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Section A

Answer this question.

Income, Spending and Prices in the US

Table 1 Some economic indicators for the US economy

personal consumer consumer

income spending prices
Nov 2008 fell 0.4% fell 0.8% fell 2.1%
Dec 2008 fell 0.2% fell 1.0% fell 1.0%
Jan 2009 rose 0.2% rose 1.0% rose 0.3%
Feb 2009 fell 0.2% rose 0.2% rose 0.4%

Consumer spending in the US fell by 0.8% in November 2008 and by a further 1% in
December. December 2008 was the sixth consecutive month in which consumers

cut back on their spending. Between October and December 2008 spending fell by a

record 8.9%. Consumers were in a mood to increase their savings but not to go out and

spend. Generally, that's a good thing, but not when everyone does it at the same time. 5
By January 2009, the savings rate in the US had reached the highest it had been for

14 years. This increase in savings was caused by low consumer confidence and the fear

of higher unemployment.

Declining consumer spending is a particularly troubling sign for the US economy, because
spending accounts for more than two-thirds of GDP. GDP fell by 3.9% between October 10
and December 2008, the sharpest decline in 26 years.

This decline in spending resulted in
— a proposed $888 bhillion stimulus plan from the government, including about
$278 billion in tax cuts,
— companies reducing their workforce to cut costs because of falling revenue, 15
— the expectation that business investment, which accounts for about one-tenth
of US GDP, would decline during 2009.

(@) What evidence is there in the data that the economic situation in the US improved after
December 20087 [3]

(b) How far is there any consistent link in the data between
(i) changes in personal income and consumer spending and

(i) changes in overall prices and consumer spending? [5]
(c) Explain why a fall in spending might be expected to lead to a fall in business investment. [4]

(d) Do you agree that a rise in savings is generally ‘a good thing, but not when everyone does it
at the same time’ (line 5)? [8]
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Section B

Answer two questions.

In 2007 the UK Competition Commission indicated that failure in the market mechanism woul
result in both winners and losers.

(@) Explain why producers are usually the winners and consumers are usually the losers when
the market fails. [12]

(b) Discuss what the government might do when there are losers because the market mechanism
has failed. [13]

In March 2009, the government of France agreed to pay 250 million Euros to the car manufacturer
Renault, which employed 63000 workers, on condition that it would not reduce the number of
French jobs or factories. General Motors, a US car manufacturer which employed 600000 workers,
said that it needed $2 million in government aid to avoid bankruptcy.

(a) Describe the characteristics and likely pricing policy of the market structure in which a car
manufacturer is likely to operate. [12]

(b) Discuss whether economic theory supports the idea that governments should encourage all
large organisations. [13]

(&) Analyse whether an increase in the wage rate always leads to an increase in the number of
hours worked by an individual. [10]

(b) A government stated that pay increases in the coming year should be kept to a minimum.
Discuss whether the main determinants of wage rates are factors such as trade unions and
the government rather than market forces. [15]

Economic theory emphasises the idea of an equilibrium position. Discuss whether the idea of an
equilibrium is a useful and practical way of explaining the behaviour of a consumer. [25]

(@) Explain the causes of unemployment. [12]

(b) Explain what is meant by liquidity preference and discuss how it might be affected by an
increase in unemployment. [13]

‘Developing countries have a low standard of living, yet many have much wealth in natural resources
which multi-national companies would like to exploit.

Discuss which is the better way of increasing the standard of living: to allow multi-national
companies to exploit all the natural resources, or for the government to increase expenditure on

~Adiimantianm AamA A Al rri


http://www.studentbounty.com/
http://www.studentbounty.com

4

BLANK PAGE

Copyright Acknowledgements:

Question 1 © http://money.cnn.com/2009/02/02/news/Economy/personal_income_spending/index; 20/04/09.

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every
reasonable effort has been made by the publisher (UCLES) to trace copyright holders, but if any items requiring clearance have unwittingly been included, the
publisher will be pleased to make amends at the earliest possible opportunity.

University of Cambridge International Examinations is part of the Cambridge Assessment Group. Cambridge Assessment is the brand name of University of


http://www.studentbounty.com/
http://www.studentbounty.com


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (ColorMatch RGB)
  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.245 841.846]
>> setpagedevice




