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SEC ECONOMICS 
May 2006 Session 

Examiner’s Report 
 

Statistics  
 

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

Grade 1 2 3 4 5 6 7 U Abs Total 
I+IIA 7 24 31 55 65 − − 66 7 255 
I+IIB − − − 10 26 24 19 62 15 156 
Total 7 24 31 65 91 24 19 128 22 411 

% 1.7 5.9 7.5 15.8 22.1 5.9 4.6 31.1 5.4 100.0 
 
Paper I 
 
Introduction  
 
The paper was intended to test the student's understanding of economic theory and simple applications to 
real situations, giving more or less equal weight to macro and micro theory. In general students chose more 
questions on the micro topics rather than questions on macro topics. There were some very good scripts but 
in general the understanding and the expression were quite weak. The most popular question was Question 
2 (Demand and Elasticity) with almost all students (221) answering it. The least popular question was 
Question 4 (National Income) with only 75 choosing it. 
 
In general students fared best in Question 3 (Diminishing Marginal Returns) and worst in Question 6 
(Comparative Advantage and International Trade). 
 
Question 1 
 
Most students had a working knowledge of opportunity cost. Many drew the production boundary 
correctly, but their knowledge stopped there. Those who fared better were the ones who appreciated the 
assumptions that production possibility curves are based on the basic assumptions of fixed resources and a 
given state of technology. 
 
Question 2 
 
This question tested a number of points. Students had an idea of demand although most definitions were 
too simple. Few had the idea that demand requires both willingness and ability to buy and the time or flow 
concept tended to be missing. 
 
Those who worked out the revenue table mechanically obtained some extra marks. Again the definition of 
elasticity leaves much to be desired but the formula and workings in general were acceptable. However 
when they were asked to apply the concept to a business situation, many failed to appreciate the relevance 
of the concept, especially to changes in revenue. 
 
Question 3 
 
This is a question that seems to appeal to students. Many of them knew the definition of the law of 
diminishing marginal returns and worked out the table correctly. However, some students tended to confuse 
diminishing marginal returns with returns to scale. This can probably be explained through the answer to 
the last question where many students did not fully appreciate that DMR is a short run analysis of 
production. In this question, many students affirmed that DMR is relevant in the long run, which is of 
course, incorrect. 
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Question 4 
 
This is the question that was chosen by the fewest students. However, a number of those who chose it 
showed that they had an appreciation of National Income and GDP as well as the basic components of GDP 
and its calculation. Although students choosing this question approached it in a sensible manner, it was the 
question where most students obtained no marks at all compared with the other questions. It is also possible 
that students choosing the Paper II A also obtained the highest marks in this question. 
 
Question 5 
 
Students have a working knowledge of taxes and in general can distinguish between direct and indirect 
taxes. The distinction between progressive and regressive taxes is not as clear, especially because they 
cannot adequately explain regressive taxes. Regarding the National Debt, there is some confusion as to 
what contributes to it and students keep referring to the external debt when writing about National Debt. 
Students understand what the budget is, and to a certain extent what types of budgets there are, but have 
difficulty in applying the use of the budget as a policy tool of government. 
 
Question 6 
 
This question has the lowest overall mark. In general most students find it difficult to distinguish between 
absolute and comparative advantage. On then other hand they have good knowledge of what trade barriers 
are. Some answers were in the text, but many students failed to recognise them. Also they did not apply the 
concept of comparative advantage when asked about trade between China and Malta. 
 
Paper IIA  
 
General Comments 
 
Instructions are there to be followed: 
 
• There was more than one instance where candidates did not start a new question on a new page. 
 
• Illegible handwriting was a major issue and a cause for concern. 
 
• An ‘Economics’ examination requires a good command and application of ‘economic jargon’. 
 
• Diagrams need to be labeled and explained. 
 
• Questions set in the context of the Maltese economy must be answered with this context as 

background. 
 

Question 1 
 
• Candidates do not fully appreciate that there are both negative and positive externalities and that any 

economic or other activity could actually contain aspects of both occurrences. 
 
• Indeed in the majority of the cases, candidates took it for granted to seek only the negative aspects of 

an externality and their imagination stretched too far away from presenting a proper economic 
argument for each of the case study identified in question 1. 

 
Question 2 
 
[A] Taken as a whole, candidates identified a number of valid reasons why small firms survive, however in 

most of the cases, they failed to adequately explain what niche marketing, strategic alliances, etc. 
really mean. 
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[B]  Moreover, whilst discussing the possible ways that the Maltese Government could adopt to support 

SMEs, candidates made too much emphasis on protectionism. This is completely against the policy 
being adopted at present by the Maltese Government where, amongst other things, the concept of 
‘Entrepreneurship’ and ‘Economics of Speed’ are currently being promoted within our educational 
system as a means of fostering a competitive advantage culture where the new Maltese entrepreneur is 
nurtured into being more flexible and faster when taking decisions. Unfortunately, even the role of the 
Maltese Government as an information and bureaucratic-action broker to identify EU funding 
opportunities for Maltese SMEs was underestimated. 

 
Question 3 
 
[A] In the majority of cases, candidates answered correctly but not sufficiently enough to show that they 

really appreciate the dynamics behind Privatisation. Very few obtained high marks in this section with 
the most common understanding of the phenomenon being summed up in just one sentence – 
‘Privatisation is when the Government sells his shares in a Public corporation to the General Public’. 

 
There were also six exceptional cases where the candidates did not know the exact difference between 
a Public corporation and a Public Limited Company (PLC) such that a PLC was considered as a 
company owned by the Government and in one particular instance Privatisation was defined as a 
family plan to buy back shares from the Public to turn a PLC into a Private Limited Company once 
again. 

 
[B] Candidates fared well in the second part of the question with the most popular arguments in favour and 

against Privatisation being: ‘reducing the burden on the government’s finances to support nationalised 
industries but simply creating private sector monopolies with high barriers to entry’.  

 
In two particular instances, somewhat biased and inaccurate arguments (with direct references to the 
major political parties) were forwarded. 

 
Other important arguments were declined in an almost categorical manner. 

 
Question 4 
 
[A] Some answers to Question 4 incorporated diagrams depicting the long-run abnormal profits enjoyed by 

a Monopoly and the Oligopoly's Kinked Demand Curve (diagrams were not always very accurate!). 
 

In one particular instance, the candidate discussed in great length Perfect Competition and all the other 
market structures without putting into practice and applying any of the acquired theoretical knowledge 
in class. In the majority of the cases, candidates started with the premise that these market structures 
are two worlds apart and could not appreciate the fact that these are ultimately 'theoretical models' of a 
possible market situation. 

 
Only three candidates managed to identifying the assumptions behind each model and present a full 
compare and contrast exercise where the end result was that, in reality, the main differences between 
the two market structures might seem to provide a clear separation, but not necessarily. 

 
[B] Parallel to what happened in the first part of this question, many of the candidates offered too general 

and theoretical arguments, limiting themselves just to a definition of what is a Natural Monopoly and 
the difference between a barrier to entry and an artificial barrier to entry, when the requirements of this 
section were exactly those of applying such concepts to the local Maltese scenario. For example, in the 
case of collusion between suppliers, the argument might be that, in Malta, it tends to be easier to 
conduct because everybody knows each other and family ties predominate and few firms operate in the 
market. In such circumstances the authorities may not find it easy to distinguish between concerted 
practices and independent action. 
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Question 5 
 
The majority of the students did not show an appreciation that contemporary demographic concerns include 
the interplay between population and economic development, urban congestion, and labour force statistics. 
 
In fact a lack of clarity and a deficiency in economic jargon was present in many of the arguments 
forwarded: 
 
Population and GDP:   Only twelve students mentioned directly the fact that the amount of population in a 
country counts so much that economists often use GDP per capita, that is, GDP divided by the population, 
to indicate the production per person in the economy. 
 
Leisure Time: Many considered leisure time as a waste of time. Others argued that leisure time needs to be 
taken into consideration when compiling our GDP figures because when people go out to relax, to party, 
etc. they are spending money and therefore contributing more towards the circular flow of income. Only 
the very few, however, really got the point that although leisure time is not counted in GDP it is in itself a 
good, and more leisure time makes people better off. 
 
Environmental Changes: On the whole the argument that, increased production and consumption can lead 
directly to the deterioration of the natural environment was tackled quite well. 
 
Household Production: With few exceptions, candidates failed to mention that the process of household 
production involves the transformation of purchased intermediate commodities (for example, supermarket 
groceries) into final consumption commodities (for example, meals). Households use their own capital 
(kitchen equipment, tables and chairs, kitchen and dining room space) and their own labour (hours spent in 
shopping, cooking, doing laundry and ironing) to produce something that most of the times goes unnoticed 
when compiling the Gross Domestic Product. 
 
Undocumented Transactions: On the whole, candidates answered correctly, stating that the failure of GDP 
to include undocumented transactions means that the reported GDP is not an accurate measure of 
production for the market. 
 
Question 6 
 
[A] Candidates were asked to explain (not just list) the main forms of money (as officially recognised by 

the Central Bank of Malta). Moreover, a large number of responses were out of point because the 
characteristics of money were explained instead. Other candidates gave everything they knew about 
the role of the Central Bank of Malta and never really tackled the question at hand. However, there 
were also some exceptional candidates who set the standard for this question as they were 
knowledgeable enough to distinguish between the components of Narrow Money and Broad Money in 
considerable detail. 

 
[B] The input of Malta Stock Exchange (MSE) to the Maltese Economy was discussed quite well by a 

good number of candidates. However, candidates are not very much acquainted with the Malta 
Financial Services Authority (MFSA). In actual fact, a worrying number of students reiterated the 
erroneous belief that MFSA is a social services institution where financial packages in the form of 
allowances, grants etc. can be claimed. 

 
Question 7 
 
[A]  When it comes to numerical computation, candidates failed miserably and no one identified the actual 

real interest cost of borrowing. Five candidates only, came close enough to suggest a 2% interest cost 
of borrowing, however, they did not take into consideration the 30% marginal tax rate that had to be 
deducted as well. Moreover, the majority of the candidates considered inflation as damaging and 
almost everyone failed to appreciate that for some individuals and under certain conditions (like the 
case study presented in Question) inflation can be beneficial. 
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[B] The costs associated with inflation were discussed quite well, however not everyone gave a full answer 

and the following fundamental costs of inflation were left completely out of consideration: 
 
• Inflation distorts the operation of the price mechanism and can result in an 

inefficient allocation of resources. 
 
•   Reduction in the real value of savings. 
 
•   Disruption of business planning and budgeting 
 
Question 8 
 
[A] Many candidates knew about the Maastricht Criteria – indeed, there were six candidates who quoted 

the exact requirements for each criterion. However, there were also a worrying number of candidates 
who simply copied the 'quote' incorporated within the question without expanding any further. 
Nonetheless, what was actually required in the first part of this question was a general appreciated 
(similar to what was reported in the local media) of the agreement between the Maltese authorities and 
the responsible EU bodies to closely monitor macroeconomic developments to ensure the sustainability 
of the exchange rate convergence process towards the euro adoption in 2008. 

 
[B] Candidates presented quite relevant discussions but once again, the majority failed to mention very 

important arguments. Not everyone appreciated that the Maltese entrepreneur and the business 
community was the focal point of the discussion such that too generic arguments were developed. The 
most acknowledged opportunity and challenge of Malta's adoption of the Euro were that 'Maltese 
going to Europe and tourists coining to Malta will find it more easy to shop around because they do 
not need to exchange currency whilst Maltese businesses will have to face more direct competition 
because consumers will be able to compare prices more easily'. 

 
The following points were hardly, if ever, adopted by the candidates: 
 
• Volatility in cash flows and profitability associated with currency mismatches will be reduced such 

that the end result for all those Maltese businesses who depend on imports (raw materials, etc.) in order 
to be able to operate, should be lower operating costs, higher levels of efficiency, improved 
profitability and healthier balance sheets, all of which should result in access to credit on more 
favourable terms. 

 
• Membership of the euro area will also present considerable financing opportunities associated with the 

large size and liquidity of financial markets in euro. Businesses will be in a better position to shop 
around for the cheapest terms and the highest return. 

 
• On the other hand, the single currency will expose the performance of Maltese businesses to a much 

more detailed scrutiny than they are accustomed to because in the same manner that the euro will 
facilitate price comparisons, other monetary variables such as cost per unit, average wage, annual sales 
volumes, administrative expenses and profits will also become easier to compare and contrast across 
countries. 

  
Paper IIB 
 
General Comments 
 
Candidates are to read properly the “Direction to Candidates” on page 1 of the exam paper. 
 
A large majority are NOT starting a fresh page for each answer as requested. 
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Answers lack presentation. When asked to provide two reasons/examples, these should be listed as (i) and 
(ii) or (a) and (b), and NOT written in one complete sentence. 
 
Candidates repeatedly spell incorrectly the same words found in the question, e.g. management, 
transferability, government, etc. 
 
Candidates sitting for an Economics paper are expected to spell correctly economics vocabulary such as: 
‘government’ (‘n’ missing), ‘business’ (not ‘buis….’), ‘debt’ (‘p’ for a ‘b’), ‘pensions’ (‘t’ for an ‘s’), 
‘deficit’ (‘s’ for a ‘c’), etc. 
 
A good number of candidates are not revising micro-economics. They are answering the macro-economic 
questions as they may feel they could give their ideas on what has been asked. 
 
Two pitfalls: 
 
(a) Answers given are poor and sometimes do not make sense. 
(b) Students write about a firm, a worker, about one stakeholder and NOT on the economy as a whole. 
 
Candidates do not appear to be conversant with basic data and figures asked within the micro-economic 
section. 
 
Question 1 
 
A mixed performance. Many have the idea that merit goods are only provided by government. A good 
number do not know what externalities mean. Nearly all students regard monopoly as one single big firm 
whereas the question itself indicates the term monopoly group – they have to understand that it is the 
market share of a firm within the industry. A merit good is not a school but education and, likewise, it is 
not a hospital but health. 
 
Question 2 
 
This question was quite understood and candidates did well here. 
 
Question 3 
 
 Some good results here. However in defining fixed and variable costs, many candidates made no reference 
to ‘output of the firm over the short term’. 
 
Question 4 
 
Good results on the whole. The weak point was the explanation of diseconomies of scale. 
 
Question 5  
 
There is hardly any mention of the circular flow of income. The terms money income and disposable 
income were not understood by many. 
 
Question 6 
 
Candidates got good marks here. Their weakness was the explanation of Capital Gains Tax. Moreover, as 
already mentioned in other reports, candidates are to be told that our government cannot levy 
tariffs/customs (indeed illegal) on imports from the EU, in order to protect local firms. 
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Question 7 
 
Candidates answered: “Unemployment is when a worker ……”, or “when you (?)”.Unemployment does 
NOT concern one worker but a group or a section of workers according to the unemployment situation 
asked. 
 
Question 8 
 
Answers to macro-economics questions are to be answered within the context of the economy, NOT on the 
one firm, the one individual or the one worker. A mixed response to this question. 
 
 
The Chairperson 
Board of Examiners 
July 2006 


