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Section A

Read the stimulus material and answer all parts of Question 1.
What is the future for Bolivia?

Export tariffs and quotas are imposed by a number of countries. Reducing exports can increase
domestic supply which can affect the price of products sold on the home market and the
country’s tax revenue. It can also affect the supply of the country’s raw materials available to rival
foreign producers.

Both Argentina and Bolivia, impose export tariffs on soya beans. Argentina also imposes an 5
export tariff on lithium, a rare earth metal used in the production of electric cars. Bolivia has the
world’s largest resources of lithium which it is just beginning to extract. Bolivia already mines

gold, silver, nickel and other natural metals. Mining is part of the primary sector. Fig. 1 shows the
share of the labour force in the different sectors in Argentina and Bolivia in 2021.

Fig. 1

Share of the labour force in the different sectors in Argentina and Bolivia 2021
[ | Primary sector

[ secondary sector

|| Tertiary sector

Argentina Bolivia
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49%

Exporting lithium can affect Bolivia’s terms of trade and the current account of its balance of 10
payments. In 2021, Bolivia’s terms of trade were 62 and its index of average export prices was

85.56. In that year, Bolivia had a surplus on its current account. It also had the lowest inflation

rate in South America.

Fig. 2 shows the inflation rate and current account balance as a percentage of GDP of selected
countries in 2021, when the global average inflation rate was 3.5%. 15
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Fig. 2
The inflation rate and current account balance as a percentage of GDP of selected
countries 2021
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A current account surplus can put upward pressure on a country’s exchange rate. There are,

however, other influences on a country’s exchange rate. Bolivia has a fixed exchange rate

against the US dollar. This fixed exchange rate has provided some certainty and is credited with
helping to keep inflation low. In 2023, speculation put downward pressure on the exchange rate.
Bolivia’s central bank, Banco Central de Bolivia, intervened to support the value of the boliviano 20
which significantly reduced the country’s foreign exchange reserves.

As well as maintaining the exchange rate, the Banco Central de Bolivia manages the country’s
national debt. A country’s national debt increases as a result of government budget deficits.

Bolivia has had a government budget deficit for many years. A relatively high proportion of

Bolivians work in the informal economy and do not pay any income tax. The country has a 25
relatively low flat rate of income tax of 13%. Some economists suggest that a rise in this rate of
income tax would increase government tax revenue and reduce the budget deficit. Others have
suggested that Bolivia should introduce a progressive income tax system. Bolivia has the highest
income inequality in South America, that is gradually reducing.

Bolivia has a standard rate of VAT of 13%. Additional indirect taxes are imposed on other 30
products such as cigarettes, alcohol and luxuries, including perfume and cosmetics.
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(@) Using information from the stimulus material, identify two reasons for imposing export tariffs.
1. .To.raise.government. .tax. revenue. from. exports. such..as.. $04a.beaNs. ...,
2. .To.increase.domestic..supply, which. .reduces.. the.. price.of .products..sold..on.. the. hame.............
CNGIKEE ...ttt ettt n et anen e,

(b) Using Fig. 1, explain how Bolivia’s level of development compared to Argentina’s level of
development in 2021.

.Bolivia. was. less. developed . than. Argentina:. 27%. of..its. Jabour. force. was. in. the. .primary. sector..........
..compared.with.5%..in. Argentina, .and..only. 49%..was..in.the. tertiary. .sector. compared. with. 63%.......

A Jarge. tertiary . (service)..sector. is.a. characteristic. .of.more..developed. economies.................c.c..........

Terms. of .trade. =..(index. of .average. export. prices. . index.of .average. .import. prices). X.100......

82.5.(85.56.5.import. price. NGEXD. K. L00. ..ottt eenen.
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(d) Using Fig. 2 and the stimulus material, explain the relationship between the inflation rate and
current account balance of the selected countries in 2021.

..The. expected. relationship. is. .inverse . Cnegativel:. countries. with. lower. inflation. .tend . te. have.a...............
.higher . current..account. balance.. Bolivia. had..inflation. of .about..0.7%..and. a.surplus. of .ahout . 2%.9f ......

.GDP. .and..China. about..1%..and. a. surplus. .of. . 1.2%,.while. Chile..had. inflation. .of .about. 6.7%. and..a........

.global.average, .but.a. deficit..of. under..1%.. Qther. factars..also..affect. the. current..account,. such. as.........

.natural..resource .exports,. exchange. .rates. and. inVestmeNt. iNCOMEB. ..............cceeeeeeeeeeeeeeeeeeeeeeeeaeens [4]

Question continues on the next page
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(e) Using information from the stimulus material, evaluate whether Bolivia should keep a fixed
exchange rate.

.inflation. expectations..and. stops. .import. prices. rising. through

.Balivia..having. the. lowest. inflation .rate. in. South.America.in. 2021...The. certainty. reduces..exchange......

.curvent. account.. surplus. pushing . up. the. baliviana, . so..mining..and. soya. exports. stay. price.....................

e CQUIPEETEIM .. oottt et e e e e ettt —t e eeeeeeeeee—t————eeeaeetetttr——aaaaaaaeeerrr——aaas

.could.he. forced. inta. a..sudden, large. devaluatian, .causing..instahility. .and. .imported. inflation. . The...... [8]

(continued on page 16)
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(f)* Using information from the stimulus material, evaluate whether Bolivia’s income tax revenue is
likely to increase in the future.

Income .tax is..a..direct. tax..on. .the.incame. earned. by. individuals, such..as. wages..and. salaries................

cSI28 O . 0K DO .ot
..Revenue.is likely. to.increase. for. .several .reasons.. Balivia.. has. the. world's. largest. .resources.of ...............

Aithium,. which. jt..is. Just. beginning..ta. extract, and. global .demand. is. rising..far. electric. cars.................

PN

..The. gavernment..could..also raise. the. 1.3%..rate, .0s. some. economists..suggest.. The. Laffer. curve............
..shows..that. tax. revenue..rises. . with..the.tax.rate. up.te..an..optimum. xate. . t... Since.13%..is. . Jaw.

.rate,.an.increase. to. t1.is. likely..to. move . Bolivia..up. the..curve,. raising . revenue. from.R1. to . R2..............

.Because .Bolivia. .has. the. highest..incame. .ineguality .in. South..America, .a . large. share..of .income. goes

.to..the.rich,.so..taxing..thew. more. would. raise. significant.. revenue.. As. inequality..gradually. falls,
.mare . middle=income..earners. .mave. into..income. bands. that.. pay. the. 2oX..............ccooovevcieccreceiieieen

. However,..a. relatively. high. prapertion. of. . Balivians. waerk. in. the..informal. economy. and.pay. na...............

.Lithium. revenue. is. alse..uncertain.. The. pace.. depends.on. . how. guickly. the..industry. develops........... [12]

(continued on page 16)
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Section B
Answer Question 2 or Question 3.
2* In February 2023, the Bank of England raised the base rate of interest from 3.5% to 4%. There
were concerns that this could reduce the country’s economic growth rate.

Evaluate, with the use of an appropriate diagram(s), whether there is a conflict between the two
economic objectives of low inflation and full employment. [25]

OR

3* In January 2023, Japan had an unemployment rate of 2.4%. It was considered to be achieving
full employment.

Evaluate, with the use of an appropriate diagram(s), whether achieving full employment will
benefit an economy. [25]

Question ..2................

.the. UK. by. the. Consumer. Prices. ndex.(CPL).. Low. inflation. means..prices. rise. . slowly.and............

.steadlly,.and. the. UK target.is..2%..t. 1%.. Full.employment..is..when..all. those. willing..and.............

_.able. to. wark.at.. the. going .wage. rate. are..employed,. except. far. those. tempoararily between............

0 ACNIOVE, IC. TN ... e

.ln. the. .short. run. there..is. likely.to..be. .a. conflict.. When. the..economy. grows..quickly, .AD..may........

.net.. exparts. fall.. In. Diagram. 1, .instead. of . AD.rising..from. AD to. AD2, which. would. raise. real.....
.GDP 0. Y2 but. push.the price. level .to. P2, the. rate.rise.means. AD..only. rises.to. ARL..................
Inflationary. pressure. is. reduced. (P1..instead..of.P2), . but..output.. is. only. Y1... Thraugh. the.............
.negative. multiplier,. lower. spending. reduces. the..derived. demand..for..labour,..sa.cyclical...................

.unemployment. rises..and.. the..economy. moves. away. from. full . employment. . This..is. . why. there........
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ere..concerns. that. the . KiSe. MOUId. XEAUCE.............o.eeeeeeeeeeeeee e e
Diagram 1

LCLONQMNIC . QEAWEN. ..., Price level

.mainly.raise. prices..rather..than..output.. The
..short=run.. Phillips. .curve. .(SRPCD.in. RIaQLam.2................o.ooeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e,
.shows.this. trade-aff:.reducing. unemployment. from. V1. to. . 2..raises.inflation. from..2%. ta...........

.5%,.45.a.tight. labaur. market. gives. workers. mare. bargaining. power. and.. higher. . wages. are.............

.demand. further. and..deepens. the. downturn, .s0..more. aggressive. tightening. may. be . needed...........
QNG UNGIMPIOYIMENT. WOISEIIS..............oeceeeeeeeeeeeeeeeee et en et n e,
. However,..in. the..long. .run. there .may. .be. .na. conflict.. Monetarists. argue. that. the Jang-run.............
.Bhillips.. curve. (LRBC)..is .vertical..at. the natural. rate. of .unemployment. (NAIRVD, Ul in................
.Diagram. 2..1f the..government. tries. to. push..unemployment..belaw. .this, . workers..inflatian.............
.expectations.adjust. upwards,. the. SRPC.. shifts. up. and. .unemployment. .returns.to. U .at. a...............

higher. rate. of .inflation.. Full . employment. is. best. defined.as .the. natural. .xate, .and. this.is............

..Low. inflation..can..alsa. suppart..full..employment.. Low. and. stable. inflation. creates.a. stable.........

..macroeconamic..en\iromment, .which. baosts..business. confidence..and. investment. and. keeps. VK.....

© OCR 2025 Turn over

stemup.co.uk


https://stemup.co.uk

10

..900ds..internationally. competitive,. creating jobs...n. turn, full.employment . raises. output.and........

.Xight, . so..the. .ecanomy. can. grow.. without. .inflationary. pressure..and both. inflation..and..................
. unemployment. can. fall .tagether. .Even.. higher. interest.. rates. can. lower.inflation. withaut. .much.....

.unemplaoyment:.an. appreciation. of. .the. pound.reduces.. the..cost..of .imported. raw. materials,............

B 2 L= L AU
..The..extent..of .the. canflict. depends. on..several. factors.. It depends..on..the. stage. of the................
..economic. cycle:. with..a.large. .negative. autput. gap,. AR can. rise. withaut..inflation.. It. depends........
.on..the. type..of .inflation: demand-pull.inflation. can. be. reduced..by. cooling. demand.at.the...........
.cost.of .some jabs, Whereas. cost=push INFIAHION............c..cooooeeeeeeeeeeeeeeeeeeee e

Diagram 2

..creates. the..hardest.. trade-off.. It..depends..on. the........................ Inflation. rate. (%), R

.credibility.of. policy. .and. expectations,. .amnd..on..the..............c.cccoeceedeeeieciieceieeci e
flexibility..of. labour. and. product. markets.. There is.......................
.also.the. risk .of. hysteresis:. i .tight. policy..causes..........................]
long-term. unemployment, .workers. lose. skills.and..................... ko1

leave..the. labaur. force,. raising . the .natural . rate.af................... 55

. unemployment. and. making. .full.employment. harder....................... ;
0 v2 V1=V

to..reach. in. future..1n.2023. the. UK. had . bath.........oooooeooeoeooee. Unemplogment rate (%)

n..conclusion, there.is. a..conflict. between low..inflatian. and. full.employment.. in..the. shatt...........

.run, .especially..when. the . economy..is.overheating. .ox. recovering. .from..a. supply.shock, .as..in............
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Section C
Answer Question 4 or Question 5.
4* The Central African Republic has a very uneven distribution of income and a low Human
Development Index (HDI) value.

Evaluate whether a very uneven distribution of income will result in a country having a low HDI
value. [25]

OR

5% In 2023 the BRICS (Brazil, Russia, India, China and South Africa) overtook the G7 countries in
their share of world GDP.

Evaluate whether the UK government should increase trade restrictions on the BRICS. [25]
Question .4................

.An..uneven. distribution..of. income,. or..income. inequality,.js. when..a. small. propartion. of . the............

.In..the. diagram, the further.the. Lorenz.curve. is..from. the.line. of equality. .the. more. unegual.......
the. distribution.. The..Gini. coefficient. is.area.A..=. (A .+ .B), s0. CAR's. curve would he far...........

from..the. diagonal. with. a..high. Gini..coefficient.. If. income..is..cancentrated..in. the. hands. .of .a........

. A.very..uneven. distribution.. leads. to.a.law..HRI. because. poarer. people. have. limited. .access. to.........
healthcare, nutrition,..clean.. water. and. decent.. housing,. so..life. expectancy..is. low.. Paor. families....
..cannot. afford. schaol . fees, .uniforms..or. the. lost.income. from . children. not. working,. $0..................

.children. leave. school. early. and. .mean. years. of .schooling. are. low...Two..of. the. three HDPI...............
© OCR 2025
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..components..are. therefore Nelad doin. F0X BNE.............coo oot e,

. maJor/t I ond the . V]QthVZa’ . Qvemge . fa”S‘ ....................................... Comlative- Y- oF- income-
100%

.lneguality .alsa. traps. people. in.a.cycle .of. povertye........................]

low..incomes. mean. Jaw..savings,. so.. there. is. little. ..o il Line.of equality.. f....... /...

_investment. in..physical..and. .human..capital, ...

productivity. stays. low,.and. incomes..remain. low.............................]

Lorean curve
This.reduces.economic..growth,. s0. GNL L. COPIEGy.........ooveeeeeeeeeiidoccifloveeeeeecce M,

.the.third.component, .alsa. stays. Jaw..The.rich............................ oo 100%
) i Cumulative % of population
have..a..higher..marginal. propensity. £0.SANE.ANA. L0, ...........c.ccooeeeeeeeeeeeeee e,

.spend. on. imports,. and. .may. move. their. wealth

. discouraging. foreign. direct. investment..and. destroying. infrastructure. such..as..schools.and.............

hospitals.. It..can..alsa. discourage. inclusive. policies, . as..the..elite. wha. hold. power..may. .resist...........

TOAISTUIRULION ..o et e e et e e e e e ra e

.national.income. can. have..a. high. HDI.despite. inequality.. Same. ail-rich. countries,..and . the............
LSA,. have. high.incomes.and. high. inequality. but. still. have..a. high. HD|. because. they. can............
invest. heavily. .in.. human..development.. Natural. resovrces.. ar. tourism. .can. raise.GNI. per. capita.......
VRN JF . INCGUALIEY. KEIMAINS. NG i ...ttt ettt et e ettt
A.country..can..also. have. a..high..HDI. despite..income.inequality. if . the. government.........................
.redistributes. income..and. .provides. services..through. free. education,. public.. healthcare. and

..welfare. programmes,. such.as. Brazil's. Bolsa..Eamilia.conditional . cash. transfers, which..raised
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.school. attendance..and. health. amang. poar. families.. In..this. case,. health. and. education................

.outcomes. depend..on..government. . pravision..rather. than. private. incomes.. I .the. xich..invest..in........

.underdevelapment. .rather. than. its. cause.. Also, because. HDI. .is..an. average,. it..does. . nat. .fully.........

_.shaw..inequality.unless .the. .inequality-adjusted. #DL. (IHD1) is. used, .which. reduces. the HDI.........

.poarer. countries. like. CAR,. where. mast. people. Jack .access. to..basic. services.. However,. it does.......
.ot have. to: the. effect depends..on..government . policy. and. the . averall. level . of income..................
.Qverall,.inequality. makes. a. low. HDI..more. likely, . but..the. key. factor. is..whether. the. majority.......

CAN..ACERSS . NEAIEIN . ANA BAUCATION. ...t e et e e eeee e
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EXTRA ANSWER SPACE

If you need extra space use these lined pages. You must write the question numbers clearly in

the margin.

JAle)..

© OCR 2025

.peg..also. .means. a. loss..of . monetary. policy. autonomy: .interest. .rates. must. follow. . the Us...........

..even.. though..Bolivia. has . had..a..budget . deficit.. for. .many. years. and .may. need. laoser. policy,.......

.and the. currency..cannot fall. to..absorb..an..external shack. such..as. a. fall..in. lithium. prices.........

.. which .could leave. Bolivia. with. an. avervalued. curcency .and. xising..unemployment.. It alsa............

impoarts. VS, .conditions,..such .as. US. .inflation. or..recession,

..Qn. halance, Bolivia. should. keep. the. fixed.rate.in. the. short. run,. as.it..keeps. inflation. Jaw.........
.and..gives. investars..confidence,. but..only. if..it. rebuilds. reserves. and. cuts. its. budget..deficit........
In. the..medium. term, .once. lithium. revenue............................ $:per-bolivianor -+ ++eseessssessssaesins
..flows.and. .reserves..are. healthy,..a. move 10.4.........ccoceveuen...

.crawling. .peg. ar. managed. float. . would. give.............cccvveeeeenne....

..more. flexibility. without. losing. all stability..It...................... o

.depends. an.how. quickly. reserves..can.be............................ o2 4

TEBUIL ...
........................................................................................... .0.

..and..on. world. lithium. and .metal. prices:. 8.00M..........oooe e
.In. prices . would..stall. wages..and. profits.and.......................... A TOVSHGE -+ ++eeseess s annanes
.shrink. the.tax base.. Much..of .the.gain.may.............ccceei e A7 i La%r A
..be. prafits. of. foreign firms . rather. than. taxable.................. RZ o A - Ji .........................
.wages.. Bigger..tax-free.allowances. .ta. pratect.............ccoceeee e i ........ 45 .........................
Jow. eamners. under..a. progressive. system.wauld.................... Rl “: ....... ,i ........ ,i .........................
..offset..some .of .the extra. XeVenUe...............ccoeveeeeeceeeeananne . i ....... ,; ........ 1; .........................
.Qverall,. income. .tax.revenye. is. likely. 0. ......ccoccoovceveeseeann. 0...1.35% ..... ﬂ ...... f .........................
.increase.in. the. future,..mainly. becayse. the..............cccocoeveeeeeeeeeeeeeeeeeeeeeeeenn ,mome fax rate.
ithivm. . industry . Should XAISE FOMAL..........oooee e
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.................. .employment. and.. incames.. However,. the. size..of . the. .increase..depends .an. shrinking..the............
.................... informal.ecanomy .and. building. better. tax. adwinistration,. without. this,.even. higher..................

.................... statutory. rates.will. raise. little..extra,.and the. government. may. find . it easier. to. xaise................
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