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Edexcel A2 Economics

7 Growth and development
Essay questions

1
(a)
Issues could include:

· price fluctuations: analysis of price inelasticity of demand and supply and the impact of shifts in supply and demand
· the value-added element of primary products is very low

· producer revenue fluctuations: implications for planning investment and output

· fluctuations in foreign currency earnings: constraint on importing capital goods 

· income inelasticity of demand for primary products: Prebisch–Singer hypothesis, fall in terms of trade

· the case of soft commodities: problem of extreme weather events

· protectionism by developed countries

· the impact on political stability



Evaluation points include:

· LEDCs may have a comparative advantage in primary products

· demand may be income elastic, e.g. for gold (Ghana), diamonds (Botswana), 
oil (Nigeria)

· examples of countries which have grown and developed on the basis of primary products

· a consideration of other constraints on growth and development

· prioritisation of factors discussed
[20]

(b)
Strategies could include:

· industrialisation: Lewis model

· the development of tourism

· outward-looking/market-led policies, e.g. trade liberalisation, allowing the currency to depreciate, the opening up of capital markets, the removal of domestic subsidies (this could count as two strategies)

· increasing the savings rate (the Harrod–Domar model)

· reducing red tape, making it easier for new firms to be established

· increasing property rights (Hernando de Soto)

· aid from developed countries

· debt cancellation

· FDI



Evaluative points include:

· industrialisation and tourism might result in increased inequality

· the external costs of industrialisation and/or tourism

· the opportunity cost of industrialisation, e.g. the availability of land to grow food

· a discussion of the problems associated with market-led strategies, e.g. domestic producers may be unable to compete, higher prices may result for basic necessities

· a higher savings ratio is not a necessary condition for growth and development, the savings gap could be filled by FDI or aid

· strategies may be ineffective for geo-political reasons, e.g. nearness to markets, political instability

· aid might be ineffective, e.g. because of corruption
[30]
2
(a)
A wide range of factors may be considered. For example:

· primary product dependency: this is less of an issue if the prices of primary products are rising — some countries have developed on the basis of specialisation in primary products

· savings gap: this could be offset by FDI or aid

· foreign exchange gap: this could be offset by debt cancellation

· protectionism by developed economies: the WTO is active in bringing about a reduction in tariffs

· debt: this could be offset by debt cancellation

· rapid population growth, creating a high dependency ratio: larger markets will be created in the future and larger workforces

· poor education and healthcare 

· poor/inadequate infrastructure, land-locked countries

· corruption, poor governance

· political instability, civil war

· disease, e.g. AIDS



Other evaluative points include:

· prioritising factors

· the problem of measuring economic growth in developing countries

· some problems may be of a short-term nature only
[20]

(b)
The case for aid:

· reduces absolute poverty

· provides more resources for healthcare leading to increased life expectancy

· provides more resources for education leading to increased school enrolment and higher literacy rates

· provides resources for investment: consider the multiplier effects — link to increased growth and more resources for health, education etc.
· effective as an immediate way to fill the savings gap

· helps to fill the foreign exchange gap enabling LEDCs to buy capital equipment, oil etc.
· provides more resources for public services



However:

· there is a danger of corruption: money saved is not spent, for instance, on improving health and education

· aid could be misused, e.g. for defence purposes

· a dependency culture could be created

· aid may be used to generate political influence



The case for trade liberalisation:

· LEDCs would have access to markets in developed countries: increased exports and higher GDP, the proceeds of which may be used for health, education, improved access to clean water etc.
· increased competition might promote increase efficiency in LEDCs

· there would be an incentive for multinationals to establish production plants in the country so contributing to industrialisation

· consumers would benefit from lower prices and more choice

· there would be more efficient use of resources, based on the law of comparative advantage, leading to increased growth

· it enables LEDCs to become less dependent on aid

· a tariff diagram might be used to illustrate the impact of a cut in tariffs, e.g. on consumer surplus, producer surplus, welfare gains etc.


However:

· domestic firms in LEDCs may be unable to compete with TNCs from developed economies

· infant industries may be unable to survive

· the monopsony power of TNCs might result in the exploitation of the resources of LEDCs

· there are environmental arguments against free trade

· there may be problems of overspecialisation

· there may be dumping by developed countries



Other evaluative points include:

· it could be argued that without individual freedom, democracy and the rule of law, economic development is not possible

· the difficulty of defining economic development precisely
[30]
Data response questions

3
(a)
Reasons include:
· the population is growing more rapidly than GDP, causing a fall in GDP per capita

· therefore, living standards are falling on average


An example or reference to data should be included in your answer.
[5]

(b)
Reasons include:

· FDI remained relatively stable

· they were less integrated into the world economy/less dependence on foreign trade

· their banks and stock markets were less exposed to the financial crisis

· oil-rich countries benefited from relatively high oil prices

· there was a commodity price boom



An example or reference data should be included in your answer.
[8]

(c)
Analysis might include:

· BRIC economies are buying goods from African countries, offsetting the fall in demand from rich countries

· foreign currency earnings can be increased and used for debt servicing, purchasing of capital goods

· African countries specialising and exporting goods in which they have a comparative advantage

· exports are a source of AD which can stimulate growth, leading to increased employment and an improvement in the current account

· increased trade has enabled African countries to avoid recession

· increased trade has provided diversification of markets



Evaluative points include:

· African countries are locked into dependence on primary products with the associated disadvantages

· there is no diversification into manufacturing, which is usually associated with growth and development

· import substitution might be a better, alternative means of growth at least in the initial stages of development

· there is increased vulnerability to external shocks

· there is over-reliance on a narrow group of countries — a problem if the BRIC countries go into recession

· the volatility of commodity markets

[10]

(d)
The case for an increase in aid:

· reduces poverty

· helps to fill the savings gap

· helps to fill the foreign exchange gap

· has an impact on AD; multiplier effects

· improvements in infrastructure

· improvements in health and education

· provision of expertise and new technology



Evaluative points include:

· the issue of tied aid

· loans may not be at much below market rate

· aid might help to keep corrupt governments in power

· corruption

· the creation of a dependency culture: reduction in productivity and efficiency

· undermining of domestic industries

· time lag before aid trickles down to poorest members of society

· asymmetric information may mean that aid is not used efficiently
[12]

(e)
Benefits could include:

· the impact on growth: AD/AS analysis, multiplier effect



Employment implications:
· inflow into the financial account of the balance of payments

· in the longer term: increase in foreign currency earnings from exports, improvement in the current account

· boost to tax revenues

· TNCs might provide new infrastructure

· technology transfer



Evaluative points include:

· diversification out of primary products might be limited

· over-specialisation may occur, leading to unbalanced or unstable growth, especially when primary product prices are unstable

· profits may be repatriated to TNCs in developed countries: adverse impact on the current account of the balance of payments

· employment might be in low-skilled jobs only

· TNCs might exert political influence on the governments of these countries

· TNCs might leave the country, resulting in economic and social disruption
[15]
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