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Section A
Answer this question.

1

A comparison of the Japanese and UK economies
By the start of 2009, Japan’s economy had suffered its worse contraction for over 50 years. The
world’s second-largest economy saw a fall of 15.2% in Gross Domestic Product (GDP) between
2008 and 2009. Japan’s economy is dependent on exports, which fell by a record 26% in the last
quarter of 2008, forcing companies to cut production as they had much spare capacity. Business
investment declined by 10.4% during 2008. Weaker domestic consumer demand was also a cause
in the fall of GDP in 2008 but this declined by only 1.1%, much less than business investment
demand. However, by March 2009 industrial production started to increase and there were hopes
that the economy would start to grow again.
In the UK, between 2008 and 2009, GDP fell by 5.7%. It was thought that it would take some time
to reverse the recession. Export orders continued to decline sharply and this, an industry leader
said, ‘is a particular concern as we are not seeing much of a boom in exports from the weakness
of sterling’. Also, manufacturers had cut costs, reduced the number of people employed and
experienced reduced profits. However, they still had excess stocks and it was not thought likely
that investment would increase quickly. Consumer spending declined as consumers were unsure
of the future. With rising unemployment, likely tax increases and a lack of credit facilities from
the banks, the decrease in spending was hardly surprising. The inability of consumers to obtain
credit caused a decline in house building, which had further negative effects on employment in the
construction industry.

Fig. 1: Annual % change in Japan’s GDP

Fig. 2: Annual % change in UK’s GDP

10

6

5
0

3

–5

0

–10
–3

–15
–20
2005

2006

2007

2008

2009

–6

Source: Japan Cabinet Office

2005 2006 2007 2008 2009
Source: Thomson Datastream

(a) Why is GDP an important economic indicator?

[3]

(b) Use Figures 1 and 2 to compare the change in the GDP of the UK and Japan between 2005
and 2009.
[4]
(c) The article states the sharp decline in export orders ‘is a particular concern as we are not
seeing much of a boom in exports from the weakness of sterling.’
Analyse what this means.

[5]

(d) Discuss whether the evidence suggests that the changes in GDP in Japan and the UK were
caused by similar events.
[8]
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Section B
Answer two questions.

2

(a) Explain the link between a consumer’s expenditure and the equi-marginal principle of utility.
[12]
(b) Analyse what is meant by economic efficiency and assess whether efficiency is always
achieved in a market.
[13]

3

4

5

(a) Consider whether small firms should be encouraged in an economy.

[12]

(b) Economic theory states that large firms have lower average costs than small firms.
Discuss whether this statement is necessarily true.

[13]

The market is the fairest means of wage determination.
To what extent do you support this opinion?

[25]

(a) Explain what is meant by government macroeconomic policies and government microeconomic
policies. Illustrate your answer with two types of policy from each.
[12]
(b) Consider how government economic policies might be used to help a country out of a
recession.
[13]

6

(a) For what purposes do people demand money?

[12]

(b) Assess, using the concept of liquidity preference, the possible links between an increase in
the supply of money, the rate of interest and investment.
[13]

7

Some economies are said to be developing while others are developed. Explain the difference
between the two and discuss whether the problems of a developing economy would be solved if it
achieves developed status.
[25]
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