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AM ECONOMICS 
May 2007 Session 
Examiners’ Report 

 
Table 1: Distribution of grades for AM Level Economics - May 2007 session 

Grade A B C D E F Abs Total 
N 6 26 71 70 20 21 20 234 
% 2.56 11.11 30.34 29.91 8.55 8.97 8.55 100.00 

 
Paper I 
 
Paper I determines the students’ knowledge of standard microeconomic and macroeconomic theories. 
Questions covered aspects of the information technology market, indifference curves, price and income 
elasticity of demand, costs, perfect competition and monopoly, externalities, GDP, inflation, labour 
market, balance of payments, fiscal policy and the adoption of the euro.  
 
The average students’ performance seems to fall short of the required level. Many students still insist in 
replicating knowledge studied off by heart or provide pre-planned essay outlines. This often leads to 
lengthy answers which often only marginally tackle the specific issues raised in the question. At ‘A 
level’ students are not asked to write all they know about the topic but rather to show they have 
assimilated the subject. Moreover, it must be made clear that diagrams are not optional but rather a 
necessary tool to explain economic concepts clearly.    
 
The average mark for the 214 scripts marked was 49.2, with a distribution of the marks as given below: 
 

Mark % of students 
80+ 0.0% 

70-79 4.2% 

60-69 12.1% 

50-59 34.1% 

40-49 32.2% 

Under 40 17.4% 
 
It is important to point out that these intervals do not correspond to the actual grade boundaries used in 
assigning the final examination grades.  
 
The number of replies to each question, and their average mark were as follows: 
 

Question 1 2 3 4 5 6 
Average Mark out of 100 49.8 50.6 51.0 51.4 47.3 43.8 

No. of Answers 100 59 96 75 70 26 
 

Question 7 8 9 10 11 12 
Average Mark out of 100 40.2 43.4 54.6 44.5 48.7 54.4 

No. of Answers 50 96 112 32 66 74 
 
Question 1 dealt with derived demand and supply applied to the information technology market. It is 
important to remember that in a perfect foresight situation there is no need for Government 
involvement as students and firms can respectively anticipate higher future wages and profits. 
However, government can speed up the shift into the IT sector by offering incentives. This is important 
because the IT sector can boost growth significantly. 
 
Question 2 required a standard explanation of the properties of indifference curves and a description of 
the impact of a price change, which varies depending whether the good in question is a normal, an 
inferior or a giffen good.    
 



 3 

Question 3 required an explanation of how in the case of a price elastic product, lowering the price 
increases revenue (and vice-versa) whereas in the case of an inelastic product raising the price 
increases revenue (and vice-versa). In turn price elasticity can be reduced by anything which makes the 
product more unique, such as branding. On the other hand, high income elasticity of demand makes 
expenditure on that product volatile (say in the case of leisure related goods) as opposed to low income 
elastic goods such as basic food. 
 
Question 4 focused on the distinction between fixed and variable costs.  As regards the marginal cost 
curve, this is upward sloping because each additional worker is paid the same wage while his output is 
less than that of the previous worker. In turn, knowledge on the marginal cost curve is necessary for the 
firm to establish the profit maximisation level of output. 
 
Question 5 required a diagrammatic analysis of the impact of a shift in the market demand facing a 
perfectly competitive market and a monopoly, both in the short run and in the long run. Students 
needed to comment that perfect competition can bring more efficiency, with a lower price and higher 
output, but monopoly can allocate more funds to research and thus bring more innovation. Thus the 
relative superiority of a market structure can only be assessed on a case by case basis.  
 
Question 6 dealt with social costs and benefits and how their non-consideration can lead to above or 
below optimal production levels. These can be internalised through taxes, subsidies and clearly defined 
property rights. Still, a zero pollution target is not efficient as the costs are likely to exceed the benefits. 
 
Question 7 focused on the importance and derivation of real GDP (using nominal expenditures divided 
by the respective deflators). In turn, higher investment in education, removal of monopolistic practices 
and greater flexibility in the labour market can have a positive long-term impact on real GDP.  
 
Question 8 required an analysis of demand pull inflation, created by excess demand say because of 
expansionary fiscal policy, and cost push inflation caused by say higher energy prices. Although high 
inflation is bad for a country because it distorts the market mechanism and inhibits the optimal 
allocation of resources, low inflation may be desirable because it may help bring cuts in real wages 
thereby facilitating the adjustment to demand and supply shocks.  
 
Question 9 required an explanation of the different types of unemployment, namely structural, 
frictional, seasonal and cyclical. These can be reduced respectively by training, more job centres, 
reducing seasonal variation in economic activity, and expansionary fiscal policy. Still, to analyse 
developments in the labour market it may not be sufficient to look at the unemployment rate as this 
may fall because workers stop looking for a job, which is also a negative outcome. 
 
Question 10 focused on the current account of the balance of payments and how this can be influenced 
by foreign and local demand and relative price competitiveness. A large current account deficit may be 
harmful because a sudden strong correction may be very destabilising for a country. In turn, promoting 
exports is a possible way how to correct a current account deficit. Restricting imports may prove 
harmful or be impossible because of international obligations.  
 
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). However, a 
large fiscal deficit creates uncertainty as at some future date taxes may have to increase or expenditure 
cut. In turn, ageing increases outlays on pensions and health while reducing the working population. 
 
Question 12 dealt with the Maastricht criteria, on the fiscal deficit, public debt, inflation rate, long 
term interest rate and exchange rate. Adoption of the euro gives more credibility thereby boosting 
investment and reduced transaction costs. This is at the cost of foregoing independent monetary policy. 
However Malta has a tradition of a fixed exchange regime and hence has long abandoned independent 
monetary policy making.  
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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 macro-economic 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 macro-economics, and on their application to problem-solving. 
 

The average mark for the 214 scripts marked was 58.0, with a distribution of the marks as given below: 
 

Mark % of students 
80+ 4% 

70-79 20% 

60-69 22% 

50-59 27% 

40-49 17% 

Under 40 10% 
 

It is important to point out that these intervals do not correspond to the actual grade boundaries used in 
assigning the final examination grades.  
 
The number of replies to each question, and their average mark were as follows: 
 

Question 1 2 3 4 5 6 
Average Mark out of 100 55.8 52.3 65.3 56.2 58.8 59.5 

No. of Answers 170 136 49 60 148 77 
 

Section A focused on microeconomic concepts including opportunity cost, market welfare and duopoly. 
 

Question 1, dealing with production possibility curves and opportunity costs, was the most popular, 
but not one on which candidates scored highest. Some candidates showed confusion in defining and 
deriving the opportunity cost as a marginal productivity concept. 
 
Candidates scored most poorly on question 2, which concerned the welfare effects of the market in terms of 
producers’ and consumers’ surplus. Some answers confused these concepts with situations of excess demand and 
supply, and others were not able to compute welfare values from areas in the market diagram.  
 
Question 3, albeit being the one to which candidates answered the least, was also the one on which the highest 
average score was registered. The question involved some logical thinking on the reactions of duopolists and those 
candidates which felt confident in tackling such a question in general were rewarded.  
 

Section B covered a number of areas related to recent economic developments as found in the 
literature, including the role of monetary policy, real estate prices and economic growth. 
 
Candidates fared somewhat poorly on question 4, which covered monetary policy in Malta and to 
some extent, the implications on it arising out of the adoption of the euro. In general, candidates tend to 
study monetary policy as it is applicable in the United Kingdom and the United States and show only 
limited knowledge within the local context, in spite of the abundance of literature on the subject. 
 
Answers to question 5 were somewhat better, showing some awareness of the economic and social 
repercussions of high real estate prices in Malta.  
 

Question 6 was one of those which generally obtained better marks, showing an understanding of basic 
concepts of GDP measurement. 
  
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 2007 


