Paper 4

Emerging economies and the way out of a recession

Dwuring the recession of 2009 several economists forecast that some emerging (fast developing)
economies would perform better than the developed economies. One indicator of this, they said,
was the strength of the exchange rate of the cumrency of some emerging economies against the
LIS dollar. For example, between Movember 2008 and July 2003, the Erazilian currency rose 11.4%
against the dollar and the Indonesian currency rose 10.2%. Another indicator was the forecast
growth rate in GDP as shown in Table 1.

Table 1: Forecast growth rate in GDP for selected countries

Forecast Growth Rate in GDP
2009 % | 2010%
us —2.7 +1.4
UK —3.5 +0.3
Germany —4.3 +0.3
Japan —6.5 +0.4
Hong Kong 5.9 —0.3
China +8.0 +7.0
Singapore -7.5 +1.9
Brazil —1.5 +2.7
Coumbia | 10 | 415
India +5.0 +6.4
Indonesia -1.3 +0.6

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

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

Howawver, other economists do not accept that there should be an emphasis on domestic demand.
They argue that trading links are the strongest evidence of the emerging economies’ ability to
grow, They state 'no emerging marke! that adopted an export-led growth model has subsequently
needed to break away from it = including China’. China's exports as a percentage of GDP are
32% compared with only 139 for the US. Smaller Asian countries are even more dependent
on exports; Singapore’s ratio of exports to GDP is 234%, Hong Kong's is 168%. It will be difficult
for economies such as these 1o increase domestic demand and reduce their dependence on
export-led growth.

{Source: Financial Times: June 12 2000, Table sowce: Economiat o105 Apell 18-24 2009)
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Question 1(a)
Explain what is meant by GDP, [3]

Mark scheme

The Gross Domestic Product (GOP) measures the value of economic activity within a
country. Stricily defined, GDP is the sum of the market values, or prices, of all final goods
and services produced in an economy during a period of ime. [3]
{For stating Gross Domestic Product 1 mark only)

Example candidate response
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Examiner comment

This candidate had an understanding of the meaning of GDP, and stated that it was for a given time period
and expressed as a monetary value.

Mark awarded = 3 out of 3

Example candidate response
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Examiner comment

This candidate gave an explanation of GDP but omitted to state it was for a given period.

Mark awarded = 2 out of 3
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Example candidate response
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Examiner comment

This candidate gave a poor explanation which did not include any reference to monetary value nor to a time
period.

Mark awarded = 1 out of 3

Question 1(b)

The article says that banks were encouraged to make borrowing easier,
Explain what this might mean and why the government might have thought this was necessany.
[3]

Mark scheme

It means more available credit, easier o get; or credit at lower interast rates. This would be
likely to increase national income by the multiplier process, (A descriptive reference to the
process is sufficient; there is no nead to use the actual term) [3]

Example candidate response
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Examiner comment

This candidate clearly explained the meaning of the phrase and the reason why easier borrowing might be
necessary to stimulate economic growth.

Mark awarded = 3 out of 3
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Examiner comment

This candidate attempted to answer the question but the answer did not direct itself explicitly to the phrase
which should have been explained. Instead the answer began by describing what happens to consumption
in a recession.

Mark awarded = 1 out of 3

Example candidate response
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Examiner comment

This candidate mentioned credit but did not answer the question about what the phrase meant nor why the
government might wish to increase credit.

Mark awarded = 0 out of 3
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Question 1(c)

I5 there enough evidencs in the article to support the view that there has been an improvement
in the economic situation of emerging economies? [6]

Mark scheme

Use the figures for specific exchange rates, and figures for GDP — expect to see examples of
emarging/developing countries compared with developed countries. But they are only
selected countries, and for only two years and they are projections not achual figures.
Exchange rate figures may mean exports become more difficult to sell, (5]
[Maximum 4 for one side of the argumant only]

Example candidate response
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Examiner comment

This candidate used the information in the article to illustrate an improvement in the economic situation
of the countries but also suggested reasons why this information was not sufficient to draw a definitive
conclusion.

Mark awarded = 4 out of 6
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Example candidate response
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Examiner comment

This candidate mentioned that emerging countries are often dependent on export-led growth and

did suggest that the information about this was not sufficient to indicate whether there had been an
improvement in their economic situation. However, there was no mention of other indicators which might
prove useful, nor much mention of other information in the article.

Mark awarded = 2 out of 6

Example candidate response
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Examiner comment

This candidate wrote about the level of inflation and the balance of payments. Although these two indicators
might be used to consider whether there was an improvement in the economic situation of a country they
were not relevant to the article given in the question which did not contain any statistics for these indicators.

Mark awarded = 1 out of 6
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Question 1(d)

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

Mark scheme

An increase in domestic demand to encourage growth and expori-led growth. 2 marks
Conflict? Different approaches but same aim of growth 2 marks
increase axports improves balance of payments and Increases injections and GDP; incraase
domestic demand will also increase injections and help increase GDP. No conflict. 2 marks
Increase domestic demand may increase incomes and increase imports which may need to
be offsat by further export growth. A possible conflict. 2 marks

[8]
[A general description of fiscal and monetary policy; 2 maximum]

Example candidate response
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Examiner comment

This candidate identified the two policies mentioned in the article as the need to support an increase in
domestic demand or the need to support export-led growth. The answer was then directed to the second
part of the question which asked whether there was a conflict between the two aims. Although there was
a statement in the last paragraph which refers to a way to lessen any conflict, the answer could have been
improved by further comment on the possible similarities between the two policies.

Mark awarded = 6 out of 8
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Examiner comment

This candidate’s main emphasis was to say that the two policies were fiscal and monetary policy rather
than that which is in the article which are a decision to concentrate on domestic demand or on export-led
growth. However, the answer did try to relate fiscal and monetary policy to domestic demand and export-
led growth so there was some relevant material in the answer.

Mark awarded = 3 out of 8
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Examiner comment

This candidate wrote about contractionary and expansionary monetary policy. The answer bore little relation
to the information in the article which considered the wisdom of supporting an increase in domestic
demand against an increase in export-led growth.

Mark awarded = 1 out of 8
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Question 2

The use of cars causes marke! failure, To achieve an efficient use of resources it would be better if
governments intervenad 1o affect both the production and the use of cars.

Explain the meaning of the terms "'market failure’ and “the efficient use of resources’ and analyse
whether economic theory can be used to support this argument. [25]

Mark scheme

Candidates need fo explain the two terms, market failure and the meaning of the efficient use of
resources, and then consider the argument. Market failure can be explained by reference to
possible excessive profits, the need for very large investmants, the existence of externalities and
of merit goods, and of the need for public goods. Economic efficiency should be explained in
terms of productive and allocative efficiency.

Government intervenfion can be through regulation, taxation or subsidies.

There are negative and positive externalities from car use. Negative externalities include
pollution. Positive externalities include less crowded public transport with greater comfort;
benefits from the expenditure of the tax receipts. Unlike other positive externalities where
subsidies have been used, it has never been suggested that subsidies ought to be used to
increase the positive externalifies from private car use. Any subsidies given are used o make
alternative public transport more attractive, However, taxes have been used o decrease
negative externalities. Taxing the use of cars is usually presented in the context of negative
externalties to achieve allocative efficiency. Taxing production might not result in productive
afficiency. [25]

L4 For a thorough explanation of both efficiency and market failure and a competent discussion
of the rofe of the governmeant in promoting efficiency overcoming market faflure. A reasonad
canciusion showd be presenfed J18=25]

L3 For a competent explanation with either a more limited comment on both efficlency and
market faflure (perhaps conceniraling on productive efficlency) aor & full explanation of one
but littte comment on the other. The role of the government will be discussed in a more
fimited way but a conciusion should still be presented. [14=17]
(L3 maximum if there is no mention of production and use of cars)

L2 For an undoveloped explanation of efficiency/market faillure with very little discussion of the
e of the government. Mention of the government will be descriptive rather than in the form
of a discussion related fo efficiency/market failure, It is ikely there will be no conclusion,

[10=13]

L1 For an answer which shows some knowledge but does nol indicate that the question has
been fully grasped, or where the answer confains imelevancies and ermors of theory. =97
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Example candidate response
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Examiner comment

This candidate gave a good answer which referred to both the analytical theory of market failure and to the
application required in the question relating to cars. A reasoned conclusion was presented. The answer fell
within the band 18-20 in the general comments at the start of the mark scheme.

Mark awarded = 20 out of 25
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Examiner comment

This candidate had a reasoned account of market failure in terms of public goods, merit goods and
externalities. There was also an explanation of productive and allocative efficiency. The weakness of this
answer was that there was little on the role of government intervention and even less on the application to
cars. Both government intervention and an application to cars were required by the question.

Mark awarded = 15 out of 25
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Question 3
(a) Discuss whether demand schedules and budget line diagrams are similar in the way they

represant the effect of

{i) & rise in the price of a good

[ii} a risein aconsumers income. [12]

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

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

Mark scheme

(a)

(b)

Arise in the price of a good: a demand schedule has price and quantity of one good bought
against price; budget line diagrams have quantities of two goods — price is not on the axis;
one cannot tell how demand will change with budget line unless you also show praferance
lines.

A rise in a consumer's income: similarity, both move paraliel out for a rise in income; but
cannot tell what will be bought unless have supply line = with demand - or preference lines

with budget line. [12]
L4 Fora sound discussion indicating the similanties/differences [o-12]
L3 Foran accurate explanation but with a less clear companson =48]
L2 Fora general undeveloped explanation with little companson. [5-a]

L1 For an answer which has some basic correct facts bt includes imalevancies and ermors of
theory [1-4]

Analysis of equi-marginal principke which underlies an individual demand curve. The sum of
individual demand curves form the market demand curve. Whether individual utilities can be
added is debatabla. [13]

L4 For a reasoned discussion linked to more than one good and cleary structured answer
with a conclusion [8-13]
[Low L4 maximum if there is mo mention of market demand]

L3 Fora fair dizscussion but undeveloped answer but stil with a conclusion 78]

L2 For a limited atternpt which does nol clearly deferming the equiibrium posifion for more
than one good and ro conclusion. 5=8]

L1 For an answer which has some basic cormect faclts but includes fmelevancies. Erors of
theary or omissions of analysis will be subsfantial, [=4]
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Examiner comment

In section a) this candidate gave a clear explanation of both a demand line and a budget line. Changes

in price were demonstrated correctly on both types of curve with a clear comparison. Income changes
were correctly shown as indicating a similar movement on both types of curve. In section b) the candidate
explained the meaning of the equi-marginal principle and discussed its link to a consumer’s demand. The
answer could have been improved if the last part of the question which asked about a market demand
curve had been more clearly discussed. Mention was made of a market demand curve but the explanation
surrounding this was really related to an individual consumer’s demand curve.

Mark awarded = 22 out of 25
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Examiner comment

This candidate gave a clear explanation of the meaning of a demand curve and a budget line in section

a). For a price change the shift along a demand line and a pivot about a point on one axis for the budget
line were indicated. Income changes were shown as a parallel shift in both the demand and budget lines.
This section of the answer could have been improved if there had been more of an explicit comparison
between the demand curve changes and the budget line changes. The reader was left to conclude which
were similar and which were different. Section b) was a weaker section and although marginal utility was
discussed the answer did not really explain the principle of equi-marginal utility and its link to a demand
curve.

Mark awarded = 16 out of 25

Cambridge International AS and A Level Economics 9708 105



Paper

106

Example candidate response

@.

15
-H"LL mé OV s YOV Mm&}wh@h oMIS — u.
J_{n
od

Pgnm.ailﬂ_m }‘gﬂoﬂeﬂﬁwﬂwdwﬂm@f
Froun #
ihﬂzl,_lﬂﬁum ﬂ"]?h /Jr&

AL o} ;t - ;
Eﬁﬁﬂw éﬁsfj__mlgﬁoi 12 Wi}t

9 | ﬂW mwiw*?_ [

5&&(& wluth 1% lowar
Wé(';"m&f ot 1 % nt_ it

- pving., r,wp’k Iﬂ"l fnounsed.,
congimars ol a"_nméiwq vadlar
= M_maf_ﬂ;{ﬂ i

S5 _wa & ni | MW} o _M

jmﬁf iww_:* VLo i@%hﬁ“ﬁn ?f@a{-h
: ST H«L _[14L L
e o “‘?&“m

Cambridge International AS and A Level Economics 9708



Paper 4

"_Ij(ﬁt n"i‘{huqri"'&}”' w"’-"lfﬂ‘["'l b s
.?E‘*_L: danl dumond. b Ik 0 m_ nd ol
agqregrbion . Domand i M%M e s ﬁwHLﬁTdb

TR dowmnd e M&Mﬂw‘wc,m

but ag g’mgg.{r:

s mi_ "oF ol duend s

i g prmmﬁ{, of (s dunund means
hieh
w ot do M%MMMM [

v

&‘m@r m’ﬂ %ﬁi&%ﬂf— %Efﬁéﬂ Jﬂj on

Examiner comment

This candidate gave a descriptive answer which did not contain any diagrams. In section a) the description
of the change in the demand line with respect to a price change was reasonable but there was no real
explanation of the change in a budget line due to a price change of a good. The changes caused by an

increase in income were not explained. In section b) although there was a reference to the fact that
the market demand was an aggregate, there was no explanation of the equi-marginal utility principle of
consumer demand.

Mark awarded = 7 out of 25

Cambridge International AS and A Level Economics 9708 107



Paper 4

108

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

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

Mark scheme

(a)

(B)

Discussion of possible reasons for growth including large market demand, economies of
scale, possible future profits, with a contrasting comment on reasons why it might not be
advantageous to grow in size; diseconomies of scale, small market demand, specialised
products/services. Allow a wider interpretation which discusses effects on consumers and in

the economy. [12]
L4 Fora sound discussion with contrasting explanations. 121
L3 For an accurate explanation but with an emphasis on one side — possibly of economies of

scale only. 78]
L2} Fora general undeveloped explanalion. 6]

L1 For an answer which has some basic cormect facts but includes imelevancies and ermors of
theory [1—4/

Explanation of the theory of profit maximisation. Candidates should then consider not only
whether it is possible to calculate marginal revenue and marginal cost to achieve profit
maximisation but also whether the firm might have alternative aims. Sales maximisation,
behavioural, managerial, satisficing, market share aims might be mentioned. [13])

L4 Fora reasoned discussion and cleany structured answer with & conclusion 5=13]

L3 For a fair discussion but undeveloped answer menfioning either only one pard of the
question ar both parts but only Iimited mention of alternative aims, but still with a conclusion

7-8]
L2 Fora limited but acceptable aftempt to consider the question with very imited development
of either part and no conclusion. [5-6]

L1 For an answer which has sorme basic correct facts but includes irelevancies, Erors of
theory or omissions of analysis will be substantial. [i=4]
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Examiner comment

This candidate gave a good response to section a) which contained an explanation of the advantages of
growth through economies of scale, the disadvantages caused by diseconomies and the undesirability

of some monopolies. Profit maximisation was discussed in section b) but there was also a discussion of
alternative aims of a firm including non-price competition, maximisation of sales, increasing market share,
cross-subsidisation, satisficing, all of which might need to be balanced against the desire to gain maximum
returns for shareholders.

Mark awarded = 19 out of 25
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Examiner comment

This candidate gave a reasonable answer which could have been improved in section a) if there had been
further development of economies of scale and/or of the reasons why it might be advantageous for small
firms to exist in their own right, rather than concentrating on the lack of managerial control as a firm seeks
to grown. An improvement could have been achieved in section b) if there had been further discussion on
the alternative policies that a firm might use. Mention was made of contestable markets and predatory
pricing but the answer could have been developed with a mention of sales maximisation, behavioural aims
or satisficing.

Mark awarded = 15 out of 25
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Examiner comment

This candidate began the answer to part a) by explaining profit maximising in perfect competition and only
briefly mentioned diseconomies of scale. Some of this information was repeated for section b). The diagram
in section b) lacked the correct labels and although there was a brief mention of oligopoly there was no real
explanation of the theory of profit maximisation and no discussion of alternative aims which a firm might
follow.

Mark awarded = 8 out of 25

Question b5
In imperect competition, labour markets can lead to worker exploitation in ferms of the wage rates
they receive compared with wage rates in perfect competition. Discuss this opinion. [25]

Mark scheme

Candidates should explain the aconomic theory of wage detarmination (marginal revenue
product) and compare the situation in perfect and imperfect competition. The theory indicates
that wages are lower in an imperfect labour market espacially if there is monopsony. The axtant
of the reduction varies depending on whether the labour market is conzidered with a perfect or
imperfact product market. However, the comparative reduction in wage rates may be comected,
at l=ast in part, by the strength of unions or by government legislation, [25]

L4 For a thorough explanation of the analysis of wage determinalfion with a clear companson of
the two markels and a comment on frade unions andfor govemment policy. [18-25]
{14=17 for demand and supply only with institufions! factors andfor government policy)

L3 Fora compelent explanation of the two markets but with a limited discussion and application.

{10=13 for demand and suppily) [14=17]
L2 For & cormect but undeveloped explanalion with only brief application [10=13]
(6-9 for demeand and supply)
LT For an answer which containg inaccuracies and only a few comect points [1=8]

{1-5 for demand and supply only)
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Examiner comment

This candidate gave a very clear explanation of the determination of wages in perfect competition through
the market demand and supply. This analysis was then contrasted with that which applies to imperfect
competition. A discussion of the influence and power of a monopsonist, a trade union and a minimum wage
determined by a government then followed. A concluding paragraph drew attention to the difference that
may occur between perfect and imperfect markets when trade unions and minimum wage regulations exist.

Mark awarded = 21 out of 25
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Examiner comment

This candidate gave an explanation of the analysis involving marginal revenue product theory but with less
development than is required for a very good answer. For example, the candidate did not clearly indicate
how the wage which was used by a firm in perfect competition was determined by the demand and supply
in the market.

Mark awarded = 17 out of 25
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Examiner comment

This candidate gave a descriptive answer. The diagrams were not clearly labelled and there was confusion
between perfect and imperfect competition. There was only passing reference to marginal revenue
productivity, the analysis of which was omitted, no reference to trade unions nor to government intervention
in the form of minimum wage legislation or regulation.

Mark awarded = 10 out of 25

Question 6

(a) Anincrease ininvestment will raise national income but an increase in the desire by consumers
1o save will reduce national Income,

Explain why this is the case. [12]

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

Discuss whether you support this opinion. [13]

Mark scheme

{a) Candidates should explain the different effects of an injection of investment and a withdrawal
through saving by use of the multiplier process. Possible use of ‘paradox’ of thrift idea.  [12]

L4 For a sound explanation with good application and a ciear understanding of the principles

irrvolved. 12
L3 For an accurafe expianation of the mulfipler but with 8 more limited contrast of the
difference befween the invesiment and sawving. [7=8]
L2 Fora general explanation probably in descriptive form. (56

[Maximum L2 if thare is no mantion of the multiplier]
L1 Foran answer which has some basic cofract facts bul ncludes Irelevancios and afrors of
theory [1=4]

(b} Candidates should analyse how lowering interest rates might help increase national income

through increased investment or increased spending and then discuss whether lowering
intarast rates is the only policy available. [13]

L4 Fora sound discussion with good explanation of the analysis of interest rate changes and &
consideration of allermnative fiscal measuwres with a conclusion fa-13]

L3 For a competent comment buf with imited development of the analysis or undeveloped
alternalive policies and a weaker conclusion, 78]

L For a brief explanation and with & weak discussion of inferest rales or weak allernative
policy measures with no conclusion. 5-6]

L1 For an answer which has some basic cormect facts but includes imelevancies. Ermors of
theory or omissions of analysis will be substantial [i=4]
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Examiner comment

This candidate gave a clear and reasoned account of the process of the multiplier in section a) with a
conclusion on how an increase in investment or an increase in savings might affect the level of national
income. There was a good account in section b) of the link between a change in interest rates and a change
in investment. The weakness of the answer in section b) was that although the candidate began the final
paragraph with the words ‘in conclusion’, the paragraph was really a very brief list of possible alternative
policies to the use of interest rates. No development of these policies was given. The candidate did not,
therefore, develop the answer to deal with the second part of the quotation in the question nor did the
candidate draw a conclusion about the argument presented in the question. Overall, however, this was still a
good answer.

Mark awarded = 18 out of 25
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Examiner comment

This candidate gave a correct response to both sections of the question. The weakness of the answer
was not that it was incorrect but that it lacked development and discussion. Section a) could have given a
fuller explanation of the multiplier process and section b) could have dealt more with alternative policies to
interest rate changes.

Mark awarded = 15 out of 25
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Question 7

(a) As an economy develops, the relative importance of different sectors of production changes.
Explain, with examples, why the pattern of employment might change as an economy
develops. [12]

(b) Discuss whether increases in economic growth are necessarily beneficial 1o an economy.[13]

Mark scheme

[a) The usual divizion of production is info primary, secondary and tertiary sectors. Developing
economies move from a dependence on the agricultural sector through industrialisation.
Along with this there is a growth in the service sector — industries relying on IT, call centras,
tourism. The changes reflect changes in demand, income, urbanisation, govermment policy,
comparative advantage and competitiveness, [12]

L4 For a clear explanation of why the relative importance of the productive seciors of the
economy might change with good ilustration or examples [9-12]

L3 Foraless developed explanafion with fewer examples =8l

L2 For & move general deschplfive account with lack of comynent on the causes of the
change and with few examples [5-6]

L1 For an answer which has some basic comec! facfs but includes irelevancies. Emors of
theory or omissions of analysis will be subsfantial j1-4]

(b) Economic growth involves greater production measured by changas in GDF/GNP. This could
causa an increase in the standard of living, improved health, education and amployrmant
opportunities. There may be disadvantages. Poor working conditions, the growth of
externalities, the carsless deplebion of resources, Therea may also still be guestions of
inequality in the distribution of income or whather the increasad GDP i spent on things
which might not give direct benefit e.g. military research. [13]

L4 For a discussion of the overall effect of growth on development preseniing both positive
and negative aspects with a conclusion. [9=13]

L3 For an analysis of the contribution of growth to developmant but with a concentration on
either the positive or the negative aspects with a conclusion. [r=ai

L2 Fora more descriptive account without much evaluation and without a conclusion.  [5=8]

L1 For an ansiver which has some basle corrac! facts but Includes irrelovancias, Ermovs of
theory or omissions of analysis will be subsfantial [1-4]
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Examiner comment

This candidate gave a clear explanation in section a) of the differing importance of the industrial sectors as
an economy develops and consumers’ expenditure and job aspirations change. In section b) the candidate
gave a well-structured answer. It began with the beneficial changes caused by economic growth but this
was balanced by a consideration of the drawbacks of economic growth in terms of pollution, changes in
income distribution and changes in health, and possible discontent in the population because the economic
growth had been fuelled by the production of capital goods which the population did not use.

Mark awarded = 19 out of 25
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Examiner comment

This candidate referred to the change in the importance of the proportion of people employed in different
industrial sectors in section a) and considered some of the possible advantages and drawbacks of economic
growth in section b). The weakness of the answer was that both sections, although correct, lacked
development with either further explanation or discussion.

Mark awarded = 14 out of 25
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Examiner comment

This candidate gave a relatively undeveloped answer to section a) which dealt with structural and cyclical
unemployment. Although mention was made of a shift between sectors in the industrial revolution in Great
Britain the idea of a change in the relative importance of different sectors as a country develops was not
elaborated. The answer to section b) had a good structure to it; both the advantages and disadvantages

of economic growth were mentioned. The weakness of the answer was that these changes were not
developed nor discussed at any length. This was a pity as there was a clear attempt to balance one side of
the argument about economic growth against the other.

Mark awarded = 11 out of 25
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