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The terms of trade of a developing country fell from 90 in 2010 to 80 in 2015.

Assuming the index of its import prices remained constant at 110 between these two years, what
happened to its index of export prices?

27

fell by 10A

fell by 11B

increased by 10C

increased by 30D

What is not a limitation of the theory of comparative advantage?28

the movement of factors of production between countriesA

governments’ imposition of trade restrictionsB

one country being more efficient in the production of all goodsC

transport costs outweighing any comparative advantageD

What would not be included in the current account of the balance of payments?29

income earned outside the country that is transferred into the countryA

value of food and raw materials produced and consumed within the countryB

value of food and raw materials that are exportedC

value of telecommunications services that are importedD

A country has a current account deficit on its balance of payments. The government also has a
budget deficit.

Which measure to reduce the current account deficit will increase the budget deficit?

30

depreciating the exchange rateA

introducing quotas on importsB

raising tariffs on importsC

subsidising exportsD
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Section C

Answer one question.

EITHER

4 (a) Explain three components of the current account of the balance of payments and consider 
the extent to which a depreciation in the exchange rate will always lead to a surplus on the 
current account. [8]

(b) Assess the extent to which the use of supply-side policy would be the best way to reduce a
deficit on the current account of the balance of payments. [12]

OR

5 (a) With the help of an aggregate demand and aggregate supply (AD/AS) diagram, explain why 
two components of AD may increase and consider the extent to which an increase in AD will 
always lead to inflation. [8]

(b) Assess the view that the effects of a high rate of inflation are always more damaging for
consumers than for firms. [12]
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In the diagram, D is the demand curve of an agricultural commodity and S is the initial supply curve.

The government promises to maintain farmers’ incomes at least at this initial level. The harvests
in four subsequent years are shown by supply curves S1–S4.
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How much in total will the government need to pay to support farmers over the four subsequent
years?

$10000D$6000C$3000B$0A

Price stability can be said to occur if the measured value of the consumer prices index (CPI) is
unchanged during the year.

Which statement is correct?
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For price stability to occur, there must be no changes in prices of any products.A

For price stability to occur, the number of products whose prices rise must exactly match the
number whose prices fall.

B

If some prices rise and others fall, there cannot be price stability.C

Different weightings of items used in the calculation of CPI mean that price stability can occur
in many ways.

D

Based on the circular flow of income, which condition is necessary for an open economy to be in
equilibrium?
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Government investment is equal to private investment.A

Planned injections are equal to planned withdrawals.B

Spending by households is equal to taxes collected by government.C

Value of export earnings is equal to expenditure on imports.D
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