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AM ECONOMICS 
May 2006 Session 

Examiners’ Report 
 
Statistics 

 

Table 1: Distribution of grades for AM Level Economics – May 2006 session  

Grade A B C D E F Abs Total 
N 6 38 67 51 36 40 11 249 
% 2.4 15.3 26.9 20.5 14.4 16.1 4.4 100.0 

  
Paper I 
 
Paper I aims to determine the students’ knowledge of standard micro- and macroeconomic theories. 
Questions covered aspects of the oil market, indifference curves, elasticity, perfect competition, monopoly, 
externalities, GDP, inflation, labour market, balance of payments, fiscal policy and monetary policy.  
 
Apart from praiseworthy exceptions, the overall students’ performance seems to fall short of the required 
level. The answers provided suggest that a good number of students do not tackle the question directly but 
rather rely on pre-planned essay outlines, with the risk of not focusing on the specific issues raised in the 
question.  In many cases students seem to be writing all they know about the topic thus including irrelevant 
material while not discussing in sufficient detail the crucial issues. As a result, students appear not to be 
dividing the allocated time evenly on questions, resulting in poor performance in the last question 
attempted. Another common mistake is the failure to include relevant diagrams.   
 
Question 1 required the analysis of demand and supply factors which can influence the market price for 
oil. In the short run, the impact of volatile oil prices can be mitigated through hedging but in the long run 
this requires reducing the country’s reliance on oil.  
 
Question 2 required the analysis of income and substitution effects resulting from a price change. Students 
also needed to explain how an increase in income leads to a rightward shift in the budget constraint while 
the tangency point indicates utility maximisation.   
 
Question 3 required a list of the factors that influence a product’s price elasticity namely the definition of 
the market, the time horizon, type of product and the availability of close substitutes. When a product is 
price elastic, a lower price entails higher revenues. In turn, the tax burden falls more heavily on the side of 
the market that is less elastic.  
   
Question 4 required an explanation of the perfect competition model. Students also needed to discuss the 
possible trade-off between competition and investment in R&D. 
   
Question 5 required an explanation of the monopoly model. Students were also asked to comment on the 
difficulty of satisfying the assumptions of perfect competition in the real world.  
 
Question 6 addressed the issue that in the presence of externalities the free market price is not optimal 
from a welfare point of view, and how this problem can be resolved in the most cost effective way through 
the trading of permits.  
 
Question 7 required the explanation of the compilation of GDP statistics and how this has its pitfalls as a 
measurement of standards of living because of environmental issues, social conditions and equality. In turn, 
Malta’s GDP can be influenced by foreign demand and competition. 
 
Question 8 required an explanation of demand pull and cost push inflationary pressures such as excess 
demand caused by expansionary fiscal policy, changes in foreign prices, exchange rate movements, 



AM EXAMINERS’ REPORT MAY 2006 

 3 

changes in administered prices, changes in indirect taxes, seasonal factors and monopolistic practices. The 
Maastricht inflation criterion is required to assess a country’s level of convergence prior to the adoption of 
the euro.  
 
Question 9 distinguished between the employment rate, people in employment as a percentage of the 
population of working age, and the activity rate, the labour force as a percentage of the working-age 
population. The female participation rate can be increased through measures to make it easier and desirable 
for females to combine family with working life. Growth in the working age population may ease the 
burden of pensions and improve standards of living provided the additional workers find a job.  
 
Question 10 focused on the difference between a country’s exports and imports and how this depends on 
foreign and local incomes and price competitiveness. Unless a current account deficit is financed by 
sufficient capital inflows this would lead to a loss in official reserves The effect depends whether the deficit 
is being generated by say an increase in investment (which may be expected to be self financing in the long 
run) or by an increase in consumer imports (which might trigger a currency crisis). Other relevant issues 
are whether the deficit is temporary, say to absorb a temporary shock to the economy, or permanent which 
might be the result of permanent loss in competitiveness. 
  
Question 11 focused on fiscal policy and how this can be used to smooth the business cycle (to avoid 
excessive instability), contribute higher economic growth (to improve standards of living), ensure more 
equitable distribution of income (to avoid social problems) and achieve a better allocation of resources by 
internalising externalities (to avoid above-optimal production of products associated with negative 
externalities and sub-optimal production of products associated with positive externalities).  
 
Question 12 focused on monetary policy, whose objective is price stability. In Malta official rates are set to 
support the fixed exchange rate peg to the euro. This will change when Malta adopts the euro as monetary 
policy will be decided by the ECB.  
 
Paper II 
 
The examination paper aimed at testing the students’ abilities in analysis and expression of economic 
concepts and in their application to practical situations. The questions covered micro- and macroeconomic 
aspects of theory. It dealt with practical issues relating to the Maltese economy as well as purely conceptual 
analysis of economic problems. In the process of assigning marks, there was significant emphasis on the 
proper understanding of fundamental concepts in micro- and macroeconomics, and on their application to 
problem-solving. 
 
The average mark for the 238 scripts marked was 56.7. The number of replies to each question, and their 
average mark were as follows: 
 
Table 2: AM Economics – Paper II: Average mark and frequency of response per question 

Question 1 2 3 4 5 6 
Average Mark out of 100 68.8 47.2 52.6 59.5 50.6 54.7 

No. of Answers 222 71 130 99 103 76 
 
Section A focused on microeconomic concepts including price elasticity, income and substitution effects 
and production. 
 
Question 1, dealing with price elasticity of demand, was the most popular, and also the one on which 
candidates scored highest. Good marks were obtained in this question by candidates who showed 
knowledge of the determinants of price elasticity of demand and its relationship with marginal revenue, 
particularly in a monopolistic context. 
 
Candidates scored most poorly on question 2, which concerned income and substitution effects within an 
indifference curve framework. Answers showed difficulty in distinguishing between nominal and real 
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income, and in deriving conclusions regarding the nature of goods from observed income and substitution 
effects.  
 
Question 3 also proved to be somewhat challenging, particularly in explaining the relationship, or lack of 
it, between diminishing marginal productivity and economies of scale.  
 
Section B covered areas in macroeconomics including the effects of the fiscal deficit, household 
consumption and the computation of gross domestic product. 
 
Candidates generally fared well on question 4 which covered the effects of the fiscal deficit, some of 
whom showed evidence of reading beyond course textbooks. Answers to question 5 were generally of a 
poorer quality, indicating lack of basic knowledge of the linear consumption function. Answers to question 
6 generally struggled to use the income identity from a somewhat different perspective than usual. 
  
As a general comment, students can improve their performance by showing good understanding of basic 
theoretical concepts and more creativity in deriving solutions to problems set.  
 
 
 
The Chairperson 
Board of Examiners 
July 2006 
 


