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1

(a) Explain what is the difference between the rate of unemployment and the level of
unemployment.

1 mark for the rate: the percentage of workforce unemployed
1 mark for the level: the number of people unemployed

(b) Analyse three ways a government could reduce the rate of unemployment in a
country.

1 mark for identification plus 1 mark for development for any of the following ways

Raising government expenditure e.g. education/health/infrastructure
Providing subsidies to firms

Encouraging MNCs

Reducing corporation tax/income tax

Protecting sunset industries/encouraging exports

Reducing interest rates

Increasing money supply

Supply-side policies e.g. training/education/raising school leaving age
Reduce benefits/increase minimum wage

Changing definition of unemployment

Maximum of 3 marks for a list or list-like answer

(c) Using information from the extract, calculate the percentage increase in migrant
remittances sent home by Bulgarians between 2008 and 2012.
Increase from US$900m to US$990m = US$90m/900m = 10%

2 marks for a correct answer
1 mark for the correct method, but an incorrect answer

[2]

[6]

[2]

(d) Using information from the extract, calculate what would have been the estimated size

of the informal economy in Bulgaria in 2012 in US$.

Accept either
e US$48.0 billion x 30% = US$14.40 billion
e US$48.0 billion / 70 x 30% = US$20.57 billion accept $ and bn/b

(e) Using information from the extract, explain why such a large percentage of the
Bulgarian Gross Domestic Product goes unrecorded.

1 mark each for:

e agreat deal of economic activity in the hidden or informal economy
e not all income earned is declared for tax purposes

o there is some smuggling (illegal importing)

e much of agricultural output is subsistence farming

© Cambridge International Examinations 2014
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(f) Discuss whether the Human Development Index is a perfect measure to compare
living standards in different countries.

Up to 4 marks for arguing that it is a perfect measure:
Up to 2 marks each for:

o ltincludes GDP per capita (1), it actually uses gross national income at purchasing
power parity per capita (1)

e ltincludes education (1), this is made up of a mean years of schooling index (years that
a 25 year old person or older has spent in schools) and an expected years of schooling

index (years that a 5 year old child will spend in education in his own life) (1)
1 mark for:
o ltincludes life expectancy (1) (it uses life expectancy at birth index)
e HDI value ranges from 0 to 1, the higher the value the higher the living standard

Up to 4 marks for arguing that it is not a perfect measure:

e  Generally arguing that there are many things that it does not include (1)

¢ Giving examples such as quality of water (1), % of GDP spent on health (1), % of GDP

spent on education (1), doctors per 1000 population (1), hospital beds per 1000
population (1), poverty index (1), gender empowerment (1) etc.

o Problems with GDP per capita being an average (1) and not reflecting income inequality

(1)

Maximum of 3 marks for a list or list-like answer

(g) Define the terms ‘birth rate’ and ‘death rate’.

e Birth rate: the number of live births per 1000 of the population (1) per year (1) (accept

per period of time)

o Death rate: the number of deaths per 1000 of the population (1) per year (1) (accept per

period of time)

© Cambridge International Examinations 2014
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(h) Discuss whether the Bulgarian Government should try to reverse the decline in the
country’s population size. [6]

Up to 4 marks for arguing that the government should try to reverse the decline:

Up to 3 marks each for:

The decline in the population could lead to less demand in the economy (1) which could
have a negative effect on the economy, e.g. a higher rate of unemployment (1) and a
lower rate of economic growth/living standards (1)

Action by the government to increase population results in larger labour force (1), greater
demand/higher output/more employment (1) resulting in higher standard of
living/economic growth (1)

A falling population could lead to lower demand (1), less employment (1) and a further
reduction in living standards (1)

Up to 2 marks for:

Expenditure on health as a % of GDP (7.4%) is already much less than the EU average
(1), suggesting that it needs to be increased (1)

Up to 4 marks for arguing that it should not try to reverse the decline:

Up to 2 marks each for:

There is an opportunity cost (1), the allocation of resources in one area means that fewer
resources can be allocated in other areas (1)

The government may reallocate resources, such as through spending more on the

health service (1), but there is no guarantee that this will lead to a substantial decrease
in the death rate (1)

Encouragements of an increase in the birth rate not likely to be that successful (1) given
the pessimistic outlook on the economy discovered by the survey (1)

It may not be worth reallocating resources to meet this objective (1) given that there is
actually not much of a change in the size of population (1)

Maximum of 3 marks for a list or list-like answer

© Cambridge International Examinations 2014
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2 All market systems have both advantages and disadvantages.

(a) Explain how resources are allocated in a market system. [5]

1 mark each for

private sector

consumer sovereignty plays a key role

producers respond to consumer demand

allocation of scarce resources in a market system is carried out through changes in the
forces of demand and supply/price mechanism

firms are driven by profit motive

prices act as a signal indicating when resources should be reallocated
excess demand will cause prices to rise

attracting resources into this market

excess supply will cause prices to fall

resources are reallocated out of this market.

(b) Analyse three reasons why a market system could fail. [7]

Up to 3 marks for identification of examples of market failure:

1 mark for each example e.g.

underproduction/consumption of merit goods (candidates do not need to refer to this
term)

overproduction/consumption of demerit goods (candidates do not need to refer to this
term)

non-production/consumption of public goods (candidates do not need to refer to this
term)

existence of negative externalities

information failure

existence of monopoly

Up to 4 marks for analysis of market failure:

1 mark each for any of the following:

merit goods will be underprovided because fewer people will consume them if a market
price is charged/people will not appreciate their true value

demerit goods will be overprovided because more people will consume them if a market
price is charged/people will not realise their full harmful effects

public goods will not be provided because it will be impossible to charge a price for them
negative externalities will be difficult to cost

monopoly will have control over a market, denying market competition

Maximum of 3 marks for a list or list-like answer
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(c) Discuss whether government intervention in a market is always to be supported.  [8]

Up to 6 marks for arguing that government intervention in a market is always to be
supported:

Up to 2 marks each for a government can:

supply merit goods (candidates do not need to use that term), such as education or
health care (1), which will improve the standard of living (1)

discourage consumption of demerit goods (candidates do not need to use that term),
such as cigarettes or alcohol (1), which will improve the health of people (1)

provide public goods, such as defence or law and order (1), which will provide a safe and
secure basis for economic activity (1)

use taxes/regulations to reduce negative externalities (1), such as pollution and
congestion/improving the economic environment (1)

use regulations/legislation to control monopoly where this is against the public interest
(1), e.g. demonstrated by higher prices and lower quantity (1)

use regulations relating to working conditions (1) e.g. minimum wage in labour market/to
reduce discrimination

apply maximum price controls (1) to influence prices for consumers (1)

reduce income equality (1) by reducing gap between rich and poor (1)

Up to 6 marks for arguing that government intervention in a market is not always to be
supported:

Up to 2 marks each for arguing that:

intervention would disrupt the operation of free market forces (1), i.e. the idea that
decisions about the allocation of scarce resources should be left to free market forces to
achieve the greatest efficiency (1)

intervention is often a subjective matter (1); how will the extent/form of intervention be
determined? — normative economics (1)

public money is likely to be needed, e.g. to finance the provision of merit goods (1);
where is this money to come from? (1)

the idea of opportunity cost (1); funds to provide merit or public goods would have
alternative possible uses (1)

a monopoly could actually be in the public interest, e.g. economies of scale could lead to
lower costs and, possibly, lower prices (1); a monopoly may especially be in the public
interest if it is an example of a natural monopoly (1)

Maximum of 4 marks for a list or list-like answer
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A government decides to increase the number of schools it operates, leading to an
increase in the demand for teachers. At the same time, the government decides to

increase the qualifications that a person needs to have to become a teacher.

(a) Using a demand and supply diagram, analyse the effect of these two decisions on the

equilibrium wage rate and the equilibrium quantity of teachers.

(Ptesmisioanr 1} &

(4]

Lp =l 7

Up to 4 marks for the diagram:

1 mark each for:

e W, Q, D andS correctly labelled
shift of demand curve to the right
shift of the supply curve to the left

Up to 2 marks for the analysis:

1 mark each for analysis of
e why demand increases and supply decreases
o effect on equilibrium wage rate and equilibrium quantity

increase in wage rate and the effect on quantity (indeterminate)

(b) Describe why the earnings of teachers can change over a period of time.

[6]

[4]

1 mark for identification plus 1 mark for development for any of the following ways explaining

why earnings may rise or fall:

Low starting salary

Salary rises with experience

Salary rises with qualifications

Salary rises with promotion/greater responsibility
Salary rises with inflation awards

Changes in demand

Changes in supply

Changes from part-time to full-time and vice-versa

© Cambridge International Examinations 2014
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(c) Consider whether teachers working in the private sector and in the public sector are

(d)

likely to receive different earnings.

There may be fiscal restraint in the public sector (1) with a government reluctant to
increase taxes to pay for teachers’ salaries (1).

[4]

Private sector teachers, on the other hand, will be financed out of fees (1) and so there

will be less restrictions than in the public sector (1)

Credit answers that state it is the other way round as this may be the case in some countries.
Max 2 marks for descriptive answers with no attempt to apply economics.

Discuss whether highly-paid teachers are likely to spend more and borrow more than
less well-paid teachers.

Up to 4 marks for why they might:

Up to 3 marks each for explaining that highly paid teachers:

have greater ability to spend (1), likely to spend more in total (1), may feel more
confident about the future and so may spend more (1)

may borrow more as banks may be more willing to lend to them (1) as they will be
relatively confident about being repaid (1), they may be likely to borrow to e.g. buy a
house, go on an expensive foreign holiday (1)

Up to 4 marks for why they might not:

Up to 3 marks each for explaining

may spend less as a proportion (1) as may save more of their income (1), their
promotion prospects may be less than some of the lower paid teachers (1)

may borrow less due to less need for finance to buy basic necessities (1), may have
former savings they can draw on (1), may live in richer households/may be older and
have less need to borrow to e.g. buy a house or pay for children’s education (1)
other factors than income influence decisions to borrow (1) e.g. confidence in the
economy/job security (1), rates of interest on loans and savings (1)

it depends on age of teacher (1) e.g. older teachers may spend less/save more for
retirement etc. (1), less family commitments(1)

Maximum of 3 marks for a list or list-like answer

© Cambridge International Examinations 2014
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4 Car production is an important economic activity in many countries. Much of this

production is undertaken by large multinational companies. These firms aim to increase
both productivity and production.

(a)

(b)

(c)

Describe two reasons why car production is usually undertaken by large multinational
companies. [4]

Reward a maximum of two reasons identified and developed.

Up to 2 marks each for:

e high start-up costs (1) as most production is capital intensive (1)

e large multinational companies can benefit from economies of scale, especially technical
economies (1), so that the cost of production is as low as possible (1)

¢ large multinational companies can benefit from purchasing/buying economies of scale
and negotiate favourable prices on components and raw materials (1), taking advantage
of bulk buying

e for other reasons such as financial economies of scale and significant capital investment
is required to keep costs low/develop hew models

e large multinational companies are able to locate in different parts of the world (1), so that
they can take advantage of lower wage levels in certain countries (1)

Distinguish between productivity and production. [4]

Up to 2 marks: Productivity is the output produced per factor/input, e.g. per worker, per
machine, per hectare of land (1), per period of time, e.g. per hour, day, week or month (1)

Up to 2 marks: Production is the total output (1) per period of time, e.g. per hour, day, week,
month or year (1)

Using an example of each, explain the difference between fixed costs and variable
costs in car production. [4]

Up to 2 marks: fixed costs are those costs of production that remain constant at all levels of
output in the short-run (1); examples could include rent of car factory, interest payments on
money borrowed to finance the car production or the salaries paid to the management of the
car company (1)

Up to 2 marks: variable costs are those costs of production that are directly related to
changes in output (1); examples could include the costs of raw materials or component parts
needed in the production of cars and the wages paid to the car workers (1)

Examples need to be explicitly related to car production.

© Cambridge International Examinations 2014
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(d) Discuss whether the establishment of a multinational company in a country will
always be beneficial for all the workers it employs. [8]

Up to 6 marks for arguing that it will always be beneficial for all the workers it
employs:

Up to 2 marks each for:

o it provides employment, avoiding someone being without a job (1), and this will increase
incomes (1)

o employees will acquire skills/receive training (1) which will improve their
employment/wage prospects generally (1)

e employees may receive discounts on the products that the company produces (1),
saving them money (1)

o the employment will enhance living standards (1), especially if the firm pays wages
above a country’s minimum wage (1)

e results in higher government tax revenue (1) which could be used to improve
education/health services benefitting workers

Up to 6 marks for arguing that it will not always be beneficial for all the workers it
employs:

Up to 2 marks each for:

e the multinational company may decide to relocate to another country in the future (1),
making the employee redundant (1)

e some jobs may involve very little skills (known as ‘screwdriver jobs’)/may bring in skilled
workers from abroad (1), so the benefit of working for the multinational company can be
exaggerated (1)

o employees may have had to work there for a minimum number of years (1) to take
advantage of any discounts (1)

o the remuneration may only be equal to a country’s minimum wage (1) and the large
profits made by the company will then be repatriated to the home country and not
invested in the firm, e.g. the facilities provided (1)

o for comments about poor working conditions (1) due to lack of trade unions to protect
workers(1)

e the multinational company seeks to maximise profits and may forgo environment (1)
putting health of workers at risk (1)

Maximum of 4 marks for a list or list-like answer

© Cambridge International Examinations 2014
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5 Inflation is an economic problem faced by many economies, but governments differ in
how they attempt to bring down the rate of inflation.

(a)

(b)

Describe how changes in the price level are measured in an economy. [5]
Award 1 mark each up to a maximum of 5 marks for describing

use of a consumer or retail prices index

recording of changes in prices over a period of time

a basket of goods and services (usually about 600 products)

use of a base year used as a ‘starting point’ to make comparisons over time (given the

value = 100)

e weighting given to each product in the basket to reflect the percentage of average
income that is spent on it

e creation of a weighted price index, multiplying the price index for different products by

their weighting, to measure the change overall over a period of time

Explain how a situation of ‘too much money chasing too few goods’ can lead to
inflation. [5]

1 mark for idea of too much money; idea of monetary inflation; excessive growth of the
money supply or specific mention of demand-pull inflation

1 mark for a precise definition of inflation: a sustained increase in the general level of prices
over a period of time

Up to 4 marks: idea of chasing too few goods/not enough goods being produced (1) for the
people who want to buy them (1), i.e. money supply has increased faster (1) than the
increase in output (1), economy may be at full employment (1) prices rise (1)

Up to 2 marks for an AS/AD diagram showing shift in AD curve to right (1) and the effect on
price level (1)

© Cambridge International Examinations 2014
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(c) Discuss whether fiscal policy, rather than monetary policy, is always a better way to
bring down the rate of inflation in an economy. [10]

Up to 5 marks for the advantages of fiscal policy:

Up to 3 marks each for:

e anincrease in taxes (1) can have a more immediate effect (1) than changes in interest
rates which can take a while to have an effect in an economy (1)

e cuts in public expenditure (1) can have a major effect, given the number of people
employed (1), and this can have a ‘knock-on’ effect in an economy (idea of multiplier
effect, but candidates do not need to use that term) (1)

Up to 5 marks for the disadvantages of fiscal policy:

Up to 3 marks each for:

e there could be side-effects (1), e.g. an increase in income tax could act as a disincentive
to effort (1), leading to a reduction in output (1)

o the cuts could take a while to have an effect (1) and they could lead to an increase in
unemployment (1) and a reduction in output (1)

Up to 5 marks for the advantages of monetary policy:

Up to 3 marks each for:

e anincrease in the rate of interest (1) can have a major effect by making the cost of
borrowing more expensive (1), reducing the level of demand (1)

o the reduction of the money supply (1) could have a major effect by reducing the extent of
liquidity in the economy (1), reducing the possibility of borrowing money (1)

Up to 5 marks for the disadvantages of monetary policy:

Up to 3 marks each for the impact of:

e arise in the rate of interest may be limited (1), especially in the short-term (1),
particularly where demand is interest-inelastic (1)

e areduction in the money supply may take a while to have an effect (1) and banking
institutions may find ways to get round the restrictions (1) making the effect very limited,
especially in the short-term (1)

Maximum of 5 marks for a list or list-like answer

© Cambridge International Examinations 2014
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6 Developing countries have characteristics that are different from those of developed
countries. One of these is the extent of poverty in such countries.

(a)

(b)

Describe three features of a developing country. [6]

1 mark each for identification of three features:
low incomes/low GDP per capita

low Human Development Index/low standard of living
low life expectancy

low school enrolment/education

high level of absolute poverty

high level of malnutrition/starvation

high rate of population growth

high birth rate

high death rate

high infant mortality rate

may have a large primary/small tertiary sector

-_—

mark each for descriptions, for example:

e low GDP per capita: Gross Domestic Product of a country is low when divided by the
number of people living in that country

¢ low standard of living: means low wages/unemployed can only afford necessities/poor
quality housing/education/health

o low life expectancy: the number of years, on average, that the people in a country can
expect to live, relative to the number of years a person, on average, is expected to live in
a developed country

¢ high level of absolute poverty i.e. the basic needs for food, clothing and shelter are not
being met, is much higher than in developed countries

¢ high death rate, i.e. the number of people dying in a developing country per thousand of

population is higher than would be the case in a developed country

Describe the changes that are likely to occur as a country becomes more developed,
in: (i) its occupational structure, and (ii) the geographical distribution of its population.

[4]

Up to 2 marks on changes in occupational structure:

o fall in percentage of primary sector/growth and then decline in secondary sector/growth
of tertiary sector

o fewer people working on farms/more people working in factories and in construction and
then falling/more people working in services

e economic growth and increases in incomes and living standards likely to be encouraged

Up to 2 marks on changes in geographical distribution of its population:

e migration away from rural to urban communities

¢ more/wider employment opportunities, leading to higher incomes, but can lead to
overcrowding in urban areas and deterioration in certain aspects of rural areas

© Cambridge International Examinations 2014
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(c) Explain what is meant by ‘absolute poverty’. [2]

a situation where certain people do not receive enough income to meet even basic
needs (1),such as food and shelter or may give a numerical value e.g. $1.25 a day (1)
this can be contrasted with relative poverty where certain people are poor in relation to
others, but this does not necessarily mean that they are poor in absolute terms (1)

(d) Discuss whether government policies can always reduce poverty in a developing
country. [8]

Up to 6 marks for the argument that government policies can always reduce poverty in
a developing country:

Up to 2 marks each for the following:

redistribution of income, e.g. through progressive taxation and through benefits (1),
could increase the incomes of poorer people (1)

the provision of employment opportunities/employment creation schemes (1),
encouraging a higher rate of economic growth (1)

an improvement in education provision/increase in literacy rate (1) will help to make
people more employable (1)

reskilling/retraining measures (1) will make people more employable, increasing their
incomes (1)

provision of subsidies, e.g. on food (1), will help to keep down the cost of living (1)
subsidised or zero-cost housing (1) will mean that people will not have to pay very much
(or nothing at all) for housing (1)

the introduction of minimum wage legislation (1) will ensure that everybody in work is
paid a minimum level of remuneration (1)

Up to 6 marks for the argument that government policies cannot always reduce
poverty in a developing country:

Up to 2 marks each for the following:

progressive taxation and benefits will still leave a lot of people very poor (1) and more
fundamental policies may be needed, such as very high levels of subsidies (1)

the reskilling/retraining/education initiatives will have no effect if the level of demand in
the economy is so low (1) that there are no jobs to be applied for (1)

the effect of the introduction of a minimum wage will ultimately depend on the rate at
which it is set (1); if it is set at too low a rate, the impact will be negligible (1)

it is less an issue of whether particular policies can have an effect (1); it is linked to the
extent of the policies, i.e. how far-reaching are they? (1)

there may be government failure e.g. in form of corruption (1) which prevents funds
reaching the poor (1)

Maximum of 4 marks for a list or list-like answer
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7 Many countries have a deficit in the current account of their balance of payments, but

some countries, such as China, Germany and Japan, regularly have a surplus in their
current account.

(a) Explain two consequences of a current account deficit. [4]

Up to 2 marks for the following:

if a country is spending more on imports than on exports, this will result in money leaving
a country (1) making the country less well-off (1)

output and employment are lower than they would otherwise be (1), because too few
exports are being demanded and too many imported goods are entering the country (1)
the deficit will put downward pressure on a country’s exchange rate (1), leading to a
depreciation of its value/fall in internal inflation (1)

if one country has a deficit (1), it means that another country will have a surplus (1)

(b) Analyse what can cause a surplus in the current account of the balance of payments.

[8]

Up to 6 marks for a surplus in:

visible balance (1): depreciation/devaluation of exchange rate would make exports
cheaper and imports dearer; this would contribute to a surplus if PED was elastic (1). A
country’s exported goods have a reputation for quality/reliability (1), other countries rate
of economic growth is higher (1) inflation rate is lower — making goods relatively cheaper
(1), higher productivity (1) reducing prices and/or raising quality of goods(1)

Up to 4 marks for a surplus in:

invisible balance (1): country is very good in particular services, e.g. banking or
insurance (1); shipping services can bring in a lot of money (1); tourist expenditure by
people visiting a country (1)

Up to 2 marks each for a surplus in

income, a net positive investment income (1), e.g. money from dividends, would
contribute to a surplus (1)

current transfers (1), e.g. net surplus from gifts, charitable donations and payments from
one government to another (1), workers’ remittances (1)

Maximum of 4 marks for a list or list-like answer
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(c) Discuss whether a current account surplus is always to be regarded as desirable. [8]
Up to 6 marks on the argument that it is always to be regarded as desirable:

Up to 2 marks each for the following:

o the surplus can be used to increase foreign exchange reserves (1), strengthening the
economic position of a country (1)

o if there is a surplus, a government will not need to borrow money to finance a current
account deficit (1), meaning that the money can be spent on other, more productive,
uses (1)

o the purchasing of a country’s exports, and/or the lower rate of purchase of imports,
means that there is higher output (1), resulting in a higher level of employment (1)

Up to 6 marks on the argument that it is not always to be regarded as desirable:

Up to 3 marks for:

e asurplus can lead to an appreciation/revaluation of a country’s exchange rate (1),
making its exports more expensive (1) and this could damage the competitiveness of the
exports (1)

Up to 2 marks for:

e one country’s surplus is another country’s deficit; the country with the deficit may
introduce protectionist measures (1) which would ultimately be bad for world trade,
affecting all countries (1)

e less goods available in domestic market (1) lowers standard of living for consumers (1)

¢ high exports of raw materials may result in depletion of resources (1) having an adverse
impact on economy in the long-run (1)

o if exports become less competitive, this will affect output (1), leading to a lowering of
living standards (1)

Answers that state that the current account surplus can be used to spend on government
projects/use when in recession etc. are incorrect.

Maximum of 4 marks for a list or list-like answer.
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