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Mark schemes

 

For defining / explaining

•     Exchange rates
•     Appreciation
•     Different exchange rate systems

Up to 2 marks per
definition or explanation to

a maximum of 4 marks

1.

Award 1 mark for each logical link in the chain of reasoning
 

For example

A free floating exchange rate is determined by the supply
and demand of currency on FOREX (1 mark). Speculative
activity (1 mark) may occur if it is thought there will be a rise
in the interest rate (1 mark) of a particular economy which
will increase the demand of that currency (1 mark) as the
returns to saving rise (1 mark) if money is placed in an
economy’s financial institutions (1 mark). As the flow of ‘hot
money’ increases (1 mark) this may lead to an appreciation
(1 mark but not to be awarded in addition to definition
marks) such as £1 = $1.46 goes to £1 = $1.50 (1 mark for
examples but not use of the example in the preamble).

Other examples include: trade flows, productivity rates,
inward investment, other speculative activities and
government intervention.

Up to 15 marks

Use of diagrams to help support explanations, currency
diagrams, trade cycles and AD/AS diagrams

Up to 2 marks per diagram
(1 mark for labelling, 1

mark for correct
information shown) to a
maximum of 4 marks.

Reference to the UK and/or other economies.
1 mark per reference to a

maximum of 2 marks

[15]

Explanation

For defining / explaining

•     Customs union / free trade area
•     Pattern of trade
•     Volume of trade
•     Trade or exports / imports

Up to 2 marks per
definition or explanation to

a maximum of 4 marks

2.
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Award 1 mark for each step in a logical chain of reasoning:
 

For example:

Due to the membership of the EU, there are no internal
tariffs (1 mark) between the UK and the other 27 member
states (1 mark) so when trading with another country for
example France (1 mark for example) the cost of doing so
is lower (1 mark) and firms will experience lower prices if
France has exploited its comparative advantage (1 mark) as
France has a lower opportunity cost than the UK (1 mark) in
for example the production of wine (1 mark for example)
which leads to trade creation (1 mark) which increases the
volume of imports (1 mark) from other members of the EU
which affects the pattern of trade in terms of who trades
what with who (1 mark).

Other examples include: Potential for exporting products
in which the UK holds a comparative advantage in,
economies of scale, potential trade diversion due to
common external tariff, retaliation, enforced embargoes.

Up to 15 marks

Use of diagrams to help support explanations, e.g. tariff
diagram, quota diagram, AD/AS, Economies of scale

Up to 2 marks per diagram
(1 mark for labelling, 1

mark for correct
information shown) to a

maximum of 4 marks

Reference to the UK and/or other economies.
1 mark per reference to a

maximum of 2 marks

Award a maximum of 10 marks if both parts of the question are not attempted i.e. the pattern of
trade and the volume of trade.

[15]

In this part of the question, candidates will need to demonstrate that they are able to evaluate
issues and arguments to support a conclusion if they are to be awarded more than 15 marks.3.
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Level 5 Good analysis and good evaluation 22 to 25 marks

Mid-Point 24 marks

Level 4 Good analysis but limited evaluation

OR

Reasonable analysis and reasonable evaluation

17 to 21

Mid-Point 19 marks

Level 3 Reasonable including some correct analysis but
very limited evaluation

10 to 16

Mid-Point 13 marks

Level 2 Weak with some understanding 4 to 9

Mid-Point 7 marks

Level 1 Very weak 0 to 3

Mid-Point 2 marks

Page 12 of 49
S T E M U P . C O . U K

https://stemup.co.uk


 

Introduction •     Budget deficit
•     Trade deficit
•     The Balance of Payments

Developing the
response to the
question:

(application and
analysis)

Arguments why a trade deficit is more damaging than a budget
deficit:

•     Could indicate lack of productivity
•     Could cause depreciation of currency
•     Could cause problems for a country’s reserves
•     A surplus on the financing section of the balance of payments

increasing international indebtedness
•     Deflationary pressure
•     Could indicate structural weaknesses
•     Effects on jobs such as structural unemployment

Arguments why a budget deficit is more damaging than a trade
deficit:

•     Crowding out
•     Loss of credit status leading to increased costs of government

borrowing
•     Future generations footing the bill (vertically inequitable)
•     Possibility of tax rises / cuts in spending
•     Adds to national debt
•     Could be inflationary

Evaluation •     Both issues are not mutually exclusive, an improved supply-side
performance could help both.

•     The UK’s ability to attract FDI will help finance the capital
account and may off-set any problems on the trade deficit,
however this may also benefit the UK’s budget deficit in terms
of job creation and generating tax revenue.

•     Deficits on both may be necessary and advantageous, they may
both benefit living standards in terms of more goods being
consumed or boosting AD.

•     Consideration that trade-offs may take place with the other
macroeconomic goals, for example reducing the budget deficit
may reduce the trade deficit but at the same time harm
unemployment or create deflation.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated
evaluation and so it is important to ensure that more basic
evaluation is adequately rewarded where a genuine effort has been
made to display that skill.

Also give credit for •     Reference to the UK / other economies
•     Diagrams
•     An overall judgement on the issues raised.
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It will only be possible for candidates to consider a few of the above. They may also discuss
other issues not mentioned above.

[25]

In this part of the question, candidates will need to demonstrate that they are able to evaluate
issues and arguments to support a conclusion if they are to be awarded more than 15 marks.

Where there is no explicit reference to the data, award a maximum of 21 marks.

4.

 

Level 5 Good analysis and good evaluation 22 to 25 marks

Mid-Point 24 marks

Level 4 Good analysis but limited evaluation

OR

Reasonable analysis and reasonable evaluation

17 to 21

Mid-Point 19 marks

Level 3 Reasonable including some correct analysis but
very limited evaluation

10 to 16

Mid-Point 13 marks

Level 2 Weak with some understanding 4 to 9

Mid-Point 7 marks

Level 1 Very weak 0 to 3

Mid-Point 2 marks
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Introduction •     Monetary policy
•     Exchange rates
•     Macroeconomic performance

Developing the
response to the
question:

(Application)

Drawing on the information in the extracts:

•     Currency wars and potential retaliation (Extract B)
•     Investor confidence (Extract B)
•     Threats to economic growth in the UK and USA (Extract B)
•     Effects of interest rates on exchange rates (Extract B)
•     Methods of reducing trade deficits (Extract C)
•     Effects on other Monetary Policy instruments and targets (Extract C)
•     Problems that Switzerland faced in a fixed system (Extract C)
•     Effects on trade and stability due to stable exchange rates (Extract C)

(Analysis) Arguments why managing the exchange rate may be beneficial:

•     Stability leading to investment
•     More certainty regarding export revenue for firms
•     More certainty regarding import prices for firms
•     Consumers benefitting from stable prices
•     Possible avoidance of deflationary pressure if revalued
•     Improving competitiveness of firms if devalued
•     Increased trade flows with the EU due to increased transparency in prices if

fixed to Euro.

Arguments why managing the exchange rate may not be beneficial:

•     Loss of ability to use interest rates effectively
•     May be expensive for government
•     Loss of BoE’s independence and use of policy instruments
•     Conflicts and trade-offs with other macroeconomic objectives
•     Potential of choosing "the wrong rate" to fix at
•     The UK’s historical experience with the ERM
•     Loss of automatic adjustment or stabilisation

Evaluation •     The relative success or lack of success in the use of interest rates in the
past

•     The possible success or lack of success in the use of quantitative easing in
the past

•     The relative importance of the trade deficit in terms of other macroeconomic
goals, is it more important to focus on domestic consumption?

•     Can the government afford to prop up the currency if needed or does this
contradict aims to reduce the budget deficit?

•     Is the currency the major problem with the UK’s export competitiveness or
is it due to structural problems and a lack of productivity?

•     Would fixing the exchange rate low lead to a "race to the bottom" with other
currencies?

Examiners should note that, for some of the weaker or average candidates,
parts of the above represent quite sophisticated evaluation and so it is
important to ensure that more basic evaluation is adequately rewarded where a
genuine effort has been made to display that skill.
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Also give credit
for

•     Reference to the UK / other economies
•     Diagrams
•     An overall judgement on the issues raised.

It will only be possible for candidates to consider a few of the above. They may also discuss
issues not not mentioned above.

[25]

The anticipated diagram would make appropriate use of diagrams, e.g. AD/AS, currency
diagrams.

Relevant issues include:
•   For a relevant explanation of a devaluation of the exchange rate: An exchange rate is the

value of one currency in terms of another and a devaluation is when a currency is lowered
in value against another. This usually occurs in a fixed exchange rate system unlike a
depreciation which is in a floating exchange rate system.

•   Numerical example of a devaluation.
•   As China devalues its currency, the value of the yuan falls in relation to the pound,

therefore one pound buys more yuan. This makes imports from China relatively cheaper
and exports from the UK to China relatively more expensive, thus the value of imports rises
and the value of exports fall which are both components of aggregate demand causing
aggregate demand to fall therefore reducing real national output and creating negative
short-run economic growth.

•   Effects on investment.
•   Effects on business confidence.

[9]

5.

In this part of the question, candidates will need to demonstrate that they are able to evaluate
issues and arguments to support a conclusion if they are to be awarded more than 15 marks.6.

 

Level 5 Good analysis and good evaluation 22 to 25 marks

Mid-Point 24 marks

Level 4 Good analysis but limited evaluation

OR

Reasonable analysis and reasonable evaluation

17 to 21

Mid-Point 19 marks

Level 3 Reasonable including some correct analysis but
very limited evaluation

10 to 16

Mid-Point 13 marks

Level 2 Weak with some understanding 4 to 9

Mid-Point 7 marks

Level 1 Very weak 0 to 3

Mid-Point 2 marks
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Issues and areas for discussion include
 

Introduction •     Balance of payments
•     Current account and capital account
•     Exchange rates
•     Macroeconomic performance indicators

Developing the
response to the
question:

(application and
analysis)

Arguments why an appreciation of the pound against the Euro
may be beneficial to the UK’s macroeconomic performance

•     The effects of cheaper raw materials from Europe on inflation
•     The effects on competitiveness with the rest of the world if costs

are lower
•     Impacts on UK manufacturing employment of cheaper

European raw materials
•     Potential improvements to productivity in response to more

expensive exports
•     Impacts of non-price competitiveness in response to more

expensive exports
•     Could reduce inflationary pressure if the economy is in a boom
•     May act as a stabiliser to UK growth

Arguments why an appreciation of the pound against the Euro
may be detrimental to the UK’s macroeconomic performance

•     The effects of cheaper raw materials from Europe on
unemployment

•     Outsourcing to Europe affecting employment and growth
•     The loss of export competitiveness against Europe
•     Potential falls in FDI from Europe due to increased costs and its

effects on growth

Evaluation •     Depends upon the duration of the change, self-correction may
occur

•     Other issues other than exchange rate may have greater
potential impacts on the economy such as domestic fiscal and
monetary policy

•     The Marshall-Lerner condition (not in specification) and the
effects of changing exchange rates upon the current account of
the balance of payments

•     Changes to the patterns of trade and the importance of the
exchange rate multilaterally rather than bilaterally.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated
evaluation and so it is important to ensure that more basic
evaluation is adequately rewarded where a genuine effort has been
made to display that skill.

Also give credit for •     Reference to the UK / other economies
•     Diagrams
•     An overall judgement on the issues raised
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It will only be possible for candidates to consider a few of the above. They may also discuss
other issues not mentioned above.

[25]

 

Response Max 2 marks

For the correct answer 3.1% or any answer between 2.9% to 3.2% The ‘unit’,
(%) must be shown and to one decimal place.

2 marks

For the correct answer without a unit shown or not to one decimal place. 1 mark

[2]

7.

Relevant issues include:

•   definitions/explanations: expenditure-switching policies, trade, trade deficit, balance of
trade

•   explaining the difference between expenditure-switching policies and expenditure-reducing
policies

•   how expenditure-switching policies cause a shift in consumption away from imports and
towards domestic consumption and exports

•   reasons for wishing to reduce a trade deficit
•   explaining expenditure-switching policies linked to protectionism in terms of:

◦   tariffs
◦   quotas
◦   non-tariff barriers
◦   export subsidies

8.

•   explaining expenditure-switching policies in terms of exchange rate manipulation in terms
of:
◦   direct government intervention in terms of buying and selling currency
◦   indirect intervention in terms of manipulation of interest rates

•   explaining expenditure-switching policies in terms of supply-side policies and making
domestic goods and services more competitive

•   the relative effects on the volume and value of imports and exports
•   the impact on net trade.

Page 18 of 49
S T E M U P . C O . U K

https://stemup.co.uk


 

Level of
response

Response Max
15 marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning.

11–15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6–10
marks

1

A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1–5
marks

[15]
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Relevant issues include:
•        definitions/explanations: trade, pattern of trade
•        explaining the pattern in terms of the geographical distribution of UK exports and imports
•        explaining the significance of trade to the UK economy
•        explaining the pattern in terms of different goods and services traded
•        using relevant examples to illustrate the changes in the pattern of trade
•        explaining comparative advantage and how changes in comparative advantage might be

significant
•        giving a numerical example of comparative advantage
•        explaining other possible reasons for changes in the pattern of trade, eg:

○       changes in absolute advantage
○       changes in protectionist/free trade policies in other countries
○       joining/changing membership of trading blocs
○       consideration of trade diversion/trade creation due to trading blocs
○       exchange rate changes
○       changing quality/reputation
○       government intervention distorting markets
○       de-industrialisation
○       causes and changes in globalisation
○       external shocks
○       economic development
○       factor endowment and exploitation of resources
○       innovation and invention (both product and process)
○       any other valid argument.

The use of relevant diagrams, such as a tariff diagram, to support the analysis should be taken
into account when assessing the quality of the candidate’s response to the question.

9.
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Level of
response

Response Max 15
marks

3 A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning.

11 – 15
marks

2 A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6 – 10
marks

1 A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1 – 5
marks

[15]
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Areas for discussion include:
•        definitions/explanations: the balance of payments, the current account, current account

deficit
•        explaining the difference between a surplus or deficit on current account
•        explaining the composition of the current account of the balance of payments
•        explaining the historical experience of the UK’s current account
•        explaining the causes of deficits
•        explain possible measures to reduce the deficit such as:

○       exchange rate manipulation
○       changes in interest rates potentially affecting the exchange rate
○       expenditure-reducing policies
○       expenditure-switching policies
○       the role of protectionism
○       government role in export promotion/trade deals
○       the role of fiscal and monetary policy
○       supply-side improvements which might begin to provide a solution to the weakness,

such as:
–        competitiveness/unit labour costs
–        investment (human and physical capital)
–        technology, R&D and productivity
–        infrastructure

•        consideration of the UK’s membership of the WTO and EU restricting its ability to use
protectionism

•        consideration of whether the deficit is a problem if the capital account is in surplus
•        consideration of the impact on other macroeconomic goals of trying to reduce the deficit on

the current account of the balance of payments.

The use of relevant diagrams such as AD/AS diagrams to support the analysis should be taken
into account when assessing the quality of the student’s response to the question.

10.
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Level of
response

Response Max 25
marks

5 Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4 Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to
support the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3 Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing

satisfactory knowledge and understanding of economic terminology,
concepts and principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt
to make relevant judgements but these are not well-supported by
arguments and/or data.

11 – 15
marks

2 A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1 A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which, at best, is very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]
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Areas for discussion include:
•        definitions/explanations: monetary policy, deflation, developed economies
•        deflation and the different types (malign v benign)
•        the effects of deflation
•        the nature of developed economies and different experiences of deflation
•        the role of interest rates and the transmission mechanism
•        the effects of interest rates on investment, employment, saving and consumption
•        the link between long-term saving and long-term investment
•        the effectiveness of interest rates at very low levels including negative interest rates
•        consideration of the MPC’s role, primarily in targeting inflation but also in targeting growth
•        consideration of differences in the two economies which may determine the effectiveness

of monetary policy
•        the use of quantitative easing and consideration of its success
•        the possible role of the exchange rate in stimulating the economy
•        the use of fiscal policy and fiscal stimulus
•        considering how government debt may affect the ability to use fiscal policy
•        considering how private-sector debt may influence the effectiveness of policies designed to

combat deflation
•        consideration of the potential conflicts in policy
•        the significance of economic shocks and their impact on policies to tackle deflation.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

11.
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Level of
response

Response Max 25
marks

5 Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4 Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to
support the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3 Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing

satisfactory knowledge and understanding of economic terminology,
concepts and principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt
to make relevant judgements but these are not well-supported by
arguments and/or data.

11 – 15
marks

2 A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1 A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which, at best, is very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]

A

[1]
12.
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Areas for discussion include:

•   definitions/explanations: trade or current account deficit, trade, balance of payments,
macroeconomic performance

•   explaining how a trade or current account deficit may impact upon:
◦   economic growth
◦   unemployment
◦   inflation
◦   other measures of performance

•   considering the causes of the trade or current account deficit
•   explaining the difference between trade in goods and services
•   considering other parts of the current account of the balance of payments, ie primary and

secondary income flows, and their significance
•   the role of the capital and financial accounts
•   the significance of having a floating exchange rate
•   possible government responses to the deficit and their impact on macroeconomic

performance
•   the UK’s past experiences with current account deficits
•   the relative importance of the current account deficit in comparison to the other economic

goals
•   the “persistent” nature of the deficit
•   the potential costs and benefits of surpluses on the financial account
•   possible structural problems in the UK economy causing the imbalance.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

13.
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Level of
response

Response Max
25 marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to
support the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing

satisfactory knowledge and understanding of economic terminology,
concepts and principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt
to make relevant judgements but these are not well-supported by
arguments and/or data.

11 – 15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which, at best, is very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]

D

[1]
14.
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Level of
response

An answer that: Max 9
marks

3

•     is well organised and develops one or more of the key issues that are
relevant to the question

•     shows sound knowledge and understanding of relevant economic
terminology, concepts and principles

•     includes good application of relevant economic principles and/or good
use of data to support the response

•     includes well-focused analysis with a clear, logical chain of reasoning
•     includes a relevant diagram that will, at the top of this level, be accurate

and used appropriately.

7 – 9
marks

2

•     includes one or more issues that are relevant to the question
•     shows reasonable knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles and/or
data to the question

•     includes some reasonable analysis but it might not be adequately
developed and may be confused in places

•     may include a relevant diagram.

4 – 6
marks

1

•     is very brief and/or lacks coherence
•     shows some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     demonstrates very limited ability to apply relevant economic principles

and/or data to the question
•     may include some very limited analysis but the analysis lacks focus

and/or becomes confused
•     may include a relevant diagram but the diagram is not used and/or is

inaccurate in some respects.

1 – 3
marks

15.

A demand and supply diagram is expected showing a rise in demand and/or a fall in supply of
the currency. Axes vary on the Y axes of this diagram. Accept anything suitable that indicates the
exchange rate but not “price” on its own.

Relevant issues include

•   definitions/explanations: exchange rate, floating exchange rate, correcting a trade surplus
•   explaining how a trade surplus puts upward pressure on the exchange rate
•   describing effects on the supply and demand for the currency
•   describing an appreciation of the currency leading to a rise in export prices and a fall in the

price of imports and explaining the subsequent impact on the volume and/or value of
exports and imports

•   considering the elasticity of demand for imports and exports and the (inverse) J curve
effect

•   linking the falling value of exports and/or rising value of imports to a reduction in the trade
surplus.

[9]
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Response Max 4 marks

•     includes evidence that shows that the UK’s trade performance has been
disappointing given the fall in the value of the pound

•     clearly explains how this data is evidence that the UK’s trade performance has
been disappointing given the fall in the value of the pound.

4 marks

•     includes evidence that shows that the UK’s trade performance has been
disappointing given the fall in the value of the pound

•     unclear explanation of how this data is evidence that the UK’s trade
performance has been disappointing given the fall in the value of the pound.

3 marks

•     includes some limited evidence that shows that the UK’s trade performance has
been disappointing given the fall in the value of the pound

•     limited explanation of how this data is evidence that the UK’s trade
performance has been disappointing given the fall in the value of the pound.

2 marks

•     includes evidence that does not clearly show that the UK’s trade performance
has been disappointing given the fall in the value of the pound

•     no explanation of how this data is evidence that the UK’s trade performance
has been disappointing given the fall in the value of the pound.

1 mark

16.

Relevant issues include:

•   explanation of relevant terms/phrases such as ‘fall in the value of the pound’, ‘disappointing
trade performance’

•   explaining that a fall in the exchange rate should make the UK more internationally
competitive, increasing exports, decreasing imports and reducing the trade deficit

•   the balance of total trade is in deficit throughout the whole of the period from November
2015 to November 2016, indicating the value of exports has not overtaken the value of
imports

•   the total trade deficit ranges from £0.3bn in December 2015 to £5.3bn in September 2016,
indicating either a falling value of exports or rising value of imports

•   the total trade deficit ends larger than it started. In November 2015, the deficit was £2.5bn
whereas in November 2016 it was £4.8bn

•   the goods balance is in deficit throughout the whole period from November 2015 to
November 2016 indicating the value of exports of goods has not overtaken the value of
imports of goods

•   the goods deficits range from £8bn in December 2015 to £13.8bn in September 2016
•   the deficit in goods ends larger than it started. In November 2015, the deficit in goods was

£9.5bn whereas in November 2016 it was £12.1bn
•   the balance in services did not improve over the whole period. It started at £8bn in

November 2015 and ended at £8bn in November 2016.

Note: Accept figures that are within a range of + or − £0.5bn.
[4]
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Calculation: 93.13 − 74.10 × 100      = 20.43380     = −20.43% to two decimal places
  93.13

Note: The candidate must include the ‘minus’ (−) sign or state that this is a ‘fall’ or ‘depreciation’
for the full 2 marks.

 

Response Marks

For the correct answer (−20.43%) with the % sign and to two decimal places. 2 marks

For a correct answer (−20.43%) but without the % sign and/or not to two decimal
places. Also, for an answer of 20.43% but without an indication of a minus (−), fall
or depreciation.

1 mark

[2]

17.

A

[1]
18.

Areas for discussion include:
•   definitions/explanations: macroeconomic performance, depreciation
•   explaining the causes of a depreciation in the currency
•   explaining the impact of depreciation on the price of imports or exports

19.

•   explaining the impact of a depreciation of the pound on economic growth
◦   such as the effects on AD
◦   such as the potential rise in FDI

•   explaining the impact of a depreciation of the pound on unemployment
◦   such as a rise in exports and the subsequent increase in the derived demand for

labour
•   explaining the impact of a depreciation of the pound on inflation

◦   such as the impact on demand-pull inflation from rising exports
◦   such as the increased cost of raw materials or other imports

•   explaining the impact of a depreciation of the pound on the current account of the balance
of payments
◦   such as increased international competitiveness and a rise in exports
◦   such as the relative price of foreign goods becoming more expensive and a fall in

imports
•   considering the extent of the fall in currency and its subsequent impacts
•   considering whether the currency self-corrects to some extent
•   considering short-run and long-run implications of depreciation, e.g. on economic growth
•   considering the Marshall-Lerner condition, elasticities and the ‘J-curve’ effect
•   considering whether it has any impact in the long run, e.g. will the inflationary impact of the

depreciation erode its effects?
•   considering the short-run and long-run impact of a fall in the exchange rate on living

standards.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Level of
response

Response Max 25
marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to support
the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing satisfactory

knowledge and understanding of economic terminology, concepts and
principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt to
make relevant judgements but these aren’t well-supported by arguments
and/or data.

11 – 15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principle but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which is, at best, very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]
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Relevant issues include:
•   definitions/explanations: exchange rate, floating exchange rate, depreciation, the role of the

FOREX market
•   giving examples of depreciation (such as a numerical example)
•   explaining that the value of a currency is determined by the demand for and supply of the

currency
•   explaining why a fall in demand for or increase in supply of currency will lead to a fall in the

equilibrium exchange rate
•   identifying and explaining reasons why the demand for currency may fall such as:

◦   a fall in exports
◦   a fall in inward FDI
◦   a fall in tourism
◦   a fall in the interest rate causing a reduction in hot money flows into the country
◦   speculation

•   identifying and explaining reasons why the supply of a currency may increase such as:
◦   a rise in imports
◦   a rise in FDI going abroad
◦   a rise in tourism to another country
◦   a fall in interest rates leading to a rise in hot money flows out of a country
◦   speculation

•   explaining government intervention which may occur if the floating exchange rate is not a
“free” float.

The use of relevant diagrams, such as a diagram showing the supply of and demand for
currencies, to support the analysis should be taken into account when assessing the quality of
the student’s response to the question.

20.
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Level of
response

Response Max 15
marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning.

11 – 15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6 – 10
marks

1

A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic terminology,

concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1 – 5
marks

[15]

A

[1]
21.
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Areas for discussion include:

•   definitions/explanations: currency union, the eurozone, exchange rate systems
•   explaining the benefits of joining a currency union such as:

○   stability of currency allowing for business planning
○   trade creation due to reduced transaction costs
○   possible benefits from increased specialisation and gains from comparative

advantage
○   price transparency between fellow members
○   possible reduced inflation due to reduced import costs
○   attracting inward investment
○   protection for smaller countries from financial crisis or speculation

•   explaining the costs of joining a currency union, such as:
○   changeover costs or menu costs to firms
○   the inability to have control over the instruments of monetary policy
○   ‘one size fits all’ interest rates
○   possibly not an optimal currency area due to cultural/language barriers
○   possibly limits to fiscal policy such as the EU growth and stability pact
○   no scope for a competitive devaluation

•   considering political factors
•   considering short-run costs and benefits against long-run costs and benefits
•   considering from different countries’ perspectives, such as the potential stability of currency

union outweighing the negative effects
•   considering the actual experiences of some European countries (such as Greece)
•   considering the difficulties of exiting a currency union, once one is established.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

22.
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Level of
response

Response Max 25
marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to support
the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing satisfactory

knowledge and understanding of economic terminology, concepts and
principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt to
make relevant judgements but these aren’t well-supported by arguments
and/or data.

11 – 15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which is, at best, very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]
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Relevant issues include:

•   definitions/explanations: appreciation, exchange rates, floating exchange rates, economic
growth

•   explaining the possible causes of an appreciation affecting the supply and demand of a
currency, such as:
○   speculation of a rise
○   inward investment
○   tourism
○   increased export demand

•   explaining how an appreciation makes imports relatively more affordable and linking it to:
○   rising imports values and effects on aggregate demand (either slowing it down or

reducing it ceteris paribus) and short-run economic growth
○   how this may affect decisions by companies over foreign direct investment and the

effects on long-run economic growth
○   reduced cost of raw materials and effects on increasing the short-run aggregate

supply curve and short-run growth
•   explaining how an appreciation makes exports less competitive and linking it to:

○   falling export values and effects on aggregate demand (either slowing it down or
reducing it ceteris paribus) and short-run economic growth

○   how this may affect domestic companies decisions to invest abroad or remain in the
domestic economy

•   considering possible multiplier effects
•   considering elasticities of demands for exports and imports and linking this to growth
•   considering exchange rate ‘uncertainty’ and potential impacts upon investment.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

23.
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Level of
response

Response Max 15
marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning.

11 – 15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6 – 10
marks

1

A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic terminology,

concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1 – 5
marks

[15]
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Areas for discussion include:

•   definitions/explanations: cost of living, standard of living, rise in the value of the pound,
exchange rate

•   explaining the possible causes of a rise in the value of the pound
•   explaining the cost of living in terms of the change in CPI/RPI
•   explaining how a sustained rise in the value of the pound may affect the cost of living:

○  by reducing import costs (such as raw materials)
○  by leading to improved purchasing power (such as cheaper foreign holidays)

•   explaining how a sustained rise in the value of the pound may affect the standard of living:
○  due to the impact on incomes and employment
○  due to the impact on consumption possibilities
○  due to the impact of the consumption of merit/demerit goods
○  due to the impact on education/health due to changing patterns of consumption
○  due to domestic job losses leading to lower disposable income

•   considering the impact depends upon different stakeholder groups (for example those on
fixed incomes may be more impacted)

•   considering that the appreciation of the currency may be self-correcting eventually
•   considering the possible subjective nature of living standards
•   considering that due to the volatile nature of exchange rates, firms may not pass on

benefits depending on the elasticities of demand
•   considering the overall benefits of exchange rate changes may be offset by changes in

other macroeconomic objectives.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

24.
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Level of
response

Response Max 25
marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to support
the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing satisfactory

knowledge and understanding of economic terminology, concepts and
principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt to
make relevant judgements but these aren’t well-supported by
argumentsand/or data.

11 – 15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which is, at best, very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]
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Relevant issues include:

•   definitions/explanations: trade, exports, value of exports
•   explaining the value of exports in terms of the quantity/volume and price of exports
•   explaining how changes in the pattern of trade can affect trade values
•   the significance of trade and exports to the UK economy
•   using relevant examples to illustrate the changes in the value of exports
•   explaining comparative advantage and possibly giving a numerical example of comparative

advantage

25.

•   explaining possible reasons for changes in the value of exports from the UK to the rest of
the world such as:
◦   changes in comparative advantage
◦   changes in protectionist/free trade policies in other countries
◦   leaving or changing membership of trading blocs such as the EU
◦   consideration of trade diversion/trade creation arguments
◦   exchange rate changes
◦   changing quality/reputation
◦   de-industrialisation
◦   economic growth (or decline) in other nations
◦   external shocks
◦   innovation and invention (both product and process)
◦   technological improvements that have led to reductions in cost of transport and

communications.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Level of
response

Response Max
15 marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning.

11–15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6–10
marks

1

A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1–5
marks

[15]
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Relevant issues include:

•   definitions/explanations: central bank, currency, exchange rate, value of currency,
appreciation

•   explaining the difference between a managed float and free float
•   explaining why countries may wish to intervene in the currency markets
•   explaining the FOREX market and the supply and demand of currency
•   explaining the role of reserves of foreign currency, or perhaps gold
•   explaining the difference between ‘direct’ currency manipulation or ‘indirect’ through

influencing the market
•   linking currency manipulation to ‘fixing’, ‘pegging’ or currency ‘ceiling’
•   explaining the flow of ‘hot money’
•   explaining how governments or central banks can prevent the value of a currency rising:

○  by selling the domestic currency and buying foreign currencies, or gold, adding to
foreign exchange reserves

○  by reducing interest rates to make the holding of domestic currency less attractive
and reducing the flow of hot money

○  by increasing the money supply (as long as this is linked to increased supply of
currency on FOREX such as increased import consumption)

○  easing exchange controls and/or encouraging overseas investment
○  the use of sovereign wealth funds to buy overseas assets, eg China investing in US

government bonds.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

26.
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Level of
response

Response Max 15
marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning.

11 – 15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6 – 10
marks

1

A weak response provides an answer that:
•     has identified one or more relevant issues
•     has some limited knowledge and understanding of economic terminology,

concepts and principles but some errors are likely
•     has very limited application of relevant economic principles to the given

context and/or data to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1 – 5
marks

[15]
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Areas for discussion include:

•   definitions/explanations: policies, trade surplus, economic growth
•   explaining the trade surplus in terms of the value of exports and imports
•   explaining how a trade surplus could add to aggregate demand (AD)
•   linking net trade to injections to the circular flow
•   linking net trade to the multiplier effect
•   explaining policies which may be used to boost a trade surplus such as:

○   supply-side policies (R+D, education, infrastructure)
○   exchange rate manipulation
○   protectionism
○   expenditure-reducing policies (although this isn’t really the emphasis of the context)
○   ending the trade war with Japan

•   explaining the drawbacks of each method and limitations such as:
○   supply-side policies (time lags/expense)
○   exchange rate manipulation (misallocating resources)
○   protectionism (retaliation)
○   expenditure-reducing policies (damaging other macroeconomic objectives)

•   explaining the effects of external shocks on trade
•   explaining how global shocks, such as a pandemic, may lead to unavoidable disruption of

trade
•   considering the effects of a trade surplus on output, employment and investment
•   considering the capital and financial accounts and their potential impacts on the economy
•   considering how long-run economic growth can be created by a trade surplus
•   considering possible trade-offs with other macroeconomic goals
•   considering the possible effects on exchange rates in the long run
•   considering the extent to which South Korea can manipulate its trade outcomes in a

globalised world.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

27.
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Level of
response

Response Max 25
marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21 – 25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to support
the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16 – 20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing satisfactory

knowledge and understanding of economic terminology, concepts and
principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt to
make relevant judgements but these aren’t well-supported by
argumentsand/or data.

11 – 15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6 – 10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which is, at best, very weak
•     includes attempted analysis which is weak and unsupported.

1 – 5
marks

[25]
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Level of
response

Response Max
15 marks

3

A good response provides an answer that:
•     is well organised and develops a selection of the key issues that are

relevant to the question
•     shows sound knowledge and understanding of economic terminology,

concepts and principles with few, if any, errors
•     includes good application of relevant economic principles and, where

appropriate, good use of data to support the response
•     includes well-focused analysis with clear, logical chains of reasoning.

11–15
marks

2

A reasonable response provides an answer that:
•     focuses on issues that are relevant to the question
•     shows satisfactory knowledge and understanding of economic

terminology, concepts and principles but some weaknesses may be
present

•     includes reasonable application of relevant economic principles and,
where appropriate, some use of data to support the response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places.

6–10
marks

1

A weak response provides an answer that:
•     has one or more relevant issues identified
•     has some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     has very limited application of relevant economic principles and/or data

to the question
•     might have some limited analysis but it may lack focus and/or become

confused.

1–5
marks

28.

Remember: AO4, ie evaluation, is not being assessed through this question.

Relevant issues include:

•   meaning of forecast and the inevitable uncertainties involved when forecasting future sales
•   identifying that the growth in the demand for aircraft is derived from the demand for both

passenger and freight air transport
•   explain the significance of the growth in the world economy and cyclical fluctuations in

economic activity
•   explain the significance of the growth in the middle-class population
•   linking the above to the growth in tourism, the demand for air travel and hence aircraft
•   the income elasticity of demand for air transport
•   expected developments in the globalisation of the world economy
•   the relative price of the company’s aircraft
•   explain the relevance of both price and cross elasticities of demand
•   the effect of changes in exchange rates
•   the rate of growth in different market segments and how they link to the type of aircraft the

company sells
•   the effect of new entrants into the market, eg COMAC
•   the extent to which the airlines need to replace ageing aircraft
•   changes in technology and the impact on the cost of operating aircraft
•   changes in technology and its effect on the environmental impact of air transport
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•   the effect of government policies and global agreements that might affect the need to
replace older aircraft by new aircraft that have a less damaging impact on the environment

•   the efficiency (eg cost per seat) of operating the company’s aircraft compared to its
competitors

•   the environmental impact of the company’s aircraft compared to its competitors
•   the safety record of the company’s aircraft compared to its competitors
•   the impact of unexpected events such as the 2007-08 financial crisis and the global

pandemic
•   consumer confidence in air travel
•   the growth in the demand for air freight, perhaps linked to expected changes in the pattern

of world trade
•   use of extracts A, B and C to support the above.

The use of relevant diagrams to support analysis should be taken into account when assessing
the quality of a candidate’s response to the question.

[15]

C

[1]
29.

Areas for discussion include:

•   definitions/explanations: exchange rates, floating exchange rate, fixed exchange rate,
exchange rate systems

•   explaining the possible ways in which ‘better’ can be assessed by linking this to the
macroeconomic objectives

•   how floating exchange rates work and the factors that may cause supply and demand of
currency to change

•   linking floating exchange rates to FOREX

30.

•   explaining the possible advantages of being on a free-floating exchange rate system (or
the disadvantages of being in a fixed system) in terms of:
◦   automatic correction/stabilisation
◦   allowing monetary policy freedom, for example interest rate manipulation
◦   reduced needs for currency reserves and government intervention
◦   speculation may be reduced
◦   depreciation may improve injections leading to benefits of growth and employment

•   explaining the possible advantages of being in a fixed exchange rate system (or the
disadvantages of being in a floating system) in terms of:
◦   avoiding sudden fluctuations which may alter costs and imports/exports
◦   encouraging confidence and investment
◦   encouraging trade
◦   possibly avoiding transaction costs if fixed in a monetary union

Page 47 of 49
S T E M U P . C O . U K

https://stemup.co.uk


•   the nature of a fixed system, whether it is in a monetary union or not
•   considering real-life examples and the fact that very few nations actually work on a truly

fixed system
•   whether currencies do actually correct or stabilise trade
•   the possible trade-offs that can occur, for example a depreciation may improve short-run

growth at the expense of inflation
•   that speculation is more prevalent in a floating rate system although it may become more

serious in a fixed rate system when it becomes obvious that the currency is over or
undervalued (the one-way option problem).

•   considering managed floats rather than truly ‘fixed’ systems
•   considering real-life examples such as: the Bretton Woods system, the ERM, Danish Krona

fixed to the euro and attempts by some other countries, particularly in Africa, to fix their
currencies to the US$ or the euro.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.
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Level of
response

Response Max
25 marks

5

Sound, focused analysis and well-supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

•     includes well-focused analysis with clear, logical chains of reasoning
•     includes supported evaluation throughout the response and in a final

conclusion.

21–25
marks

4

Sound, focused analysis and some supported evaluation that:
•     is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
•     includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to
support the response

•     includes some well-focused analysis with clear, logical chains of
reasoning

•     includes some reasonable, supported evaluation.

16–20
marks

3

Some reasonable analysis but generally unsupported evaluation that:
•     focuses on issues that are relevant to the question, showing

satisfactory knowledge and understanding of economic terminology,
concepts and principles but some weaknesses may be present

•     includes reasonable application of relevant economic principles to the
given context and, where appropriate, some use of data to support the
response

•     includes some reasonable analysis but which might not be adequately
developed or becomes confused in places

•     includes fairly superficial evaluation; there is likely to be some attempt
to make relevant judgments but these are not well-supported by
arguments and/or data.

11–15
marks

2

A fairly weak response with some understanding that:
•     includes some limited knowledge and understanding of economic

terminology, concepts and principles but some errors are likely
•     includes some limited application of relevant economic principles to the

given context and/or data to the question
•     includes some limited analysis but it may lack focus and/or become

confused
•     includes some evaluation which is weak and unsupported.

6–10
marks

1

A very weak response that:
•     includes little relevant knowledge and understanding of economic

terminology, concepts and principles
•     includes application to the given context which is, at best, very weak
•     includes attempted analysis which is weak and unsupported.

1–5
marks

[25]
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Mark schemes

 
Relevant issues/logical chains of analysis include:
•        defining exchange rate/appreciation/depreciation/revaluation/devaluation
•        the distinction between various exchange rate systems
•        trade flows will affect an exchange rate. If exports increase so too will the demand for the

currency of the exporting country by overseas buyers. This will cause the exchange rate to
appreciate. Equally, if imports into a country increase, so too will the supply of that
country’s currency, causing the exchange rate to depreciate

•        Investment flows, competitiveness government involvement in FOREX, interest rates and
hot-money flows, expectations, confidence

•        External factors such as strong US or Eurozone recovery or an economic shock such as an
international banking crisis

•        diagrams to help support explanations, eg supply of, and demand for, a currency or for
exports and/or imports

[15]

1.
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Issues and areas for discussion include:

 

Introduction •     the Eurozone and the EU
•     UK status
•     economic criteria for measuring impact
•     the likely nature of Eurozone break-up.

Developing the
response to the
question
(Application)

•     the degree of stability that had existed before the global financial crisis
especially for the weaker members (lines 3–4)

•     the significance of the debt crisis (lines 8–13)
•     the importance of eurozone stability for the UK (lines 35–39)
•     the inability of the UK to be immune from the eurozone problems even

though it lies outside the eurozone (lines 39–41)
•     GDP
•     injections/withdrawals from the circular flow
•     cyclical/structural unemployment.

Analysis •     economic instability in the eurozone or more widely in the EU
•     the impact on the £
•     the impact on the euro
•     the status and stability of the restored national currencies of those

economies leaving the eurozone
•     UK economic growth
•     UK employment.
•     UK balance of payments, current and capital accounts, especially the

impact othe world economy UK exports
•     the impact on the UK banking/financial sector
•     the scale of any UK commitment to ‘bail-outs’
•     diagrams to help the analysis
•     reference to the real world.

Evaluation •     the significance of which countries actually leave the eurozone
•     how many countries decide to leave
•     the policies those countries decide to pursue following their exit
•     whether or not the exit of some countries leaves the eurozone as a much

stronger economic entity with which the UK establishes even stronger
economic ties

•     the relative value of the £ in relation to the newly restored national
currencies

•     if there is a continuing crisis whether or not the UK can compensate by
developing stronger economic ties elsewhere in the world

•     whether the UK and the remaining members of the eurozone pursue
policies intended to support the economies exiting from the eurozone

•     the exit of countries in the context of the state of the world economy
at that point and the EU economy in particular

•     the potential significance of the EU still remaining as an economic
entity with, for example, the SEM still intact

•     reference to what actually happens when this paper is sat by candidates
and what is suggested in the data

•     a final judgment on the issue of countries leaving the eurozone.

Examiners should note that, for some of the weaker or average candidates,
parts of the above represent quite sophisticated evaluation and so it is
important to ensure that more basic evaluation is adequately rewarded where a

2.

Page 11 of 19
S T E M U P . C O . U K

https://stemup.co.uk


genuine effort has been made to display that skill.

It will only be possible for candidates to consider a few of the above. They may also discuss
other issues not mentioned above.

[25]

 

The calculation: Value: In 1999, a euro was worth $1.20, causing the American
price of the good exported from the Eurozone and priced at
€20 to be (20 × $1.20) $24.00.

 

For the correct answer (working need not be shown) with $ sign
shown, ie $24

2 marks

For the correct answer without the $ sign shown, ie 24. 1 mark

[2]

3.
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Introduction •     Exchange rate
•     Floating exchange rate
•     Other exchange rate systems
•     Macroeconomic stability.

Developing the
response to the
question
(application and
analysis)

•     Automatic adjustment under a floating exchange rate
•     The significance of automatic adjustment for macroeconomic stability
•     Interest rates determined by domestic conditions but nevertheless

impacting on the exchange rate
•     Speculation and its impact
•     Global economic shocks
•     Economic growth and stability
•     The exchange rate and prices
•     The exchange rate and the balance of payments on current account
•     The exchange rate and employment
•     A floating exchange rate and business confidence
•     The possible significance of intervention by the authorities in an era of

managed flexibility
•     Other factors which are more effective in achieving stability

Evaluation •     The likelihood of automatic adjustment occurring efficiently or at all
•     Whether other conditions potentially able to secure stability can

counteract any destabilising effect of a floating exchange rate or will it
be vice versa?

•     The extent of changes to an exchange rate under a floating system
•     The impact of economic shocks making it very unlikely that stability

can be achieved whatever the exchange rate system in operation
•     The preparedness of a government to intervene to influence an

exchange rate in order that macroeconomic stability can be achieved
•     In reality, how long is ‘a period of macroeconomic stability’ expected

to be?
•     Are changes in an exchange rate, within reason, really relevant to

achieving macroeconomic stability?
•     The need to recognise that a floating exchange rate may help to

stabilise one aspect of the macroeconomy, eg prices, but not do a
great deal for another aspect, eg economic growth.

Examiners should note that, for some of the weaker or average
candidates, parts of the above represent quite sophisticated evaluation
and so it is important to ensure that more basic evaluation is adequately
rewarded where a genuine effort has been made to display that skill.

Also give credit
for:

•     Reference to the UK/other economies
•     Diagrams
•     An overall judgement on the issues raised.

6.

It will only be possible for candidates to consider a few of the above. They may also discuss
other issues not mentioned above.

[25]

 
B

[1]

7.
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Explanation:
 

Definition: Interest rates are the returns to saving or the cost of borrowing whereas figures
have been adjusted to take into account inflation so the real interest rate is the nominal
interest rate minus the inflation rate.

 

Analysis:
 

For example: as interest rates fall as part of a loose monetary policy speculators will
decide there is little return from holding money in the currency in question and will move
money to where rates of return are better this will lead to a capital flight from that currency
to more profitable currencies which increases supply and also a decreasing demand for the
original currency and as a result will depreciate the original currency.

Use of appropriate diagrams, eg supply and demand of currency/exchange rates.

Reference to the UK or other economies.

[9]

8.

 

For defining/explaining

•     Globalisation

•     Balance of payments on current account

•     Trade deficit

•     Import controls.

9.

 

For example: By carrying out supply-side policies such as training and education this
would hopefully improve productivity in the domestic market which should improve the
potential output per worker which increases the long run productive potential of the
economy. This could reduce the general price level which makes domestic goods and
services more competitive abroad which may lead to other countries increasing demand for
the UK’s exports such as financial services in which the UK holds a comparative advantage
and if the value of imports remains the same this may reduce the balance of payments on
the current account.

Other examples could include: issues such as exchange rate depreciation, expenditure
reducing policies or export subsidies.

Use of diagrams to help support explanations, eg LRAS increasing or exchange rate
depreciation.

Reference to the UK and/or other economies.

[15]
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Areas for discussion include:
•        definitions of free trade and protectionist policy in context of international trade
•        types of protectionist policy
•        potential benefits gained through protectionist policies e.g in relation to growth, jobs

the current account of the balance of payments
•        the growing UK current account deficit; has been at record levels as a percentage of

GDP
•        businesses may find it hard to compete against low-cost foreign competition
•        improvements in technology, transport etc. make it easier for consumers to buy from

abroad
•        impact of international trade on government objectives for jobs and the current

account balance
•        cheaper labour overseas makes it hard for UK businesses to compete on price
•        cheap labour is just another form of comparative advantage and should not be seen

as unfair
•        arguments to justify protection, e.g. infant industry, job protection, prevention of

dumping
•        membership of the WTO makes it very difficult for the UK to adopt protectionist

policies
•        EU membership means severe limitations on what protectionist measures can be

introduced
•        protectionist policies are likely to lead to retaliation from other countries no real

evidence that protectionist policies work in long-run – countries with highly protected
industries have not outperformed those with more open economies

•        discussion of alternatives to protectionism, eg allowing the exchange rate to fall
international trade may make it easier to achieve some government objectives, e.g.
low inflation and high productivity

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

[25]

10.

 
Relevant issues include:
•        definition of international trade
•        absolute and comparative advantage
•        benefits of comparative advantage as long as trade occurs at a mutually beneficial

terms of trade
•        numerical example to illustrate the principle of comparative advantage
•        international trade allows specialisation so countries can benefit from more efficient

production which should mean more jobs and cheaper prices for consumers
•        availability of consumer goods that cannot be easily produced in UK
•        increased choice for consumers which should lead to lower prices and higher quality

products
•        helps to prevent domestic firms with monopoly power exploiting consumers
•        the dynamic effects of international trade on domestic producers, eg through

increased competition stimulating improvements in productivity and innovation

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

[15]

12.
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Areas for discussion include:
•        definitions of unemployment and deficit reduction
•        different types of unemployment
•        policies that can be used to reduce unemployment
•        methods by which deficit can be reduced, eg tax increases and/or spending cuts by

the government
•        reasons for current deficit-reduction policy
•        effects of deficit reduction on aggregate demand, output and employment
•        multiplier effects
•        how different methods of reducing the deficit will affect unemployment, e.g. tax

increases, cuts in welfare, cuts in direct government spending on goods and services
•        recent changes in unemployment in the UK
•        supply-side policies can help to reduce unemployment
•        how a reduction in the deficit can affect different types of unemployment
•        how other components of AD may rise as the government’s contribution to AD falls
•        factors that may boost AD to replace the effect of lost government expenditure, eg

crowding-in effects
•        size and pace of any planned deficit reduction
•        cuts in government expenditure may or may not fall on areas that affect employment

significantly
•        time lag between the deficit-reduction policy and the effect on employment
•        the impact of events in the rest of the world
•        the impact of changes in the sterling exchange rate
•        monetary policy may help to offset policy of deficit reduction, eg low UK interest rates

and unconventional monetary policy measures have supported the expansion of AD
since 2008/9

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

[25]

13.

 
Relevant issues include:
•        lower AD leading to a fall in the price level
•        reduction in consumer confidence and spending
•        lower business confidence and investment
•        price cutting by firms in a period of recession
•        recession/deflation in the rest of the world
•        falling world commodity prices
•        strengthening exchange rate
•        technological breakthroughs lowering costs of production
•        impact of cheaper imports from low waged economies
•        malign v benign deflation

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the student’s response to the question.

[15]

14.
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Calculation:

$36 617/1.7 = £21 539
 

Response Marks

For the correct answer with the £ sign and to nearest £ 2 marks

For a correct answer but without the £ sign and/or not to nearest £ 1 mark

[2]

15.

 
C

[1]

17.

In this part of the question, candidates will need to demonstrate that they are able to evaluate
issues and arguments to support a conclusion if they are to be awarded more than 15 marks.18.

 

Level 5 Good analysis and good evaluation 22 to 25 marks

Mid-Point 24 marks

Level 4 Good analysis but limited evaluation

OR

Reasonable analysis and reasonable evaluation

17 to 21

Mid-Point 19 marks

Level 3 Reasonable including some correct analysis but
very limited evaluation

10 to 16

Mid-Point 13 marks

Level 2 Weak with some understanding 4 to 9

Mid-Point 7 marks

Level 1 Very weak 0 to 3

Mid-Point 2 marks
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Introduction •     The EU
•     How benefits to individuals and firms can be measured
•     Consumer welfare

Developing the
response to the
question:

(application and
analysis)

Benefits of EU membership on individuals and firms:

•     Job creation in export industries
•     Increased supply of labour potentially reduces costs for firms
•     Lower cost labour reduces cost of living therefore improved consumer

welfare
•     Firm’s costs are reduced for raw materials from within EU
•     Economies of scale
•     Competition drives efficiency in firms
•     Other benefits e.g. maternity / paternity benefits (Individuals)
•     Microeconomic effects and effects on individual markets e.g. CAP
•     Potentially larger markets for firms
•     Employment opportunities accessible in other countries

Costs of EU membership on individuals and firms:

•     Structural unemployment in certain regions due to free trade
•     Pressure on public services due to increased population as a result of

immigration from other EU countries
•     Higher taxes on individuals to pay for public services
•     Increased supply of labour could lower wages for individuals
•     Higher taxes as a result of EU contributions
•     Microeconomic effects such as higher agricultural prices due to common

external tariff and CAP
•     EU regulations increasing costs
•     Competition causing firms to go bust

Evaluation •     Benefits to some people such as lower cost for wages for firms may be a
problem for others for example low-paid workers

•     Difficulty of estimating what would have happened had the UK not been in
the EU

•     Different experiences in different regions of the UK, structural
unemployment may be exacerbated in some areas

•     How do we measure benefits? The issues are somewhat subjective

•     What is the alternative? Potential of “Brexit”

Examiners should note that, for some of the weaker or average candidates,
parts of the above represent quite sophisticated evaluation and so it is
important to ensure that more basic evaluation is adequately rewarded where a
genuine effort has been made to display that skill.

Also give credit
for

•     Reference to the UK / other economies
•     Diagrams
•     An overall judgement on the issues raised.

It will only be possible for candidates to consider a few of the above. They may also discuss
other issues not mentioned above.

[25]
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Areas for discussion include:
•        nature of monetary policy
•        the Bank of England/MPC and the operation of monetary policy in the UK
•        what is meant by macroeconomic stability and the indicators of macroeconomic

performance
•        how monetary policy affects macroeconomic performance, eg by influencing

aggregate demand, influencing expectations, impacts on financial markets
•        monetary policy transmission mechanisms
•        role of interest rates in affecting aggregate demand
•        limitations of changes in bank rate, eg likely to be less effective when confidence is

low, may not be reflected in market interest rates, the lower pound problem
•        quantitative easing, Funding for Lending, Forward Guidance and other less

conventional monetary measures
•        monetary policy as a means of fine-tuning the economy and responding to economic

shocks
•        monetary policy and long-run growth
•        monetary policy, debt and asset prices
•        monetary policy and the exchange rate
•        monetary policy in a world of floating exchange rates and ‘unrestricted’ capital flows
•        the contribution, or otherwise, of monetary policy to the period of stability (eg

1993-2006)
•        the contribution of monetary policy to the credit crunch
•        the impact of monetary policy since the credit crunch.

The use of relevant diagrams to support the analysis should be taken into account when
assessing the quality of the candidate’s response to the question.

[25]

19.
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