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Answer one question.

1. Read the extracts and answer the questions that follow.

Text A — Overview of North Macedonia

North Macedonia is a small, landlocked nation that shares borders with five countries, including
Bulgaria and Greece. Bulgaria and Greece are members of the European Union (EU) common
market, which North Macedonia hopes to join soon. Since the country began negotiating

for EU membership, trade with the EU has increased rapidly and now accounts for 75 % of
North Macedonia’s exports and 62 % of its imports.

Despite its small market, with a population of approximately 2 million, North Macedonia’s
proximity to the EU, low wages and expected entry into the common market have attracted
foreign investors. Greece, its richest neighbour, was its third highest source of foreign
investment in 2019. The lower cost of living also appeals to Greek tourists.

EU companies have invested in the financial, telecommunication, energy and food processing
industries in North Macedonia. Many of the most profitable companies are from the EU. If EU
membership is granted, foreign direct investment (FDI) inflows may increase as firms located
in North Macedonia will be allowed to bypass all custom checks and enjoy tariff-free trade
within the common market. One particular challenge for North Macedonia, however, is that
most of the profits of foreign companies are likely to be repatriated (sent back to the companies’
home countries).

In 2018, North Macedonia’s export revenue was US$7.57 billion and its import expenditure was
US$9.56 billion. The country’s main exports are iron and steel, clothing and accessories, and food
products. Food, livestock and consumer goods account for 33 % of imports while the remainder
are machinery, petroleum and other materials needed for the industrial production process.

The manufacturing sector, which now employs 31 % of the labour force, has gained more
importance. The agricultural sector remains strong, contributes over 10 % of North Macedonia’s
gross domestic product (GDP) and employs about 16 % of the country’s workforce.

The unemployment rate decreased from over 30 % in 2010 to 17.3 % in 2019. However,

youth unemployment is almost 40 %. Over 20 % of the population lives below the poverty

line. Unemployment and poverty contribute to high rates of emigration. More than 20 % of the
North Macedonian population have emigrated since 1994, mostly to the EU. As a member of the
EU, North Macedonia will enjoy free movement of labour which will make it easy for its citizens
to live and work in other EU countries.

Text B — North Macedonia’s economic reforms

To be considered for EU membership, North Macedonia implemented a series of supply-side
policies to reform its economy. The EU imposes strict requirements for membership but provides
financial assistance to countries preparing for membership. North Macedonia has received

633 million euros (the currency of the EU) to help with the reforms.

Most of the supply-side policies seek to improve the international competitiveness of

North Macedonia’s industries. The authorities are increasing access to education and training
for workers. The expansion of the transport network and other infrastructure is also expected to
increase efficiency.

(This question continues on the following page)
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Protection of the environment is also on the list of requirements for EU membership.
North Macedonia aims to reduce its dependence on coal and to instead promote the use
of solar, wind and hydropower technologies. These low-carbon energy sources would help
decrease its air pollution, which is among the worst in Europe.

B The reforms, which started in 2014, have shown progress. Exports and manufacturing
output are more diversified and more concentrated on high-value products. To attract FDI,
North Macedonia maintains one of the lowest tax rates on corporate income in the region. The
central bank also prevents the denar (North Macedonia’s currency) from appreciating against
the euro through managing foreign reserves. However, skill shortages and a mismatch of skills
with those required by companies discourage foreign firms from investing. Important investment
gaps in public infrastructure also remain.

Text C — North Macedonia’s trade agreements

North Macedonia participates in five free trade agreements (FTAs), that together cover 95 %
of its exports and 78 % of its imports. Most of its trade with the EU is already free but imports
of wine, beef and fish products are still subject to quotas. North Macedonia is currently a net
importer of agricultural and food products. All protectionist measures on EU products would be
removed upon entry into the common market.

Table 1: Consumer Price Index (CPI) for North Macedonia (base year =2010)

CPI
2016 109.4
2017 110.9
2018 112.5
2019 113.4

Table 2: Economic data for North Macedonia

2016 2017 2018 2019
GDP (real growth rate, %) 29 1.1 2.7 3.6
Unemployment rate (%) 23.7 22.4 20.7 17.3
Foreign reserves (US$ billion) 2.5 2.5 3 3.3
FDI, net inflows (US$ million) 549.4 380.7 648.7 476.9
(Co/‘:rg?rg;‘;‘;"“”t balance 2.9 0.9 0.2 28

(This question continues on page 5)
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(Question 1 continued)

(@) (i) Define the term foreign direct investment (FDI) indicated in bold in the text

(Text A, paragraph E). 2]
(i)  Define the term unemployment rate indicated in bold in the text
(Text A, paragraph @). [2]
(b) (i)  Using information from Table 1, calculate North Macedonia’s annual rates of
inflation between 2016 and 2019. [2]
(i)  Using your answer to part (b)(i), identify the year disinflation set in. 1

(iii)  Using information from Text A, paragraph E1, calculate North Macedonia’s
balance of trade in 2018. [2]

(c) Using an AD/AS diagram, explain the likely impact of North Macedonia’s supply-side
policies on its full employment level of output (Text B, paragraph B3). [4]

(d) Using an externalities diagram, explain how dependence on coal could be a source
of market failure (Text B, paragraph E). [4]

(e) Using an exchange rate diagram, explain how the central bank of North Macedonia is
preventing an appreciation of the denar against the euro (Text B, paragraph E3). [4]

(f)  Using an international trade diagram, explain the likely impact of the removal of import
quotas on North Macedonia’s production of wine (Text C). [4]

(g) Using information from the texts/data and your knowledge of economics, discuss the

likely economic effects on North Macedonia of its entry into the European Union (EU)
Common Market. [15]

Turn over
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2. Read the extracts and answer the questions that follow.

Text D — Overview of Sierra Leone

Sierra Leone is located on the west coast of Africa. Economic activity is concentrated on
agriculture and mining, which together contribute 70 % of gross domestic product (GDP) and
77 % of export revenue.

Economic growth rates fluctuated from +20.1 % in 2013 to —21.5% in 2015. The economic
slowdown in China contributed to a significant drop in mining activities and a fall in
Sierra Leone’s export revenue. China is Sierra Leone’s largest market for exported minerals.

Economic growth rates in Sierra Leone have improved in recent years due to increased activity
in agriculture, mining and construction. Increased employment in these labour-intensive sectors
could help reduce poverty, which remains widespread in the country. Sierra Leone’s ranking in
the Inequality adjusted Human Development Index (IHDI) is very low.

The fall in export revenue has led to a 50 % depreciation of the leone (Sierra Leone’s currency)
over the past five years. Even recent increases in the price of commodities have not been
sufficient to offset the high import expenditure on food, medication, cars and capital equipment.

The depreciation of the leone has led to inflationary pressures. The removal of a fuel subsidy
resulted in an increase in the price of fuel and pushed the inflation rate from 16.8 % in 2018 to
17.2% in 2019.

To make matters worse, access to essential, life-saving health care services in Sierra Leone is
often disrupted by regional conflicts. Healthcare in Sierra Leone is generally charged for and

is provided by a mixture of government, private and non-governmental organizations (NGOs).
NGOs are relied on to protect the health and wellbeing of citizens. NGOs help to achieve this by
distributing medicine and teaching families about hygiene and proper sanitation.

Another area of concern is the government debt, which stood at 62 % of GDP in 2019. The
government has reduced its budget deficit from 5.7 % to 3.4 % of GDP by minimizing
non-payment of taxes and implementing cost-saving measures such as the automation of
some government services.

The newly elected government has made good progress in its fight against corruption, but it
is facing many macroeconomic challenges. Foreign aid has been reduced, infrastructure is
inadequate and many economic activities remain untaxed. Youth unemployment is also high
due to low literacy rates and a lack of skills required in the job market.

Text E — Sierra Leone’s new development plan

In 2019, the government of Sierra Leone introduced a new five-year development plan. The
plan includes policies aimed at increasing the welfare of Sierra Leone’s citizens by working
towards the Sustainable Development Goals.

(This question continues on the following page)
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(Question 2 continued)

The development plan ensures access to free primary and secondary education in all public
schools. The cost of education is the main reason that many households are not sending their
children, particularly girls, to school. For those paying private education fees, switching to public
education would allow more of their household income to be spent on other essential services
and farming equipment.

The expected increase in human capital should facilitate economic activities and lead to
investment. Schools now teach modern farming practices, such as those involving the use of
farm machinery and fertilizers. These would benefit rice farmers and help achieve food security
(ensuring people have access to enough food).

The provision of technical education should not only increase agricultural output but also allow
for the diversification of the economy. The manufacturing sector contributes only 2 % of the
country’s GDP and could provide an alternative source of employment. The five-year plan also
addresses the lack of infrastructure, in particular for electricity generation, which has so far
restricted the development of the manufacturing sector.

Text F — Investment in Sierra Leone

The World Bank ranked Sierra Leone 160th among 190 countries in 2018 for the ease of doing
business, citing difficulties in accessing electricity and in obtaining loans and business permits.
Government borrowing from the banking sector has increased in recent years, resulting in high
interest rates and limited credit availability for the private sector. Foreign investors, however,
usually bring capital from abroad.

Despite the challenges, Sierra Leone offers significant opportunities for investment. Foreign
investors are involved in the energy sector, infrastructure, agriculture, tourism, and natural
resources. Reduced tax rates on corporate income are offered for investments in agriculture
and tourism.

Table 3: Economic data for Sierra Leone

2017 2018
Real GDP (US$ million) 3497 3617
Exports of goods and services (US$ million) 974 714
Imports of goods and services (US$ million) 1796 1603
Net income (US$ million) -101 -112
Net current transfers (US$ million) 400 324

(This question continues on page 9)
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(Question 2 continued)

(@)

(b)

(c)

(d)

(e)

(f)

(9

(i) Define the term gross domestic product (GDP) indicated in bold in the text
(Text D, paragraph EN).

(i)  List two dimensions of the Inequality adjusted Human Development Index (IHDI)
(Text D, paragraph E).

(i)  Using the information in Table 3, calculate the change in Sierra Leone’s current
account balance from 2017 to 2018.

(i)  Using the information in Table 3, calculate Sierra Leone’s rate of economic
growth between 2017 and 2018.

Using an exchange rate diagram, explain how the fall in export revenue contributed
to the depreciation of the leone (Text D, paragraph E3).

Using an AD/AS diagram, explain how the increase in the price of fuel might have
contributed to inflation (Text D, paragraph B).

Using a poverty cycle diagram, explain how the provision of free primary and
secondary education may help households break the poverty cycle
(Text E, paragraph B).

Using a demand and supply diagram, explain how modern farming practices could
affect the market for rice (Text E, paragraph E).

Using information from the texts/data and your knowledge of economics, evaluate
the impact of government intervention in promoting economic growth and economic
development in Sierra Leone.

(2]

(2]

[3]

(2]

4]

[4]

[4]

4]

[15]
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