essential feature of adopting the euro. 

b. The same comments as above apply to this question, with the loss of the 
independence previously enjoyed by Malta’s Central Bank being singled out as the 
main disadvantage for entry into the European economic and monetary union. 

c. While most candidates were aware of what the ECB is and that it has taken over 
the formulation of monetary policy from domestic central banks, few candidates 
dealt with other important roles such as formulating EU policies and ensuring the 
consistent implementation of its rules and regulations by all member countries. 

 
PAPER IIB  
 
Question 1 
 

a. Most candidates correctly defined ‘scarcity’ as the lack of limited resources in 
relation to unlimited human wants. However, a substantial number simply limited 
themselves to the lack of availability of resources as a definition of scarcity. This is 
incorrect as scarcity is a long term issue and is unrelated to market situations of 
supply shortages. Hence these candidates also failed to relate the concept of 
scarcity to the fundamental economic problems of what, how and for whom goods 
and services are to be produced. 

b. The majority of candidates successfully defined the concept of ‘opportunity cost’ 
but many limited themselves simply to the use of an example as a means of 
explaining the concept. 

c. Answers to this question were generally disappointing as few candidates explained 
in sufficient detail the mechanism of how resources are allocated in a free market 
economy. The interrelationship between demand and supply and how an 
equilibrium price is determined was the focal point expected in the answer. A 
simple diagram illustrating how this mechanism works is of great benefit when 
used appropriately, but few candidates made use of it. 

d. Most candidates had a good perception of the government as the principal provider 
of such services as health and education even if most did not use the terms ‘merit’ 
or ‘public’ good or services in their answers. But governments have a much wider 
and deeper role in most states and examples should not be limited to health and 
education. 

e. The same applies to the examples related to social costs. The vast majority of 
examples were limited to text book examples such as pollution related issues. But 



other issues taken from the local context, such as environmental degradation 
through over development, should also be used. 

 
 
Question 2  
 

a. Most candidates limited their examples to lack of government intervention and the 
freedom to make as much profits as possible in order to explain the assumption on 
which the perfectly competitive model is based. Such answers reflect students’ 
personal perceptions, perceptions that are often mistaken and lack the basic 
theoretical knowledge that is expected. 

b. The same applies to most of the answers given to this question, with many 
candidates stating that monopolies have the advantage of creating employment! 
High prices and low output were two disadvantages listed by most candidates but 
very few went on to list other disadvantages such as inefficiency. 

c. Responses to this question were weak, with many candidates giving answers that 
clearly reflected a lack of theoretical knowledge. A substantial number did 
however focus on the point that a firm reaches its optimum size when all possible 
cost reductions have been attained from economies of scale. 

d. Same as above. 
 
Question 3  
 

a. A large number of candidates failed to distinguish between the factors that 
determine demand for labour and factors that determine supply for labour. Few 
were the candidates that correctly associated the ‘derived’ demand for labour with 
consumers’ demand for a firm’s output of goods or services. Many associated 
demand for labour with people’s willingness to seek employment and related 
supply with the availability of jobs. Mistaken personal perceptions rather than 
rational economic theory dominated the answers provided. 

b. Same as above. 
c. Most candidates adequately drew the graph required. 
d. Only a few successfully interpreted this question in terms of the higher opportunity 

cost of higher wages, given that labour would not be willing to sacrifice any more 
leisure. 

e. This question was adequately answered by most candidates. 
 
Question 4  
 

a. Most of the answers to this question show that candidates were well aware of the 
fact that private companies cannot have their shares traded in the stock exchange 
although some were not quite sure why this is so. 

b. The significance of ‘limited liability’ in business was also generally well 
understood. 

c. Same as above. 
d. While candidates were generally well aware of the difference between equities and 

preference shares they limited themselves to listing only one or two distinguishing 
factors. 

e. Many candidates limited their answer to government bonds, with a substantial 
number correctly stating that lending to the government is less risky than lending 



to the private sector. Some others also stated that bonds are less risky because they 
are the first to be paid if a business goes bankrupt. 

 
 
Question 5  
 

a. Most candidates adequately answered this question. 
b. While a number of candidates confused leakages with injections, most adequately 

answered this question. 
c. Same as above. 
d. In answering this question a number of candidates simply threw in an answer 

without allocating enough time to figure out a rational answer. 
 
Question 6  
 

a. Most candidates successfully related the stated institution with its proper role. 
Unfortunately however, a number of candidates seem to have guessed the answers 
without much thought. 

b. Few candidates explained the functions of the stated institutions in any depth but 
most had a generalised idea of what these are. 

 
Question 7  
 

a. Most answers to this question reflected a rather shallow understanding of the 
concepts of ‘absolute’ and ‘comparative’ advantage. 

b. Same as above. 
c. While many candidates correctly specified the area in which each country should 

specialise, and a substantial number also attributed their answer to comparative 
advantage, only a few managed to calculate comparative advantage successfully. 

d. Answers to this question were generally adequate. 
e. Same as above. 

 
Question 8  
 

a. Most candidates explained how Malta’s adoption of the euro facilitates travelling 
abroad by focusing on less cost and on less time being wasted on currency 
exchange. Some also included the advantage that a single currency facilitates price 
comparison. 

b. Answers to this question were generally superficial and most failed to adequately 
show a clear understanding of what depreciation of a currency means and how it 
would affect tourism to Malta. 

c. Poor answers to this question also reveal the very superficial knowledge that 
candidates have of what the ECB is and what its role is. 

d. Same as above. 
 
 
 
 
Chairperson 
Examiners’ Panel 2011  


