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Section A

Answer this question.

Emerging economies and the way out of a recession

During the recession of 2009 several economists forecast that some emerging (fast developing)
economies would perform better than the developed economies. One indicator of this, they said,
was the strength of the exchange rate of the currency of some emerging economies against the
US dollar. For example, between November 2008 and July 2009, the Brazilian currency rose 11.4%
against the dollar and the Indonesian currency rose 10.2%. Another indicator was the forecast
growth rate in GDP as shown in Table 1.

Table 1: Forecast growth rate in GDP for selected countries

Forecast Growth Rate in GDP
2009 % | 2010 %

us 2.7 +1.4
UK -35 +0.3
Germany -4.3 +0.3
Japan —-6.5 +0.4
Hong Kong -5.9 -0.3
China +6.0 +7.0
Singapore -7.5 +1.9
Brazil -15 +2.7
Columbia -1.0 +1.5
India +5.0 +6.4
Indonesia -1.3 +0.6

Emerging economies are often dependent on exports to achieve an increase in GDP. Some
economists suggested that it would be better for their economic growth if these countries were to
concentrate on domestic demand rather than exports.

China, in particular, they said could lead the world out of the recession if it relied increasingly on
domestic demand. Indeed, the Chinese government encouraged a shift from export-led industries
to programmes aimed at improving the Chinese infrastructure in order to create jobs and thus
increase consumption of Chinese goods. Banks were encouraged to make borrowing easier in
order to create more credit for consumers and businesses. The government started a massive
fiscal stimulus and increased its forecast of GDP to a growth rate of 8.3% in 2009 and 10.9% for
2010 (previous forecast figures were 6.0% and 7.0% as in Table 1).

However, other economists do not accept that there should be an emphasis on domestic demand.
They argue that trading links are the strongest evidence of the emerging economies’ ability to
grow. They state ‘no emerging market that adopted an export-led growth model has subsequently
needed to break away from it — including China’. China’s exports as a percentage of GDP are
32% compared with only 13% for the US. Smaller Asian countries are even more dependent
on exports; Singapore’s ratio of exports to GDP is 234%, Hong Kong's is 169%. It will be difficult
for economies such as these to increase domestic demand and reduce their dependence on
export-led growth.
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(@) Explain what is meant by GDP.

(b) The article says that banks were encouraged to make borrowing easier.

(c) Isthere enough evidence in the article to support the view that there has been an improvement
in the economic situation of emerging economies? [6]

(d) Identify the two policy approaches suggested by economists in the article and discuss
whether there is a conflict between them. [8]
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Section B

Answer two questions.

2 The use of cars causes market failure. To achieve an efficient use of resources it would be better |
governments intervened to affect both the production and the use of cars.

Explain the meaning of the terms ‘market failure’ and ‘the efficient use of resources’ and analyse
whether economic theory can be used to support this argument. [25]
3 (a) Discuss whether demand schedules and budget line diagrams are similar in the way they

represent the effect of

(i) arise in the price of a good

(i) arise in a consumer’s income. [12]

(b) Analyse what is meant by the equi-marginal principle of consumer demand and whether it

can be linked to the derivation of a market demand curve. [13]

4 (a) Discuss whether it is always advantageous for a firm to grow in size. [12]
(b) Explain the economic theory of profit maximisation for a firm and consider whether firms are

likely to follow this theory in fixing their price and output. [13]

5 Inimperfect competition, labour markets can lead to worker exploitation in terms of the wage rates
they receive compared with wage rates in perfect competition. Discuss this opinion. [25]

6 (a) Anincrease ininvestment will raise national income but an increase in the desire by consumers
to save will reduce national income.
Explain why this is the case. [12]

(b) To increase national income, interest rates should be lowered; indeed lowering interest rates
is the only policy available to increase national income.

Discuss whether you support this opinion. [13]
7 (a) As an economy develops, the relative importance of different sectors of production changes.
Explain, with examples, why the pattern of employment might change as an economy

develops. [12]

(b) Discuss whether increases in economic growth are necessarily beneficial to an economy.[13]
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