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Section A

Answer one question from this section.

Microeconomics

1. (a) Explain why a government might decide to impose an indirect tax on the consumption 
of cigarettes. [10]

 (b) Discuss the possible consequences of the imposition of an indirect tax on cigarettes for 
the different stakeholders in the market. [15]

2. (a) Explain the concepts of consumer surplus and producer surplus in the market for  
air travel. [10]

 (b) Discuss the view that a free market at competitive market equilibrium leads to the most 
efficient allocation of resources from society’s point of view. [15]
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Section B

Answer one question from this section.

Macroeconomics

3. (a) Explain, using a diagram, how interest rates are determined in an economy. [10]

 (b) Discuss the effectiveness of using expansionary monetary policy to reduce 
unemployment. [15]

4. (a) Explain how a rise in consumer confidence and business confidence might affect 
economic growth. [10]

 (b) Discuss the view that economic growth always raises living standards in a country. [15]
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Use the question-specific markscheme together with the markbands.  Award up to the maximum 
marks as indicated. 
 

Section A 
 
Microeconomics 
 
1.  (a)  Explain why a government might decide to impose an indirect tax on the 

consumption of cigarettes.   [10] 
 
  Answers may include: 

• definition of indirect tax 
• theory to explain how imposing an indirect tax on cigarettes will achieve 

government objectives of raising revenue and reducing consumption 
• diagrams to illustrate the imposition of the tax on cigarettes 
• examples of instances and/or reasons why governments impose indirect 

tax on cigarettes. 
 

N.B. Candidates can be awarded full marks for coverage of one reason why a 
government might impose an indirect tax. 

 
 

Assessment Criteria 
 

Part (a) 10 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–3 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  4–6 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There are few errors. 7–8 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There are no significant errors. 9–10 
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 (b)  Discuss the possible consequences of the imposition of an indirect tax on 
cigarettes for the different stakeholders in the market.   [15] 

 
  Answers may include: 

• definitions of indirect tax and market 
• theory to explain the implications for consumers; for producers; for the 

government 
• diagram to show the application of a tax to illustrate the impacts on different 

stakeholders 
• examples of use of indirect taxes and the impact on stakeholders in 

practice 
• synthesis or evaluation (discuss). 

 
Discussion may include: the advantages and disadvantages as applied to the 
different stakeholders and more generally in terms of society, for example 
reduced passive smoking for all as well as reduced consumption for individual 
consumers. 

  
Examiners should be aware that candidates may take a different approach 
which, if appropriate, should be rewarded. 

 
Opinions or conclusions should be presented clearly and should be supported 
by appropriate examples. 
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Assessment Criteria 
 

Part (b) 15 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–5 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  6–9 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There is an attempt at synthesis or evaluation. 
  There are few errors. 10–12 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There is evidence of appropriate synthesis or evaluation. 
  There are no significant errors. 13–15 
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2.  (a)  Explain the concepts of consumer surplus and producer surplus in the market 
for air travel.   [10] 

 
  Answers may include: 

• definitions of consumer surplus and producer surplus 
• theory to explain that consumer surplus is to be found above equilibrium 

price and below the demand curve, and that producer surplus is below 
equilibrium price but above the supply curve 

• diagram to show consumer surplus and producer surplus in the market for 
air travel 

• examples of consumer surplus and producer surplus in airline ticket pricing. 
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Assessment Criteria 
 

Part (a) 10 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–3 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  4–6 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There are few errors. 7–8 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There are no significant errors. 9–10 
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 (b)  Discuss the view that a free market at competitive market equilibrium leads to 
the most efficient allocation of resources from society’s point of view.   [15] 

 
  Answers may include: 

• definitions of competitive market equilibrium, community/social surplus, 
allocative efficiency 

• theory to explain that the demand curve represents benefits to society 
hence marginal social benefit and the supply curve costs to society hence 
marginal social cost.  At equilibrium MSB = MSC so it is the optimum 
allocation of resources from society’s point of view 

• diagram to show community/social surplus in a market at equilibrium 
• examples of markets in allocative efficiency 
• synthesis and evaluation (discuss). 

 
Candidates may argue that a market for a demerit good or in an unsustainable 
activity, even if in equilibrium, might not imply the most efficient allocation of 
resources for society.  Candidates who challenge the quotation by presenting 
a convincing argument with examples that market failure undermines 
allocative efficiency should be fully rewarded.  Market failure could be 
illustrated using externalities (production and consumption), lack of public 
goods or depletion of common access resources/threat to sustainability. 
  
Examiners should be aware that candidates may take a different approach 
which, if appropriate, should be rewarded. 

 
Opinions or conclusions should be presented clearly and should be supported 
by appropriate examples. 
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Assessment Criteria 
 

Part (b) 15 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–5 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  6–9 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There is an attempt at synthesis or evaluation. 
  There are few errors. 10–12 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There is evidence of appropriate synthesis or evaluation. 
  There are no significant errors. 13–15 
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Section B 
 
Macroeconomics 
 
3. (a)  Explain, using a diagram, how interest rates are determined in an economy.  [10] 
 
  Answers may include: 

• definition of interest rates 
• explanation of how interest rates are determined by the demand and supply 

for money.  Explanation of how the central bank influences interest rates 
• diagram to show the demand and supply curve for money (loanable funds) 

determining the equilibrium interest rate 
• examples of interest rates being determined. 

 
N.B. Where candidates just explain that the central bank sets interest rates as 
part of monetary policy with no consideration of demand and supply for 
money, a maximum of level 2 can be awarded. 
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Assessment Criteria 
 

Part (a) 10 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–3 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  4–6 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There are few errors. 7–8 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There are no significant errors. 9–10 
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 (b)  Discuss the effectiveness of using expansionary monetary policy to reduce 
unemployment.   [15] 

 
  Answers may include: 

• definitions of monetary policy and unemployment 
• explain how reducing interest rates will increase economic growth and 

reduce unemployment 
• demand and supply diagram to show how a rise in demand for labour 

reduces unemployment 
• examples of countries using expansionary monetary policy to reduce 

unemployment 
• synthesis or evaluation (discuss). 

 
Discussion may include: the use of monetary policy to reduce unemployment 
in terms of: 
• cutting interest rates may not increase the demand for labour 
• time lags associated with monetary policy 
• the policy is not appropriate for other types of unemployment like structural 

and frictional  
• expansionary monetary policy might lead to inflation 
• reduced borrowing costs could lead to substitution of labour with capital. 
  
Examiners should be aware that candidates may take a different approach 
which, if appropriate, should be rewarded. 

 
Opinions or conclusions should be presented clearly and should be supported 
by appropriate examples. 
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Assessment Criteria 
 

Part (b) 15 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–5 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  6–9 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There is an attempt at synthesis or evaluation. 
  There are few errors. 10–12 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There is evidence of appropriate synthesis or evaluation. 
  There are no significant errors. 13–15 
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4. (a)  Explain how a rise in consumer confidence and business confidence might 
affect economic growth.   [10] 

 
  Answers may include: 

• definitions of consumer confidence, business confidence and economic 
growth 

• explanation of how rising consumer confidence might increase 
consumption and AD leading to economic growth.  Explanation of how 
rising business confidence might increase investment and AD leading to 
economic growth 

• AD/AS diagram to show an increase in GDP brought about by rising 
consumption and investment 

• examples of situations where rising consumer and business confidence 
have affected economic growth. 
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Assessment Criteria 
 

Part (a) 10 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–3 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  4–6 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There are few errors. 7–8 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There are no significant errors. 9–10 
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 (b)  Discuss the view that economic growth always raises living standards in a 
country.   [15] 

 
  Answers may include: 

• definitions of economic growth and living standards 
• explanation that economic growth may lead to a rise in living standards 

through: increasing incomes; a fall in unemployment; more tax revenue to 
improve public services and provide merit goods 

• diagram to show economic growth increasing incomes and employment 
• examples of economic growth increasing living standards 
• synthesis or evaluation (discuss). 

 
Discussion may include: economic growth increasing living standards in terms 
of the: income benefits of economic growth going to the richest people and 
widening the income disparity; economic growth leading to negative 
externalities; not being sustainable; impact growth has on inflation. 
 
Examiners should be aware that candidates may take a different approach 
which, if appropriate, should be rewarded. 

 
Opinions or conclusions should be presented clearly and should be supported 
by appropriate examples. 
 
N.B. Diagrams are not essential in part (b) for this question to access level 3 
and 4. 
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Assessment Criteria 
 

Part (b) 15 marks 
 

 Level   Marks 
 

  0  The work does not reach a standard described by the descriptors below. 0 
 
  1  There is little understanding of the specific demands of the question. 
  Relevant economic terms are not defined. 
  There is very little knowledge of relevant economic theory. 
  There are significant errors.  1–5 
 
  2  There is some understanding of the specific demands of the question. 
  Some relevant economic terms are defined. 
  There is some knowledge of relevant economic theory. 
  There are some errors.  6–9 
 
  3  There is understanding of the specific demands of the question. 
  Relevant economic terms are defined. 
  Relevant economic theory is explained and applied. 
  Where appropriate, diagrams are included and applied. 
  Where appropriate, examples are used.  
  There is an attempt at synthesis or evaluation. 
  There are few errors. 10–12 
 
  4  There is clear understanding of the specific demands of the question. 
  Relevant economic terms are clearly defined. 
  Relevant economic theory is clearly explained and applied. 
  Where appropriate, diagrams are included and applied effectively. 
  Where appropriate, examples are used effectively. 
  There is evidence of appropriate synthesis or evaluation. 
  There are no significant errors. 13–15 
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Section A

Answer one question from this section.

1. Study the extract below and answer the questions that follow.

Clean energy products

 In a speech on climate change, President Obama announced a plan for the United States 
(US) to work with trading partners and the World Trade Organization (WTO) towards global 
free trade in clean energy products, such as solar panels and wind towers. 

	 The	US	will	build	on	the	Asia-Pacific	Economic	Cooperation	(APEC)*	agreement	where	
member economies agreed to remove quotas and reduce tariffs to 5 % or less by 2015 on a 
negotiated list of 54 clean energy products. 

	 However,	the	APEC	agreement	does	not	include	reducing	anti-dumping	tariffs.		Such	
tariffs are allowed under WTO rules.  When importers are suspected of dumping clean 
energy products on the domestic market, industries seek protection by putting pressure on 
government to impose anti-dumping tariffs.

	 In	recent	years,	anti-dumping	tariffs	on	clean	energy	products	have	increased.		In	2011	China	
was found to be subsidizing and dumping wind towers on the US market.  In retaliation,  
the US imposed an anti-dumping tariff of between 45 % and 71 %.  In addition, a similar tariff 
was imposed on Vietnamese wind tower imports.  

 In the solar industry in 2012, a group of seven US solar panel manufacturers sought 
protection	from	cheap	Chinese	imports.		After	investigating	claims	of	dumping,	the	US	
imposed	anti-dumping	tariffs	ranging	from	24	%	to	36	%	on	Chinese	solar	panel	producers.	

	 The	Coalition	for	Affordable	Solar	Energy	(CASE),	which	represents	importers,	installers	
and solar power generators, supports the President’s strategy to address climate change 
by making imports of environmental goods more affordable and giving consumers choice.  
However, the National Association of Manufacturers (NAM), representing domestic producers 
of clean energy products, are hostile, claiming that the strategy “runs a serious risk of 
punishing Americans with higher energy bills, fewer jobs, and a weaker economy, while 
delivering	negligible	benefits	to	the	environment”.

(This question continues on the following page)
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Turn over

(Question 1 continued)

	 Similar	trade	issues	have	arisen	between	China	and	the	European	Union	(EU).		In	2011,	 
solar	panels	made	up	6.5	%	of	China’s	exports	to	Europe	at	a	value	of	around	US$27	billion.		
In 2012, Belgian solar panel manufacturers claimed that these products were being dumped 
in	the	EU	market.		In	June	2013,	the	EU	announced	that	it	would	impose	anti-dumping	tariffs	
of	up	to	47	%	on	Chinese	solar	products.		In	retaliation	China	threatened	to	impose	a	tariff	on	
EU	wine,	arguing	that	EU	farm	subsidies	had	resulted	in	European	countries	dumping	wine	
in	China.		After	these	Chinese	threats	of	retaliatory	trade	measures	the	EU	reduced	the	solar	
panel tariff to 12 %.

[Source: adapted from http://cato.org/, 20 August 2013; http://thehill.com/blogs, accessed 20 August 2013;
http://economist-pick-research.hktdc.com, accessed 20 August 2013 and

http://bbc.co.uk/news, accessed 6 October 2013]

*	 Asia-Pacific	Economic	Cooperation	(APEC): member economies are Australia, 
Brunei Darussalam, Canada, Chile, China, Chinese Taipei, Hong Kong, 
Indonesia, Japan, Malaysia, Mexico, New Zealand, Papua New Guinea, People’s 
Republic of China, Peru, Republic of Korea, Russia, Singapore, Thailand,  
The Philippines, The United States and Vietnam

 (a) (i) State two functions of the World Trade Organization (WTO)  
(paragraph ). [2]

	 	 (ii)	 Define	the	term	dumping indicated in bold in the text (paragraph ). [2]

	 (b)	 Using	an	international	trade	diagram,	explain	the	effects	on	individual	APEC	
“member	economies”	of	removing	a	quota	on	the	market	for	clean	energy	
products (paragraph ). [4]

 (c) Using a demand and supply diagram, explain how a tariff on solar panels 
would affect the market for solar power electricity (paragraph ). [4]

 (d) Using information from the text/data and your knowledge of economics, 
discuss the arguments for and against free trade in the global market for clean 
energy products. [8]
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2. Study the extract below and answer the questions that follow.

Gulf banks debating currency peg to US dollars

 Qatar’s central bank suggests some Gulf States*	should consider moving from a fixed 
exchange rate, with their currencies pegged to the US dollar, to a floating exchange rate 
system.  Bankers and economists throughout the region are debating this issue.

 Qatar’s central bank governor said the country planned no change to its peg to the dollar, 
with the exchange rate now fixed at QAR3.64/US$1.  However, “with increasing integration in 
international trade, services, and asset markets, a higher degree of exchange rate flexibility 
may become more desirable”	he said.  Qatar is battling against higher rates of inflation in 
2013.  Inflation is at the highest level since 2009. 

 Saudi Arabia and the United Arab Emirates (UAE) have pegged their currencies to the dollar 
for decades.  They have been able to do this because their inflation rates have been low 
and stable, and they have had substantial oil export revenues giving them large reserves of 
foreign currency.

 As a result there has been no need to change official exchange rates, said the  
chief economist at National Bank of Abu Dhabi: “Fixing the currency gives stability and 
visibility for business contracts”.		There are good arguments for pegging the currency to the 
US dollar.  However, it can result in imported inflation from other economies.  In 2007,  
the US was cutting interest rates.  This meant that, in order to maintain the fixed exchange 
rate, the UAE also had to cut its interest rates.  This was at a time when the UAE was 
booming and experiencing high inflation.

 Currently there is no pressure on the pegged rate and if necessary a central bank can 
revalue or devalue its currency when required.  It is commonly agreed that the best time to 
change a fixed currency regime is when there is no pressure. 

 A senior economist at a commercial bank agrees that the UAE should consider dropping its 
currency peg to the US dollar and moving to a floating exchange rate for the dirham (the UAE 
currency).  He says that the US dollar’s weakness relative to other currencies was a positive 
stimulus for economic growth.  However, growth in the UAE is already quite strong and so 
having its currency pegged to a weak currency could harm the economy by leading to  
higher inflation.

[Source: Albawaba extract: Republished with permission from Albawaba,  
http://www.albawaba.com/business/qatars-currency-peg-here-stay-514355, ’Qatar’s currency peg here to stay’, 

18	August	2013,	permission	conveyed	through	Copyright	Clearance	Center,	Inc.
Extracts	from	The National,	Abu	Dhabi:	http://www.thenational.ae/business/industry-insights/finance/uae-should-drop-dirhams-

peg-to-us-dollar-says-economist#ixzz2cfjYpl71, 22 November 2011
http://www.thenational.ae/business/industry-insights/economics/gulf-banks-debating-currency-peg-to-us-dollar#ixzz2cfivZBbz,	 

7	June	2013]

* Gulf States: include Bahrain, Iraq, Kuwait, Oman, Qatar, Saudi Arabia,  
United	Arab	Emirates

(This question continues on the following page)
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Turn over

(Question 2 continued)

 (a) (i) Define the term fixed exchange rate indicated in bold in the text 
(paragraph ). [2]

  (ii) Define the term economic growth indicated in bold in the text  
(paragraph ). [2]

 (b) Using an exchange rate diagram, explain how the United	Arab	Emirates	(UAE)	
could maintain a fixed value of its dirham to the US dollar if there were upward 
pressure on the dirham. [4]

 (c) Distinguish between a devaluation and a depreciation of a currency. [4]

 (d) Using information from the text/data and your knowledge of economics,  
discuss the view that some Gulf States “should consider moving from a fixed 
exchange rate”	to “a floating exchange rate system”	(paragraph ). [8]
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Section B

Answer one question from this section.

3. Study the extract below and answer the questions that follow.

Democratic Republic of Congo – development affected by conflict

 The Democratic Republic of the Congo (DRC) is a nation with many natural resources. 
It is slowly recovering after decades of decline.  Corruption since independence in 1960, 
combined with political instability and conflict that began in the mid 1990s, has dramatically 
affected national output and government revenue. 

 Much economic activity occurs in the informal sector.  However, activity in the mining 
sector, the source of most export income, has boosted the government’s fiscal position and 
gross domestic product (GDP) growth in recent years.  Mining companies are exploiting 
the large reserves of copper, diamonds and gold, in particular Chinese companies.  In 2012, 
53 % of DRC exports went to China. 

 The greatest challenge confronting the DRC is conflict.  The conflict is due to rival groups 
fighting to control the country’s resources.  Five million people have died.  More than 90 % of 
those who died were indirect victims of violence – in other words these were people made 
homeless by violence who then died due to diarrhoea, malaria and pneumonia.  The Human 
Development Index (HDI) value for the DRC was 0.304 in 2012, which was the lowest 
ranking in the world.

 However, there is hope.  The DRC provides 80 % of the minerals used to make satellites and 
mobile phones (cell phones) and it has the agricultural potential to feed the rest of Africa.   
It has also averaged more than 6 % annual growth in GDP since 2004 and the World Bank 
has forecast economic growth of 9.6 % in 2012, with even higher growth in 2013.  

 To add to the DRC’s challenges there has been more forest clearance in the Congo Basin 
since 2010, much of it for palm-oil plantations.  Annual rates of deforestation in the  
Congo Basin have doubled since 1990, according to a new study.  This study lists population 
growth, migration, economic development and global demand for natural resources as the 
major pressures on the forests.

[Source:	adapted	from	https://cia.gov/library/publications,	accessed	28	July	2013;	 
http://cifor.org/mediamultimedia,	accessed	28	July	2013;	http://newscientist.com,	accessed	28	July	2013	and	 

http://www.spyghana.com,	accessed	28	July	2013]

(This question continues on the following page)
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(Question 3 continued)

	 (a)	 (i)	 Define	the	term	informal sector indicated in bold in the text  
(paragraph ). [2]

	 	 (ii)	 Define	the	term	gross domestic product (GDP) indicated in bold in the 
text (paragraph ). [2]

	 (b)	 Explain	why	the	Human	Development	Index	(HDI)	is	considered	to	be	a	useful	
indicator of economic development (paragraph ). [4]

 (c) Using an externalities diagram, explain how the establishment of palm-oil 
plantations could lead to market failure in the Democratic Republic of the 
Congo	(DRC)	(paragraph	). [4]

 (d) Using information from the text/data and your knowledge of economics, 
discuss the extent to which economic growth has led to economic 
development	in	the	Democratic	Republic	of	the	Congo	(DRC). [8]
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4. Study the extract below and answer the questions that follow.

World Bank to invest in African hydroelectric project

 The World Bank has said it will invest US$340 million into a new hydroelectric project for 
Burundi, Rwanda and Tanzania as part of its new low-carbon energy policy.  Under the new 
leadership of United States (US) appointed Jim Yong Kim, the bank wants to use its loans to 
cut carbon dioxide and methane emissions that accelerate changes in the earth’s climate.

 Lack of access to electricity harms development in the region.  Only 4 % of the population 
in Burundi has access to electricity.  Corresponding numbers for Rwanda and Tanzania are 
13 % and 15 %. 

 In July, the World Bank supported new lending guidelines for power projects that limit 
investment in coal-fired power plants and increase concessional long-term loans for 
hydroelectric power.  This policy is controversial for two reasons.  Firstly, coal-fired power 
generation has traditionally been the cheapest electricity source for poor countries.  
Secondly, not all US politicians believe that emissions cause changes to the climate and the 
US provides most of the World Bank’s funds.

 The director of the bank’s department for sustainable development in Africa said that the 
hydroelectric project will produce cheaper electricity at around US$0.06 per megawatt-hour.  
The current sources cost US$0.23 per megawatt-hour.  In addition, all three countries will 
benefit from jobs created by construction and installation activity associated with the  
power plant.

 The hydroelectric project will provide electricity in an area of Africa where only a tiny fraction 
of the population have power.  According to the director, “this project provides a reliable 
power supply, reduces electricity costs, promotes renewable energy, will boost economic 
growth and help end absolute poverty”.

 “Besides reliable power sources helping to cut business costs, giving customers more access 
to services and fuelling manufacturing growth, studies have linked installation of a village 
light source to child intelligence as it allows more study and reading, especially with parents 
in the evening”,	he said.  “There is also security: putting lights in a school means girls are 
more likely to attend, improving literacy rates and increasing production possibilities.  These 
kinds of projects are transformational.”

 In 2011, the World Bank helped to provide electricity to an additional 1.4 million people in 
African countries, to construct and repair 6640 kilometres of roads and to improve water 
supplies for more than 8 million people.

[Source:	World	Bank:	http://go.worldbank.org/C09SUA7BK0]

(This question continues on the following page)
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(Question 4 continued)

	 (a)	 (i)	 Define	the	term	concessional long-term loans indicated in bold in the text 
(paragraph ). [2]

	 	 (ii)	 Define	the	term	absolute poverty indicated in bold in the text  
(paragraph ). [2]

 (b) Using an AD/AS diagram, explain how the new hydroelectric project will create 
jobs in the region (paragraph ). [4]

	 (c)	 Using	a	production	possibilities	curve	(PPC)	diagram,	explain	how	“improving	
literacy	rates”	will	increase	production	possibilities	(paragraph	). [4]

 (d) Using information from the text/data and your knowledge of economics, 
evaluate the role of the World Bank in promoting economic development  
in Africa. [8]
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Use the paper-specific markscheme together with the markbands.  Award up to the maximum 
marks as indicated. 

 
Section A 

 
1. (a) (i) State two functions of the World Trade Organization (WTO) (paragraph ). [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 There is limited understanding. 1  

A limited understanding demonstrated by listing one of the following 
functions of the WTO: 
• to set and enforce rules for international trade 
• to provide a forum for negotiating trade liberalization 
• to monitor further trade liberalization  
• to resolve trade disputes  
• to increase the transparency of decision-making processes  
• to cooperate with other major international economic institutions 

involved in global economic management  
• to help developing countries benefit fully from the global trading 

system. 
 
     2 There is clear understanding. 2  

A clear understanding demonstrated by listing two of the following 
functions of the WTO for its member countries: 
• to set and enforce rules for international trade 
• to provide a forum for negotiating trade liberalization 
• to monitor further trade liberalization  
• to resolve trade disputes 
• to increase the transparency of decision-making processes 
• to cooperate with other major international economic institutions 

involved in global economic management 
• to help developing countries benefit fully from the global trading 

system. 
 
  (ii)  Define the term dumping indicated in bold in the text (paragraph ). [2] 
  
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that it is the cheap selling of a good in another country. 
 
     2 Accurate definition. 2  

An explanation that it is when producers export a product to another 
country at a price that is either below its cost of production or below 
the price charged in its home market.  
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 (b)  Using an international trade diagram, explain the effects on individual APEC 

“member economies” of removing a quota on the market for clean energy 
products (paragraph ).   [4] 

 
 Level   Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled quota diagram showing a decrease in the 
domestic quantity supplied, a fall in price to the level of the world price and 
an increase in quantity demanded or for explaining that removing a quota 
will result in an increase in the supply of imported clean energy products 
and a fall in price (and an increase in quantity demanded). 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled quota diagram showing a decrease in the 
domestic quantity supplied, a fall in price to the level of the world price and 
an increase in quantity demanded and for explaining that removing a quota 
will result in an increase in the supply of imported clean energy products 
and a fall in price (and an increase in quantity demanded). 
 

Candidates who incorrectly label diagrams can be rewarded with a maximum  
of [3].   
 
The use of P and Q on the axes is sufficient for a demand and supply diagram. A 
title is not necessary. 
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 (c)  Using a demand and supply diagram, explain how a tariff on solar panels would 

affect the market for solar power electricity (paragraph ). [4] 
 

 Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled demand and supply diagram showing a 
shift of the supply curve to the left, an increase in price and a decrease in 
quantity or for an explanation that a tariff on the market for solar panels 
would increase the costs of production for solar power electricity causing a 
decrease in supply, an increase in the price for solar power electricity, and 
a decrease in the quantity. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled demand and supply diagram showing a 
shift of the supply curve to the left, an increase in price and a decrease in 
quantity and for an explanation that a tariff on the market for solar panels 
would increase the costs of production for solar power electricity causing a 
decrease in supply, an increase in the price for solar power electricity, and 
a decrease in the quantity. 
 

An alternative correct answer is for the candidate to show a diagram with a tariff 
being imposed on solar panels, increasing the price of solar panels and then 
explaining that the increase in the price of solar panels is an increase in costs in 
the solar power electricity market, which would lead to a fall in supply (output) 
and an increase in price. 
 
Candidates who incorrectly label diagrams can be rewarded with a maximum  
of [3].   
 
The use of P and Q on the axes is sufficient for a demand and supply diagram. 
A title is not necessary. 
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 (d)  Using information from the text/data and your knowledge of economics, discuss 

the arguments for and against free trade in the global market for clean energy 
products. [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level  Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
“Discuss” requires candidates to offer a considered and balanced review that 
includes a range of arguments, factors or hypotheses. Opinions or conclusions 
should be presented clearly and supported by appropriate evidence. 
 
Responses may include: 
• definition of free trade. 
 
Arguments for free trade: 
• lower prices and more choice for consumers (paragraph ) 
• competition from imports encourages domestic producer efficiency and innovation 
• possibilities of economies of scale  
• specialization would allow continued growth in the global trade in clean energy products 

(paragraph ) 
• free trade prevents trade wars (paragraph ) 
• free trade prevents retaliatory tariffs on unrelated goods and services (paragraph ) 
• low priced clean energy products replace energy sources that produce negative 

externalities thus addressing climate change (paragraph ) 
• low priced clean energy products creates demand in associated markets (solar power 

generators and installers)   
• anti-dumping measures for solar panels have a negative impact on associated markets 

such as solar power generators and installers (paragraph ) 
• supports growth of emerging economies such as Vietnam and China (US$27 billion in 

exports of solar panels to the EU) (paragraph ) 
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Arguments against free trade: 
• anti-dumping measures discourage dumping and create fair trade (paragraph ) 
• protect emerging industries (paragraph ) 
• protects employment in domestic industries competing with imports (paragraph ) 
• protects domestic industries from low cost labour in China and Vietnam 
• protect quality of clean energy products from cheap and lower quality imports  

(paragraph ). 
 

 
2.  (a)  (i) Define the term fixed exchange rate indicated in bold in the text  

(paragraph ). [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that a country's currency is fixed by the government (central 
bank). 

 
     2 Accurate definition. 2  

An explanation that a currency’s value is fixed against any one of the 
following: 
• the value of another currency  
• a basket of other currencies 
• gold.  

 
  (ii)  Define the term economic growth indicated in bold in the text  

(paragraph ). [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that it is an increase in GDP (output). 
 
     2 Accurate definition. 2  

An explanation that it is the growth in the value of real output (over 
time) or an explanation that it is growth in real GDP (real output). 
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 (b)  Using an exchange rate diagram, explain how the United Arab Emirates (UAE) 

could maintain a fixed value of its dirham to the US dollar if there were upward 
pressure on the dirham. [4] 

 
 Level   Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled currency diagram showing a fixed 
exchange rate value, an equilibrium above the fixed value and an 
increase in the supply curve to return the currency to the fixed value or 
for explaining that if the currency goes above its fixed value, the central 
bank (government/UAE) will have to intervene and sell its currency 
(buy foreign currency) to restore the fixed value of the currency. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled currency diagram showing a fixed 
exchange rate value, an equilibrium above the fixed value and an 
increase in the supply curve to return the currency to the fixed value 
and for explaining that if the currency goes above its fixed value, the 
central bank (government/UAE) will have to intervene and sell its 
currency (buy foreign currency) to restore the fixed value of the 
currency. 

 
An alternative correct answer is for the diagram to show a decrease in demand 
for the dirham to return the currency to its fixed value, with an explanation that 
the central bank can lower interest rates, making financial investments in the 
UAE less attractive, thus causing a fall in the demand for the dirham.  If correctly 
explained a diagram showing a decrease in demand should be fully rewarded 
with a maximum of [4]. 

 
Candidates who incorrectly label diagrams can be rewarded with a maximum of 
[3].   
 
For an exchange rate diagram, the vertical axis may be exchange rate, price of 
dirham in US$, US$/dirham, dirham/US$, or US dollars per dirham.  The 
horizontal axis should be quantity, or quantity of dirham.  A title is not necessary. 

 

  
 

N.B. The cause of the increase in the dirham’s value may or may not be shown. 
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 (c)  Distinguish between a devaluation and a depreciation of a currency. [4] 
 

 Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is limited understanding. 1–2 

A devaluation is the deliberate downward adjustment of the official 
exchange rate by the central bank (government) to reduce the 
currency's value in a fixed exchange rate system or in contrast, a 
depreciation is a fall in the value of a currency due to market forces in 
a floating exchange rate system. 
 

   2 There is clear understanding. 3–4 
A devaluation is the deliberate downward adjustment of the official 
exchange rate by the central bank (government) to reduce the 
currency's value in a fixed exchange rate system and in contrast, a 
depreciation is a fall in the value of a currency due to market forces in 
a floating exchange rate system. 

 
 (d)  Using information from the text/data and your knowledge of economics, discuss 

the view that some Gulf States “should consider moving from a fixed exchange 
rate” to “a floating exchange rate system” (paragraph ). [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level  Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
“Discuss” requires candidates to offer a considered and balanced review that 
includes a range of arguments, factors or hypotheses.  Opinions or conclusions 
should be presented clearly and supported by appropriate evidence. 
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Responses may include: 
• definition of floating exchange rate. 

 
Arguments for fixed exchange rate: 
• provide greater predictability and certainty for exporters and importers to 

calculate earnings (paragraph ) 
• creates a stable environment for firms to invest and households to consume 

due to greater exchange rate certainty 
• encourages government policies to maintain low inflation which can be caused 

by fixing the currency – “inflation rates have been low and stable” (paragraph 
) 

• can discourage speculation – assuming sufficient foreign currency reserves to 
protect the currency. 

 
Arguments against fixed exchange rates: 
• loss of domestic monetary policy freedom – if priority is to keep exchange rate 

fixed then little room to set interest rates to manage AD; was a problem for 
UAE in 2007 (paragraph ) when it had to lower interest rates to maintain peg 
to US dollar 

• when the exchange rate is fixed to a currency that is weak, it can lead to 
imported inflation when the costs of imported resources rise  

• low value of US dollar causes relatively cheaper exports and expensive 
imports hence potential inflationary gap for UAE (paragraph ) 

• central bank needs large amounts of foreign reserves to maintain the fixed 
currency and discourage speculators (paragraph ) but this is not a problem 
(currently) for Saudi Arabia and UAE (paragraph ) 

• fixing the currency at the most appropriate level is difficult 
• can create conflict with trading partners if fixed too low. 
 
Arguments for floating exchange rates: 
• allows current account to be self-correcting  
• more freedom to set interest rates and domestic monetary policy 
• large amounts of foreign reserves are not required (paragraph ). 
 
Arguments against floating exchange rates: 
• instability and lack of predictability for firms, consumers, importers and 

exporters – difficult to plan (paragraph ) 
• governments not required to keep exchange rate fixed, hence there is less 

incentive for governments to keep inflation in check 
• speculative activity can greatly influence the exchange rate. 
 
Any reasonable discussion. 
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Section B 

 
3. (a) (i)  Define the term informal sector indicated in bold in the text (paragraph ).  [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that it is unrecorded (illegal/not taxed) economic activity. 
 
     2 Accurate definition. 2  

For explaining that it is economic activity that is unrecorded 
(illegal/not taxed) plus any one of the following: 

• in national income accounts 
• by the government (authorities) 
• a suitable example, eg moonlighting. 

 
  (ii) Define the term gross domestic product (GDP) indicated in bold in the text  

(paragraph ).  [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that it is the output produced in an economy. 
 
     2 Accurate definition. 2  

An explanation that it is the total value of all goods and services 
produced in an economy (in a given time period).  
OR 
An explanation that it is the sum of consumption, investment, 
government spending and net exports. 
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 (b)  Explain why the Human Development Index (HDI) is considered to be a useful 

indicator of economic development (paragraph ). [4] 
 

 Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 The written response is limited. 1–2 

Gives all elements of the HDI:  
• life expectancy (at birth) 
• mean years of schooling and/or expected years of schooling 
• GNI per capita (PPP US$) 
or  
explains that the HDI is a composite index and includes indicators of health, 
education and income that shows development and so is considered to be 
a useful indicator of economic development. 
 

   2 The written response is accurate. 3–4 
Gives all elements of the HDI:  
• life expectancy (at birth) 
• mean years of schooling and/or expected years of schooling 
• GNI per capita (PPP US$) 
and  
explains that the HDI is a composite index and includes indicators of health, 
education and income that shows development and so is considered to be 
a useful indicator of economic development. 
 

Candidates who correctly describe one element of the HDI should be awarded [0] 
out of [2].   
 
Candidates who correctly describe two elements of the HDI should be awarded 
[1] out of [2]. 
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(c) Using an externalities diagram, explain how the establishment of palm-oil 

plantations could lead to market failure in the Democratic Republic of the Congo 
(DRC) (paragraph ). [4] 

 
 Level   Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled diagram showing a negative externality of 
production with MSC above MPC or for explaining that the production of 
more palm-oil creates external costs (or negative externalities) resulting in 
any one of the following: 
• a misallocation of resources 
• a situation where the market is operating at a level where MSC>MSB 

(the product is being over-supplied) 
• a situation where the market is operating at a level that is not socially 

efficient (MSC≠MSB) 
• a situation where there is a welfare loss to society. 

 
   2 There is a correct diagram and an accurate written response. 3–4 

For drawing a correctly labelled diagram showing a negative externality of 
production with MSC above MPC and for explaining that the production of 
more palm-oil creates external costs (or negative externalities) resulting in 
any one of the following: 
• a misallocation of resources 
• a situation where the market is operating at a level where MSC>MSB 

(the product is being over-supplied) 
• a situation where the market is operating at a level that is not socially 

efficient (MSC≠MSB) 
• a situation where there is a welfare loss to society. 

 
Welfare loss does not need to be mentioned.  However, if the candidate 
mentions welfare loss and shades an area that is not correct then full marks 
cannot be awarded. 
 
There must be two output levels shown for full marks, but there does not 
need to be two prices shown. 

 
Candidates who incorrectly label diagrams can be rewarded with a maximum  
of [3].   
 
The y axis may be labelled price but could be costs or benefits and the x axis 
labelled quantity. 
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 (d) Using information from the text/data and your knowledge of economics, discuss 

the extent to which economic growth has led to economic development in the 
Democratic Republic of the Congo (DRC).  [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level  Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
“Discuss” requires candidates to offer a considered and balanced review that 
includes a range of arguments, factors or hypotheses.  Opinions or conclusions 
should be presented clearly and supported by appropriate evidence. 
 
Responses may include: 
• definitions of economic growth and economic development 
• explanation of how growth can lead to development   
• discussion of how growth may not lead to development 
• recognition that growth has not led to development or has led to minimal development in 

DRC 
– DRC's HDI value remains the lowest 
– corruption as a barrier to development (paragraph ) 
– informal sector reduces capacity for government to collect tax (paragraph ) 
– role of conflict in undermining economic development (paragraph ) 
– potential for GDP to exceed GNI/GNP meaning profits repatriated by MNCs in mining 

industry rather than reinvested back into the DRC economy 
– impact of negative externalities of mining and deforestation on development  

(paragraph ) 
• growth has not resulted in sufficient government revenue to improve health care for those 

displaced by “violence who then died due to diarrhoea, malaria and pneumonia" 
(paragraph ) 

• increased activity in the mining sector may increase government revenues and improve 
the opportunity for development in the future (paragraph ). 

 
Any reasonable discussion. 
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4.  (a)  (i)  Define the term concessional long-term loans indicated in bold in the text 

(paragraph ). [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0 
 
     1 Vague definition. 1 

For stating any one of the following: 
• a form of aid 
• very low (below market rate) or no rate of interest 
• repayments are stretched over a long time period (25 to 40 

years) 
• may include a grace period 
• may be repayable in local currency. 

 
     2 Accurate definition. 2 

For stating any two of the following: 
• a form of aid 
• very low (below market rate) or no rate of interest 
• repayments are stretched over a long time period (25 to 40 

years) 
• may include a grace period 
• may be repayable in local currency. 

 
  (ii)  Define the term absolute poverty indicated in bold in the text  

(paragraph ). [2] 
 
   Level Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0 
 
     1 Vague definition. 1 

The idea that it is finding it difficult to survive. 
 

     2 Accurate definition. 2 
An explanation that it is one of the following:  
• having insufficient income to meet basic human needs 
• living on less than US$2 (PPP) a day (or US$1 or US$1.25). 
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 (b)  Using an AD/AS diagram, explain how the new hydroelectric project will create 

jobs in the region (paragraph ). [4] 
 

 Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled AD/AS diagram illustrating a shift to the 
right of the AD curve resulting in a higher level of output or for explaining 
that the hydroelectric project increases investment in the region, increasing 
AD, and resulting in higher output and increasing employment. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled AD/AS diagram illustrating a shift to the 
right of the AD curve resulting in a higher level of output and for explaining 
that the hydroelectric project increases investment in the region, increasing 
AD, and resulting in higher output and increasing employment. 
 

An alternative correct answer is for the diagram to show a shift of the SRAS 
curve to the right resulting in a higher level of output and an explanation that the 
lower price of electricity (paragraphs ,  & ) will reduce production costs 
resulting in higher output and increasing employment. 
 
Candidates who incorrectly label diagrams can be rewarded with a maximum of 
[3]. 

 
For the vertical axis, the label may be Average (General) Price Level or Price 
Level.  For the horizontal axis, real output, real national output, real income, real 
national income, real GDP or real Y.  A title is not necessary. 
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 (c)  Using a production possibilities curve (PPC) diagram, explain how “improving 

literacy rates” will increase production possibilities (paragraph ). [4] 
 

 Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled PPC diagram showing a shift outward of 
the production possibilities curve or for an explanation that improving 
literacy rates will improve the quality of human capital (a factor of 
production) and therefore increase production possibilities. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled PPC diagram showing a shift outward of 
the production possibilities curve and for an explanation that improving 
literacy rates will improve the quality of human capital (a factor of 
production) and therefore increase production possibilities. 

 
Candidates who incorrectly label diagrams can be rewarded with a maximum  
of [3]. 
 
For a PPC, the axes could be two alternative products, one on each axis,  
eg Good A & Good B or Schools & Motor Cars; or two groups of products,  
eg Consumer Goods and Producer Goods.  A title is not necessary.  
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(d)  Using information from the text/data and your knowledge of economics, evaluate 

the role of the World Bank in promoting economic development in Africa. [8] 
 

Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level  Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
“Evaluate” requires candidates to make an appraisal by weighing up the 
strengths and limitations. 
 
Responses may include: 
• outline of the objective of the World Bank 
• description of types of development assistance and/or aid provided by the  

World Bank. 
 

Strengths: 
• creates a basis for development by providing a reliable power supply and reducing 

electricity costs (paragraph ) 
• provides investment, job creation and growth (paragraph ) 
• provides concessional loans helping poor countries avoid unsustainable debt  

(paragraph ) 
• the World Bank supports sustainable development “wants to use its loans to cut carbon 

dioxide and methane emissions” (paragraph ) 
• funds investment in essential infrastructure to promote economic growth  

(paragraph ) 
• projects support development of human capital (paragraph ). 
 

 

 – 19 – N15/3/ECONO/SP2/ENG/TZ0/XX/M 

 

 
Limitations: 
• imposing conditions on borrowing can hurt poor countries “the World Bank supported new 

lending guidelines” (paragraph ) 
• every President of the World Bank Group is appointed by the US giving the US undue 

influence over policy 
• World Bank is dominated by rich countries with strong US influence “US provides most of 

the World Bank’s funds” (paragraph ) 
• priorities of major donors such as the US may not be the priorities of the ELDC 
• many World Bank projects actually fail and this project may not achieve the anticipated 

benefits 
• the new project may harm coal exports from neighbouring ELDCs 
• every president has been North American which excludes suitable candidates from 

ELDCs. 
 

Any reasonable evaluation of the relative strengths and limitations of the World Bank in 
promoting economic development. 
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Section A

Answer one question from this section.

Microeconomics

1. (a) Using a production possibilities curve (PPC) diagram, explain why choices have to be 
made in all economies. [10]

 (b) Discuss the view that governments should not intervene in housing markets. [15]

2. (a) Explain why changes in the price of goods and services may lead to changes in 
resource allocation. [10]

 (b) Examine the consequences of the lack of a pricing mechanism for common access 
resources. [15]

N16/3/ECONO/SP1/ENG/TZ0/XX



– 3 –

Section B

Answer one question from this section.

Macroeconomics

3.	 (a)	 Explain	how	the	Lorenz	curve	and	the	Gini	coefficient	are	used	to	measure	income	
inequality. [10]

 (b) Discuss the view that the best way to achieve greater equity in the distribution of 
income in a country is to use a progressive tax system. [15]

4. (a) Explain what effect an increase in interest rates might have on unemployment. [10]

	 (b)	 Evaluate	the	effectiveness	of	fiscal	policy	as	a	tool	to	reduce	unemployment. [15]
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Section A

Answer one question from this section.

1. Study the extract below and answer the questions that follow.

New Zealand dollar overvalued

	 The	New	Zealand	finance	minister	said	the	exchange	rate	of	the	New	Zealand	dollar	(NZD),	
is “unsustainably high; it is somewhere between 10 % to 15 % overvalued”.

	 The	NZD	had	been	near	its	record	high	against	the	US	dollar	before	weakening	last	week	 
on	slower	inflation	figures	and	a	fall	in	dairy	prices.		The	NZD	has	gained	about	6	%	so	far	 
this year.

	 However,	the	finance	minister	said	that	New	Zealand	exporters	had	developed	strength	
because	of	the	high	currency.		“New	Zealand	is	actually	in	reasonably	good	shape,”	he	said.		
“We	have	had	an	export	sector	operating	with	a	strong	exchange	rate	now	for	five	or	six	
years	and	that	has	had	an	impact	on	efficiency.”

	 An	economist	said	recently	that	the	central	bank	might	consider	intervening	in	the	currency	
market	to	achieve	a	depreciation	in	the	value	of	the	NZD.

	 The	Reserve	Bank	(central	bank)	governor	raised	the	official	interest	rate	for	the	fourth	time	
this year to 3.5 % at a time when other major economies have their rates at record low levels.

	 He	said	that,	“Encouragingly,	the	economy	appears	to	be	adjusting	to	the	monetary policy 
tightening	that	has	taken	place	since	the	start	of	the	year.		It	is	important	that	inflation	
expectations	remain	contained.		This	interest	rate	increase	will	help	keep	future	average	
inflation	near	the	2	%	target	and	ensure	that	the	economic	expansion	can	be	sustained”.

	 New Zealand’s economy is expected to grow at an annual pace of 3.7 % over 2014.  
New	Zealand	government	figures	showed	a	monthly	trade	(in	goods)	surplus	of	$247	million	
in	June	2014	compared	to	$371	million	in	June	2013.		The	annual	trade	(in	goods)	balance	
turned	to	a	surplus	of	$1.2	billion	from	a	deficit	of	$819	million	a	year	earlier.

	 Global	demand	for	New	Zealand	dairy	products	has	been	a	key	support	for	the	country’s	
exports	over	the	past	18	months,	though	prices	have	dropped	this	year	with	increased	
supply.

 

[Source:	adapted	from	“NZ	dollar	unsustainably	high”,	The New Zealand Herald,	23	July	2014;	 
“Dollar	dives	after	reserve	bank	lifts	rate	to	3.5	pc”,	The New Zealand Herald,	24	July	2014;	 
and	“NZ	dollar	slides	to	six-week	low	after	rate	hike”,	The New Zealand Herald,	24	July	2014]

(This question continues on the following page)
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Turn over

(Question 1 continued)

	 (a)	 (i)	 Define	the	term	depreciation	indicated	in	bold	in	the	text	(paragraph	). [2]

	 	 (ii)	 Define	the	term	monetary policy	indicated	in	bold	in	the	text	(paragraph	). [2]

	 (b)	 Using	an	exchange	rate	diagram,	explain	how	the	increase	in	the	official	interest	rate	to	
3.5	%	is	likely	to	affect	the	value	of	the	New	Zealand	dollar	(paragraph	). [4]

	 (c)	 Using	an	AD/AS	diagram,	explain	how	“monetary	policy	tightening”	may	affect	a	
country’s	inflation	rate	(paragraph	). [4]

	 (d)	 Using	information	from	the	text/data	and	your	knowledge	of	economics,	discuss	
the possible economic consequences of an overvalued New Zealand dollar on the 
New Zealand economy. [8]
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2. Study the extract below and answer the questions that follow.

(This question continues on the following page)

Removed for copyright reasons
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Turn over

(Question 2 continued)

	 (a)	 (i)	 Define	the	term	interest rates	indicated	in	bold	in	the	text	(paragraph	). [2]

	 	 (ii)	 Define	the	term	inflation	indicated	in	bold	in	the	text	(paragraph	). [2]

	 (b)	 Using	an	exchange	rate	diagram,	explain	how	speculation	is	contributing	to	the	rising	
value	of	the	British	pound	(paragraph	). [4]

	 (c)	 Using	an	appropriate	diagram,	explain	why	it	is	possible	that	“British	firms	producing	
exported goods that have few substitutes have reported no reduction in export revenue 
despite	the	appreciation”	(paragraph	). [4]

	 (d)	 Using	information	from	the	text/data	and	your	knowledge	of	economics,	discuss	
possible consequences of the appreciation of the British pound. [8]
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Section B

Answer one question from this section.

3. Study the extract and data below and answer the questions that follow.

Ecuador sees 2014 trade deficit falling with new import rules, but at what cost?

	 In	the	period	from	January	to	May	2014,	Ecuador	posted	a	trade	surplus	of	US$483	million,	
moving	from	a	deficit	of	US$626	million	one	year	before.

 The government has been implementing an import-substitution policy to reduce the trade 
deficit.		On	4	December	2013,	Ecuador’s	Foreign	Trade	Committee	established	new	quality	
control	measures	for	the	importation	of	293	items,	including	cosmetics,	toys,	toothpaste,	
meat	and	cereals.		In	order	for	goods	on	the	list	to	be	imported	a	certificate	needs	to	be	
obtained,	ensuring	that	the	products	meet	quality	control	standards.		There	are	up	to	13	
steps	to	be	taken	before	a	product	may	enter	as	a	result	of	the	excessive	regulations	holding	
up	the	certificates.

 The import-substitution policy also involves a move to provide support to domestic 
industries.		The	president	firmly	believes	in	the	benefits	of	sheltering	infant industries.  He 
has	complained	about	imports	such	as	coconut	water,	banana	puree	or	cornflakes,	which	
he	believes	could	be	produced	by	domestic	industries,	supported	by	appropriate	policies.		
In	addition,	he	points	out	that	Ecuador	is	a	top	exporter	of	fine	aroma	cocoa,	but	imports	
approximately	US$25	million	worth	of	chocolate	per	year.		Other	measures	to	protect	
domestic industries include anti-dumping measures and higher tariffs on raw materials and 
capital	equipment	that	are	available	in	Ecuador.

	 In	the	month	since	this	intervention	started,	different	businesses	have	begun	to	feel	both	the	
advantages	and	disadvantages.		Pica,	one	of	the	largest	companies	in	the	plastic	industry,	
has	taken	advantage	of	the	policy.		The	reduction	in	the	importation	of	certain	products	has	
allowed them to increase their own production.

	 In	contrast,	Toni	Industries,	one	of	the	most	important	dairy	businesses	in	the	country	
has	suffered.		It	has	complained	that	cornflakes,	which	the	company	uses	as	a	
complementary good	to	one	of	its	key	products,	could	not	get	through	customs	because	it	
did	not	have	the	quality	control	certificate.

	 Many	industry	analysts	and	economists	argue	that	closing	off	imports	will	isolate	the	country	
and create a false sense of competitiveness.  They are also concerned that the government 
seems to be assuming that other countries will not react.  Some argue that the government 
should	seek	to	create	incentives	for	investment,	like	tax	benefits,	or	legal	security,	which	
would	allow	the	entry	of	new	competitors	into	the	Ecuadorean	markets.

(This question continues on the following page)
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Turn over

(Question 3 continued)

Table 1: Selected exports and imports for Ecuador, January to May 2014

Exports
Export revenue 
(US$ billion) Imports

Import spending  
(US$ billion)

Crude	oil 5.74 Raw materials 3.20
Bananas 1.12 Capital	goods 2.68
Shrimp 1.09 Consumer	goods 2.01
Flowers 0.34

[Source:	adapted	from	www.reuters.com,	21	January	2014;	www.panampost.com,	20	January	2014; 
www.latinvex.com,	19	March	2014	and	www.blogs.wsj.com,	14	July	2014]

	 (a)	 (i)	 Define	the	term	infant industries	indicated	in	bold	in	the	text	(paragraph	). [2]

	 	 (ii)	 Define	the	term	complementary goods	indicated	in	bold	in	the	text	(paragraph	). [2]

	 (b)	 Using	an	AD/AS	diagram,	explain	how	moving	from	a	trade	deficit	to	a	trade	surplus	
would	affect	real	GDP	in	Ecuador,	ceteris paribus. [4]

	 (c)	 Using	a	definition	of	the	term	ceteris paribus,	explain	why	it	is	necessary	to	include	this	
assumption	in	part	(b). [4]

	 (d)	 Using	information	from	the	text/data	and	your	knowledge	of	economics,	evaluate	
Ecuador’s	import-substitution	policy	as	a	means	of	achieving	economic	growth	and	
development. [8]
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4. Study the extract below and answer the questions that follow.

Ghana to seek help from International Monetary Fund

	 Ghana	has	said	it	will	seek	financial	aid	in	the	form	of	a	loan	from	the	International	Monetary	
Fund	(IMF)	to	help	stop	the	rapid	decline	in	the	value	of	the	cedi,	Ghana’s	currency,	and	
close a large budget deficit.  Ghana’s transformation from one of Africa’s fastest growing 
economies to the home of the world’s worst-performing currency has become a concern.  
The	exchange	rate	depreciated	by	40	%	against	the	US	dollar	in	2014.		The	fall	in	the	
currency has led to increases in the price of consumer goods such as sugar and fuel; 
inflation	is	at	an	unacceptable	15	%.

	 Despite	being	a	major	exporter	of	gold,	oil	and	cocoa,	Ghana’s	current	account	deficit	has	
risen	sharply	to	12	%	of	its	gross	domestic	product	(GDP).		This	is	partly	due	to	a	rapid	
increase	in	demand	for	imports	and	falling	gold	prices.		Additionally,	oil	revenues	have	not	
been as strong as expected. 

	 The	government	is	also	struggling	with	a	wide	budget	deficit,	which	stood	at	10	%	of	GDP	
last	year.		Ghana’s	good	reputation	for	fiscal	responsibility	has	worsened	considerably	as	the	
government	tripled	salaries	for	police	officers	and	soldiers.

	 It	is	expected	that	the	news	of	talks	with	the	IMF	will	be	positively	received	in	international	
financial	markets.		The	finance	minister	has	said	the	step	would	help	to	stabilize	the	currency,	
to	bring	domestic	prices	under	control,	and	also	to	restore	investors’	confidence	in	Ghana’s	
economy.

	 A	Ghanaian	spokesperson	noted	that	the	IMF	would	insist	on	the	government	introducing	
measures	to	tackle	inflation	and	reduce	its	budget	deficit.		The	IMF	says	that	Ghana	needs	
to	tighten	its	budget	immediately,	by	reducing	public	sector	wages,	lowering	subsidies	
and	increasing	taxes.		The	IMF	is	likely	to	demand	a	limit	on	borrowing	and	perhaps	some	
privatization	of	power	and	water	companies.

	 Earlier	this	year,	problems	in	the	economy	had	led	to	nationwide	protests,	with	thousands	of	
workers	across	the	country	protesting	in	the	streets	about	the	rise	in	the	cost	of	living.		 
The country’s largest trade union says the government has been mismanaging the economy.  
In	response	to	the	protests,	a	government	minister	said	that	the	government	would	work	very	
hard to achieve economic development	to	make	life	easier	for	the	working	people	of	Ghana	
but	that	all	Ghanaians	would	have	to	make	“some	sacrifices	for	the	economy	to	recover”.

[Source:	adapted	from	http://news.yahoo.com,	3	and	4	August	2014;	http://online.wsj.com,	3	August	2014	 
and	www.bbc.com/news,	24	July	2014	and	4	August	2014]

(This question continues on the following page)
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(Question 4 continued)

	 (a)	 (i)	 Define	the	term	budget deficit indicated	in	bold	in	the	text	(paragraph	). [2]

	 	 (ii)	 Define	the	term	economic development indicated in bold in the text  
	 	 	 (paragraph	). [2]

	 (b)	 Using	an	exchange	rate	diagram,	explain	how	the	large	current	account	deficit	may	
have affected the value of the Ghanaian cedi. [4]

	 (c)	 Using	an	AD/AS	diagram,	explain	how	the	falling	value	of	the	Ghanaian	cedi	may	have	
contributed	to	inflation. [4]

	 (d)	 Using	information	from	the	text/data	and	your	knowledge	of	economics,	discuss	
possible	consequences	of	International	Monetary	Fund	(IMF)	financial	aid	on	Ghana’s	
economic growth and development. [8]
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Use the question-specific markscheme together with the markbands.  Award up to the maximum 
marks as indicated. 
 

Section A 
 
1. (a) (i) Define the term depreciation indicated in bold in the text (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that the exchange rate/value (price) of a currency falls. 
 
     2 Accurate definition. 2  

  An explanation that it is a decrease in the value (price/exchange rate) 
of one currency plus one of the following: 
• due to a change in market forces 
• in a floating exchange rate system. 

 
  (ii) Define the term monetary policy indicated in bold in the text (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that is to do with interest rates (or money supply). 
 
     2 Accurate definition. 2  

An explanation that it is any two of the following: 
• demand-side policy 
• changes in interest rates 
• changes in money supply. 
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 (b) Using an exchange rate diagram, explain how the increase in the official interest 
rate to 3.5 % is likely to affect the value of the New Zealand dollar (paragraph ).  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled exchange rate diagram, showing a shift of 
the demand curve for the New Zealand dollar to the right or for an 
explanation that when the interest rate rises, people abroad will wish to 
save more in New Zealand financial institutions, and so demand for the 
currency will increase and the value of the currency will rise (appreciate). 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled exchange rate diagram, showing a shift of 
the demand curve for the New Zealand dollar to the right and for an 
explanation that when the interest rate rises, people abroad will wish to 
save more in New Zealand financial institutions, and so demand for the 
currency will increase and the value of the currency will rise (appreciate). 
 

Candidates may offer an alternative explanation that, because of the interest rate 
increase, there might be an increase of “hot money” inflows, leading to the shift in 
the demand curve.  This may be fully rewarded. 

 
Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 
 
For an exchange rate diagram, the vertical axis may be exchange rate, price of 
NZD in other currencies, or other currency per NZD.  The horizontal axis should 
be quantity or quantity of NZD.  A title is not necessary. 
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 (c) Using an AD/AS diagram, explain how “monetary policy tightening” may affect a 
country’s inflation rate (paragraph ).  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled AD/AS diagram, showing a shift of the AD 
curve to the left or for an explanation that monetary policy tightening 
(increasing interest rates and/or reducing the money supply) should reduce 
consumption and/or investment, components of AD (C+I+G+[X−M]), 
lowering the inflation rate (inflationary pressure) in the economy. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled AD/AS diagram, showing a shift of the AD 
curve to the left and for an explanation that monetary policy tightening 
(increasing interest rates and/or reducing the money supply) should reduce 
consumption and/or investment, components of AD (C+I+G+[X−M]), 
lowering the inflation rate (inflationary pressure) in the economy. 
 

Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 
 
For AD/AS, the vertical axis, the label may be Average (General) Price Level, 
APL or Price level.  For the horizontal axis, real output, real national output,  
real income, real national income, real GDP or real Y.  A title is not necessary. 
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 (d) Using information from the text/data and your knowledge of economics, discuss the 
possible economic consequences of an overvalued New Zealand dollar on the  
New Zealand economy.  [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.   3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.   6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
Discuss requires candidates to offer a considered and balanced review that includes a range 
of arguments, factors, or hypotheses.  Opinions or conclusions should be presented clearly 
and supported by appropriate evidence. 
 
Responses may include: 
Inflation rate: 
• the current inflation rate seems to be reasonable near 2 % target  

(paragraph ) 
• a strong dollar will lower the cost of imported raw materials, semi-finished 

goods, and finished goods, reducing inflationary pressure.   
 
Employment: 
• in the short run, export prices will rise and import prices will fall, leading to 

reduced employment in both export industries, as demand for exports falls, 
and domestic industries, as people buy more imports 

• the export sector is used to high exchange rates and remains competitive,  
so employment rates may not be as badly affected in export industries 
(paragraph ). 

 
Economic growth: 
• the expected growth rate is 3.7 % (paragraph ) – reasonably high for a 

developed country 
• a fall in net exports would lead to lower AD and so a fall in growth rates 
• firms are efficient and competitive (paragraph ), so economic growth may 

not be so badly affected 
• possible intervention by the central bank to depreciate the currency 

(paragraph ) to prevent net exports from decreasing and slowing economic 
growth. 
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Current account balance: 
• a high exchange rate could lead to a fall in net exports and so a movement 

towards a current account deficit 
• exporters seem to be coping with a high exchange rate (paragraph ) and so 

net exports may not be affected greatly on the export side 
• the effect may be greater on the import side 
• there is a present trade in goods balance surplus of $1.2 billion (paragraph ) 
• overvalued NZD may begin to harm New Zealand dairy products which is a key export 

(paragraph ). 
 
Any reasonable discussion. 
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2.  (a)  (i)  Define the term interest rates indicated in bold in the text (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0 
 
     1 Vague definition. 1 

The idea that it is a payment for a loan. 
 
     2 Accurate definition. 2 

An explanation that it is one of the following: 
• the price or cost of borrowed money 
• the price of credit (or the percentage paid on borrowed money) 
• the reward for saving. 

 
  (ii)  Define the term inflation indicated in bold in the text (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0 
 
     1 Vague definition. 1 

The idea that it is an increase in prices in the economy. 
 

     2 Accurate definition. 2 
An explanation that it is a sustained increase in the average  
(general) price level in the economy. 
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 (b)  Using an exchange rate diagram, explain how speculation is contributing to the 
rising value of the British pound (paragraph ).  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled exchange rate diagram showing an 
increase in demand and the appreciation of the British pound or for an 
explanation that speculators are anticipating that the pound will rise in value 
in the future and thus have been buying more British pounds, leading to 
appreciation. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled exchange rate diagram showing an 
increase in demand and the appreciation of the British pound and for an 
explanation that speculators are anticipating that the pound will rise in value 
in the future and thus have been buying more British pounds, leading to 
appreciation. 
 

Candidates might explain that speculators are anticipating an increase in interest 
rates in the future, which would give a higher return on future savings, so are 
demanding British pounds now.  This alternative approach should be fully 
rewarded. 

 
Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 
 
For an exchange rate diagram, the vertical axis may be exchange rate, price of 
British pound in other currencies, or other currency per British pound.  The 
horizontal axis should be quantity or quantity of British pounds.  A title is not 
necessary. 
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 (c)  Using an appropriate diagram, explain why it is possible that “British firms 
producing exported goods that have few substitutes have reported no reduction 
in export revenue despite the appreciation” (paragraph ).  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
  1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled diagram showing a demand curve, with a 
price increase and a decrease in quantity, and revenue boxes showing an 
increase in export revenue or for an explanation that since these firms 
produce goods with few substitutes, the demand is inelastic, and so when 
price increases due to appreciation, the total revenue increases. 

 
  2 There is a correct diagram and an accurate written response. 3–4 

For drawing a correctly labelled diagram showing a demand curve,  
with a price increase and a decrease in quantity, and revenue boxes 
showing an increase in export revenue and for an explanation that since 
these firms produce goods with few substitutes, the demand is inelastic, 
and so when price increases due to appreciation, the total revenue 
increases. 
 

Candidates may explain that the demand is unit elastic and so when the price 
increases due to appreciation, the total revenue will remain the same (“no 
reduction in export revenue”).  If the diagram is also correct, this approach may 
be fully rewarded. 

 
Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 

 
The use of P and Q is sufficient for a demand and supply diagram.  A title is not 
necessary. 
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(d)  Using information from the text/data and your knowledge of economics, discuss 
possible consequences of the appreciation of the British pound.  [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
Discuss requires candidates to offer a considered and balanced review that includes a range 
of arguments, factors, or hypotheses.  Opinions or conclusions should be presented clearly 
and supported by appropriate evidence. 
 
Responses may include: 
• a strong British pound will lower the cost of imported raw materials,  

semi-finished goods, and finished goods, reducing inflationary pressure 
• in the short run, export prices will rise and import prices will fall, leading to 

reduced employment in both export industries, as demand for exports falls, 
and domestic industries, as people buy more imports 

• impact on tourist sector in the UK (paragraph ) 
• impact on British tourists going overseas (paragraph )  
• in markets where demand is inelastic, export revenue may not fall (part (c)) 

(paragraph ) 
• British firms are losing out to foreign competitors (paragraph ) as goods 

and services are relatively more expensive 
• a fall in net exports would lead to lower AD and so a fall in growth rates 
• impact on British firms’ profits  
• a high exchange rate could lead to a fall in net exports and have an impact 

on the current account  
• the impact of cheaper fuel on household budgets (paragraph ). 
 
Any reasonable discussion. 
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Section B 
 
3. (a) (i) Define the term infant industries indicated in bold in the text (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

  An explanation that they are any one of the following: 
• they are new industries 
• which do not benefit from economies of scale 
• that need protection to compete with imports. 

 
     2 Accurate definition. 2  

  An explanation that they are any two of the following: 
• they are new industries 
• which do not benefit from economies of scale 
• that need protection to compete with imports. 

 
  (ii) Define the term complementary goods indicated in bold in the text  
   (paragraph ).  [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that they are goods that are related to each other. 
 
     2 Accurate definition. 2  

An explanation that they are goods that are consumed with each 
other (joint demand) or that they are goods that have negative cross 
price elasticity of demand. 
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 (b)  Using an AD/AS diagram, explain how moving from a trade deficit to a trade 
surplus would affect real GDP in Ecuador, ceteris paribus.  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled AD/AS diagram showing a shift in 
aggregate demand to the right and an increase in real GDP or for an 
explanation that moving from a trade deficit to a trade surplus would involve 
an increase in net exports, a component of aggregate demand, and thus an 
increase in AD and an increase in real GDP. 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled AD/AS diagram showing a shift in 
aggregate demand to the right and an increase in real GDP and for an 
explanation that moving from a trade deficit to a trade surplus would involve 
an increase in net exports, a component of aggregate demand, and thus an 
increase in AD and an increase in real GDP. 
 

Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 
 
For AD/AS, the vertical axis may be Average (General) Price Level, APL or Price 
Level.  The horizontal axis may be real output, real national output, real income, 
real national income, real GDP or real Y.  A title is not necessary. 
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(c)  Using a definition of the term ceteris paribus, explain why it is necessary to 
include this assumption in part (b).  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct definition or an accurate written response. 1–2 

For an explanation that ceteris paribus means “all other things being equal” 
(or any other reasonable explanation) or for an explanation that net exports 
may have increased, but any of the other components of AD may have 
fallen and so Ecuador’s aggregate demand may not have increased. 
 

   2 There is a correct definition and an accurate written response. 3–4 
For an explanation that ceteris paribus means “all other things being equal” 
(or any other reasonable explanation) and for an explanation that net 
exports may have increased, but any of the other components of AD may 
have fallen and so Ecuador’s aggregate demand may not have increased. 
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(d)  Using information from the text/data and your knowledge of economics, evaluate 
Ecuador’s import-substitution policy as a means of achieving economic growth 
and development.  [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

   
Command term 
Evaluate requires candidates to make an appraisal by weighing up the strengths and 
limitations. 
 
Responses may include: 
• explanation of import-substitution: 
• policy to replace imports with domestically produced goods 
• elements of an import-substitution policy may include any measures to support 

domestic producers (eg tariffs, quotas, subsidies, administrative barriers)  
• explanation of economic growth 
• explanation of economic development. 
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Possible strengths: 
• reduction in imports means a reduction in import spending, which will reduce 

the trade deficit and contribute to economic growth 
• increased real GDP (may refer to diagram in part (b)) 
• increase employment, which may contribute to economic growth and 

development 
• Ecuador has moved from trade deficit to trade surplus so its policy seems to 

be effective (paragraph ) 
• Ecuador’s exports are largely primary products, and so import-substitution 

may be necessary for Ecuador to diversify and/or produce products with more 
value-added such as chocolate (Table 1 and paragraph ) 

• it is important that countries have the right to set and enforce product 
standards to protect their people from below-standard products (paragraph ) 

• firms like Pica may be able to increase output, thereby achieving economies of 
scale; this may allow it to become an exporter and further help Ecuador’s 
trade balance (paragraph ), thereby resulting in economic growth; possible 
job creation and breaking of poverty cycle for those with jobs 

• any policies to support domestic producers may be seen as interventionist 
supply-side policies, which will increase long-run aggregate supply  
(paragraph ). 
 

Possible weaknesses: 
• the government may not be able to correctly identify the industries that will be 

able to compete with imports 
• domestic products are likely to be more expensive than imports, which is 

harmful to consumers; impact on low income earners will be significant 
• producers like Toni Industries will have to buy from more expensive domestic 

producers, which increase costs of production (paragraph ) 
• higher tariffs on capital equipment and raw materials will feed through to 

higher costs of production leading to (cost-push) inflation (diagram) 
(paragraph ) 

• allows domestic producers to remain less efficient than foreign producers 
(paragraph ) 

• less choice of consumer goods 
• misallocation of resources 
• danger of retaliation (paragraph ). 

 
Any reasonable evaluation. 
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4. (a) (i)  Define the term budget deficit indicated in bold in the text (paragraph ).   [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  
      The idea that it is to do with government revenue or spending. 
 
     2 Accurate definition. 2  

An explanation that it is when (planned) government spending is 
greater than government revenues. 

 
  (ii) Define the term economic development indicated in bold in the text 

(paragraph ).   [2] 
 
   Level  Marks 
     0 The work does not reach a standard described by the descriptors 

below. 0  
 
     1 Vague definition. 1  

The idea that living standards improve. 
 
     2 Accurate definition. 2  

An explanation that it is a broad concept involving any two of the 
following:  
• improvement in standards of living  
• reduction in poverty  
• improved health  
• improved education  
• reduction in unemployment  
• greater equality in income distribution  
• environmental protection  
• increased freedom and economic choice.  
 

 
  

 – 18 – N16/3/ECONO/SP2/ENG/TZ0/XX/M 

 

 (b)  Using an exchange rate diagram, explain how the large current account deficit 
may have affected the value of the Ghanaian cedi.  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled exchange rate diagram for the Ghanaian 
cedi with the supply curve shifting to the right and a fall in the exchange 
rate or for providing an explanation that outflows of money on the current 
account exceed inflows and hence there is increased selling of the 
Ghanaian cedi that will result in downward pressure on the currency 
(depreciation of the currency). 
 

   2 There is a correct diagram and an accurate written response. 3–4 
For drawing a correctly labelled exchange rate diagram for the Ghanaian 
cedi with the supply curve shifting to the right and a fall in the exchange 
rate and for providing an explanation that outflows of money on the current 
account exceed inflows and hence there is increased selling of the 
Ghanaian cedi that will result in downward pressure on the currency 
(depreciation of the currency). 
 

Candidates who incorrectly label diagrams can be awarded a maximum of [3]. 
 
For an exchange rate diagram, the vertical axis may be exchange rate, price of 
cedi in other currencies, or other currency per cedi.  The horizontal axis should 
be quantity or quantity of cedi.  A title is not necessary. 
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 (c)  Using an AD/AS diagram, explain how the falling value of the Ghanaian cedi may 
have contributed to inflation.  [4] 

 
 Level    Marks 

   0 The work does not reach a standard described by the descriptors below. 0 
 
  1 There is a correct diagram or an accurate written response. 1–2 

For drawing a correctly labelled AD/AS diagram showing a fall in short-run 
aggregate supply and an increase in the average price level or for 
explaining that a fall in the value of the cedi will result in an increase in the 
cost of imported factors of production and therefore a fall in short-run 
aggregate supply, resulting in (cost-push) inflation. 

 
  2 There is a correct diagram and an accurate written response. 3–4 

For drawing a correctly labelled AD/AS diagram showing a fall in short-run 
aggregate supply and an increase in the average price level and for 
explaining that a fall in the value of the cedi will result in an increase in the 
cost of imported factors of production and therefore a fall in short-run 
aggregate supply, resulting in (cost-push) inflation. 
 
Candidates might explain that the falling cedi results in increasing net 
exports (X-M) due to cheaper exports and more expensive imports,  
which increases AD causing demand-pull inflation.  This alternative 
approach should be fully rewarded. 
 

Candidates who incorrectly label diagrams can be awarded with a maximum  
of [3]. 
 
For AD/AS, the vertical axis may be Average (General) Price Level, APL or Price 
level.  The horizontal axis may be real output, real national output, real income, 
real national income, real GDP or real Y.  A title is not necessary. 
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(d)  Using information from the text/data and your knowledge of economics,  
discuss possible consequences of International Monetary Fund (IMF) financial 
aid on Ghana’s economic growth and development.  [8] 

 
Examiners should be aware that candidates may take a different approach which, 
if appropriate, should be rewarded. 
 
Do not award beyond Level 2 if the answer does not contain reference to the 
information provided. 

 
  Level   Marks 
   0 The work does not reach a standard described by the descriptors below. 0 
 
   1 Few relevant concepts are recognized. 1–2 
    There is basic knowledge/understanding. 
 
   2 Relevant concepts are recognized and developed in reasonable depth.  3–5 
    There is clear knowledge/understanding. 
    There is some attempt at application/analysis. 
 
   3 Relevant concepts are recognized and developed in reasonable depth.  6–8 

There is clear knowledge/understanding. 
There is effective application/analysis. 
There is synthesis/evaluation, supported by appropriate theory and 
evidence. 

 
Command term 
Discuss requires candidates to offer a considered and balanced review that includes a range 
of arguments, factors, or hypotheses.  Opinions or conclusions should be presented clearly 
and supported by appropriate evidence. 
 
Responses may include: 
• an explanation of the differences between economic growth and  

economic development 
• an explanation of the links between growth and development  
• an explanation of the sources of economic growth (eg improvements in the 

quality and quantity of physical and human capital, institutional reform). 
 

Possible positive consequences: 
• falling cedi may be limiting economic growth; financial aid from the IMF may 

be necessary to stop the cedi from falling further (paragraph ) 
• if the cedi appreciates, it may reduce inflation 
• any improvements in the economy may improve investor confidence,  

which will lead to more investment (FDI and portfolio investment) which will 
contribute to economic growth (paragraph ) 

• the financial aid will force the government to reduce the budget deficit which is 
acting as a deterrent to investment (paragraph ) 

• the financial aid will force the government to fight inflation which will help 
economic growth (paragraph ) 

• if investment and growth pick up, there will be more leeway for the 
government to be able to afford to finance spending on development 
objectives, although this may only be possible over the longer term. 
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Possible negative consequences: 
• the impact of IMF conditions of reduced government spending, a reduction in 

subsidies, privatization and a wage freeze on development (paragraph ) 
• opportunity costs of servicing the debt 
• IMF aid may be mismanaged (paragraph ) which will have no impact on 

development 
• the “sacrifices” (paragraph ) Ghanaians have to make will be anti-

developmental. 
 
Any reasonable discussion. 

 
Discussion may include more general consideration of the nature of aid, growth and 
development and relationships between them. 
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Section A

Answer one question from this section.

Microeconomics

1. (a) Explain why governments provide subsidies for some goods and services. [10]

 (b) Discuss the consequences of providing a subsidy for goods such as agricultural 
products. [15]

2.	 (a)	 Explain	how	an	increase	in	the	price	of	air	travel	might	affect	the	demand	for	its	
complements and its substitutes. [10]

	 (b)	 Evaluate	the	view	that	the	use	of	regulation	is	the	most	effective	way	to	reduce	
negative externalities. [15]
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Section B

Answer one question from this section.

Macroeconomics

3. (a) Explain why structural unemployment may occur in an economy. [10]

 (b) Discuss the view that the best way to reduce unemployment is through education and 
training. [15]

4. (a) With reference to the income, output and expenditure approaches, explain how the real 
gross national product (GNP)/gross national income (GNI) per capita of a country can 
be measured. [10]

 (b) Discuss the view that a rise in the GNP/GNI per capita will always lead to a rise in living 
standards in a country. [15]
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Use the question-specific markscheme together with the markbands.  Award up to the maximum 
marks as indicated. 

Section A 

Microeconomics 

1. (a) Explain why governments provide subsidies for some goods and services. [10] 

Answers may include: 
• definition of subsidies
• diagram(s) to show the application of subsidies to a market and reasons to

apply a subsidy such as merit goods
• explanation of why governments apply subsidies and a consideration of

how subsidies influence the market and society in terms of welfare, such as
making goods more affordable for low income households

• examples of the application of subsidies.

Assessment Criteria 

Part (a) 10 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–3 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

4–6 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 7–8 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There are few errors. 

4 There is understanding of the specific demands of the question. 9–10 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There are no significant errors. 
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(b) Discuss the consequences of providing a subsidy for goods such as agricultural
products. [15] 

Answers may include:
• definition of subsidy
• diagram(s) to show the impact of a subsidy
• explanation of the consequences that the provision of a subsidy might have

in terms of price to the consumer, price to the producer, resource allocation
and cost to the government

• examples of consequences that might follow or have followed from the
application of a subsidy

• synthesis or evaluation (discuss).

Discussion may include: opportunity cost to the government of paying for 
subsidies, how subsidies may be applied inefficiently and how subsidies might 
distort markets in the long run.  
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Assessment Criteria 

Part (b) 15 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–5 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

6–9 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 10–12 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There is an attempt at synthesis or evaluation. 
There are few errors. 

4 There is understanding of the specific demands of the question. 13–15 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There is evidence of appropriate synthesis or evaluation. 
There are no significant errors. 
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2. (a) Explain how an increase in the price of air travel might affect the demand for
its complements and its substitutes. [10] 

Answers may include: 
• definitions of demand, complements and substitutes
• diagram(s) to show changes in demand for complements and substitutes
• explanation that a rise in the price of air travel might lead to a fall in

demand for its complements and a rise in demand for its substitutes
• examples of complements and substitutes for air travel.

N.B.: Many student mention XED but this is not required to achieve full marks.
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Assessment Criteria 

Part (a) 10 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–3 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

4–6 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 7–8 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There are few errors. 

4 There is understanding of the specific demands of the question. 9–10 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There are no significant errors. 
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(b) Evaluate the view that the use of regulation is the most effective way to reduce
negative externalities. [15] 

Answers may include:
• definitions of regulation and negative externalities
• diagram(s) to show the impact of regulation on negative externalities
• explanation of how regulation reduces negative externalities. An example of

this might be a regulation on producers to produce a good in way that
reduces pollution. example(s) of regulations used to reduce negative
externalities

• synthesis or evaluation.

Evaluation may include: the benefits of using regulation to deal with negative 
externalities such as direct effect on externalities and relative ease of 
application. It may also include the problems of using regulations such as: 
managing the regulation, increasing the price of the good produced and the 
negative impact on employment in the regulated industry.  It may also 
consider alternatives to regulation such as taxes.  
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Assessment Criteria 

Part (b) 15 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–5 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

6–9 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 10–12 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There is an attempt at synthesis or evaluation. 
There are few errors. 

4 There is understanding of the specific demands of the question. 13–15 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There is evidence of appropriate synthesis or evaluation. 
There are no significant errors. 
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Section B 

Macroeconomics 

3. (a)  Explain why structural unemployment may occur in an economy. [10] 

Answers may include: 
• definitions of unemployment and structural unemployment
• diagram to show the decline in employment caused by structural factors

such as a fall in demand for labour in a particular market
• explanation of how the structural changes in the economy, such as capital

replacing labour in a market, lead to unemployment because workers do
not have the skills or geographical mobility to get a new job quickly

• examples of where  structural changes in the economy lead to structural
unemployment.
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Assessment Criteria 

Part (a) 10 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–3 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

4–6 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 7–8 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There are few errors. 

4 There is understanding of the specific demands of the question. 9–10 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There are no significant errors. 
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(b) Discuss the view that the best way to reduce unemployment is through
education and training. [15] 

Answers may include:
• definition of unemployment
• diagram to show how education and training reduces unemployment such

as an increase in the supply of available labour increasing employment and
LRAS shifting to the right explanation that education and training increases
the skill level of unemployed workers and increases their opportunities for
employment

• examples of where education and training has reduced unemployment
• synthesis or evaluation (discuss).

Discussion may include: consideration of how education and training might be 
appropriate for structural unemployment, but might not be as effective with 
demand-deficient and frictional unemployment.  There could be consideration of 
the cost and effectiveness of government run education and training.  There 
could also be consideration that alternative policies are more effective than 
education and training in reducing certain types of unemployment. 
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Assessment Criteria 

Part (b) 15 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–5 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

6–9 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 10–12 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There is an attempt at synthesis or evaluation. 
There are few errors. 

4 There is understanding of the specific demands of the question. 13–15 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There is evidence of appropriate synthesis or evaluation. 
There are no significant errors. 
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4. (a)  With reference to the income, output and expenditure approaches, explain
how the real gross national product (GNP)/gross national income (GNI) per 
capita of a country can be measured. [10] 

Answers may include: 
• definitions of real GNP/GNI per capita, income, output and expenditure

approaches
• diagram to show the circular flow of income
• explanation of how the income, output and expenditure approaches are

used to calculate GDP and adding net property income gives GNI/GNP.
This is adjusted to get real GNP/GNI per capita by allowing for inflation and
population

• examples of the components of the income, output and expenditure
approaches.
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Assessment Criteria 

Part (a) 10 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–3 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

4–6 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 7–8 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There are few errors. 

4 There is understanding of the specific demands of the question. 9–10 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There are no significant errors. 
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(b) Discuss the view that a rise in the GNP/GNI per capita will always lead to a
rise in living standards in a country. [15] 

Answers may include:
• definition of living standards
• diagram(s) of AD/AS, PPC
• explanation that a rise in GNP/GNI per capita leads to rising real incomes,

better public services and rising employment which leads to rising
living standards

• examples of where rising GNP/GNI per capita leads to rising living standards
• synthesis or evaluation (discuss).

Discussion may include: consideration of how rising GNP/GNI per capita 
might lead to situations that have a negative impact on living standards such 
as negative externalities and widening income inequality.  It is also difficult to 
assess rising living standards because it is affected by non-monetary factors.  
It may also be argued that a rise in GNP/GNI per capita can be accompanied 
by inflation, reducing the potential rise in living standards. 
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Assessment Criteria 

Part (b) 15 marks 

Level Marks 
0 The work does not meet a standard described by the 

descriptors below. 
0 

1 There is little understanding of the specific demands of the 
question. 

1–5 

Relevant economic terms are not defined. 
There is very little knowledge of relevant economic theory. 
There are significant errors. 

2 There is some understanding of the specific demands of the 
question. 

6–9 

Some relevant economic terms are defined. 
There is some knowledge of relevant economic theory. 
There are some errors. 

3 There is understanding of the specific demands of the question. 10–12 
Relevant economic terms are defined. 
Relevant economic theory is explained and applied. 
Where appropriate, diagrams are included and applied. 
Where appropriate, examples are used.  
There is an attempt at synthesis or evaluation. 
There are few errors. 

4 There is understanding of the specific demands of the question. 13–15 
Relevant economic terms are clearly defined. 
Relevant economic theory is clearly explained and applied. 
Where appropriate, diagrams are included and applied effectively. 
Where appropriate, examples are used effectively. 
There is evidence of appropriate synthesis or evaluation. 
There are no significant errors. 

Instructions to candidates

 y Do not open this examination paper until instructed to do so.
 y You are not permitted access to any calculator for this paper.
 y Section A: answer one question.
 y Section B: answer one question.
 y Use fully labelled diagrams and references to the text/data where appropriate.
 y The maximum mark for this examination paper is [40 marks].
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Section A

Answer one question from this section.

1. Study the extract below and answer the questions that follow.
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2. Study the extract below and answer the questions that follow.

Removed for copyright reasons
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Section B

Answer one question from this section.

3. Study the extract and data below and answer the questions that follow.

Ethiopia

 Ethiopia has the second-highest population in Sub-Saharan Africa, with a population of  
96.9 million, and a fairly high population growth rate of 3 %.  Ethiopia is also one of the 
world’s poorest countries.  The country’s gross domestic product (GDP) per capita is 
substantially lower than the regional average.  

 However, the economy has experienced strong economic growth over the past decade, more 
than double the regional average of 5.3 %.  Currently, agriculture is the major sector of the 
economy: 80 % of the labour force is engaged in agriculture and it contributes about 50 % to 
the nation’s GDP.  

 The World Bank says that Ethiopia needs to diversify its economy so that more employment 
is generated by the manufacturing sector.  Although small scale enterprises are doing 
well, their rapid growth is negatively affected by many obstacles.  Access to credit is very 
difficult, and so domestically funded investment is hard to achieve, causing a significant 
investment gap.  There are also problems with the provision of infrastructure like electricity, 
telecommunications and access to roads, particularly in rural areas.

 The government has been encouraging foreign direct investment from multinational 
corporations (MNCs) to attempt to solve some of Ethiopia’s economic problems and 
to break the poverty cycle.  Much of the investment has come from China, whose total 
investment in the country has reached almost US$17 billion.  

 China has established Ethiopia as one of its six “special economic zones” in Africa.  The two 
countries have signed five cooperation deals relating to technologies, electric power, finance, 
energy and aviation.  

 Last year, the Huajian Group, a Chinese shoe manufacturer, announced a US$2.2 billion 
investment plan in Ethiopia.  They intend to set up an industrial zone, which is expected to 
contain approximately 45 textile and garment, leather and leather-products, chemical and 
pharmaceuticals, agricultural-processing and metal engineering factories.  In the first year of 
the project, there should be 3000 jobs created.  By the end of the project, approximately  
30 000 workers are expected to find employment there.  

 Worries exist in Ethiopia about the country’s large trade imbalance with China and the 
influx of Chinese goods – China accounts for 21 % of total imports into the country but only 
11 % of Ethiopia’s exports go to China.  There are also concerns relating to the over-use of 
resources.

[Source: © International Baccalaureate Organization 2017]

(This question continues on the following page)
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(Question 3 continued)

Figure 1 – Development data for Ethiopia (2014) 

 (a) (i) Define the term investment indicated in bold in the text (paragraph ). [2]

  (ii) Define the term multinational corporations (MNCs) indicated in bold in the text  
(paragraph ). [2]

 (b) Using a poverty cycle diagram, explain how investment from abroad might “break the 
poverty cycle” (paragraph ). [4]

 (c) Using data from Figure 1, explain why there is a difference between Ethiopia’s HDI 
world ranking and its GNI per capita world ranking. [4]

 (d) Using information from the text/data and your knowledge of economics, evaluate the 
possible impact on the Ethiopian economy of the foreign direct investment from China. [8]

Removed for copyright reasons
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4. Study the extract below and answer the questions that follow.

Aid to Papua New Guinea (PNG)

 A group of Australian politicians is visiting Papua New Guinea (PNG), a former colony, to 
see first-hand where Australia’s AU$477 million in foreign aid is being used.  The aid is being 
spent on women and children who are crime victims, immunizations for young children to 
protect them from diseases such as polio, efforts to eradicate tuberculosis, provision of free 
education for girls, pre-school and early learning, and training for the next generation of PNG 
police officers.  There is a lot of aid money being spent but it is making very little difference.

 Though PNG is close to Australia, it is very far away in terms of economic development.   
One non-governmental organization (NGO), Save the Children, reported that “the level of 
need in PNG is astonishing.  Children are far more likely to die before their fifth birthday here 
in PNG than most other places in the world.  There is a huge amount of violence against 
women and children”.  The value of its Human Development Index (HDI) is 0.466, ranking it 
156 out of 187 countries.

 One of the Australian politicians is concerned that corruption is so widespread that it is 
preventing efforts to get PNG’s educational, health and justice systems to operate effectively.  
“Make no mistake, there are many problems, including problems with security, family 
violence and many other socio-economic concerns,” he said.  “However, I think corruption is 
the largest issue confronting the challenges of PNG.  You have to question whether you can 
address these issues without dealing with the issue of corruption first.” 

 “These challenges cannot be met without a system of government that is functioning 
properly.  This is a society that has been propped up by aid and the actions of NGOs.   
The government simply does not work.”  

 Another member of the visiting group thinks improving agricultural productivity is a way 
forward for PNG economically and socially, with great potential for economic growth.  A 
project spokesperson said that increased foreign aid could lift productivity and improve 
growth, by assisting PNG farmers to improve irrigation* and supply routes.  He also said that 
research and development, in addition to training local farmers could help.  Another project 
that the group is visiting runs a programme to encourage women to be more involved in 
decision-making in the growing and selling of coffee, a crop that is important to the  
PNG economy.  

 The leader of the visiting group says that “our aid money here should ensure that more 
children are born in environments with supervised medical care, and that there is a police 
and justice system that protects the rights of children.  Children should have the right to 
be free from violence and free from sexual assault, and should have access to the great 
transformative power of education”.

[Source: Ellen Whinnet, “PNG: Where Foreign Aid Barely Scratches the Surface”, Herald Sun, 14 August 2015]

* irrigation: a method for regularly supplying water to plants.  It is used to assist in 
the growing of agricultural crops particularly during periods of low rainfall.

(This question continues on the following page)
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(Question 4 continued)

 (a) (i) List two components of the Human Development Index (HDI) (paragraph ). [2]

  (ii) Define the term economic growth indicated in bold in the text (paragraph ). [2]

 (b) Using a demand and supply diagram, explain how the market for coffee in Papua New 
Guinea could be affected by improved irrigation (paragraph ). [4]

 (c) Using an externalities diagram, explain why the introduction of free education for girls 
corrects a market failure (paragraph ). [4]

 (d) Using information from the text/data and your knowledge of economics, evaluate the 
role of foreign aid in contributing to economic development in Papua New Guinea. [8]
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