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Part 1: Statistical Information 
 

Table 1 shows the distribution of grades for the May 2018 session of the examination. 

Part 2: Comments regarding candidate’s performance 

General Remarks 

A marked improvement was noted in the quality of most answers provided by 2018 candidates 

when compared to 2017. While the number of candidates who attained a pass or higher 

remained relatively stable at about 80% of total applicants, candidates attaining a grade 3 or 

higher increased by 8% of candidates sitting for Paper A. In the case of candidates  sitting for 

Paper B, candidates attaining a grade of 4 increased by 6%. This figure increases to 9% if one 

would exclude the number of absentees from the total number of PIIB applicants. Significantly, 

while absenteeism only increased by 0.4% for candidates who applied for Paper IIA, 

absenteeism for candidates who applied for Paper IIB increased by 11%. All absent candidates 

were absent for both Paper I and Paper II. Furthermore, while the number of unclassified 

candidates decreased by 1.4% of total applicants, the number of unclassified candidates sitting 

for Paper A declined by 3.4%. On the other hand, unclassified candidates sitting for  Paper B 

increased by 3.2%. 

This marked improvement in quality is mainly reflected in better presentation, particularly in the 

use of graphs and in better comprehension of the set questions. However, more attention 

should be given to the assimilation of basic economic concepts and their application in the real 

world. For example, the price mechanism should not be seen by candidates as simply a 

graphical representation of demand and supply functions, but as a tool that helps us to 

understand how a market operates. Candidates’ difficulties in explaining how market prices are 

determined is reflected in somewhat confused explanations of why demand and supply curves 

shift. In fact, several candidates where at pains when distinguishing demand and supply curve 

shifts from movements in the quantity demanded or supplied. The same applies to the concept 

of price elasticity of demand or of supply and their practical significance to firms in terms of 

revenue. Furthermore, when asked to explain the importance of profits to entrepreneurs, most 

candidates failed to explain profits as a fair return that covers all costs, including risks and 

opportunity costs.  

Confusing government financial issues such a ‘government deficit’ with international trade 

issues such as a ‘balance of payments deficit’ is a perennial problem. So too, is the lack of 

awareness by a good number of candidates of the economic significance of the European 

Economic and Monetary Union (EMU) and of the distinct roles of the European Central Bank 

(ECB) and the Central Bank of Malta. The difficulties encountered in tackling issues such as 

demographic change or the environmental and socio-economic impacts of economic growth is a 

clear indicator of the importance of inducing economics candidates to develop a keen interest in 

discussing current domestic and international economic issues. 

 

GRADE 1 2 3 4 5 6 7 U ABS TOTAL 

PAPER 

A 

15 25 35 43 22 - - 17 3 160 

PAPER 

B 

- - - 14 11 3 14 17 10   69 

TOTAL 15 25 35 57 33 3 14 34 13 229 

% OF 

TOTAL 

6.6 10.9 15.3 24.9 14.4 1.3 6.1 14.8 5.7 100.0 
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Paper 1 
The paper was made up of two sections, Section A – Micro Economics, and Section B – 

Macro Economics. Each section comprised three questions and candidates were expected to 

answer four, with at least one question from each section. Micro Economics questions were 

generally more popular. 

Section A – Micro Economics 
 

Question 1 

This question dealt with the forces of demand and supply and how these determine market 

prices. 

 

a. Most candidates successfully plotted the data provided. Scaling was generally appropriate 

and labelling was also generally clear and correctly applied. However, some candidates 

inverted the position of the Y and X axis or inverted the ‘demand’ and ‘supply’ curves. 

 

b. While most candidates correctly stated the equilibrium price and quantity, a substantial 

number failed to show these on the graph. It must be pointed out that the objective of a ‘free 

market’ and the price mechanism is to determine an equilibrium price and quantity at a point 

where demand and supply balance each other out. Hence, pinpointing and labelling both the 

equilibrium price and quantity is important. This is so even when the question  does not 

specifically request it. In this case, it was specifically asked  and  some candidates chose to 

ignore it. 

 

c. Most of the correct answers that scored high marks appropriately listed those demand 

determining factors that are closely related to the school bag market. The factors expected 

were mainly: price, income, tastes and fashion, seasonality (the post-vacation ‘back to 

school’ period) and advertising. While most candidates correctly stated that changes in the 

price of school bags is the one and only factor that brings about a movement along the 

demand curve for school bags while all other factors should be associated with a shift, not all 

candidates  underlined the significance of a ‘shift’ of the demand curve to the right. The 

significance of a shift lies in the fact that an increase in demand occurs for ‘each and every’ 

price. Those who correctly answered the question, also correctly illustrated the shift on the 

graph. 

 

d. Most candidates failed to clearly state that ‘fixed prices’ may be either in the form of 

‘maximum’ or ‘minimum’ fixed prices and that the imposition of one would have different 

consequences than the imposition of the other. They simply assumed that governments 

invariably behave in the public interest. Hence their objective would be to protect the interest 

of consumers. Thus the imposition of a fixed price on school bags must be a price ‘ceiling’ or 

‘maximum’ price; as a result, a shortage would be created.  

 

e. The question set required candidates to point out that an increase in costs would induce 

firms to lower their output and this would be represented by an inward shift of the supply 

curve. This would lead to a shortage at the current market price and eventually to an 

increase in price. Candidates were neither required to illustrate this situation on the graph, 

nor to carry out any calculations. Most candidates understood the question set and answered 

it correctly with a good number of candidates also illustrating the shift of the supply curve on 

the graph and pinpointing a lower output and a higher price. Such candidates clearly showed 

that they have a good understanding of the concepts involved when discussing changes in 

the price mechanisms. However, a substantial number of candidates simply took a ‘shortcut’ 

and stated that when production costs increase by €10, then the market price would increase 
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by €10 too! Such a price increase may indeed occur, but only if one assumes that the price 

elasticity of demand for school bags is ‘perfectly inelastic’.  

 

Question 2   

‘Price elasticity of demand’ was the focal issue in this question and most candidates fared 

relatively well in answering it. 

a. Defining ‘price elasticity of demand’ (PED) as the responsiveness to a change in price of the 

good and services, in this case tobacco, was the correct answer and most candidates 

successfully provided an answer on these lines. Explaining how PED is measured, namely by 

citing the formula to be used, proved to be more challenging.. 

 

b. Most answers to this question were adequate. The most often listed determinants of PED 

were: the level of addiction or habitual consumption and the availability of substitute 

products. Luxury items such as holidays abroad and basic necessities such as bread or 

habitually consumed goods such as cigarettes were respectively the most often cited 

examples of price elastic and price inelastic goods.  

 

c. Calculation of the PED for tobacco in developed and developing countries were generally 

correct, although a substantial number of candidates failed to use a proper formula. A 

common mistake was to ignore the percentage signs provided in the data question or to 

ignore the negative sign when writing the answer for the PED. The negative sign, for 

example a price elasticity of demand for tobacco of -0.4 is very significant. This is because it 

not only shows that the responsiveness of consumers to a change in price is relatively 

unresponsive (0.4 being less than unitary or 1), but that the relationship between a change 

in price and the quantity demanded is negative. This means that as price increases, the 

demand for tobacco falls (-)0.4. 

 

d. This question was directly linked to question 2c and most candidates found no difficultly in 

providing a correct response, namely that a 10% increase in the price of tobacco would 

induce a 4% reduction in demand. This reflects a relatively inelastic or small response on the 

part of consumers, to a change in price. The fact that the PED coefficient, that is (-)0.4, is 

characterised by a negative sign reflects the negative relationship between a change in the 

quantity demanded and a change in price. Hence, an increase in the price of tobacco would 

induce a fall in the quantity demanded. 

 

e. While most candidates also provided a substantially correct answer to this question, 

unfortunately a substantial number failed to relate the concept of PED with changes in 

consumer outlay or a firm’s revenue. This reflects a lack of understanding or appreciation of 

the practical relevance of the concept of PED. This was also clearly manifested in the 

somewhat confused answers as to whether or not prices should be increased or reduced in 

order for a firm’s revenue to increase. Clearly, if the price of any good should increase by, for 

example 10%, and as a result consumers would respond by reducing their demand by, for 

example 20%, then, the PED of consumer behaviour would by highly elastic (-)2. As a result, 

the firm’s revenue would fall and not increase. An increase in price would only induce an 

increase in consumer outlay only if the PED would be inelastic. Some candidates seem to 

harbour the incorrect perception that an increase in price would automatically bring about an 

increase in revenue!   
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Question 3 

This question focused on the theory of costs and the concept of profit. 

 

a. This question, along with question 3b was generally well answered, with most candidates 

showing a good understanding of the theory of costs and an ability to present the data 

provided in both tables and graphs.  

 

It must also be pointed out, however, that some candidates failed to work out the value 
of fixed costs from the data provided. Given that at 0 output, total costs amount to €5; 

then no variable costs are being incurred. Hence, it follows that fixed costs must amount 

to €5 at each level of output. 

 

b. As pointed out in the comments to question 3a above, most candidates correctly plotted 

on the graph paper provided both the Total Revenue and Total Cost curves as required by 

the question. However, neat presentations, including correct plotting, labelling and 

scaling did at times leave much to be desired. 

 

c. Most candidates successfully defined and provided good examples of fixed and variable 

costs. Fixed costs are costs that do not change with output, such as rent and advertising; 

while variable costs, such as wages and raw materials, do change in relation to output. 

Rent, salaries and insurance premiums were the most often listed examples of fixed 

costs, while stock, raw materials, wages, and water and electricity bills were the most 

often listed examples of variable costs. 

 

d. Similarly, the terms: ‘marginal’ and ‘average’ costs were also generally well defined. The 

former was correctly defined as the change in total costs divided by the change in 

output. The latter was correctly defined as the total cost of production divided by total 

output. In other words average output represents the total cost per unit. In most cases, 

candidates also supplemented their verbal answer with the presentation of the formulae 

to be used. 

 

e. The concept of ‘break-even’ was also generally well answered and most candidates also 

successfully pointed out the correct coordinates for break-even on the graph; namely at 

output levels of one and five units of output. 

 

f. Most candidates answering this question correctly interpreted the data provided and 

successfully plotted the graph required in answering questions 3a and 3b by stating and 

illustrating that the restaurant would maximise its profits at the output level of three 

units.  

 

g. However, when asked to explain why profits are important to an entrepreneur, most 

candidates failed to explain that profits should be regarded as a ‘fair return’ to the 

entrepreneur in order that all costs, including risks and opportunity costs, would be 

covered. As stated in the SEC Economics Report for 2017: “The concept of profit is one 

that invariably confuses most students of economics, given the different perspectives of 

this concept by economists on one hand and accountants on the other…… Candidates 

should note that while accountants view profit as a residual after all accounting costs are 

deducted from revenue, economists include within the ambit of costs, the concepts of 

opportunity costs and uninsurable risks.” 
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Section B – Macro Economics 

Question 4 

This question dealt with government finances, Gross Domestic Product (GDP) and economic 

growth.  

a. Such terms as  ‘government deficit’ and ‘national debt’  were at times confused with ‘balance 

of payments deficits’, when ‘national debt’ is the aggregate amount of national debt, 

including interest, that had accumulated over the years; while a ‘government deficit’ is 

simply the term used in order to explain a situation where government expenditure is greater 

than government revenue. 

 

b. While most candidates elicited a good understanding of government finances and national 

income, a substantial number of candidates seemed unsure of what the topic is all about and 

confused issues related to government finances with issues related to international trade. 

 

c. Most answers to this question correctly defined GDP as the annual or quarterly value of a 

country’s national output. But fewer candidates correctly concluded the answer by stating that 

knowledge of GDP is important because it reflects a country’s ability to create wealth and 

improve the standard of living and economic welfare of its citizens. 

 

d. Most candidates’ recommendations to the government on how to finance its deficit is to 

increase taxation! Better prepared candidates also focused on the issuing of ‘government 

bonds’ on the local and international market or borrowing from such institutions as the ECB or 

IMF as other sources of deficit financing. 

 

e. ‘Economic growth’ is the ability of a country to improve its long term economic performance 

through technological progress, greater productivity and  more investment in  natural, human 

and capital resources. This would be manifested in improvements in GDP, higher employment 

levels, a better standard of living and improvements in economic welfare. This in turn would 

increase government income through taxation and reduce its expenditure in unemployment 

benefits, expansionary fiscal policy initiatives and public borrowing requirements. 

Unfortunately, only a few candidates correctly explained this link between economic growth 

and a decline in government deficits. 

   

  



EXAMINERS’ REPORT: SEC ECONOMICS (MAIN SESSION 2018) 

  

 

Page 6 of 24 

 

Question 5 
This question was about inflation and the Retail Price Index (RPI). 

a. Most candidates correctly explained the terms ‘inflation’ and ‘deflation’. Those who failed in 

doing so, did so because they simply limited the meaning of these terms to an increase and 

decrease in prices. An increase or fall in prices is not in itself a sign of inflation or deflation. 

Indeed, prices increase or fall every day as a result of normal market activity and such 

changes are meant to bring about the required market price equilibrium. Indeed, the 

volatility of stock market prices is a good example of a highly competitive market system. 

Hence, a good definition of the terms in question would require candidates to explain that 

upward or downward movements in the ‘general’ price level, must be a ‘sustained’ or 

‘persistent’ process over a time period. 

 

b. While a good number of candidates correctly carried out the calculations required in 

answering question 5b, a substantial number of candidates failed to note that inflation, as 

presented in the data provided, reflects an ‘annual percentage change’ in the Retail Price 

Index. Hence, the inflation rate for 2009 was the change in the price index from 2008 to 

2009 and expressed as a percentage of the price index for 2008.     

 

𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒 𝑓𝑜𝑟 2009 =  
758.05 − 743.05

743.05
=  

15.53

743.05
 =  0.02018 × 100 =  𝟐. 𝟎𝟗% 

 

The same applies for every consecutive year.    

The use of percentages is a very important a tool in data analysis and candidates should be 

well acquainted with its use.   

 

c. Most candidates correctly stated that inflation affects consumers negatively because a 

sustained increase in prices would reduce their purchasing power and standard of living. 

 

d. Similarly, most candidates found no problem in explaining ‘demand pull‘ inflation as a 

persistent increase in prices brought about by an increase in demand from consumers, 

investors, the government and exports. Such an economic situation would bring about 

shortages at full employment levels and consequently prices rise. ‘Cost push’ inflation would, 

on the other hand, bring about lower economic output and higher unemployment levels. This 

results from an increase in output costs such as, higher wages, raw materials and energy. 

The consequence is higher prices coupled with high unemployment, a situation known as 

‘stagflation’. This term was coined by economists at the height of the global energy crises 

experienced during the 1970s and 1980s when energy price hikes brought about high 

inflation rates and economic stagnation at the same time. 

 

e. A significant number of candidates surprisingly failed to explain why creditors are ‘worse off’ 

as a result of inflation, while debtors end up being ’better off’. Given that creditors, such as 

banks, lend money for others to use, only to have it paid back in the future at a lower ‘real’ 

value; it should be of no surprise that creditors are worse off when they lend money. In fact, 

this explains why creditors increase their rates of interest at times of inflation. The opposite 

is true for debtors, as the money they restore to creditors at the end of a loan, would be 

lower in value in ‘real’ terms than at the time when they acquired the loan and spent the 

money. 

 

f. This question focuses on an ‘incomes policy’ that increases wages during periods of inflation. 

Most candidates correctly explained that increasing wages during inflation is meant to 

compensate workers for their loss in purchasing power and higher ‘cost of living’. Much fewer 

candidates however explained that higher wages increase the cost of production and lower 

firms’ market competitiveness. As a result, output declines and unemployment increases.  
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Question 6 

This question dealt with demographic issues and it was generally well answered. Most of the answers 

presented however, seemed to reflect more of a generalised view of the problems related to population 

growth rather than a focused socio-economic view.  

 

a. Most candidates successfully answered this question, stating that the study of demography 

is based on data analysis and statistical studies of populations.     

 

b. The three most often listed factors that bring about changes in population size were: birth 

rate, migration and  death rate.  

 

c. Age, gender and geographic distribution were the major categories generally listed as the 

ones that help demographers to study the structure of populations.  

 

Regarding the significance of age structure in demographic studies carried out by 

governments, candidates were generally expected to focus on the planning and management 

of welfare programmes such as pensions and child care and on investment projections in 

health and education. Marketing strategies  in the context of aging populations or young 

populations were the most often highlighted reasons that explain the interest of firms in 

demographic studies.  

Similarly, in the case of gender issues, demographic studies help governments in drawing up 

population growth projections and in the planning of health and education services. Firms, on 

the other hand would focus more on their marketing programmes, as these would heavily 

depend on whether their products are gender specific or not. 

From a regional perspective, demographic studies help in the planning of infrastructural 

projects such as the building of roads, schools, hospitals and housing. 

 

d. Candidates generally fare quite well when interpreting data presented in population 

pyramids. Most candidates noted that Malta, in contrast to Ghana has an aging population 

and also explained that this is a characteristic found in countries with higher levels of social 

and economic development as opposed to developing countries such as Ghana, where quality 

education and health care are much less accessible. In addition, a good number of 

candidates also explained that developing countries such as Ghana are characterised by high 

fertility rates and lower life expectancies. 

On the other hand, for candidates, explaining why such information is useful to governments 

was not as straightforward. However, a substantial number of candidates did point out the 

importance of such data in the planning of government policies related to retirement age, 

pension schemes as well as the required investment in old people’s homes or in the planning 

of health care and educational services. 

 

e. Defining ‘over-population’ proved to be a major stumbling block for most candidates, 

particularly those who could not distinguish between the meaning of the terms, ‘population 

density’ and ‘over-population’. While it is true that Malta has a front line position in the 

international league of the most densely populated countries in the world, it does not mean 

that it can automatically be considered as ‘overpopulated’. This is because ‘overpopulation’ is 

a relative term that interrelates population size with the availability and use of resources. 

Indeed, a densely populated country such as Malta, which is also experiencing a fast growing 

population due to immigration, is not necessarily to be considered as ‘over populated’. Over- 

population occurs when the growth in demand for resources becomes unsustainable, leading 
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to problems such as environmental degradation, social stress and other problems of both an 

economic and social nature that may even lead to famine, socio-political unrest and at times 

even war. 

In the case of Malta, one may say that while the current increase in the population may be 

creating problems such as over-crowding, environmental issues and other ‘externalities’; 

economic growth, as seen by the increase in output generated by greater investment and 

improvements in technology, is bringing about not only a better standard of living but also 

improvements in better economic welfare. Hence, at this point in time, one cannot conclude, 

at least not unless one sees clear signs of unsustainable growth, that Malta is ‘over-

populated’. 
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Paper 2A 

Paper 2A consisted of eight questions spread over two sections. Questions in Section A relate 

to the field of microeconomics, while questions in Section B relate to macroeconomics. 

Candidates had to choose four questions from the eight available, with at least one question 

from each section.  

Section A – Micro Economics 
 

Question 1 

This question dealt with the economic and business concepts of ‘revenue’ and ‘profit’ along with 

the theory of production, both in the short run and in the long run. 

 

a. Most candidates correctly defined revenue as total ‘sales’ or ‘turnover’. It is calculated as 

price multiplied by the total quantity sold. 

 

Most candidates however simply defined ‘profit’ as the monetary surplus after costs are 

deducted from revenue. Only a handful of candidates went on to explain that profit 

represents an entrepreneur’s expected return for his business activity. 

 

b. The objective behind this question was to elicit from candidates their understanding of the 

economic concept of ‘profit’. The objective of firms is assumed to be ‘profit maximisation’ and 

in doing so, firms would cover all costs. These costs include not only the accounting costs 

incurred during output such as raw materials, energy, wages and salaries, rent, insurance 

premiums and advertising costs, but also the uninsurable business risks and ‘opportunity 

costs’ incurred by the entrepreneur or by shareholders.  

In doing so, a fair and deserved profit would be earned and such a profit is known as ‘normal 

profit’. Some firms however, earn a ‘surplus’ profit that goes beyond what is considered as 

‘normal’. Firms such as Apple Corporation operate in markets with limited or no competition 

and can therefore exercise their marketing clout or monopolistic power to earn a surplus 

profit. This is also known as ‘abnormal’ or ‘supernormal profit’. 

c. Most candidates successfully defined the law of ‘Diminishing Marginal Returns’ (DMR) as the 

process of increasing output by increasing ‘variable inputs’ such as labour and raw materials 

in relation to a ‘fixed input’, such as land or capital. Given that fixed inputs can only change 

in the ‘long run’, the law of DMR only functions in the ‘short run’, that is when both fixed and 

variable factors of production are employed 

 

d. For some candidates, business growth is simply associated with the opening of more shops 

or business units! Such candidates failed to relate the growth of business with the benefits 

attained from ‘economies of scale’. Correct answers listed a number of benefits that may be 

attained from ‘internal economies of scale’, namely: technical, financial, managerial, 

marketing and risk-bearing advantages. Such benefits lower the costs of production for firms 

in the long run and the benefits gained by Apple Corporation, as it grew and evolved from a 

small firm set up by two young university candidates in 1976, into today’s huge multinational 

corporation worth over one trillion US dollars, are a case in point. 

 

e. Most candidates successfully answered this question by listing the provision of technical 

advice and support, the provision of low cost premises and help in the participation of 

international fairs, as being the main roles of Malta Enterprise. 

 
  



EXAMINERS’ REPORT: SEC ECONOMICS (MAIN SESSION 2018) 

  

 

Page 10 of 24 

 

Question 2 

The location of firms was the focal point of this question. 

 

a. The popularity of international franchises such as McDonald’s or Burger King seems to have 

installed the perception in several candidates, that multinational firms are limited to 

international retail outlets, rather than to firms with operational facilities in many countries. 

In fact, in an ever growing globalised economy, multinational firms can be found in 

practically all sectors; from the extractive industries of the primary sector, the manufacturing 

industries in the secondary sector and also in all types of services within the tertiary sector. 

Market proximity, proximity to raw materials and energy sources, availability of labour 

resources, proximity to high tech research facilities and low factor costs were the factors 

expected from candidates. However, given the limited view held by candidates, many 

answers to this question simply focused on the location of retail outlets and to the 

advantages and disadvantages of having foreign shops set up in the country. 

b. As advantages from having multinationals operating in a country such as Malta, the most 

listed were: more competition and choice for consumers and the creation of employment. 

Few were the candidates who also included: greater investment, technological transfer and 

research and development (R&D) in the host country or the acquisition of management 

expertise. 

As one of the disadvantages, the threat to competition posed by the setup of large 

multinational supermarkets in a small domestic retail market such as Malta’s, was the most 

typical answer provided. Other answers included: the outflow of money as royalties, profits 

or dividends or as wages to foreign employees. The threat of loss of sovereignty as Malta 

becomes more and more dominated by foreign firms as well as the over-exploitation of local 

resources such as land were also listed. 

c. The benefits incurred by the domestic economy through the increase in employment within 

the tertiary sector or services industry, include: a higher ‘value added’ from local output and 

the better paid jobs created as a result. Furthermore, economic growth occurs over the long 

run and as a result, Malta becomes a more advanced country in terms of technology and 

economic welfare. 

 

d. Most candidates recognised the benefits associated with the contributions made by 

educational institutions such as the University of Malta and MCAST. These provide the 

required academic and technical knowledge that improve workers’ skills and capabilities to be 

able to work in high-end technological industries and earn better paid jobs. Most candidates 

also listed Jobs Plus as the institution that provides short term courses and other forms of 

services that help recruitment and employment. 

Education also makes it possible for workers to become more occupationally mobile, as local 

industries undergo structural changes in the economy. 

e. Most candidates fared well in answering this question, explaining that ‘occupational mobility’ 

occurs when workers find no difficulties in moving from one type of job to another; while 

‘geographical mobility’ occurs when workers can find new jobs in new locations such as a 

different region or country, with minimal or no restrictions.    
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Question 3 

This question relates to market competitiveness and the integration of firms.  

 

a. Most candidates correctly explained that the integration of Vodafone Group Plc and Melita 

Group, had it occurred, would have been regarded as a form of ‘horizontal integration’. This 

is because both companies provide services that can be considered as close substitutes, 

namely mobile communications. 

 

b. This question too was generally well answered with ‘vertical integration’, and ‘lateral 

integration’ being the most often listed. Some candidates also referred to ‘conglomeration’ 

and ‘joint ventures’, the latter being a form of integration that occurs when firms join up 

together for specific projects.  

 

c. Lack of competition and thus less choice for consumers, along with higher prices and lower 

quality of service, were the most often listed negative effects on consumers. Some 

candidates also listed poor ‘after sales’ service.  

 

d. In general, candidates seem to harbour the mistaken perception that ‘integration’ only leads 

to negative impacts on consumers. But as always, there are ‘two sides to a coin’ and positive 

effects to integration may also result.. Well prepared candidates made reference to the 

concept of ‘economies of scale’, and explained that even if firms may tend to acquire 

monopolistic power through a merger or any form of integration, their larger size would 

allow them to enhance their productive capacity and efficiency as well as lower their costs. 

This in turn, would lead to more intensive competition with the remaining firms in the 

market and thus the possibility of lower prices.  

 

e. The concept of a ‘perfectly competitive market’ is based on a theoretical model, itself based 

on idealistic assumptions. Consumers and society at large are said to benefit from the 

allocative and productive efficiency attained. Market prices are ‘freely’ set at the best 

possible levels with consumers gaining maximum consumer surplus and firms gaining 

maximum producer surplus.  The expected response had to include this fundamental 

economic concept.  

 

A substantial number of candidates focused on ‘better quality products’ as a major benefit to 

consumers from ‘perfectly competitive’ markets. It must be pointed out that one of the basic 

assumptions of the perfectly competitive market is the ‘homogeneity’ of goods and services. 

Hence, given that no differentiation is said to exist in a perfectly competitive market, the 

benefit of ‘better quality products’ was only accepted as completely correct if a comparison 

with other types of market structures such as ‘monopoly’ was carried out.                                                                        
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Question 4 

Wage determination was the focal issue in this question and candidates generally fared well in 

answering it. 

 

a. A good number of candidates sketched a good diagram depicting how wages are determined. 

The equilibrium wage as determined by the equilibrium point between labour demand and 

supply, in other words the ‘price mechanism’ at work, was also generally well illustrated and 

explained. Wages, which are considered as the price of labour, are the main factors that 

determine both the demand and supply of labour. Any change in the wage level would bring 

about a movement along both the demand and supply curves. Unless an ‘equilibrium price’ is 

achieved, then either a shortage of labour or a surplus (unemployment) would result. Most 

candidates also correctly explained that the relationship between labour demand and wages 

is theoretically expected to be negative, while the relationship between labour supply and 

wages is expected to be positive.  

 

If labour market conditions are such that demand exceeds supply, then market pressure 

tends to push up wages until an equilibrium wage rate is reached. The opposite is true if 

labour supply exceeds demand. In both cases, changes in price would eliminate either both 

shortages and surpluses. 

 

b. Most candidates correctly stated that a backward bending supply curve depicts a situation 

where, at a certain high level of income, the relationship between labour supply and income 

tends to become negative. In other words, as income increases, employees would be less 

willing to sacrifice leisure time for more income. Work therefore declines. Well prepared 

candidates also went on to explain that this tendency is brought about because at higher 

levels of income, the ‘income effect‘attained from more work tends to supersede its 

‘substitution effect’. This means that the ‘opportunity cost’ (i.e. leisure) of working harder 

swamps the benefit of work (i.e. income). As a result, the incentive to work more as income 

increases, declines.  

 

c. Most candidates successfully explained what a ‘minimum wage’ is, but some failed to show 

this on the diagram as specified in the rubric or did so incorrectly. Most candidates correctly 

expalined that a minimum wage is of benefit to society because it ensures a decent standard 

of living for all. However, only a few saw the negative side of such a measure, namely the 

possibility of unemployment. Given that a minimum wage would have to be set above the 

labour market equilibrium in order fot it to be effective, labour supply would exceed labour 

demand and as a result unemployment would be generated. 

 

d. Wage differentials were mainly explained through the possibility of workers having to work: 

under poor conditions or at unsocial hours or at high, sometimes life threatening risks or 

require a long and difficult educational or training process.   

e. While most candidates successfully explained what ‘trade unions’ are and their important 

role in protecting workers’ rights and striving to improve their incomes and working 

conditions. a A substantial number of responses offered a poor understanding of what 

‘employers’ associations are and what they stand for. In fact many answers to this part of 

the question were poor and superficial..  
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Section B – Macro Economics 

Question 5 

This question focuses on the ‘circular flow of income’ and ‘National Income’ (NI)  

a. Most candidates were well versed in the meaning of the ‘circular flow of income’ and 

successfully explained that it represents the flow of goods and services from firms to 

households resulting from the use of a country’s factors of production. The latter, 

namely: land, labour, capital and entrepreneurship are owned by households and these 

flow from households to firms in return for factor incomes, namely: rent, wages and 

salaries, interest and profits. A number of candidates also included a diagram in order to 

explain the concept. 

 

b. In conjunction with the answer to question 5(a), most candidates also successfully explained 

that savings, taxation and imports leak out of the system and are therefore considered as 

‘withdrawals’. ‘Injections’ on the other hand flow back into the system in the form of 

investment, government expenditure and exports; thus increasing the flow of income rather 

than decreasing it. 

 

c. As stated in the comments to Q5b above, most candidates correctly listed savings, 

taxation and imports as ‘leakages’ out of the Circular Flow of Income and investment, 

government expenditure and exports as ‘Injections’ into the Circular Flow of Income.  

 

d. ‘National Income’ (NI) represents a country’s ability to create or generate wealth within                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                 

a country. Candidates who answered this question correctly, were also able to explain that 

the accounting methods used to measure NI are: the ‘Output’ method, the ‘Income’ method 

and the ‘Expenditure’ method. 

 

e. A country’s ‘standard of living’ measures a population’s level of material wellbeing and 

comfort. The number of cars or mobile phones per capita or the number of owner occupied 

residences or the number of meals or type of diet consumed are examples of how the 

standard of living is measured. 

Candidates fared less well when explaining whether NI is or is not a good measure of a 

country’s standard of living. Correct answers focused on the fact that national income 

accounting is not a perfect exercise. For example NI figures do not provide us with 

information about income distribution. Some countries may enjoy very high NI figures but it 

would be enjoyed by only a few, while the rest of the population live in poverty. Similarly, 

NI figures tell us nothing about the ill effects of ‘negative externalities’ such as pollution, 

stress or environmental degradation and neither do they take into account the value of 

‘underground’ economic activities or the positive contribution of unmarketable activities 

such as  housework, DIY or voluntary work. 

 

d.  Those who answered question 5e correctly, also answered this question successfully by  

explaining that when comparing a country’s NI with that of other countries, one must take 

into account the difference in population size by drawing up the NI or ‘GDP per capita’. This 

means that the NI is divided by the country’s total population. 

 

When comparing a county’s NI with that of previous years, the adjustment to be carried out 

is to take the rate of inflation or deflation, as the case may be, into account. 

 

e. NI at ‘constant prices’ is the value of a country’s national income in ‘real’ terms, that is with 

the rate of inflation being taken into account. ‘Nominal’ NI is the current year’s value of 

national output without inflation or deflation being taken into account. It is also known as 

‘NI at current prices’. 
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Question 6 

This question dealt with money, interest rates and the Central Bank. 

 

a. Most candidates correctly defined money as any ‘medium of exchange’, be it in the form 

of cash, cheques, bills of exchange, plastic money, bank deposits, foreign currencies, 

marketable instruments, or anything else that is accepted as such in a tradable 

transaction.  

 

‘Acceptability’, along with ‘scarcity’, ‘portability’, ‘recognisability’, ‘divisibility’ and 

‘durability’ were the most listed characteristics of money. Only a few candidates listed 

the very important characteristic of ‘stability’ in value. In a fast changing world of 

globalisation and international inter-dependence, the greatest threats to ‘money’ are 

exchange rate revaluations and changes in the ‘real’ value of money.  

 

b. The role of interest rates in financial markets and how they are determined proved to be 

challenging to some candidates. Few candidates could explain that money, like any other 

commodity has a price and the price of money is the ‘interest rate’. Furthermore, like all 

prices, interest rates are determined by the market forces of demand and supply. Hence, 

interest rates fluctuate in accordance to current levels of demand and supply in financial 

markets. Well prepared candidates made use of a sketched diagram to explain how this 

‘price mechanism’ works.  

 

c. Like any other decision, holding on to money by saving it in a bank account rather than 

spending it, incurs an opportunity cost. The rate of interest earned by bank account 

holders is meant to cover that opportunity cost. Money held in long term deposits such 

as ‘fixed’ or ‘time’ deposits have a higher opportunity cost than short term 'sight’ 

deposits. Hence the higher interest rates on long term deposits. 

 

d. This question was meant to elicit candidates’ awareness of the current situation in 

financial markets, both internationally and domestically.  

 

(I) Interest rates in financial markets are low. This is because current monetary policy 

by Central Banks, particularly the ECB, has been aimed at stimulating the economy. 

This is being done by increasing the money supply and lowering of interest rates. Such 

a policy is meant to encourage more consumption by households and more investment 

by firms. 

 

(ll) Such an expansionary monetary policy, along with other factors such as high 

immigration, have increased the demand for residential housing and this in turn has led 

to the increase in the demand for loans. 

 

e. This question was generally well answered. The listed roles of the CBM were mainly: (i) 

the Issuing of currency, (ii) ensuring the smooth operations of the banking system in 

Malta, (iii) providing banking facilities to all commercial banks in Malta i.e. acting as the 

bankers' bank, (iv) maintaining financial stability within the banking system in Malta, 

i.e. acting as the bank of last resort, (v) carrying out research and issuing publications 

related to monetary and economic issues in Malta. 

  

 In addition, well prepared candidates stressed the importance of the Central Bank of 

Malta’s role, as a member of the ECB, to follow and implement all mandatory directives 

of the ECB in conjunction with its primary objective of maintaining ‘price stability’ in all 

EMU member States. 
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Question 7 

International trade and globalisation were the main issues on which this question was 

based. 

 

a. The key concept expected in the answer to this question is 'specialisation’. Through 

specialisation countries increase both the quantity and the quality of their output. The 

surplus produced may then be traded for other goods and services that may be acquired 

at a lower cost. The decision as to what a country specialises in, depends on whether or 

not it enjoys an 'absolute' or a 'comparative' advantage in the production of a specific 

good or service. 

 

b. Candidates, who answered question 7a correctly, were in the most part, also successful 

in answering this question by defining 'absolute' advantage as the ability of a country to 

produce more of a specific good or service than another country with the same amount of 

resources. For example: the USA enjoys an absolute advantage in the production of wheat 

when compared to the UK. 

 

c. This question too was generally well answered. As a small island state, Malta has few 

and very limited resources. Hence, it depends almost entirely on international trade for 

its survival, let alone its national income and economic development. Since it cannot 

compete internationally with most countries on the basis of an ‘absolute advantage’, its 

ability to export depends on its ‘comparative advantages’. 

 

d. The typical examples presented in the answers to this question were mainly tourism, 

financial services and i-Gaming. 

 

e.  Two problems related to over-specialisation and listed by most candidates focus on the 

over-dependence on such industries as those listed in the answer to question 7d, such as: (i) 

the risk of high unemployment if there is a downturn in that sector, and (ii) the lack of 

opportunities to employ land, capital and labour in other sectors where they could be better 

utilised. 

 

f. Most candidates correctly explained that a surplus in the current account of the 

balance of payments, brought about by greater exports than imports, would create 

an increase in the demand for the domestic currency. This in turn would lead to an 

increase in the value of the domestic currency. However, a substantial number of 

candidates failed to present a correct diagram to back up their answer. Some 

candidates also failed to provide a correct explanation. Such a diagram was 

expected to illustrate an outward shift in the demand curve for the Euro currency 

and an increase in the Euro's value in terms of U.S. dollars. A common mistake was 

to label the Y-axis as Euros rather than U.S. dollars.  
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Question 8 

This question dealt with ‘less developed countries’ (LDCs) and the issue of economic 

development. 

 

a. Most candidates could clearly identify the factors that distinguish ‘developed’ from ‘less 

developed’ countries. Unlike developed economies, LDCs are usually characterised by: low 

GDP per capita, low life expectancy, high infant mortality, adult illiteracy, poor infrastructure 

and a high level of dependence on primary sector industries, such as agriculture and 

extraction. 

 

b. Economic growth is a long term concept and it represents an improvement in an economy’s 

potential to increase its productive capacity through the use of more resources or, with the 

help of improved skills and technology, making better use of existing resources. Some 

candidates limited themselves to simply stating that economic growth represents an increase 

in employment and GDP. 

c. Economic growth, theoretically represented by an outward shift in the ’Production Possibility 

Boundary’, can boost a country's development through greater capital investment, better 

health and education, improved technology and the discovery of natural resources. Most 

candidates suggested that LDCs can be helped by developed countries through foreign aid, 

mainly in the form of opening up opportunities for free trade and greater investment in 

infrastructure, health, education and technology. Some candidates suggested that LDCs may 

be helped by joining the EU. While the EU does have special trade and economic aid 

agreements with LDC, particularly with African and Caribbean countries, joining the EU is 

neither practical nor feasible for these non-European countries.  

 

As a ‘customs union’ the EU maintains a number of trade restrictions with non EU members 

and these are both in the form of tariff and non-tariff barriers. Removal of such barriers may 

go a long way in solving the problems of poverty, lack of development and emigration faced 

by such countries.  

 

d. Most candidates recognise the fact that EU membership has helped Malta economically, 

mainly through the removal of trade barriers and hence greater free trade. The provisions of 

financial aid geared for infrastructural, industrial and educational development are other 

benefits listed by candidates. 

 

e. Unfortunately, not as many candidates as expected answered this question correctly. The 

term 'social cost' was perceived by a substantial number of candidates as a ‘positive’ concept 

rather than as a ‘negative’ one. Well prepared candidates explained the concept of ’social 

cost’ as an 'externality' or cost that is usually ignored by the market forces of demand and 

supply. Examples of the negative impacts related to economic development may include: 

over-urbanisation and environmental degradation, the unsustainable exploitation of water, 

land and the marine environment as well as the generation of waste and pollution. Social 

issues such as psychological stress and crime are also considered as ‘social costs’. 

 

f. Candidates who successfully answered this question successfully argued that economic 

growth, as measured through GDP figures, does not reflect issues such as: mal-distribution 

of income, the production and use of demerit goods and poor levels of education and health 

care, as reflected by high illiteracy, high infant mortality and short life spans. Neither are the 

degradation of the environment and the general lack of well-being experienced by sections of 

the population reflected in the standard use of statistical data that measure economic 

growth. 
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Paper 2B 
 

Paper 2B consisted of eight questions spread over two sections. Questions in Section A relate 

to the micro economic field, while questions in Section B relate to macro economics. 

Candidates had to choose four questions from the eight available, with at least one question 

from each section.  

Section A – Micro Economics 
 

Question 1 

This question dealt with the economic and business concepts of ‘production’, ‘revenue’ and 

‘profit’. 

 

a. Most candidates correctly defined revenue as total ‘sales’ or ‘turnover’. However, profit was 

simply defined as the monetary surplus after costs are deducted from revenue. Only a 

handful of candidates went on to explain that profit represents an entrepreneur’s expected 

return for his business activity. 

 

b. Most candidates limited their answer to explaining that total profit is calculated as total 

revenue less total cost. Few were the candidates who went on to explain that total costs 

must also include ‘uninsurable risks’ and ‘opportunity costs’. In other words, profit represents 

an entrepreneur’s fair return on his investment.  

 

c. Most correct answers focused on the fact that firms such as Apple Corporation operate in 

markets with limited or no competition at all and can therefore exercise their marketing clout 

or monopolistic power to earn huge profit. Only a few candidates also referred to the cost 

advantage of size, that is the ability to attain lower costs and thus greater profits through 

‘economies of scale’ 

 

d. Any three advantages attained from ‘economies of scale’ were expected. Internal economies 

of scale help firms attain lower production costs in the long run through such advantages as: 

technical, managerial, financial, marketing, and risk bearing advantages. 

 

e. Most candidates focused on the availability of more choice of products or services from retail 

outlets. Other candidates also included the possibility of firms sharing with consumers, the 

benefits of lower costs from economies of scale by lowering their prices. 

 

f. A substantial number of candidates successfully answered this question by pointing out that 

small firms still manage to survive, even as small family businesses because they can 

provide personalised services or custom made products. They may also provide highly 

specialised, high value items or be highly innovative in the production of specific products or 

services. 
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Question 2 

The location of firms was the focal point of this question. 

 

a. As stated in the report on Q2 in PIIA, the popularity of international franchises such as 

McDonald’s or Burger King seems to have established a perception held by several 

candidates that multinational firms are limited to those with shops in many countries, rather 

than those with operational facilities in many countries. In fact, in an ever growing globalised 

economy, multinational firms can be found in practically all sectors; from the extractive 

industries of the primary sector, the manufacturing industries in the secondary sector and 

also in all types of services within the tertiary sector. 

 

b. Market proximity, proximity to raw materials and energy sources, availability of labour 

resources, proximity to high tech research facilities and low factor costs were the factors 

expected from candidates. However, many answers to this question simply focused on the 

location of retail outlets and the advantages and disadvantages of having foreign shops set 

up in the country. 

 

c. The most often listed advantages from having multinationals operating in a country such as 

Malta, were: more competition and choice for consumers and the creation of employment. 

Few were the candidates who also included: greater investment, technological transfer and 

research and development (R&D) in the host country or the acquisition of management 

expertise. In the context of retail, the threat to competition posed by the setup of large 

multinational supermarkets in a small domestic retail market such as Malta’s was the most 

typical answer provided.  

Other possible answers would include: the outflow of money as royalties, profits or dividends 

or as wages to foreign employees, the threat of loss of sovereignty as Malta becomes more 

and more dominated by foreign firms and the over-exploitation of local resources such as 

land. 

d. Most candidates correctly identified the tertiary sector as the most important sector in Malta. 

Surprisingly however, a substantial number of candidates explained that farming and fishing 

are the most important. What makes an industrial sector important from an economic 

perspective is not what it produces such as basic necessities for example food, but the value 

of its monetary contribution to a country’s National Income or GDP. Also important is the 

proportion of a country’s labour force employed in that sector. On both counts, both farming 

and fishing are considered as relatively minor industries in the Maltese economy.  

 

e. The distinctive features that differentiate ‘occupational mobility’ from ‘geographical mobility’ 

of labour were generally well identified. Greater investment in education, in transport and in 

communications, particularly labour related information, were the most listed methods 

through which the labour force can attain greater mobility. 

 

f. While a number of candidates referred to ‘Malta Enterprise’ as the institution that helps firms 

to set up their business, very few candidates identified the ‘Planning Authority’ (PA) as the 

institution that influences business location in Malta and almost none explained how. While 

‘Malta Enterprise’ has a very important role in the setting up of new ‘start ups’ and in the 

provision of business premises, it is the PA that plans local development and grants building 

permits. 

 

Most candidates correctly identified ‘Jobsplus’ as the institution that helps in the recruitment 

of prospective employees, provides training courses, job centres and advertises job 

opportunities.    
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Question 3 

This question relates to market competitiveness and the integration of firms.  

 

a. Most candidates correctly defined the ‘merger’ between two firms as a voluntary form of 

integration and distinct from a ‘takeover’. 

 

b. Most candidates also correctly explained that the integration of Vodafone Group Plc and 

Melita Group, had it occurred, would have been regarded as a form of ‘horizontal integration’ 

and this is because they provide services that can be considered as close substitutes. 

 

c. The most often listed reason that explains why firms may decide to integrate their 

businesses is to attain greater market power, perhaps also becoming monopolies in their 

particular sector. In this way they would acquire greater sales and make more profits. Few 

candidates referred to the cost reducing benefit of ‘economies of scale’. 

 

d. Lack of competition and thus less choice for consumers, along with higher prices and lower 

quality of service, were the most often listed negative effects on consumers. Some 

candidates also listed poor ‘after sales’ service.  

 

e. Monopoly was generally correctly defined as a sole producer or supplier that provide a unique 

product or service. 

 

f. The use of their marketing clout, particularly through aggressive advertising, was the most 

often listed tool that monopolies use in order to keep out competitors from entering into their 

markets.  

 

Fewer candidates referred to other barriers to competition. One factor that clearly applies to 

small market economies such as Malta’s is the fact that certain firms, due to the large size 

required in order to attain a ‘minimum efficiency scale’ renders such firms as ‘natural 

monopolies'. The provision of water and electricity are clearly a case in point. Some 

candidates did refer to ‘predatory pricing’ and to the use of brand names, patents and 

copyrights as barriers to competition.      

 

g. Many candidates seem to be unaware of consumer rights and consumer protection. Few 

candidates could accurately explain how governments could protect consumers from 

monopolistic abuse. Very few candidates were aware of such legislation as the ‘Malta 

Competition and Consumer Affairs Authority’ (MCCAA) that was referred to in the passage 

provided.                                                                    
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Question 4 

Wage determination and the labour market were the focal issues in this question. 

a. A good number of candidates sketched a good diagram depicting how wages are determined. 

The equilibrium wage as determined by the equilibrium point between labour demand and 

supply, in other words the ‘price mechanism’ at work, was also generally well illustrated.  

 

b. Wages, that is the price of labour, is the main factor that determines both the demand and 

supply of labour. Any change in the wage level would bring about a movement along both 

the demand and supply curves and unless an ‘equilibrium price’ is achieved, then either a 

shortage of labour or a surplus (unemployment) would result. 

 

Another very important factor that determines the demand for labour would be the demand 

for the product or service produced. The higher the demand for a product, reflected in its 

higher price, would induce employers to increase their demand for factors of production. In 

fact, the demand for labour is considered as ‘derived demand’. Labour productivity, 

enhanced by better skills and technology, also determines the demand for labour. 

 

Listing three factors that determine labour supply proved to be much easier for most 

candidates and apart from the wage level, the factors most often listed were fringe benefits 

and the conditions of work available. Well prepared candidates also listed workers’ level of 

education and skills, population size and age structure, as well as migration.    

 

c. Most candidates found no difficulty in explaining what a ‘minimum wage’ is; namely the 

minimum payment that employers are legally bound to pay for labour services and that a 

‘minimum wage’ is of benefit because it ensures a decent standard of living for all. However, 

only a few saw the negative side of such a measure, namely the possibility of unemployment 

due to lower labour demand . 

 

Furthermore, few candidates correctly illustrated the economic impact of a ‘minimum wage’ 

on the diagram required. Most of the mistaken answers had their origin in a misplaced 

minimum wage level. Rather than being set at a level above the market equilibrium point, it 

was set below the equilibrium level, that is; at a level where it would be ineffective. A 

‘minimum wage’ set above the market equilibrium would induce a higher level of labour 

supply and at the same time a lower level of labour demand by firms. The result would be 

unemployment. 

 

d. Wage differentials were mainly explained through the possibility of workers having to work 

under poor conditions, or at unsocial hours, or at high risks of danger including life 

threatening risks, or require a long and difficult educational or training process.   

  

e. While most candidates successfully explained what ‘trade unions’ are and their important 

role in protecting workers’ rights and striving to improve their incomes and working 

conditions amongst others, few replies showed what “employers’ associations” are and what 

they stand for.  
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Section B – Macro Economics 

Question 5 

This question focuses on the ‘circular flow of income’ and ‘national Income’  

a. Most candidates successfully explained the meaning of the ‘circular flow of income’, 

namely that it represents the flow of goods and services, factors of production and factor 

payments between firms and households.  

 

b. Most candidates correctly explained that ‘Injections’, in the form of investment, government 

expenditure and exports; are forms of expenditure that flow back into the ‘circular flow of 

income’ after money, in the form of ‘withdrawals’, had leaked out of the system. 

 

c. Hence, in conjunction with question 5b, ‘withdrawals are leakages out of the ‘circular flow of 

income’ in the form of savings, taxes and imports.  

    

d. Most candidates were also able to explain correctly that the accounting methods used to 

measure NI are: the ‘Output’ method, the ‘Income’ method and the ‘Expenditure’ method. 

 

e. A country’s ‘standard of living’ measures a population’s level of material well-being and 

comfort. The number of cars or mobile phones per capita or the number of owner occupied 

residences or the number of meals or type of diet followed are examples of how the standard 

of living is measured. 

 

f. The terms ‘NI per capita’ refers to the average national income per person in a country’s 

population, ‘Real NI’ or NI at ‘constant prices’ takes the rate of inflation or deflation into 

account, while  ‘Nominal Income’ is NI measured in absolute terms without taking inflation or 

deflation into account.  

 

g. While a good number of candidates could answer question (f) correctly, fewer candidates 

could identify which method to use when comparing NI statistics with those of other 

countries or in terms of question (h), which method to use when comparing NI statistics over 

time.  
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Question 6 

This question dealt with money, interest rates and the Central Bank. 

 

a. Most candidates made use of the ‘functional’ definition of money, that is money as a 

‘medium of exchange’ or a ‘store of value’. Fewer candidates defined money as a 

monetary medium, be it: in the form of cash, cheques, bills of exchange, plastic money, 

bank deposits, foreign currencies, marketable instruments, or anything else that is 

accepted by society as such in a tradable transaction.  

 

b. Acceptability, along with scarcity, portability, recognisability, divisibility and durability 

were the most often listed characteristics of money. Only a few candidates listed the 

very important characteristic of stability in value. In a fast changing world of 

globalisation and international economic inter-dependence, the greatest threats to 

‘money’ are exchange rate revaluations and changes in the ‘real’ value of money.  

 

c. Surprisingly, a good number of candidates could not clearly distinguish the role of the 

Central Bank of Malta (CBM) from that of commercial or retail banks and only a handful 

of candidates knew that the CBM is a member of the European Central Bank (ECB). In 

an age when finance and banking play a critical role, not only in a country’s economy 

but also in citizens’ everyday life, it is imperative that knowledge of the banking system 

should be well established and as widespread as possible. 

 

d. Few candidates could explain how money, like any other commodity, has a price and the 

price of money is the ‘interest rate’. Interest rates therefore reflect the ‘opportunity cost’ 

of holding or saving money rather than having it spent. Given that money in ‘fixed’ or 

‘time’ deposits are held by the bank for longer periods than in ‘sight’ deposits,  it follows 

that the opportunity cost on ‘time’ deposits must be higher and so too, interest rates.   

e. Given that interest rates are an important determinant of the demand for money, that is 

money used for consumption or for investment, then it follows that monetary authorities 

such as Central Banks can use the rate of interest as a tool of monetary policy. By 

increasing the rate of interest, demand for goods and services or demand for investment 

by firms may be expected to fall. On the other hand, by lowering interest rates, 

monetary authorities may induce the economy to expand. 

 

Now, given that the global economy, particularly in the EU, was in recent years going 

through a downturn, the European Central Bank (ECB) was undertaking an expansionary 

monetary policy. As Malta is a member of the European Economic and Monetary Union 

(EMU), its Central Bank had to follow the directives of the ECB and maintain low rates of 

interest on loans and on bank accounts in Malta too. 

 

f. Unfortunately most respondents to this question had no idea of what the EMU is. The 

Economic and Monetary Union (EMU) of the EU unifies its member states through its 

common monetary policy as determined by the ECB and through the adoption and use of 

a single currency, the Euro. 

 

g. Like all central banks the ECB is responsible for determining and exercising monetary 

policy in the Euro zone. Its primary objective is to ensure ‘price stability’ in all EMU 

member States. It is also responsible for the issuing of the Euro currency and ensuring 

the financial stability and smooth operations of the banking system in the member 

countries of the Euro zone. This happens through its subsidiaries, in Malta’s case, the 
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Central Bank of Malta. In fact, the CBM is bound by the EMU treaty to follow and 

implement all mandatory directives of the ECB. 

 

Question 7 

International trade and globalisation were the main issues on which this question was 

based 

a. Most candidates correctly explained that countries trade in order to: import the goods that 

they need and are either not available or in short supply, earn foreign exchange and improve 

their balance of payments, create jobs and increase national income, and improve political 

relationships between countries. 

 

b. The key concept expected in the answer to this question was 'specialisation’. Through 

specialisation countries increase both the quantity and the quality of their output. The 

surplus produced may then be traded for other goods and services that may be acquired 

at a lower cost.  

 

c. However, a significant number of candidates missed the point of the question and 

confused the concept of ‘specialisation’ in international trade with ‘specialisation’ in a 

firm. 

 

d. A substantial number of candidates incorrectly listed agriculture as one of the principal 

sectors in which Malta specialises and trades. In reality agriculture is but a minor contributor 

both to Malta’s GDP and also as a contributor to Malta’s exports. Correct answers included 

tourism, the financial sector and the iGaming industry.  

 

e. Correctly listed problems related to over-specialisation and trade focused on the over-

dependence of a country on a few industries. Such an over-reliance may lead to high 

unemployment, when a downturn in that sector occurs. Furthermore, there will be less 

opportunities to employ land, labour and capital in other sectors where they could be better 

utilised. 

 

f. Correct answers stated that EU membership has helped Malta to expand its 

international trade through: (i) the removal of trade barriers and hence greater free 

trade and (ii) the adoption of the Euro, because this has facilitated transactions 

between all the member States of the Euro zone. 

 

g. A good number of candidates successfully stated that an increase in the value of the Euro 

would make Maltese goods or services more expensive for UK citizens and as a result Malta 

would be negatively affected by less exports to and less tourism from the UK. On the other 

hand, a corresponding reduction in the value of the British Sterling would make UK goods 

cheaper, and as a results imports from the UK or holidays to the UK would be expected to 

increase. 
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Question 8 

This question dealt with ‘less developed countries’ (LDCs) and the issue of economic 

development. 

  

a. Most candidates could clearly identify the factors that distinguish ‘developed’ from ‘less 

developed’ countries. Unlike developed economies, LDCs are usually characterised by: low 

GDP per Capita, low life expectancy, high infant mortality, adult illiteracy, a poor 

infrastructure and a high dependence on primary sector industries such as agriculture and 

extraction. 

 

b. As stated by a good number of candidates, an economy may remain undeveloped due to the 

lack of capital resources, poor health and education, poor infrastructure and political 

conflicts. 

 

c. Less developed countries can be helped by  developed countries through foreign aid, mainly 

in the form of opening up opportunities for free trade and greater investment in 

infrastructure, health, education and technology. Most candidates limited their answers to 

foreign aid.                                           

 

d. Most candidates recognise the fact that EU membership has helped Malta economically, 

mainly through the removal of trade barriers and hence greater free trade. The provision of 

financial aid geared for infrastructural, industrial and educational development were also 

listed. 

 

e. As in the case of candidates answering Q8d in Paper 2A, the term 'social cost' was perceived 

by most candidates as a ‘positive’ concept rather than as a ‘negative’ one. The term ‘Social 

Cost’ is not to be confused with governments’ expenditure on ‘Social Welfare’ or with other 

forms of public expenditure. ’Social costs’ are to be regarded as a 'negative externality' or as 

a cost borne by society in general and ignored by the market forces of demand and supply. 

Examples of the negative impacts related to economic development may include: over-

urbanisation and environmental degradation, the unsustainable exploitation of water, land 

and the marine environment as well as the generation of waste and pollution. Social issues 

such as psychological stress and crime are also considered as ‘social costs’. 
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