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Materials 
For this paper you must have:  
• the Source Booklet, provided as an insert (enclosed) 
• a calculator, which you are expected to use where appropriate. 
 
Instructions 
• Use black ink or black ball-point pen.  Pencil should only be used for drawing. 
• Fill in the boxes at the top of this page. 
• Answer all questions in Sections A, B and C. 
• Answer EITHER Question 15 or Question 16 in Section D. 
• You must answer the questions in the spaces provided.  Do not write  

outside the box around each page or on blank pages. 
• Do not write in the Source Booklet. 
• If you need extra space for your answer(s), use the lined pages at the end of  

this book.  Write the question number against your answer(s). 
• Do all rough work in this book.  Cross through any work you do not want to be marked. 
 
Information 
• The marks for questions are shown in brackets. 
• The maximum mark for this paper is 90. 
• You may use a bilingual dictionary for this exam. 
• You may not use an English dictionary. 
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Answer all questions in the spaces provided. 

 

Only one answer per question is allowed. 
 

For each question completely fill in the circle alongside the appropriate answer. 

CORRECT METHOD                             
 

WRONG METHODS 
        

If you want to change your answer you must cross out your original answer as shown.   
 
If you wish to return to an answer previously crossed out, ring the answer you now wish to select 
as shown.   
 

 
 

0 1 
 

 Transnational companies (TNCs) may deliberately reduce the profits they make in some 
countries to reduce the tax they pay.  This involves one part of a business charging 
another part of the same business for goods and services received. 
 
This strategy is known as 

  [1 mark] 
   

  A deferred payment.  
 

  B dumping.  
 

  C tax evasion.  
 

  D transfer pricing.  
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 Table 1 shows labour market statistics for a more economically developed  
country (MEDC). 

   
Table 1 

 

Number of individuals employed 12 600 000 

Number of individuals out of work but actively seeking employment 636 000 

Number of 16–24 year olds in full-time education 2 000 000 
 

   
  What is the unemployment rate to one decimal place? 
  [1 mark] 
   

  A 4.4%  
 

  B 4.8%  
 

  C 4.9%  
 

  D 5.0%  
 

   
 
 
 
 
 

Turn over for the next question 
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 Figure 1 shows the budget balance for France as a percentage of GDP in 2012–2018. 
   

Figure 1 
 

 
   

  All other things being equal, what can be concluded about the size of the public sector 
debt for France? 

  [1 mark] 
   

  A Public sector debt fell in all years except 2016.  
 

  B Public sector debt was highest in 2018.  
 

  C Public sector debt was lower in 2013 than 2012.  
 

  D Public sector debt was unchanged between 2015 and 2016.  
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 Figure 2 shows the index of house prices in Germany from 2005 to 2017. 
   

Figure 2 
 

 
   

  

As a result of the changing house prices, a commercial bank in Germany increased its 
mortgage lending.  This raised the ratio of its long-term lending to customer deposits.   
 
Which one of the following combinations shows the most likely impact on the bank’s 
liquidity and profitability? 

  [1 mark] 
   

   Liquidity Profitability  

  A Falls Falls  
 

  B Falls Rises  
 

  C Rises Falls  
 

  D Rises Rises  
 

   
 
 
 
 
 

Turn over for the next question 
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 In 2008, the UK Government spent £500bn to support banks that held too many 
risky assets. 
 
Which one of the following best describes why banks may engage in risky lending due to 
this financial support? 

  [1 mark] 
   

  A Asymmetric information  
 

  B Herding  
 

  C Moral hazard  
 

  D Speculation  
 

   
 

0 6 
 

 Figure 3 shows the aggregate demand (AD) curve, short-run aggregate supply (SRAS) 
curve and long-run aggregate supply (LRAS) curve for an emerging economy.  The 
economy is in equilibrium at output Y. 

   
Figure 3 

 

 
   

  
In order to maintain growth rates, the government increases its spending. 
 
Which one of the following indicators is most likely to decrease as a result of this change 
in spending? 

  [1 mark] 
   

  A International competitiveness  
 

  B Nominal wages  
 

  C The budget deficit  
 

  D The current account deficit  
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 Table 2 shows a selection of items from the balance of payments account of a country 
over two years. 

   
Table 2 

 

 Year 1 Year 2 

 $ billion $ billion 

Balance of trade in goods –75 –60 

Balance of trade in services 120 100 

Net FDI 90 80 

Net portfolio investment 107 117 

Payments to the IMF –5 –4 

Overseas development aid –10 –10 
 

 
   
  All other things being equal, which one of the following is true? 
  [1 mark] 
   

  A The capital account has improved.  
 

  B The deficit in goods and services has fallen.  
 

  C The financial account has improved.  
 

  D The secondary income balance has improved.  
 

   
 
 
 
 
 

Turn over for the next question 
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 Table 3 shows the average values for the price elasticity of demand for an economy’s 
exports and imports. 

   
Table 3 

 

 Price elasticity of demand 

Exports –0.65 

Imports –1.20 
 

   

  
The economy devalues its currency. 
 
All other things being equal, which one of the following is the most likely impact of  
this devaluation? 

  [1 mark] 
   

  A The balance of trade worsens.  
 

  B The demand for exports rises.  
 

  C The value of exports rises.  
 

  D The value of imports rises.  
 

   
 

0 9 
 

 A fall in which one of the following development indicators would indicate an improvement 
in the standard of living in an economy? 

  [1 mark] 
   

  A Human Development Index  
 

  B Life expectancy  
 

  C Literacy rate  
 

  D Multidimensional Poverty Index  
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 Which one of the following changes is most likely to cause a country’s currency  
to appreciate? 

  [1 mark] 
   

  A Hot money leaves the country after a fall in economic growth.  
 

  B The base interest rate of its major trading partner is raised.  
 

  C The country’s central bank buys large amounts of foreign currency.  
 

  D The fall in outward FDI is greater than the fall in inward FDI.  
 

   
 
 
 
 
 

Turn over for Section B 
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1 1 
 

 Governments can use a variety of policies to promote economic growth and 
development.  This may involve changing the tax system to finance increased 
government spending. 

 
1 1 

 

. 1 
 

Define ‘progressive tax’. 
[2 marks] 
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. 2 
 

A government decides to build a new high-speed rail link to raise the rate of economic 
growth in the economy and increase its productive capacity. 
 
Draw an AD/AS diagram to show how increased government spending on 
infrastructure will affect an economy. 

[4 marks] 
   

 
   
 
 
 
 
 

Question 11 continues on the next page 
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. 3 
 

A government attempts to increase economic growth by increasing government 
spending by $70bn. 
 
The government has the following information: 
 
• 20% of household income is taxed 
• 30% of income is spent on imports 
• on average, $0.15 of an additional $1 of income is saved by households. 
 
Calculate the total change in national income due to the increase in  
government spending. 
 
Give your answer to the nearest billion dollars. 
 
You are advised to show your working. 

  [4 marks] 
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 Extract A shows the value of world exports and the growth of world real GDP (%), 
from 2004 to 2020. 

   
1 2 

 

. 1 
 

Explain why changes in the value of world exports are likely to affect the growth of 
world real GDP. 

[4 marks] 
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. 2 
 

To what extent do the data suggest that changes in the value of world exports have 
affected growth of world real GDP between 2004 and 2020? 
 
Use the data in Extract A to support your answer. 

[4 marks] 
   

 
   

   

   

   

   

   

   

   

   

   

   

  
Extra space  

   

   

   

   

   

   

   

   

   

   

   
  

 
8 

 



15 
 

*15* 

Turn over ► 
 

IB/G/Jan23/EC04 

 

Do not write 
outside the  

box 

 
1 3 

 

 Extract B (lines 1–2) states: ‘There is growing evidence that the world economy has 
reached the end of a long period of lower tariffs and reduced protectionism.’ 
 
Explain why a country may decide to adopt protectionist policies. 

 [12 marks] 
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 Extract C (lines 9–10) states: ‘Governments have taken action to correct balance of 
payments problems due to concerns over unemployment and economic growth.’ 
 
Assess the effectiveness of different policies that may be used to solve balance of 
payments problems. 

 [25 marks] 
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Shade the circle below to indicate which optional question you have answered. 

 
Question 1 5   Question 1 6   

 
CORRECT METHOD  WRONG METHODS     

 
 
Either 
 
1 5 

 

 In 2018, the Organisation for Economic Co-operation and Development (OECD) launched 
an initiative about economic growth.  This initiative encourages economies to consider 
environmental factors and quality of life when working towards economic growth, instead 
of just focusing on GDP. 
 
Evaluate whether economic growth should be the main economic objective for  
all economies. 

[25 marks] 
 
or 

  
 
 

1 6 
 

 According to the United Nations (UN), ‘Education... is a key to escaping poverty.  
Education helps reduce inequalities and reach gender equality...  In 2018, some 773 
million adults – two-thirds of whom are women – were illiterate’. 
 
Assess whether poor education is likely to be the most significant factor limiting economic 
development. 

[25 marks] 
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