Paper 2

Paper 2

Australia and itz Morthern Territory

The Morthern Terrtory of Australia is a large, sparsely populated area. It relies heavily on tourism,
mining, agriculiure and fishing. The extraction of cil and gas and the mining of iron are and bauxite

have grown significantly in recent years. ts manufacturing is principally based on the processing
of its natural resources.

The MNorthern Temitory govermment publishes forecasts, which compare the economic prospects
of the Northern Territory with those of Australia as a whole. The table below gives extracts from the
forecasts in January 2009,

Table 1: Selected economic forecasts for Morthern Territory and Australia

Morthern Territory Australia
20089 | 201213 20089 201213
International exports,
constant price (Ag'm) | *17° 6004 176010 236824
International imports,
constant price (A%m) 2ris 2811 217675 224521
Consumer price index,
1989-90=100 1646 | 180.0 167.7 186.4
Average weekly
nominal earmings, A% 854 1078 916 1050
Unemployment rate (%) 3.7 57 492 6.5
Population aged 15-64
{thousands) 170 186 17 456 18627

* A% = Australian dollars

Question 1(a)(i)

Calculate and compare the change in the trade balance between 2008-9 and 2012-13
of the Morthern Territory with that of Australia. [4]

Mark scheme

Calculate and compare the change in the trade balance between 2008-9 and
2012-13 of the Northern Territory with that of Australia. [4]

Both improved (1), Northarn Territory (NT) has an increasad surplus (1), Australia goas
from deficit to surplus (1), supporting calculation NT A$1454 to A$53193, Aus AS-41 665
to A$12 303 (2)

Comparative points without accurate calculation can be rewarded, but the points must
refafe fo the ‘balance’, not the change in imports or exports alone.
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Example candidate response
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Examiner comment

This answer gains full marks. The candidate provides an accurate calculation, although it would have been
better if the balances had been shown in Australian dollars. It then goes on to make the comparative points
that the balances of both areas had improved and that the balance in Australia had improved at a greater
rate.

Mark awarded = 4 out of 4
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Example candidate response
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Examiner comment

This answer contains the necessary calculation, but fails to provide any comparative comment. As a result
the maximum mark available is two. The question clearly asks the candidate to ‘calculate and compare’.
Careful reading of question requirements is essential for maximum marks.

Mark awarded = 2 out of 4
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Example candidate response
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Examiner comment

This candidate provides a very confused calculation. In addition there is no real direct, comparative
comment. There is some understanding of the meaning of ‘trade balance’ however and the recognition
that in Australia the balance changes from a deficit to a surplus. It was considered to have sufficient
understanding for one mark.

Mark awarded = 1 out of 4

Question 1(a)(ii)
Explain why exporis and imports are often measured at constant prices. [2]

Mark scheme

Explain why exports and imports are often measured at constant prices. [2]

Constant prices exclude the effect of inflation (1), more accurate in real terms or shows
the volume of trade.

Example candidate response
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Examiner comment

This answer gains both marks available. The idea of the ‘real growth in the trade balance’ and the fact that
inflation distorts the real balance shows that there is clear understanding here.

Mark awarded = 2 out of 2

Example candidate response
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Examiner comment

This candidate gains a mark for the recognition that using constant prices is better because of the distorting
effects of inflation and a change in the exchange rate. For a further mark the candidate needed to say a
little more on why it was ‘better’. This could have been for example a statement that the measurement was
more accurate in real terms or that it would show the changes in the actual volume of trade.

Mark awarded = 1 out of 2

Example candidate response

Examiner comment

This candidate clearly does not understand the idea of ‘constant prices’. An attempt is made to suggest a
possible meaning, but with little success.

Mark awarded = 0 out of 2

Question 1(b)

Explain two additional pieces of information that would be useful in judging Australia’s
international financial position. [4]

Mark scheme

Explain two additional pieces of information that would be wseful in judging
Australia’s international financial position. [4]

From net income, net transfers, capital account, financial account, forsign reserves,
exchange rate, terms of frade or alternatives, identification (1), plus T mark for explanation of
identified point (1)
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Example candidate response
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Examiner comment
This candidate provides two relevant and additional pieces of information that would be useful in judging
Australia’s international position. Both are explained with sufficient clarity and detail to ensure full marks.

Mark awarded = 4 out of 4
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Example candidate response

Paper 2

Examiner comment

This candidate identifies the terms of trade as an additional piece of information that would be useful in
judging Australia’s international financial position. The answer then goes on to explain how the terms of
trade are calculated. This is worth two marks. The second piece of information identified by the candidate is
the ' Current Account’. This fails to score because without elaboration, this is too vague. If the candidate had
gone on to identify and explain some items within the Current Account, this would have been acceptable
and would have gained further credit.

Mark awarded = 2 out of 2

Example candidate response

b

s -. ki w_ =

_{2 ot

0 adak [
h =

Cambridge International AS and A Level Economics 9708

N



Paper 2

12

Examiner comment

This candidate identifies the Consumer Price Index and the Balance of Trade as two additional pieces of
information. These were not acceptable because both of these were provided in Table 1 and could not
therefore be considered as ‘additional’. This was a very common error amongst candidates. The most likely
cause of this error was a failure to read the question requirements carefully and many candidates gained no
marks here as a result.

Mark awarded = 0 out of 4

Question 1(c)

Analyse the change in average weekly samings in Australia in real terms between 2008-9
and 2012-13. (4]

Mark scheme

Analyse the change in average weoekly carnings in Australia in real terms between
2008-9 and 2012-13. [4]

For an understanding of meaning of ‘real terms’ {1 mark)

Real earnings will rise (1), @arnings rise more rapidly than inflation (1), supporting calculation
14.6% v. 11.2% (2)

Example candidate response
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Examiner comment

This concise answer was awarded full marks. The candidate starts by showing a clear understanding of the
meaning of ‘real terms’. An accurate calculation is then provided showing that inflation rose by 11.2% whilst
nominal earnings rose by 14.6%. This was then followed by the correct conclusion that in real terms the
average weekly earnings rose.

Mark awarded = 4 out 4

Cambridge International AS and A Level Economics 9708



Paper 2

Example candidate response
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Paper 2

Examiner comment

This answer showed understanding of the meaning of ‘real terms’, but unfortunately the candidate was
unable to use the data to perform all parts of the calculation. A mark was awarded for the correct calculation
of the percentage change in nominal earnings, but there is no figure provided for the percentage increase in
prices. This meant that no conclusion regarding the change in real terms could be reached.

Mark awarded = 2 out of 4

Example candidate response
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Examiner comment

This candidate understands the meaning of ‘real terms’ and gains a mark for this, however the candidate’s
application and data handling skills are weak. The candidate does not grasp the distinction between absolute
figures, percentages and index numbers and fails to gain any marks for the calculation.

Mark awarded = 1 out of 4

Question 1(d)

With the help of the text and the table, discuss the economic outlook for the Marthern Territory.
[6]
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Mark scheme

With the help of the text and the table, discuss the economic prospects of the
Morthern Territory. [6]

Good prospects: trade in tourism {income elastic), minerals and oil, rising surplus, relatively
low inflation rate, higher real wages, growth of working population.

Poor prospects: risa in unemployment, dependence on narrow range of production, variable
demand, externalities of tourism and mining, lack of sustainability of natural resources.

For the identification of points that could affect the economic prospects of the Northemn
Temitores (2 max.)

For explanation of why the identified pointz are relevant to the economic prospects. (2 max.)

For comment on the economic prospects of the Northam Temitones, for example a reasonead
summary or conclusion. {up to 2 marks)

Example candidate response
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Examiner comment

This answer starts by describing some features of the Northern Territory economy before identifying
information provided in the data that would allow a judgement to be made concerning the economic
prospects of this area. The surplus on the trade balance, which is expected to grow, is identified. The
candidate then provides some inaccurate estimates of the rate of inflation but goes on to explain the
dangers of a high rate of inflation. Some good analysis is then provided using relevant economic concepts.
The final paragraph provides a valid comment on the danger of the Northern Territories relying upon natural
resources which might run out. A rather fuller comment on the future economic prospects of the region
would have resulted in full marks for this answer.

Mark awarded = 5 out of 6
Example candidate response
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Examiner comment

This candidate identifies and then explains two items of data that could be used to assess the economic
prospects of Northern Territory. Good explanations of the inflation rate and the unemployment rate and the
significance of each are provided. Marks are lost here however, because there is insufficient attention paid
to an assessment of the overall prospects for the region. No comment is provided for example on whether
the negative indicators might be more powerful than the positive indicators. This comment might have been
supplied in a concluding paragraph in which some evaluative judgement might have been provided.

Mark awarded = 4 out of 6

Example candidate response
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Examiner comment

This candidate refers to a very wide range of economic indicators shown in the data. The answer starts with
a description of the Northern Territory and then goes on to list the contents of Table 1. The weakness is that
none of the indicators are used to answer the question. For example, it is stated that the unemployment
rate is expected to rise from 3.7% to 5.7% and that this is ‘worse’ for the Northern Territory. This is

clearly the case, but there is no explanation of why this is so. A simple statement that, for example, a rise

in unemployment represents a waste of potential output or that the increase in unemployment benefits
represents a drain on government finances would have been sufficient for a further mark here. Explanation
of the points identified would have allowed an evaluative conclusion to be reached on the economic outlook
of the region.

Mark awarded = 2 out of 6
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Paper 2

Question 2(a)
Explain the rale that a government should fulfil in a mixed economy. (8]

Mark scheme

Explain the role that a government must fulfil in a mixed economy. [B]

A mixed aconomy |5 based on private ownership, the profit motive, demand and supply etc.
with a role for the govemment. The role is to provide the envircnment in which the market
can operate successfully. This includes ensuring law and order, national defence, property
rights and the provision of public goods and desirable merit goods. |t intervenes with taxes,
subsidies etc. to influence the behaviour of the private sector and markets and achieve a
better allocation of resources,

For a definition of the mixed economy (2 marks)
For an explanation of the role of government in a mixed economy (6 marks)

20 Cambridge International AS and A Level Economics 9708
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Examiner comment

This is a very full answer. The candidate starts by providing a sound explanation of the mixed economy.
The answer then goes on to consider a wide range of roles that the government undertakes in a mixed
economy. The comment is made that the role of the government is to maximise welfare and various types
of government intervention to achieve this are explained. These include price controls, policy concerning
demerit and merit goods, the provision of public goods and the need to ensure law and order so that the
private sector can operate.

Mark awarded = 8 out of 8
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Example candidate response
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Examiner comment

This answer starts with a rather uncertain explanation of the ‘mixed economy’. It then continues with
a number of reasons for government intervention, which are valid, but left insufficiently explained. The
answer ends with a very confused concluding paragraph.

Mark awarded = 5 out of 8
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Example candidate response

gEEr'ﬂ gi & oLl ' /ﬁ&ﬂ.m_m_emgf—_ ——
it Ay bodh W

{Iﬁiljtggdﬂﬂﬁ asn by j{ﬂc@ﬂ@ﬂﬁl J:'n* Fhe

M—M%’} . WM@*

Cambridge International AS and A Level Economics 9708 27



Paper 2

28

_&M _ Abtuda by Hin  rmides.

A .- J“ muL F}ﬂmnﬂ ﬁ -.a,i'[ J@ s
724#5_&:’ j—;:- jq:- A . @W} Frx ]
i

r J \ ,xf_g
=X —
/7)(

Cambridge International AS and A Level Economics 9708



Paper 2

e ;,w,.;rxiﬁ %ﬂ Gl
** 42 4

Examiner comment

This candidate produces quite a weak answer. There is no clear explanation of the meaning of the term
‘mixed economy’ provided at the start of the essay. The role of the government is considered very briefly
and there is a limited range in the reasons for intervention considered. The structure and content of the
answer are both limited and a middling mark is the result.

Mark awarded = 4 out of 8

Question 2(b)

Discuss the accuracy of the definition of public and merit goods as ‘goods that must be
provided by the govermment', [12]

Mark scheme

Discuss the accuracy of the definition of public and merit goods as ‘goods that must
be provided by the government'. [12]

Public goods are non-rival and non-excludable such as street lighting. Merit goods are goods
underprovided by the market system. The consumers lack full information of the
consequences of non-consumption. This might include healthcare and pension provision.
Although the governmant provides public goods because it is not possible for the market due
o free riders, mearit goods are supplied to a greater or lesser extent by private providers.

The government also provides other goods and services which are neither public nor merit
goods. The definition fits public belter than merit goods but is inadequate in itself,

For an understanding of public goods and why they are provided by the government
{up to 6 marks)
For an understanding of merit goods and why they are provided by the govermment
(up to 6 marks)
(10 marks max. )

Discussion of the accuracy of the definition. {4 marks)
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Example candidate response
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Examiner comment

This is an excellent answer. The features of public and merit goods are each explained in sufficient depth.

It is clear that the candidate has a firm grasp of each type of good and can distinguish between them. This
allows the candidate to consider whether each ‘'must’ be provided by the government. The view reached on
each type of good is clear and this is confirmed in a brief conclusion.

Mark awarded = 12 out of 12
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Examiner comment

This answer contains evidence of an understanding of the main features of public and merit goods and
gains marks for this. It would have been awarded further marks if the question had been answered more
convincingly. A crucial point has been missed. This is that the government ‘must’ provide public goods
because the free rider problem, which is mentioned by the candidate, means that private firms cannot
charge a price and as a result cannot make profits from their provision. A more assured explanation of this

point would have meant that the candidate would have provided a much more convincing answer to the
question set.

Mark awarded = 9 out of 12
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Example candidate response
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40

Examiner comment

This is a very poor answer that displays a complete lack of understanding, together with very poor exam
technique. The candidate starts by stating that public goods are non-excludable and non-rival. This

is correct, but it is clear from the explanation provided of each feature that the candidate has tried to

learn these terms rather than understand them. This lack of understanding continues in the candidate’s
explanation of merit goods. It is correctly stated that these goods are excludable and that they have positive
externalities, but these features are not explained sufficiently, nor are they used to answer the question
about government provision. The answer then drifts into irrelevance with an explanation of demerit goods
and some quite general comments on the benefits of for example education.

Mark awarded = 2 out of 12

Question 3(a)

Using economic analysis, explain the possible causes of the increase in the sales of electronic
goods, such as mpd players, in recent years. [&]

Mark scheme

Using economic analysis, explain the possible causes of the increase in the sales of
electronic goods such as mp3 players in recent years. [8]

Influences have come from both the demand and supply side. Rising incomas, advertising,
changing fashion and tastes have increased demand. Innovation, the introduction of new

and improved products and the lowering of costs have increased supply. The fall in the price
of the goods has resultad in an extansion of demand. Mora ara baing sold al lower pricas,

Understanding the significance of demand and supply £ marks

Explanation of demand andior supply changes 6 marks
lup to 3 marks for each factor explained)
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Example candidate response
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Examiner comment

This is a very good answer that displays a good grasp of the required supply and demand concepts allowing
a very successful analysis of the possible causes of the increase in sales of electronic goods. Diagrams

are accurate and the examples provided of a possible increase in demand and increase in supply of these
products are valid and appropriate.

Mark awarded = 8 out of 8
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Examiner comment

This answer contains some quite valid comment on the possible reasons for the increase in sales of
electronic goods. Supply and demand curves are outlined and there are suggested reasons offered for shifts

in both the demand curve and the supply curves. Some of the explanation provided is incorrect however
and fails to score as highly as it could.

Mark awarded = 6 out of 8
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2

Examiner comment

This is a weak answer. It is poorly focused and contains irrelevant material. The candidate seems aware of
factors that affect sales, such as advertising and the price of the product, but there is no development of a
supply and demand framework within which the answer can be delivered. As a result the candidate scores
for one or two points made in a disorganised framework.

Mark awarded = 2 out of 8

Question 3(b)

suggest two possible reasons why & government might increase the indirect tax on such
goeds and discuss, in light of these reasons, the likely effectiveness of such a policy. [12]

Mark scheme

Suggest two possible reasons why a government might increase the indirect tax on
such goods and discuss, in the light of these reasons, the likely effectiveness of such

a policy. [12]

Fossible reasons include raising revenue to finance government expenditure, cutting the
purchase of imports to help the balance of trade. It might be argued that the products are
demerit goods bacause of the harm to hearing and disturbance to others, An indirect tax is
imposed on spending and raises the price of the good. PED measures the responsivenass of
demand to & change in price and affects the impact of an increase in an indirect tax. A tax
will best reduce the quantity imported when demand for imports is elastic as there will be a
more than proportionate fall in demand. To raise revenue it iz better for demand to be
inelastic so that the fall in demand is less than proportionate to the price rise. The
effectivenass of internalising the nagative extarnality will depend upon satting the tax at the
appropriate rate.

For a definition of indiract tax (1 mark)

For an explanation of one reasen for an indirect tax and a discussion of ‘effectivenass’ (up to
B marks with 4 max. if anly one elemant is considerad)

For an explanation of a second reason for an indirect tax and a discussion of ‘effectiveness’
(up to 6 marks with 4 max. if only one element is considered)
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Examiner comment

This candidate clearly identifies two reasons for the imposition of an indirect tax. Each is explained clearly.
Although the second reason identified has the effectiveness of the tax examined, the first reason does not
consider this aspect of the question. The question clearly states that effectiveness should be considered,
so marks are lost and the mark awarded less than it could have been.

Mark awarded = 8 out of 12
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Example candidate response
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Examiner comment

Candidates were asked to identify two possible reasons for the imposition of an indirect tax. This candidate
is unclear on the possible reasons. The reference to demand-pull inflation is confused. There seems to be

a recognition that indirect taxes can raise revenue, but this is not developed. Similarly, the explanation of a
trade account deficit is not fully clear. In terms of effectiveness, it is correct to refer to the price elasticity of
the taxed profit, but this candidate does not apply the concept successfully. The answer also fails to define
or explain, ‘indirect tax'.

Mark awarded = 5 out of 12
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Examiner comment

This candidate identifies two valid reasons for an increase of an indirect tax, although one reason is not
expressed very well. The supporting analysis is confused however and fails to answer the question set.
The diagram is incorrect and there is considerable irrelevance. This suggests that the candidate lacked the
necessary knowledge and understanding to attempt this question.

Mark awarded = 3 out of 12
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Question 4(a)

Explain why the successtul operation of the division of labour depends upan the use of money.
[8]

Mark scheme

Explain why the successful operation of division of labour depends upon the use of
money. (8]

Division of labaur involves dividing the production process into a seres of stages. This leads
to more specialised outputs which are not necessarily final products. Trading these In a
barter system would be difficult, inefficient and probably impossible. Money, anything that is
genarally acceptable as a means of payment, can act as a medium of exchange and a unit of
account, so enabling frade to take place and making division of labour effective.

Understanding of division of [abour and money 4 marks (ona only 3 max.)
Explanation of the link between the functions of money and trade 4 marks
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Example candidate response
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.....

Examiner comment

This candidate explains both the division of labour and money as a medium of exchange. The answer goes
on to explain how money facilitated exchange through the removal of barter and the necessity of a double
coincidence of wants. This encouraged growth and the division of labour. Each concept together with the

link between them is explained ensuring full marks.

Mark awarded = 8 out of 8
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Example candidate response
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Examiner comment

This candidate explains in some detail the division of labour and identifies this as an aspect of specialisation.
Money is also identified as a medium of exchange. This scores highly. Unfortunately, the candidate scores
very few marks for the second part of the mark scheme. There is very little on the link between the use of
money and the growth of the division of labour and trade.

Mark awarded = 5 out of 8
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Examiner comment

This is a very poor answer that does not go far beyond a very basic grasp of the two central concepts. The
candidate gives a very brief definition of the division of labour but there is little accompanying explanation or
attempt to illustrate the process through examples. The answer also contains some irrelevant comment on
the disadvantages of the division of labour. This is followed by a list of the functions of money. Again this is
far too brief. The candidate fails to display any idea of the link between the two concepts.

Mark awarded = 3 out of 8
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Question 4(b)

Discuss whether it is the behaviour of producers, consumers or governments that is most
likely to cause inflation. [12]

Mark scheme

Discuss whether it is the behaviour of producers, consumers or governments that is
maost likely to cause inflation. [12]

Inflation is a sustained rise in the general price level and is measurad by the CPIl or RPI.
Each of the groups can contribute to inflation although in different ways. Producers may
increase prices to raise profit levels or to respond to higher import prices {cost push);
consumars may increase thair spanding and raduce their saving raising AD (demand pull);
governments may increase the money supply (monetary inflation), lower direct taxation and
run budget deficits (demand pull) and raise indirect taxation (cost push inflation); they may
also manipulate the exchange rate. Candidales can argue for any group although
government influence may be most widespread.

For a definition of inflation 1 mark

For an understanding of different types of inflation 6 marks

Analysis of the influence of different groups B marks (10 marks max.)
Discussion of the relative impact of the groups 4 marks
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Example candidate response
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Examiner comment

This answer provides a good definition of inflation which gains credit. There is also a strong analytical
framework based upon demand-pull, cost-push and monetary explanations of inflation. These gain full
marks as per the mark scheme. There is also an analysis provided of the relative influence of consumers,
producers and the government linked to these explanations. The candidate also concludes that it is the
interaction of all three agents that causes inflation. This is an acceptable conclusion at this level.

Mark awarded = 12 out of 12
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Examiner comment

The candidate starts with a definition of inflation. This gains some credit. The answer then lists and gives

a brief explanation of demand-pull, cost-push and monetary explanations of inflation. Each is generally
satisfactory, although lacking in depth and reference to economic frameworks. These gain credit, but

the main weakness of the answer is the limited focus on the behaviour of producers, consumers and
governments. This means that a full discussion of which is most likely to cause inflation is not provided and
this leads to the very weak conclusion and a disappointing mark.

Mark awarded = 7 out of 12

Example candidate response
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Examiner comment

This candidate is aware of how the government might cause inflation, but this is presented as a few isolated
points and is not developed within a conceptual framework. Similarly, reference is made to producers and
consumers, but without the conceptual framework, the candidate is unable to develop the answer to gain a
good mark.

Mark awarded = 5 out of 12
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