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Section A

Read the source material carefully before answering Question 1.

Source material: The destruction of forests in Indonesia

Indonesian fact file 2017 Indonesia 2017 world

palm oil production 
(million metric tons) 36.0 60.0

rice production 
(million metric tons) 74.2 483.9

unemployment rate 
(%) 5.4 5.7

population growth rate 
(%) 1.2 1.4

Indonesia is the world’s largest producer of palm oil. The costs involved in producing palm oil include 
rent of land, fertiliser, palm oil seeds, maintenance of irrigation systems and casual labour. Fires are set 
to clear forests to make way for palm oil plantations. These fires destroy the homes of many species 
of wildlife and release harmful gases into the air. Since 2011, Indonesia has been paid to conserve its 
forests by the Norwegian government.

While Indonesia is the largest producer of palm oil, it is the third largest producer of rice. Indonesia 
exports 85% of its palm oil but sometimes has to import rice to meet domestic demand. Its international 
trade in palm oil and rice is influenced by changes in its foreign exchange rate. The price of the 
Indonesian currency, the rupiah, fell in 2017.

Rice production also contributes to air pollution. Rice farmers burn the stubble left after harvesting to 
clear the fields and to raise the fertility of the land so they can produce more rice. Some environmentalists 
argue that stubble burning should be banned.  

The Indonesian economy, along with the world economy, continues to grow. Economic growth can 
cause pollution. It can also affect a country’s GDP per head ranking and Human Development Index 
(HDI) ranking as shown in Table 1.1.  

Table 1.1 GDP per head ranking and HDI ranking for selected countries in 2016

country GDP per head ranking HDI ranking

Luxembourg 2 20

Mauritius 64 64

Indonesia 99 113

Cuba 120 68

Ghana 134 134

Ethiopia 167 174

Indonesia experiences net emigration. Some Indonesians work abroad and send money home to their 
families. People also come from abroad to work in Indonesia, some in relatively highly paid jobs in the 
country’s expanding tourism industry. Indonesia currently attracts fewer tourists than its neighbours, 
Singapore and Malaysia. It does, however, have many natural tourist attractions and is currently price 
competitive.



1(a) Calculate the percentage of total world output of palm oil produced by Indonesia in 
2017.    [1]

1(b) Identify two variable costs of producing palm oil.   [2]

(b)  The two variable costs of producing palm oil are fertilisers and  palm oil seeds.
Also accepted is :[ as per mark scheme]
• casual labour

(a) 60%

smart
Approved



1(c)  Explain one opportunity cost of conserving forests in Indonesia.  [2]

(c) Opportunity Cost of Conserving Forests in Indonesia:

Palm Oil Production Foregone (1):

One significant opportunity cost of conserving forests in Indonesia is the foregone production 
of palm oil. Palm oil is a major agricultural commodity and a significant driver of economic 
activity in Indonesia. The decision to conserve forests implies refraining from converting these 
forested areas into palm oil plantations. This foregone opportunity represents a lost potential 
for economic gains through the production and export of palm oil, which is a crucial component 
in various industries such as food, cosmetics, and biofuels.
        By choosing to conserve forests, the Indonesian government and relevant stakeholders 
are essentially opting not to engage in palm oil production on those specific lands. The 
opportunity cost arises from the fact that the next best alternative, in this case, would have 
been the economic benefits derived from palm oil production. The foregone opportunity includes 
the potential revenue from palm oil exports, employment opportunities in the palm oil industry, 
and the contribution to the national economy.
        Additionally, the opportunity cost concept extends beyond immediate economic 
considerations. For instance, if the Norwegian government were involved in supporting forest 
conservation efforts in Indonesia, the opportunity cost for Norway would be the potential 
alternative uses of those funds, such as investing in education, healthcare, or other 
development projects. 
       In summary, the opportunity cost of conserving forests in Indonesia involves the 
foregone benefits and economic gains that could have been derived from alternative land uses, 
particularly palm oil production. The decision to conserve forests represents a trade-off with 
the potential economic opportunities associated with utilizing these lands for agricultural 
purposes.
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1(d)Explain two external costs of the destruction of forests in Indonesia.   [4]

(d) External Costs of the Destruction of Forests in Indonesia:

      One significant external cost of the destruction of forests in Indonesia is the loss of 
wildlife habitats. Forest ecosystems are home to diverse flora and fauna, many of which 
are uniquely adapted to these environments. The destruction of forests results in the 
displacement and fragmentation of these habitats, leading to the loss of biodiversity and 
the potential extinction of species. This represents an external cost because it involves 
harmful effects on animals and ecosystems that are not directly involved in the economic 
decision to clear the forests. The destruction disrupts the balance of the ecosystem, 
affecting not only the specific species being targeted for economic gain but also numerous 
others within the intricate web of biodiversity.
       The destruction of forests in Indonesia contributes to harmful gases and air 
pollution, presenting another external cost. As trees are cleared, particularly through 
methods like slash-and-burn agriculture, it releases large amounts of carbon dioxide and 
other pollutants into the atmosphere. The resulting air pollution has multiple consequences. 
         Firstly, it creates an unpleasant atmosphere for local residents who are exposed to 
the smog, which can lead to respiratory issues and other health problems. Secondly, the 
release of greenhouse gases contributes to global warming, impacting climate patterns and 
weather systems on a broader scale. This global consequence represents an external cost as 
it affects people and ecosystems far beyond the immediate location of the forest 
destruction, creating negative spillover effects.
       In summary, the destruction of forests in Indonesia carries external costs, including 
the loss of wildlife habitats that can lead to species extinction and the release of harmful 
gases contributing to local and global air pollution. These external costs highlight the 
importance of considering the broader environmental and societal impacts when evaluating 
the economic decisions associated with deforestation.
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1(e) ) Draw a demand and supply diagram to show the effect of a ban on burning stubble on 
the market for rice. effe   [4]
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1(f)   Analyse the relationship between countries‛ GDP per head ranking and HDI ranking.  [5]

(f) Relationship between Countries' GDP per Head Ranking and HDI Ranking:
     Generally, there is a positive and direct relationship between a country's GDP per head 
ranking and its Human Development Index (HDI) ranking. In other words, countries with higher 
GDP per head rankings are expected to have higher HDI rankings, reflecting a correlation 
between economic prosperity and overall human development.
       The top-ranking countries in terms of GDP per head are often found among the top 
positions in HDI rankings. The countries with the highest GDP per head tend to exhibit higher 
levels of human development, as measured by indicators such as life expectancy, education, and 
income.
     Conversely, countries with the lowest GDP per head rankings are often situated at the 
bottom of HDI rankings. Lower economic prosperity tends to be associated with lower levels of 
human development.
      Notable exceptions, such as Cuba or Indonesia, may challenge the expected relationship. 
For example, Cuba has a lower GDP per head ranking than Indonesia, yet it possesses a higher 
HDI ranking. This discrepancy suggests that factors beyond GDP per head play a significant  
       Despite occasional exceptions, the overall trend aligns with the expected relationship. The 
positive correlation between GDP per head and HDI rankings implies that a higher standard of 
living, as reflected in economic indicators, tends to contribute positively to human development 
outcomes.
       GDP per head is a component of HDI, but HDI is influenced by additional factors such as 
education and life expectancy. Higher GDP per head provides countries with the financial means 
to invest in education and healthcare, leading to improvements in these areas and contributing 
to a higher HDI ranking.
       In conclusion, while GDP per head serves as a crucial economic indicator, the HDI ranking 
provides a more comprehensive view of human development. The relationship between these two 
rankings is generally positive, with higher economic prosperity often associated with higher levels 
of human development. Exceptions underscore the importance of considering additional factors, 
emphasizing the multidimensional nature of development.
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1(g) Discuss whether or not the immigration of workers would be likely to benefit the 
Indonesian economy.  [6]

(g) Benefits and Drawbacks of Immigration of Workers for the Indonesian Economy:

Up to 4 marks why it might:
      The immigration of skilled workers may benefit the Indonesian economy by bringing in 
individuals with specialized skills and expertise, potentially contributing to increased 
productivity.
      Immigrant workers may be motivated to work harder to improve their quality of life, 
potentially leading to increased overall productivity in various sectors.
     Immigrant workers may bring in new ideas and technological advancements, contributing 
to the improvement of production methods and the adoption of advanced technology in 
different industries.
      Immigrant workers who pay taxes can contribute to government revenue, enabling the 
government to allocate more resources for public services and infrastructure development.
      Immigrant workers can fill vacancies left by Indonesians who go to work abroad. This 
can help address labor shortages in certain sectors and maintain economic activities.
    The immigration of workers can increase the size of the labor force, potentially 
enhancing productive capacity and reducing the dependency ratio.
     Immigrant workers may contribute to an increase in exports and aggregate demand, 
potentially resulting in economic growth and an overall increase in output.
Up to 4 marks why it might not:
    If the population is already increasing, immigration may take it above the optimum level, 
potentially leading to overpopulation and putting pressure on available resources.
     Immigration may put pressure on housing, education, and food resources, straining 
infrastructure and public services to accommodate the additional population.
     The influx of immigrant workers may put downward pressure on wages, potentially 
replacing local workers and causing unemployment, which could lower living standards.
     Immigrant workers may require training to adapt to specific job requirements, which 
could increase firms' costs and may impact overall efficiency in the short term.
      An increase in population, including immigrants, may contribute to higher levels of 
pollution, putting additional strain on the environment and public health.
       Immigrant workers sending money home to relatives may result in increased imports, 
such as the import of goods like rice, potentially having a negative impact on the current 
account of the balance of payments.
      In conclusion, the impact of immigration on the Indonesian economy is nuanced and 
depends on various factors. While skilled and motivated immigrant workers may bring 
positive contributions, there are potential challenges related to overpopulation, pressure on 
resources, wage dynamics, and environmental concerns. Balancing these factors and 
implementing effective policies will be essential to harness the potential benefits of 
immigration while mitigating its drawbacks.
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1(h)  Discuss whether or not the Indonesian tourism industry will increase in the future.    [6]

(h) Factors Indicating an Increase in the Indonesian Tourism Industry:
      Indonesia's tourism industry may experience growth as it is currently price 
competitive. Lower prices can attract budget-conscious travelers, expanding the potential 
market for tourism.
      If the exchange rate continues to fall, making the local currency weaker, the price 
of tourism for foreign visitors will decrease. This affordability factor could make 
Indonesia more attractive as a tourist destination.
      Indonesia boasts natural tourist attractions, such as beautiful landscapes, beaches, 
and cultural sites. The preservation of natural resources, including forests, can enhance 
the appeal of the country as a tourism destination.
         People coming from abroad to work in high-paid jobs in the tourism industry may 
bring skills and motivation, ultimately raising the quality of tourism services and 
experiences.
          If the Indonesian government provides subsidies to the tourism industry, it can 
lower the costs of production for businesses, making tourism more financially viable and 
competitive.
         Effective promotion and advertising of Indonesia's tourist attractions can attract 
more visitors. Strategic marketing campaigns can raise awareness and draw attention to 
the unique offerings of the country.
        The declining cost of air travel can positively impact the tourism industry, as 
affordable airfares make it more convenient for travelers to visit Indonesia. Air travel is 
a complement to holidays.
        Attracting foreign investment into the tourism industry can lead to infrastructure 
development, improved services, and increased capacity to accommodate more tourists.
Factors Indicating a Potential Decrease in the Indonesian Tourism Industry:
    Pollution issues may discourage visitors, especially those concerned about the 
environmental impact on their health. Addressing pollution is crucial to maintaining a 
positive tourism image.
       The presence of substitutes and competition from neighboring countries can divert 
potential tourists to alternative destinations, impacting the growth of Indonesia's tourism 
industry.
       The destruction of natural areas of beauty, whether through activities like 
deforestation for palm oil plantations or natural disasters, can deter tourists seeking 
pristine environments.
        If there is net emigration, resulting in a shortage of workers, the tourism industry 
may face challenges in providing adequate services and experiences.
         The ongoing impact of the COVID-19 pandemic, including travel restrictions and 
health concerns, may continue to impede the recovery and growth of the tourism industry.
        In conclusion, the future of the Indonesian tourism industry depends on a complex 
interplay of factors. While there are potential growth drivers, such as affordability, 
natural attractions, and government support, there are also challenges related to 
environmental issues, competition, and external factors like the ongoing pandemic. 
Balancing these factors will be crucial for the sustained growth of Indonesia's tourism 
sector.
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2(a) Define trade in goods balance [2]

(a) Trade in goods balance is Value of exports of goods  minus value of imports of goods

smart
Approved



2(b) Explain two benefits producers may gain from free trade.   [4]

(b) Benefits for Producers from Free Trade:

        Producers can benefit significantly from free trade by gaining access to a larger and 
often global market. With reduced trade barriers, such as tariffs and quotas, producers can 
export their goods and services to a broader customer base. This increased market reach has 
the potential to boost revenue and profit as companies tap into new consumer segments and 
expand their sales globally.
        Free trade allows producers to engage in production on a larger scale. By taking 
advantage of economies of scale, producers can achieve cost efficiencies as the average cost 
per unit decreases with higher output. Specialization becomes more feasible, enabling producers 
to focus on producing goods or services in which they have a comparative advantage, further 
enhancing productivity and overall output.
        Free trade facilitates access to raw materials from different parts of the world without 
the imposition of tariffs. Producers can source raw materials more competitively, either at 
lower prices or with better quality. This access to cost-effective and high-quality inputs can 
lead to a reduction in the overall cost of production, enabling producers to offer products at 
competitive prices in the market.
        Free trade encourages the exchange of ideas, technology, and innovations across 
borders. Producers can benefit from exposure to advanced technologies and ideas from abroad, 
leading to improvements in their methods of production. Adopting new technologies and 
incorporating innovative practices can enhance efficiency and contribute to the development of 
new and improved products.
       Free trade introduces heightened competitive pressure, as producers must compete with 
both domestic and international rivals. While this competition may initially pose challenges, it 
can drive producers to become more efficient, innovative, and responsive to consumer needs. 
The need to stay competitive in a global market can lead to increased efficiency in production 
processes and improved overall business practices.
        In summary, free trade offers producers several advantages, including access to larger 
markets, economies of scale, cost-effective raw materials, exposure to advanced technology, 
and increased competitive pressure. These benefits can contribute to the growth, efficiency, 
and competitiveness of producers in the global marketplace.
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2(c)  Analyse, using a production possibility curve (PPC) diagram, the effect of an increase 
in unemployment on an economy.    [6]

         When there is an increase in unemployment, it implies that a portion of the labor 
force and other resources in the economy is not being utilized. This underutilization leads to 
inefficiency in production.
        The underutilization of resources due to unemployment results in a reduction in 
overall output and Gross Domestic Product (GDP). This decrease in production can lead to a 
recessionary impact on the economy, as it is operating below its full potential.
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2(d)  Discuss whether or not an increase in the rate of income tax will reduce inflation.  [8]

(d) Effects of an Increase in the Rate of Income Tax on Inflation:

Why it might reduce inflation:

     An increase in the rate of income tax can reduce disposable income and, consequently, 
the purchasing power of consumers. With less money available for spending, consumers may 
cut back on expenditures, leading to a decrease in demand for goods and services.
   The reduction in disposable income is likely to result in a decline in consumer 
expenditure. Lower consumer spending contributes to a decrease in overall demand in the 
economy, which, in turn, can help alleviate demand-pull inflation.
      Higher income taxes can impact businesses and investors, leading to a potential 
decline in investment. Reduced investment can result in lower economic activity and 
contribute to a decrease in demand, which may have a dampening effect on inflation.
       As both consumer expenditure and investment decrease, the total aggregate demand 
in the economy may fall. A decrease in aggregate demand can mitigate inflationary 
pressures, especially in situations where demand has been outpacing supply.
        Demand-pull inflation, which occurs when demand exceeds supply, may decrease as a 
result of the reduction in overall demand due to higher income taxes. Lower demand can 
help bring the supply and demand balance closer, reducing inflationary pressures.
       The higher revenue generated from increased income taxes could be used by the 
government to fund supply-side policy measures. These policies, such as infrastructure 
development or education initiatives, can contribute to long-term economic growth and 
productivity, potentially addressing inflation at its root.

Why it might not reduce inflation:
       Workers, in response to higher income taxes and reduced take-home pay, may seek 
higher wages to maintain their standard of living. If successful, this wage increase could 
contribute to cost-push inflation.
        The push for higher wages, combined with potential cost increases for businesses 
due to higher taxes, could lead to cost-push inflation. A wage-price spiral, where rising 
wages drive up production costs and, in turn, lead to higher prices for goods and services, 
may occur.
       The higher tax revenue collected from increased income taxes could lead to higher 
government spending. If the additional government spending offsets any decrease in 
consumer expenditure, the overall impact on total aggregate demand and inflation may be 
limited.
       If people are very confident about the future despite higher income taxes, they may 
choose to cut back on savings rather than reducing spending. This behavior could maintain 
or even increase overall demand, potentially offsetting the intended reduction in inflation.
         In conclusion, the impact of an increase in the rate of income tax on inflation is 
complex and depends on various factors, including consumer behavior, investment patterns, 
and government spending decisions. While it has the potential to reduce inflation by curbing 
demand, there are also potential factors that could counteract this effect, such as wage 
pressures and government spending.
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3(a) Define demerit good.    [2]

A demerit good is a product that is considered harmful, either because it has negative 
effects on consumers that they may not fully realize or acknowledge, or because the 
government deems it to be more harmful than consumers perceive. The concept of demerit 
goods is often associated with overconsumption or overproduction, leading to the creation 
of external costs.
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3(b)Explain the difference between an extension in demand and an increase in demand.    [4]

(b)
Extension in Demand: An extension in demand refers to a change in the quantity demanded due 
to a change in the price of a product. When the price of a product decreases, all else being 
equal, consumers are willing to buy more of that product. This results in a rise in the quantity 
demanded. An extension in demand is represented by a movement along the existing demand 
curve, depicting how the quantity demanded changes in response to a change in price.

Increase in Demand: An increase in demand, on the other hand, is caused by a change in factors 
influencing demand other than the price of the product itself. This means that at every price 
level, consumers are now willing to buy more of the product. Examples of factors that can lead 
to an increase in demand include a rise in consumer incomes, changes in consumer preferences, or 
the introduction of complementary goods. An increase in demand is depicted by a shift in the 
entire demand curve to the right.

Key Differences:
Cause of Change: 
     An extension in demand is solely caused by a change in the price of the product. As the 
price decreases, consumers respond by buying more, leading to an extension along the demand 
curve. In contrast, an increase in demand results from changes in factors other than the price 
of the product, causing consumers to demand more at every price level.

Representation on the Demand Curve:  
      An extension in demand is represented by a movement along the existing demand curve. The 
curve itself does not shift; rather, it illustrates how the quantity demanded changes as a direct 
response to a change in price. Conversely, an increase in demand is depicted by a shift in the 
entire demand curve, indicating a change in the overall quantity demanded at various price levels.

Nature of Change:
      The nature of the change is crucial in understanding the distinction. An extension in 
demand implies a movement along the demand curve due to a change in price, while an increase in 
demand implies a shift in the entire demand curve due to factors influencing consumer behavior 
beyond price changes.

      In summary, the key difference lies in the cause of the change and its representation on 
the demand curve. An extension in demand is triggered by a change in price, resulting in a 
movement along the curve, whereas an increase in demand is influenced by factors other than 
price, causing a shift in the entire demand curve.
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3(c) Analyse the effects on income distribution and tax revenue of an increase in indirect taxes.   
[6]

(c) Effects on Income Distribution and Tax Revenue of an Increase in Indirect Taxes:
        An increase in indirect taxes is likely to contribute to a less even distribution of 
income. Indirect taxes, such as consumption taxes, are generally regressive. This means that 
they take a larger percentage of income from lower-income individuals compared to higher-
income individuals. As a result, the burden of the tax falls disproportionately on the poor, 
potentially exacerbating income inequality.
       The immediate effect of an increase in indirect taxes is likely to be an overall rise in 
tax revenue. Indirect taxes are levied on goods and services, and an increase in these taxes 
can lead to higher government revenue. The extent of the revenue increase will depend on 
factors such as the elasticity of demand for taxed goods, with goods that have inelastic 
demand (e.g., essential items like food) contributing more significantly to the revenue boost.
       Indirect taxes are likely to have a more substantial impact on goods with inelastic 
demand. Essential items such as food and basic necessities often have inelastic demand 
because consumers have limited alternatives and will continue to purchase these items even if 
prices rise. Therefore, an increase in indirect taxes on such goods can lead to a more 
significant rise in tax revenue.
        If the demand for goods is highly sensitive to price changes (elastic demand), a 
significant increase in indirect taxes may lead to a decline in demand for those goods. In such 
cases, the expected increase in tax revenue may not materialize if the fall in demand is 
substantial enough to offset the higher tax rates.
        If the additional tax revenue generated from indirect taxes is directed towards 
spending on lower-income groups, such as through increased welfare benefits, the overall 
impact on income distribution becomes less certain. Redirecting tax revenue in this manner can 
potentially mitigate the regressive nature of indirect taxes by providing financial support to 
those most affected by the tax burden.
        Indirect taxes are generally associated with lower levels of tax evasion and avoidance 
compared to direct taxes. The nature of indirect taxes, being embedded in the price of goods 
and collected at the point of sale, makes evasion and avoidance less common. However, 
informal markets may still exist, affecting the efficiency of tax collection.
       In conclusion, an increase in indirect taxes is likely to have mixed effects on income 
distribution and tax revenue. While it may contribute to a less even distribution of income due 
to the regressive nature of indirect taxes, the impact can be mitigated if the additional tax 
revenue is channeled towards welfare programs benefiting lower-income groups. The efficiency 
of tax collection and the extent of demand elasticity for taxed goods are crucial factors that 
influence the overall outcomes of such tax policy changes.
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3(d)   Discuss whether or not a government should impose a maximum price on food.     [8]

(d)
Why a government should impose a maximum price on food:
Setting a maximum price on food can influence both the price and the quantity of food 
purchased in the market. By capping the price, the government can attempt to make essential 
food items more affordable for a broader segment of the population.
        If the maximum price is set below the equilibrium level, it will effectively reduce the 
market price of food. This can benefit consumers by providing access to food at a lower cost 
than they might have paid in an unregulated market.
       A maximum price ensures that some individuals, especially those with lower incomes, can 
purchase essential food items at a more affordable price. This helps in addressing issues of 
food affordability and reducing poverty, particularly for vulnerable populations.
         Since food is a basic necessity, imposing a maximum price on it can contribute to 
poverty reduction by ensuring that even those with limited financial means can access essential 
nutritional requirements.
        Maximum prices can prevent monopoly food producers from setting excessively high 
prices. By curbing the ability of large producers to exploit their market power, the government 
can protect consumers from unfair pricing practices.
Why a government should not impose a maximum price on food:
         If the maximum price is set above the equilibrium level determined by market forces, it 
will have no impact on the market, rendering the policy ineffective in achieving its intended 
goals.
         If the maximum price is set below the equilibrium, it can lead to shortages in the 
market. Suppliers may be unwilling to produce or sell goods at a price that is below their cost 
of production, leading to a mismatch between supply and demand.
        Imposing a maximum price may necessitate additional measures such as rationing to 
manage the scarcity resulting from price controls. This introduces complexities in distribution 
and may create administrative challenges.
        Some foods may be harmful to health, and imposing a maximum price without considering 
health implications may lead to increased consumption of unhealthy foods. In such cases, it may 
be more appropriate to discourage the consumption of certain foods through targeted policies.
          Maximum prices may force firms to sell their products at a level where they incur 
losses. This can potentially reduce the quality of food or result in job losses, as firms may cut 
costs to offset losses.
         Advocates of free market principles argue that allowing market forces to determine 
prices may result in a more efficient allocation of resources. In a free market, prices act as 
signals guiding the allocation of goods and services, and interference with these signals may 
lead to inefficiencies.
        In conclusion, the decision to impose a maximum price on food involves a trade-off 
between addressing affordability concerns for consumers and potential negative consequences 
such as shortages, health issues, and economic inefficiencies. The effectiveness of such a 
policy depends on careful consideration of market dynamics and the specific context of the food 
industry within a given country.
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   4(a) State two functions of a commercial bank.  [2]

(a)The two functions of a commercial bank are lending and  accepting deposits.
Other accepted functions include:[ as per mark scheme:]
• allowing customers to make payments
• looking after valuables
• giving financial advice
• providing insurance
• exchanging foreign currency 
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4(b) Explain two reasons why emigration from a country may increase.

(b) 
Emigration from a country can be influenced by various factors that drive individuals to seek 
opportunities and a better quality of life elsewhere. Here are two reasons why emigration may 
increase, along with logical explanations:
       A significant increase in unemployment within a country can prompt individuals to look for 
job opportunities abroad. When local job markets contract, people may migrate to countries 
with better employment prospects and economic stability. The motivation is often driven by the 
desire to secure gainful employment and improve one's economic prospects.
        A decline in income levels within a country may push individuals to seek higher wages and 
better economic opportunities in other nations. Emigrants may be attracted to countries where 
the income potential is higher, offering the promise of an improved standard of living and 
greater financial security for themselves and their family
       Emigration may also increase due to a perception of lower living standards in the home 
country. Factors such as better healthcare, a cleaner environment with less pollution, or 
improved overall quality of life in another country can motivate individuals to move in search of 
a more favorable living environment.
      When immigration controls are relaxed, it becomes easier for individuals to move abroad. 
A more open and accessible immigration policy can lead to an increase in emigration as people 
take advantage of the eased restrictions to explore opportunities in other countries.
       Instances of social unrest or the outbreak of war can create an environment of instability 
and insecurity. In such circumstances, individuals may seek greater security and safety by 
emigrating to countries that are perceived as more stable and peaceful, thereby protecting 
themselves and their families.
       High levels of inflation in the home country can erode the purchasing power of individuals, 
making the cost of living more challenging. In response, people may choose to emigrate to 
countries where the cost of living is lower, allowing them to maintain or improve their standard 
of living.
        In conclusion, emigration is a complex phenomenon influenced by a combination of 
economic, social, and political factors. The decision to move abroad is often driven by the 
pursuit of economic opportunities, improved living conditions, and the quest for greater security 
and stability. Each individual's decision to emigrate may be shaped by a unique set of 
circumstances and motivations.
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4(c) Analyse the possible causes of a rise in the wages of   bank workers.    [6]

(c)
A rise in the wages of bank workers can be attributed to a combination of factors that influence 
the demand and supply of labor in the banking industry. Here is a coherent analysis of possible 
causes for an increase in the wages of bank workers:
          Higher demand for banking services, such as more people opening bank accounts or 
utilizing various banking services, can lead to an increased demand for bank workers. 
Additionally, a rise in productivity among bank workers may create a demand for more skilled and 
efficient employees. The competition among banks for the services of qualified workers may 
drive wages higher, as institutions seek to attract and retain top talent.
         The supply of bank workers may decrease if qualifications and skills requirements are 
raised. As technology in the banking industry advances, workers may need to acquire more 
sophisticated skills, leading to a potential shortage of qualified individuals. This scarcity of 
skilled workers can contribute to higher wages.
         Bank workers may leverage the power of trade unions through collective bargaining and 
industrial action to negotiate higher wages. The collective strength of workers, when organized 
through unions, can be a significant force in influencing wage negotiations.
       If banks earn large profits, they may choose to reward their employees with bonuses or 
higher pay as a means of recognizing and retaining talent. High pay and bonuses can serve as 
motivational tools, ensuring that skilled workers remain committed to their roles.
         An increase in the national minimum wage can have a cascading effect, forcing banks to 
adjust their pay scales to comply with the new regulations. This external pressure on wages may 
contribute to a rise in the overall compensation of bank workers.
        Bank workers putting in longer hours or working overtime may command higher wages due 
to the additional effort and time commitment. Increased work hours can be a response to a 
surge in demand for banking services or a need for more extensive coverage.
      More experienced and productive bank workers may command higher wages. Increased skill 
levels and efficiency can contribute to the overall productivity of the workforce, justifying 
higher compensation for experienced professionals.
        Inflation and higher income tax rates can erode the purchasing power of bank workers. 
To maintain real wages and ensure that employees do not experience a decline in their standard 
of living, banks may increase wages in response to cost-of-living adjustments.
         In conclusion, a rise in the wages of bank workers is influenced by a complex interplay of 
factors related to both demand and supply of labor, economic conditions, industry competition, 
and regulatory changes. The dynamics of these factors can vary, leading to fluctuations in wages 
within the banking sector.
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4(d) Discuss whether or not demand for cars will become more price-elastic in the future.  [8]

(d) Why the demand for cars might become more price-elastic in the future:

 If the price of public transport falls or the quality of public transport improves, it may become 
a closer substitute for cars. This increased substitutability can make consumers more responsive 
to changes in the price of cars, leading to a more elastic demand.
     If cars take up a larger proportion of individuals' income and incomes fall, consumers may 
become more sensitive to changes in the price of cars. In such circumstances, a decrease in the 
price of cars could have a more significant impact on demand.
     If the price of cars rises, demand becomes more price-elastic. Higher prices often make 
consumers more price-sensitive, leading to greater responsiveness to changes in price.
     If the number of firms producing certain types of cars increases, it can enhance 
competition in the market. Greater competition often leads to more competitive pricing 
strategies, making consumers more responsive to changes in car prices.
     Over time, consumers have more opportunities to search for lower prices, especially with 
the advent of online platforms. As consumers become more adept at comparing prices and 
finding the best deals, the demand for cars may become more elastic.
Why the demand for cars might not become more price-elastic in the future:
      If cars become more of a necessity due to factors like people working further from where 
they live, the demand may become less elastic. Necessities tend to have less elastic demand as 
consumers may be less responsive to changes in price.
      If cars become easier to postpone purchasing because they last longer, consumers may 
delay buying replacements. This delay could reduce the immediacy of the demand response to 
changes in car prices, making the demand less elastic.
      If people become habituated to driving and owning a car, it may create a psychological 
barrier to switching to alternative modes of transportation, even if prices change. Habitual 
behaviors can make consumers less responsive to price fluctuations.     
       If the prices of complementary goods, such as fuel or insurance, rise, it might offset the 
impact of a decrease in the price of cars. Even if cars become more affordable, the overall 
cost of ownership may not decrease significantly, affecting the elasticity of demand.
       In conclusion, the elasticity of demand for cars in the future will depend on a variety of 
factors, including changes in consumer preferences, the availability and quality of alternative 
transportation options, economic conditions, and the dynamics of the automobile market. The 
extent to which these factors play out will determine whether the demand for cars becomes 
more or less price-elastic over time.
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5(a) Define wages.   [2]

(a)Wages refer to a form of payment or reward provided to laborers or workers in exchange 
for the services they render. 
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5(b)  Explain two reasons, other than methods of protection, why a country‛s exports may 
fall.    [4]

(b) There are several reasons, other than methods of protection, that can contribute to a 
decline in a country's exports. These reasons often involve complex economic dynamics and can 
have interconnected effects. Here is a logical explanation of some factors that may lead to a 
decrease in a country's exports:

    When incomes abroad decrease, the purchasing power of consumers in other countries 
diminishes. This reduction in income levels can lead to lower demand for goods and services, 
including those exported by the country in question. As a result, the volume of exports may 
decline.
       An increase in the foreign exchange rate can make a country's exports more expensive for 
foreign buyers. As the value of the country's currency strengthens against other currencies, the 
prices of its exports in foreign markets rise. This can lead to a decrease in the competitiveness 
of the country's goods and a subsequent decline in export demand.         
          If the quality of a country's products and services falls, it can result in reduced 
demand from foreign buyers. For example, a decline in educational standards may negatively 
impact the quality of skilled labor, making the country's workforce less attractive to 
international employers and reducing the demand for its exports.
      A rise in prices due to factors such as inflation, higher production costs, or lower 
productivity can make a country's exports less competitive in the global market. As the prices of 
exported goods and services increase, foreign buyers may seek more cost-effective alternatives 
from other countries, leading to a decrease in export sales    
     If domestic demand for goods and services rises significantly, some products that were 
initially intended for export may be redirected to meet the growing domestic demand. This shift 
in focus from export to the home market can result in a reduction in the quantity of goods 
available for export.
      A decrease in the overall output of goods and services, whether due to resource 
constraints, economic downturns, or other factors, can limit a country's ability to export. Lower 
output means fewer goods and services available for export, impacting the country's trade 
volume.
       In summary, a decline in a country's exports can be influenced by a combination of 
external and internal factors, including reduced demand abroad, unfavorable exchange rates, 
declining product quality, rising prices, shifts in domestic demand, and lower overall output. 
Understanding these factors is essential for policymakers and businesses to address challenges 
and develop strategies to enhance the competitiveness of the country's exports in the global 
market.
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5(c) Analyse how a rise in investment could increase a country‛s economic growth rate.    [6]

(c) A rise in investment can have a profound impact on a country's economic growth rate 
through various interconnected channels. Here is a coherent analysis of how increased 
investment contributes to economic growth:
      More investment leads to an increase in total aggregate demand. As businesses invest in 
capital goods, the demand for these goods and related services rises.
      The rise in investment results in an increase in the production and acquisition of capital 
goods. This expansion can lead to the incorporation of more advanced technology and increased 
efficiency in the production process.
       With more capital goods and advanced technology in place, the overall productive capacity 
of the economy rises. This can lead to an increase in productivity as businesses adopt more 
       Increased productivity and efficiency may lead to a reduction in the costs of production. 
This cost reduction can result from economies of scale, technological improvements, or process 
optimization.
      As costs decrease, businesses may choose to pass on the benefits to consumers in the 
form of lower prices. Additionally, the quality of goods and services may improve due to 
technological advancements and increased competition in the market.
      Lower prices and improved product quality can stimulate domestic consumption. As 
consumers experience increased purchasing power and have access to higher-quality goods, the 
demand for products and services in the domestic market may rise.
     A more efficient and competitive domestic industry, driven by increased investment, can 
lead to greater competitiveness in international markets. This competitiveness may result in an 
increase in exports as foreign buyers seek high-quality goods at competitive prices.
      The combined effects of increased domestic consumption and higher exports contribute to 
overall output growth. Businesses, responding to higher demand, increase their production 
levels, leading to an expansion of the economy.
      Higher investment often translates into increased production, which, in turn, creates more 
job opportunities. This rise in employment levels contributes to an increase in income levels for 
the workforce.
     Beyond physical capital, investment in human capital through education and healthcare is 
crucial. A well-educated and healthy workforce is more productive, leading to sustained 
economic growth.
The positive impacts of increased investment can create a multiplier effect. For example, 
higher income levels and increased consumer spending further stimulate demand, creating a 
continuous cycle of economic growth.
       In conclusion, a rise in investment plays a pivotal role in fostering economic growth by 
influencing various aspects of the economy, including aggregate demand, productivity, costs, 
prices, quality, employment, and international competitiveness. A comprehensive approach that 
includes both physical and human capital investment is essential for sustainable and inclusive 
economic growth.
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5(d)   Discuss whether or not a country should switch from a fixed foreign exchange rate 
system to a floating foreign exchange rate system.    [8]

Switching from a fixed foreign exchange rate system to a floating system is a complex decision 
that involves weighing various economic factors. Here are arguments both in favor of and 
against making such a switch:

Why a country should switch to a floating exchange rate system:

      With a floating exchange rate, the government is not tied to maintaining a specific rate. 
This allows policymakers to focus on other important economic objectives, such as controlling 
inflation, stimulating economic growth, and addressing unemployment. Without the need to 
constantly defend a fixed rate, the government can implement monetary and fiscal policies 
more effectively.

Under a fixed exchange rate system, governments often need to hold significant 
foreign exchange reserves to intervene in currency markets and maintain the pegged rate. A 
floating exchange rate eliminates the need for such large reserves, freeing up resources that 
can be used to stimulate economic activity, invest in infrastructure, or build social programs.

A lower exchange rate resulting from a floating system can make a country's exports 
more competitive in international markets. This increased competitiveness may boost economic 
growth, create jobs, and improve the overall current account position.

Why a country should not switch to a floating exchange rate system:
         If a country allows its currency to freely float, it may experience depreciation, 
potentially leading to higher import costs and, consequently, inflation. This could erode the 
purchasing power of consumers and reduce overall economic welfare.
         Frequent fluctuations in exchange rates can create uncertainty for businesses and 
investors. This uncertainty may lead to a reduction in foreign direct investment (FDI) and 
domestic investment, as businesses become hesitant to commit resources in an environment of 
unpredictable currency movements.  

A floating exchange rate system may discourage multinational corporations from 
establishing operations in the country. MNCs often prefer stable exchange rates for their 
international business activities, and the increased volatility associated with a floating system 
may make the country less attractive for foreign investment.

A higher exchange rate resulting from a floating system could have the opposite 
effect on economic growth. It may make exports more expensive for foreign buyers, leading to 
a decline in export-led growth. Additionally, a stronger currency may negatively impact 
domestic industries that rely on exports.
        In conclusion, the decision to switch from a fixed to a floating exchange rate system 
involves careful consideration of a country's economic conditions, goals, and risks. It requires a 
balance between the advantages of policy flexibility and reduced reserve requirements and the 
potential downsides of inflation, uncertainty, and adverse effects on investment and economic 
growth. Each country's unique circumstances should be taken into account when determining the 
most suitable exchange rate regime.
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