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Section A

Answer this question. Brief answers only are required.

Section B

Answer any one question.

At the end of the examination, fasten all your work securely together.
The number of marks is given in brackets [  ] at the end of each question or part question.

You may answer with reference to your own economy or other economies that you have studied where
relevant to the question.
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Section A

Answer this question.

1 Two Asian Giants

China has the world’s largest population and is experiencing rapid economic growth from a low
base. It has recently joined the World Trade Organisation (WTO) with an obligation to open its
economy to freer international trade.

In 2002 an economic spokesman for neighbouring Japan stated that this did not mean that China
was a threat to Japan’s position as ‘the factory of the world’. He claimed that China was a labour-
intensive, low-cost producer, while Japan was ahead in technology-intensive products. He quoted
television production, where Japan specialised in high quality models, while China produced
standard models. Engineering and electronics showed similar positions. He argued that Chinese
export competitiveness was based on cheap labour which reflected poor labour productivity. He
added that half of Chinese exports were produced by subsidiaries of foreign firms, many of them
Japanese. However, he warned that the presence of these subsidiaries might lead to an increased
transfer of technology to China.

Table 1 shows some economic aspects of the two countries in 2000.

Table 1

(a) Suggest two steps that a country might take to open its economy to freer international trade.
[2]

(b) (i) Explain why the comparative advantage of Japan and China differs. [4]

(ii) Compare the importance of international trade to the two countries. [4]

(c) Comment on the inflation figures for the two countries. [4]

(d) Discuss whether China offers an economic threat or opportunity to Japan. [6]

Japan China

Population (millions) 126 1,260
Gross Domestic Product (GDP) (US$bn) 4,753 1,099
Consumer price inflation % –0.7 0.4
Average annual % inflation rate in previous 10 years 0.8 7.1
Current account balance (US$bn) 116.9 10.2
Current account balance as % of GDP 2.5 0.9
Exports of goods (US$bn) 459 249
Imports of goods (US$bn) 343 216
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Section B

Answer one question.

2 (a) Explain how inflation affects the functions of money. [8]

(b) Discuss the view that inflation is always a major problem. [12]

3 (a) Explain the difference between elastic, inelastic and fixed supply. [8]

(b) Discuss whether the elasticity of supply of manufactured goods is likely to be greater than the
elasticity of supply of agricultural goods. [12]

4 (a) Explain the meaning of ‘public good’ and ‘private good’. [8]

(b) Discuss whether economic actions by individuals always result in a net benefit to society. [12]
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