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Answer any three questions.
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Section A
Answer this question.
1 What does the future hold for Sweden?

Sweden is a highly developed European country which enjoys one of the highest standards of
living in the world. In 2012, its citizens enjoyed an average income of US$49000. The country’s
labour force of five million is highly skilled. About 70% of schoolchildren go on to university. Over
the years, investment has been high in Sweden and as a result there is a high value of capital
goods for each worker to use. In 2012, however, its economic growth rate slowed. The Swedish
Government was hoping that its decision to raise the retirement age to 67 would increase the
country’s economic growth rate.

Sweden exports half of its output. It exports a range of products including cars and capital goods.
Among the country’s imports are petrol, cars and iron. Table 1 shows the balance of the current
account of its balance of payments over the period 2008—20183.

Table 1: Sweden’s current account balance, 2008-2013

Year Current account balance
US$ billion | as a % of Gross Domestic
Product (GDP)
2008 +38 6.9
2009 +31 7.0
2010 +31 6.8
2011 +32 6.4
2012 +39 7.1
2013 +40 7.2

A country’s trade position is influenced by its inflation rate. Indeed, a fall in a country’s inflation rate
can increase the international competitiveness of its products. The Swedish Government aims to
keep the annual inflation rate at 2% or below. If there is a risk that the inflation rate will exceed
the 2% target, the Swedish Central Bank will raise the interest rate. Such a change will be likely
to influence consumer expenditure, investment and the exchange rate. In recent years, Sweden’s
inflation rate has remained low, averaging 1.9% between 2008 and 2013.

The low inflation rate provides certainty for Swedish firms. The best known Swedish firm is
probably IKEA, which produces furniture and household accessories. In 2012, it reduced its prices
which, as on previous occasions, resulted in a rise in its revenue. In 2013, its owners stated that
their main goal was to increase the size of the firm by opening new stores throughout the world,
including in its expanding markets in China and Russia.
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(@) Using information from the extract, identify two reasons why Sweden is considered to be a
highly developed country. [2]

(b) Explain how a rise in the retirement age may increase a country’s economic growth rate. [4]

(¢) Using information in Table 1, describe what happened to:

(i) Sweden’s current account position over the period shown [2]
(ii) Sweden’s GDP between 2009 and 2010. [2]
(d) Explain why a country may both export and import cars. [2]

(e) Using information from the extract, analyse how a rise in the rate of interest can reduce

inflation. [5]
(f) Discuss whether afall in a country’s inflation rate will increase the international competitiveness
of its products. [5]
(g) Using information from the extract, explain whether demand for IKEA’s products is price
elastic or price inelastic. [2]
(h) Discuss whether growth is the main goal of most firms. [6]
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Section B

Answer any three questions from this section.

In 2013, an earthquake on the Iran/Pakistan border destroyed many factories and homes. Some
officials wanted the Governments to rebuild the factories and homes, even though there would be
an opportunity cost. Others suggested that some people should be encouraged to emigrate.

(a)
(b)
(c)

(d)

Define ‘opportunity cost’. [2]
Explain why the economic problem can never be solved. [4]
Using a production possibility curve diagram, analyse the effect of the destruction of some of

its resources on an economy. [6]

Discuss whether a country will benefit from the emigration of some of its people. [8]

In 2013, the market price of houses rose in China but fell in Greece. The Chinese Government
tried to reduce the rise in house prices by discouraging borrowing. In Greece, the equilibrium price
of houses fell, largely because of a decrease in income. In some countries, governments give
subsidies to housebuilders to influence the market for houses.

(a)
(b)
(c)

(d)

Define ‘equilibrium price’. [2]
Explain two reasons why borrowing may decrease. [4]
Using a demand and supply diagram, analyse why a fall in incomes may reduce the market

price of houses. [6]

Discuss whether the building of houses should be subsidised. [8]

Trade union membership is decreasing in some countries, but it is increasing in China. Industrial
action by workers is becoming more common in China, with workers seeking higher wages.
Recently there was a strike at a car factory in South China, owned by a Japanese multinational

company.
(@) Define ‘multinational company’. [2]
(b) Explain why governments may discourage strikes. [4]
(c) Analyse three reasons why trade union membership may decrease in a country. [6]
(d) Discuss whether a rise in the wages a firm pays would reduce its profits. [8]
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5 In January 2013, the Portuguese Government increased tax rates. Three months later it cut its
spending on health care and education. Between these two periods, unemployment in Portugal

rose.

(@) What is meant by ‘tax’? [2]
(b) Explain two reasons why an increase in unemployment may reduce tax revenue. [4]
(c) Analyse two reasons why unemployment may increase. [6]

(d) Discuss whether a reduction in government spending on education will reduce living
standards. (8]

6 About 30% of Nigeria’s labour force is employed in agriculture but the country still spends more
than US$12 billion a year importing food. The Nigerian Government is seeking to reduce the
imports of food. With a high birth rate and many small farms, this may be difficult to achieve.

(@) Define ‘birth rate’. [2]
(b) Explain two causes of a high birth rate. [4]
(c¢) Analyse how an increase in the size of farms may affect the cost of producing food. [6]
(d) Discuss whether a reduction in its imports will always benefit an economy. [8]

7 In 2013, the Singapore Government was concerned that its economy might experience a
recession. It was introducing a range of supply-side policy measures to increase productivity,
avoid a recession and achieve its other aims for the economy. It was also trying to reduce the
international value of the Singapore dollar.

(@) Define ‘recession’. [2]
(b) Explain two reasons why an economy may have a high foreign exchange rate. [4]
(c) Analyse how supply-side policy measures could increase productivity. [6]

(d) Discuss whether a fall in the international value of its currency will always benefit an economy.

(8]

© UCLES 2015 0455/21/M/J/15



6
BLANK PAGE

© UCLES 2015 0455/21/M/J/15



7
BLANK PAGE

© UCLES 2015 0455/21/M/J/15



8
BLANK PAGE

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every reasonable
effort has been made by the publisher (UCLES) to trace copyright holders, but if any items requiring clearance have unwittingly been included, the publisher will
be pleased to make amends at the earliest possible opportunity.

To avoid the issue of disclosure of answer-related information to candidates, all copyright acknowledgements are reproduced online in the Cambridge International
Examinations Copyright Acknowledgements Booklet. This is produced for each series of examinations and is freely available to download at www.cie.org.uk after
the live examination series.

Cambridge International Examinations is part of the Cambridge Assessment Group. Cambridge Assessment is the brand name of University of Cambridge Local
Examinations Syndicate (UCLES), which is itself a department of the University of Cambridge.

© UCLES 2015 0455/21/M/J/15



