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Part 1: Statistical Information

Table 1 shows the distribution of grades for the May 2014 session of the examination.

GRADE A B C D E F abs TOTAL
NUMBER 19 33 58 26 21 26 18 201

% OF TOTAL 9.5 16.4 28.9 12.9 10.4 12.9 9.0 100

Part 2: Comments regarding candidate’s performance

2.1 General Remarks

2.2 Paper 1:

Paper 1 aims to assess candidates’ knowledge and understanding of Microeconomics and
Macroeconomics concepts and theories. Questions in Section A – Microeconomics covered the
following main topics: the central problem of economic societies, the market mechanism, consumer
behaviour and marginal utility theory, elasticities of demand and supply, theory of supply and costs,
market structures, the labour market and wage determination. The latter topic, although part of the
syllabus, was assessed for the first time in this session. Questions in Section B – Macroeconomics
covered the following main topics: national income accounting, theory of income determination,
money, inflation, employment and unemployment, the role of the government and international
economics.

The number of candidates sitting the exam increased from 170 candidates in May 2013 to 186
candidates during this session. Fifteen candidates abstained from the exam. The candidates’
performance deteriorated as the weighted-average score declined from 57.5% in the May 2013
session to 54.7% in this session.

The marks ranged from 5 per cent to 88 per cent. Candidates performed particularly well in Question
8 with an average score of 60.8%, while Question 6 and Question 1 were found to be particularly
challenging with an average score of 40% and 46.7% respectively. Further analysis of the candidates’
performance for each question is presented below. It is noteworthy, that several of the issues raised
in relation to individual questions are long-standing difficulties with which candidates need to come to
terms.

In some cases, while candidates were competent in one of the Sections of the Paper, essays for the
other Section were weak, lack depth and precision and consequently scored low marks. Such
candidates need to be aware that it is very difficult to get a high grade without devoting an appropriate
amount of time for each Section and for each question.

A very common issue with essay questions was that of a lack of focus with candidates digressing and
writing all they knew about a particular idea, rather than applying their knowledge in the way required
by the question. Unfortunately, many candidates appeared underprepared even in case of questions
which simply demand a straight-forward explanation of the concepts. Very often the superficial
explanation offered lack sufficient depth and development to demonstrate that the concept is fully
understood and consequently scored poorly. This might lead to lower marks than might have been
expected by candidates.
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Table 2: Average mark (%) and number of replies for each of the twelve questions of Paper 1

Question 1 2 3 4 5 6
Average Mark (%) 46.7 54.0 58.3 52.0 57.5 40.0
No. of Replies 100 8 121 27 106 2

Question 7 8 9 10 11 12
Average Mark (%) 54.5 60.8 49.4 58.3 50.0 54.4
No. of Replies 113 21 34 133 43 20

In order to do well on this paper, candidates need to:
 Produce a balanced exam paper giving equal time and importance to each question
 Need to explain key concepts carefully and focus closely on the question
 Ensure that where there is a ‘discuss’ question they examine two or more sides of an

argument.
 Ensure that where the answer requires a diagram format this is presented accurately

accompanied by the necessary explanation to demonstrate deep rather than superficial
knowledge and understanding of the concepts

Section A: Microeconomics – Comments on individual questions

Question 1
This question was quite popular but in many cases the marks were disappointing due to lack of focus
in the answer. With regards to part (a), though most candidates demonstrated understanding of the
principles of scarcity, choice and opportunity cost, very few candidates delved into the connection
between these concepts and price. Also, a significant number of candidates failed to clearly explain
how an equilibrium price may change. Answers to part (b) indicate that most candidates have proper
knowledge of the determinants of demand and supply but find difficulties to apply them to particular
goods. Answers to part (c) were very disappointing, with a significant number of candidates confusing
the imposition of a maximum price with that of a minimum price. In conclusion, a simple but clear
explanation of the core concepts touched upon in this question would have been sufficient for a good
mark. The highest mark was 92%.

Question 2
Though straightforward, this was one of the least popular questions. In response to part (a),
candidates were expected to, very simply, explain that an increase in the price of a good will lead to a
movement along the demand curve and an inward pivot of the budget line. Similarly, candidates were
expected to explain that an increase in a consumer’s income will lead to an outward shift of the
demand curve and a similar outward shift of the budget line. Part (b) and part (c) assessed the
candidates’ knowledge of the marginal utility theory, the construction of the demand curve and the
equi-marginal principle. The responses to this question illustrate that candidates find such abstract
concepts quite difficult to grasp. Indeed, the highest mark was 68%.

Question 3
This question was the most popular question dealing with Microeconomics. With regards to Part (a),
most candidates were aware of the meaning of price and income elasticity of demand and how the
firm’s revenue is affected by the price elasticity of demand. Similarly, it was clear that most candidates
knew the concept of cross elasticity of demand. However, fewer candidates provided an explicit
explanation of the significance of the value of cross elasticity of demand, with most candidates
stopping short of indicating that the greater the value of the cross elasticity the closeness of the
substitute or complement. Concerning part (c), most candidates clearly distinguished the
characteristics of manufactured and agricultural goods but the most common weakness here was the
difficulty to apply these different characteristics to the concept of price elasticity of supply. Two
candidates were awarded full marks for this question showing a firm grasp of the appropriate theory,
together with a sound appreciation of its application.
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Question 4
Less than 15 per cent of the candidates who attempted this exam answered this question.
Disappointingly, this question provided evidence that some candidates lack extensive knowledge of
the core concepts. Indeed, the highest mark was significantly low at 72%. Very often candidates
demonstrated that they have a vague idea of the law of diminishing returns and the shape of the cost
curve in the short run and the long run and provided only superficial explanations of the causes
leading to the U shaped cost curve. Candidates were not aware of the assumptions of the LRAC
curve. The diagrams provided, particularly those related to the law of diminishing marginal returns
were very often inaccurate. Also, some candidates incorrectly associated the concepts of economies
and diseconomies of scale with the shape of the cost curve in the short run rather than the long run.

Question 5
This was one of the most popular essay question. Most candidates who attempted this question were
aware of the characteristics of a perfectly competitive market and differences with monopolistic
competition. The higher scoring candidates gave sufficient explanation of the differences between
perfect competition and monopoly with regards to price, output and profit. Most candidates presented
the right diagram to show that under perfect competition equilibrium implies a higher output and a
lower price compared to monopoly. Disappointingly, some candidates failed to realize that part (b) of
the question dealt with monopoly rather than monopolistic competition as in part (a). Also, in part (c)
only the minority of those who attempted this question provided a full explanation of why monopoly
behaviour is often regulated. The highest mark awarded for this question was 92%.

Question 6
This was very unpopular and attempted by just two candidates. Most candidates were not prepared to
tackle it and opted for the other more common questions. This should serve as an eye-opener to
candidates to prepare thoroughly for the examination and not be tempted to pre-learn responses of
questions from past papers.

Section B - Macroeconomics

Question 7
This question tested the candidates’ knowledge on issues relating to the topic of national income
accounting. This question was fairly popular and the average mark indicates that overall candidates
did display an adequate level of understanding related to the subject content, however many
candidates left out several important explanations, especially within part (c).  Part (a) is the section in
which the candidates performed best displaying on average a good level of understanding of how the
Gross Domestic Product (GDP) is measured utilizing the 3 main methods, namely, the production
(value added) approach, the expenditure approach and the income approach.  Within part (b),
although the vast majority did know how to appropriately distinguish between nominal and real GDP,
only approximately a third of all candidates correctly explained that for real GDP to her higher than
nominal GDP the economy would have to undergo a deflationary period. Part (c) is the sub-section in
which the candidates performed worse. Although nearly all the candidates noted that GDP is not an
ideal indicator of the actual level of welfare within a country, most candidates solely provided at most
two valid reasons for this statement, whereas given the marks allocated for the question, more was
expected. The highest mark awarded for this question was of 96%.
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Question 8
This question discussed issues relating to the theory of income determination and although it was not
a very popular question, the candidates who replied to this question obtained the highest average
mark not only throughout both section B and section A.  Most candidates answered part (a) very well,
however only a relatively small number of candidates also included the appropriate equation which
illustrates how to derive the marginal propensity to consume. This would have been of significant aid
within the explanations provided for part (a).  The answers to part (b) were also on average very good
with most candidates correctly explaining at least two (out of the four main) determinants of
investment, however only a very small proportion of the candidates noted the importance of the cost
of efficient of capital equipment within the investment decision making process. Part (c) is the sub-
section in which the candidates performed worse. Most diagrams were not only poorly depicted and
explained inadequately, moreover, many candidates did not seem to grasp how the multiplier process
effectively works within the context of the determination of the equilibrium level of income. The highest
marks awarded for this question was that of 88%.

Question 9
This question was aimed at testing the candidates’ understanding on topics relating to the theory of
Money, focusing primarily on the motives for holding money and testing their understanding of how
monetary policy is implemented and its effects. This was the question with the lowest average mark
within section B which highlights the fact that many of the candidates who attempted this question had
a very poor understanding of the subject content.  Whereas candidates preformed very well within
part (a) the replies to both part (b) and part (c) where to an extent very weak. Most candidates
discussed at most two out of the four main tools that the central bank has at its disposal to control
money supply. Moreover only a small number of candidates correctly explained how the central bank
can affect the money supply through open market operations. Within section (c) less than one third of
the candidates provided the appropriate (correct) diagram illustrating a rightward shift of the money
supply curve and an even fewer number of candidates correctly explained the process of how an
increase in money supply would lead to an excess supply of money and ultimately a fall in the
equilibrium interest rate. The highest mark attained for this question was that of 92%.

Question 10
Question 10 was the most popular question within both sections and was focused on the topics of
inflation and unemployment. Candidates performed on average fairly well in both part (a) and part (b).
The answers to part (a) displayed a good level of understanding with most candidates presenting and
discussing the appropriate diagrams, however it should be noted that many candidates within their
explanations often misunderstood the specific relationship and direction of causality between higher
demand (or higher input costs , for cost push inflation) and higher price levels. Also a number of
candidates did present the appropriate diagrams but failed to integrate them within their explanations.
The explanations for part (b) were also of a good standard however several candidates did fail to
describe the appropriate examples for each type of unemployment. Part (c) is where the candidates
performed worse and is the sub-section which significantly affected the average mark of the whole
question. Although most candidates did appropriately discuss the answer within the context of the
Philips Curve, only a small proportion of the candidates correctly explained the nature of this negative
relationship and an even fewer explained that the relationship would not hold in the case of cost push
inflation, which causes stagflation. The highest mark recorded for this question was of 96%.

Question 11
This question focused on issues relating to the role of the government and assessed candidates on
their understanding of the implementation and effectiveness of fiscal policy measures.  The answers
to both part (a) and part (b) were overall satisfactory indicating that the candidates do have a
relatively good grasp of the differences between government debt and government deficit as well as
comprehend the implications of fiscal policy within the context of a deficit reduction. Most candidates
correctly discussed the fact that a contractionary fiscal policy aimed at reducing the budget deficit
could be implemented either via a lower level of government expenditure or increasing tax rates, or
both.  However within the context of part (b), only a small amount of candidates went further and
explained the impact of there policies within the context of the determination of the equilibrium level of
national income. Part (c) is where the candidates significantly underperformed with the average for
this section amounting to approximately 31%. From the replies presented it is evident that the
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understanding of what automatic fiscal stabilizers are and how these are implemented was on
average weak. Furthermore only 8 out of the 43 candidates who attempted the question correctly
identified and discussed one correct factor which could limit the effectiveness of automatic fiscal
stabilizers. The highest mark attained for this question was that of 88%.

Question 12
This question was the least popular question within section B and was aimed to test candidates on
their understanding of international economics. It should be noted that on average most replies were
satisfactory and indicated a good level of understanding by those who attempted this question. Part
(a) was a relatively straightforward question, however on average most candidates only managed to
identify one correct advantage and one correct disadvantage for both fixed and flexible exchange rate
regimes thus indicating a lack of preparation with respect to the subject content rather than the
candidates not being able to handle the material being assessed. Part (b) is the sub-section in which
the candidates performed worse. The primary reason for this is that less than a half of the candidates
included either an appropriate diagram, which would be required given the nature of the question, or
failed to include a mathematical example with which to further their discussion and explanation of how
two countries could mutually benefit from trade. It should further be noted that most candidates did
illustrate a good understanding of the basic implications of the law of comparative advantage.  An
overwhelming majority of the candidates failed to answer part (c) in its entirety, whereas the answers
to the impact of a currency depreciation and likely impact on the balance of trade where on average of
a very good standard,  most candidates only discussed one correct possible cause of a currency
depreciation. The highest mark obtained for this question was of 88%.
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2.3 PAPER 2

Paper 2 consists of six questions spread over two sections. Questions in Section A test candidates`
ability to interpret and evaluate the microeconomic relationships observed from statistical series, while
questions in Section B test candidates` skills at understanding and interpreting macroeconomic
situations emerging from economic reports and studies.

The average mark for the 181 scripts marked was 58 out of 100.

Candidates had to choose 3 questions from the 6 available, with at least one question from each
section. As in previous editions of the paper, candidates generally preferred to opt for 2 questions
from the first section. The number of replies to each question and average marks are shown below:

Question 1 2 3 4 5 6
No. of Replies 171 42 106 135 43 43
Average Mark out of 100 59% 64% 66% 52% 57% 55%

Section A focused on microeconomic concepts, including demand, supply and pricing issues, a
production function, and cost functions under different forms of competition.

Section A

Question 1
Question 1 dealt with the demand and supply at different price levels for a given product. Candidates
had to plot the demand and supply curves, and answer questions related to different price setting
scenarios. A number of candidates did not understand that government was imposing a maximum or
minimum price, and did not relate this to the equilibrium price/quantity of the product, thinking the
question was not linked. Initial sub-questions are often building up to latter questions, and hence, very
often, there is a strong link between a current question and a preceding one. On the other hand, some
candidates went a step further and actually managed to calculate the changes in consumer and
producer surplus, providing evidence to their answer on whether the economy is better off under a
maximum/ minimum price setting.

Question 2
Question 2 discussed the production possibility function of a firm, providing output at different levels of
employment. This was the least popular question out of the whole paper, but resulted in a high mark
per question. Questions related to the estimation of the physical marginal product, the marginal
revenue product and the derived demand curve for labour. While most candidates were able to
correctly calculate the numerical questions, a number of candidates did not link the wage given in the
question to the “price” in the demand curve for labour, and ended up not including it in the demand
curve.

Question 3
Question 3 dealt with firm revenue and cost functions. Candidates had to construct the AR/MR and
AC/MR curves, determine the type of market structures applicable and identify the profit-maximising
output level.  In addition, a discussion of the different between short run and long run output was
required. In the first sub-question, a number of candidates stopped at constructing the curves – the
question clearly also asked for a brief explanation. While the remaining sub-questions were generally
properly answered, one needs to note that most candidates got the last sub-question wrong. Here it
seemed candidates were forgetting their prior answers on why marginal revenues equate to marginal
costs in order to maximise profits by suggesting that fixed costs tend to affect marginal costs and
hence the decision on where to produce!

Section B covered areas of macroeconomic relevance within the local context. Question 4 focused on
the fiscal deficit and debt while the last question was related to inflation. Marks obtained in this section
were slightly lower than those registered in the previous section.
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Question 4
Question 4, related to unemployment, required candidates to explain how unemployment is
measured, and discuss implications related to low unemployment, youth unemployment, and related
policy measures. Common errors related to the following:

- In the first sub-question, stating that unemployment is measured through the unemployment
rate is a bit too obvious. Question required a discussion of the different between the Labour
Force Survey and the registered unemployment measure. Some of the answers were
completely wrong, such as suggestions that unemployment is measured through the Census
(i.e. every 10 years) – clearly unemployment is a very important measurement for policy-
makers, and a reading every 10 years would not be really useful.

- The second sub-question asked for reasons why Malta’s unemployment rate is low relative to
the EU average – it did not ask for the implications of this rate difference. Additionally, it is
pertinent to point out that this question, as is the case with all questions in this paper, are a-
political – and hence candidates should stick solely to the economic arguments.

- Some candidates seemed to indicate that Malta’s low unemployment is because of a larger
Maltese labour force compared to the EU average, or that low unemployment was because of
our small size. Some candidates were unclear whether females were included in the labour
force!

- On the other hand, the third sub-question asked for implications of a high youth
unemployment rate, not reasons for such a rate. In this same sub-questions some candidates
seemed fascinated by the implication on crime, without going into more important long-term
economic implications. In some rare cases, candidates answered this question about general
unemployment, not making any reference to youth unemployment.

- A number of answers were arguing that candidates are counted as unemployed people, and
that candidates are partly to blame for structural unemployment.

- Students seemed to confuse the EU with the Eurozone. Hence policies focusing on the euro
do not apply to all EU Member States.

- In the last sub-question, candidates seemed to confuse the role of the ETC as an information
agency. Some of the ideas were also old-fashioned, such as the imposition of limits on
university candidates – clearly limiting educational attainment is not the way to tackle youth
unemployment!

- A number of questions provided excellent answers that reflect thinking outside-the-box,
including reference to entrepreneurship initiatives to tackle youth unemployment. Likewise,
some candidates were able to quote the current unemployment rate in Malta, even though not
specifically asked for this – this approach is very encouraging.

This question was the most popular within Section B, with an average mark of 52%.

Question 5
In Question 5, candidates had to discuss issues related to Malta’s fiscal deficit and debt. Answers
were generally adequate, registering an average mark of 57%. Common pitfalls related to (a)
common misconception that the ECB sets the 3% deficit threshold; (b) confusing the debt-to-GDP
target of 60% with the deficit target of 3% of GDP; (c) thinking the debt ratio is based on the
population, not GDP;  (d) confusing EU laws with Eurozone laws, and (e) general lack of
understanding of the balanced budget approach. On the other hand, in some cases candidates were
able to augment their answer with reference to Malta’s current deficit and debt ratios.

Question 6
In Question 6 on inflation candidates had to discuss inflation measurement and the importance of
inflation as a policy-making tool. Deficiencies in this question related to the following:

 Again, answering that inflation is measured through the inflation rate is too obvious.
 A number of candidates seemed extremely concerned with illegal goods and the black market

as the main difficulty the NSO faces in measuring inflation. More straightforward answers
were required.

 Though relatively easy, too many candidates were unaware of the ECB’s 2% inflation target.
 Again, candidates were confusing the ECB’s role with that of the EC – the former is not

responsible for fiscal policy and especially country taxation.
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Conclusion

The overall performance in this paper was somewhat disappointing compared to previous sittings.
Candidates should aim to improve their performance by working on exam technique through question
practice. In future settings, candidates should make sure that they tackle all question requirements
and only answer the question being asked – one good technique candidates could adopt is to split
question into sub-headings so as to ensure they cover all areas.

In addition, candidates should supplement their understanding of fundamental economic theory with
an awareness of the local context, as well as the effects of the financial/ economic crisis within the
Eurozone. candidates are also encouraged to not shy away from questions requiring a more creative
approach to derive solutions to problems set or when putting forward arguments and discussions, or
supplementing answers with graphical and/or mathematical explanations.

Chairperson
Examiners’ Panel 2014


