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Sub section A2

(Select miningyim of twao questions from i, Ssection.)
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A e '-—-_.d—\_---——-—-—-—"—u e ——— 1
= —_— e TP L —_.______.j

L =y rescurces werp unlnmtul and rreely available, there would be wibjeat =

cEonomICs.”™ Explain 1his Vitatement C,‘-n.l L Shayl L A, :Jn G| ||
; _ |
W Baefly describe USIE separe diagrams pow cch of the 1)), wing cvents L [

f Hustmed iy prodirctiog DOy eves of country '

| {a) The qualnty of education increnses,

| (b) Real Grogs Domestie Product hys contracted by R FSING increase 1y gae

rate of uncmployment.,
(¢) Defence spending  reduce nlowing Bovernmen( 1o Spend more oy liealth
Services,
(W) Prolonged drought hys resulted Jong penods of power ey,
(v) !umlm'- the .n.ni.urnlu oF Toreren exchange 1o POt essenual yyw Maenals
lor indusiriag |m»d|h.nu|| 05 nrg,
tii) Name live di::ld\r;m!irgus Ofaree marker CLONOMIC system, (O fiagpeg
(VY Expliun (he role of technolopy and cnleprencs i e wilfzation of LeOnOmme resources
ol country, B maeg
e —_— ]
(i) - Economics is the study of searcity and chojce, LEvery ecconomie 1SSUe involves LAl its

most basic |evel L indiv idug| choive ee Cisions by individuals about what o do ana

whatnot 1o do, In fact, you Inll-‘.hl\':l} that | isw'teconomies iti sy aboutchowee

(02 marky)

. I resources were untnmine! and ety .n,li].lhlc taking Jhmu Would wo e

necessury, Fyery PSR Conda B as much as they wanted of ARy -.00-' DESen e
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(ii) (a) An increase in the quality of education enhances the productmt, of the country's
abour force and this would move the production posmb:hues curve outward.

Capital 4
Goods [
x)!_..
s
LY
A ¥
Al
! \ ‘
oy (Correct diagram with
' correct description 01 mark)
1
] ; L
Y, Y, Consumer Goods

This dozs not affect the Jocation of the production possibilities curve. The point of

(b)
production moves further inside the curve. Production point moves fromAtoB.
= i  CuT L
CONSEMER GOODS cornteachenn ©F e e ir e
]
ah‘,id&_'ﬁrc,ﬂ . |
(Correct diagram with
correct deseription 01 mark)
P_P’,,—__;; T,
APJTAL GOODS
(c) This does not affect location of curve. Resources are allocated away fromone typeof
zovermnmeni spending toward another (health care). o rogrs rand ~luag FPc
Anes Aok chek} nPFC
DEFENSE SPENDING
b .
’—\ A
e
i =4
| :\ . , .
| : T (Correct diagram with
JI i \:'4 . qd P
o . L :L ______ 2 correct description 01 mark)
I ’ |
! , #
f ) |
| ! P\ |
i : 'l \j R |!
219 wy 7 HEALTH SERVICES ‘
. I
' R Sl « B Lo tzzmnaior « 202202023, thansndments o e s i |;rf-.
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£ '}1( en"!\\-'h\"“ : ' g =il o
Consumer 4 Teec W od Foa b e K9S TTa il
Goods l_)' '_‘-n-lfa\l LR ;
e e
N4 -___I‘_"YS 4 . .
" Lot 3 (Correct diagram with
correet description 01 mark)
Capital
—  Goods
() Limiting the availability of foreign exchange means reduction of country’s
productive resources. This would move the production possibilities curve inward,
Consumer Non-Industrial Goods
Goods . =
X
C
X OR
0 \‘ Y> Industrial Goods 0 — Industrial Goods

(Correct diagram with correct deseription 01 mark)
Yol shaid oo e |
(i) - Free marker activity can lead to arise in the scale of income and wealth inequaliny

Businesses can develop monopoly power which leads 1o higher prices and damage to
v —
consumer welfare

= Under-provision or non-provision of public goods

Under-provision of merit goods such as healthand education
——

—

Free markets may

fail 1o address negative
Consumption

extermalities from production angd

. ——— .

- Markets may be sluggish or volatjle due to arising
from the behaviuor of markers overtime,

N

Poor information and de ficiencies
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- The primary objective of every business in a free market economy is to earn as much
profit as possible. Most situations will see an organization deciding to_ sacrifice
worker Safely, comprormse on environmental sfandards, and act mlhout ethics

because no controls are in place to govern their behavior.

- Macroeconomic instability
I

- Deregulated financial markets often prone to bouts of instability

from which affects millions not directly involved.
(01 mark each for any disadvantage; Total marks 05)

— the fall out

Technology:
Technology encompasses a huge body of knowled

economIC resources as a way to produce goods and services ¢

ge and tools that ease the use of
fficiently and

innovatively.

NOvVallve
Technology can save the time it takes to produce a
saved time can be utilized by employees in the workplace fo produce something

very productive wntnbutmg to the overall profits of a business.

e
Technology has lead to an mcrcase in the division of labor and s ecml:zat ion of
b ittt
further contributing to the efficiency with which a busmc.ss

good or deliver a service, The

jobs within a business,
isabletorun. —

Efficient communication of employees thro
productiwany ways.

— Technology enables casy access to the [ilg_ﬂl_njorm tion pa
les casy acces tion (e TeSerm USC
I = g rvrd "FPT"_{“”'(E": mark each for any!three reasons; 03 marks)

ugh Technology results in increased

ntrepreneurs:
Technological progress alone cmnot lead to expansion of output, unless

technological breakthroughs are putto ecoér:grmc use by cnlrcpreré&lrs o
e uc N CLC{(”"}P“

- Fenk FreadonT oF Ofperiug tres, B Prdic R s alico~

Unutilized resources, labor, and capnal are utilized most effcwntly by enlrf:prcm,urs
.---"'"'._F-___ -

By bringing innovation to every aspect of businesses, entrepreneurial ventures

enhance producnon utilizing the existing resources in the most effective {w
S t‘CPP\I’"f‘QS '}‘\( ’f’ﬂ(ch— v b ,\,A,;Knv\j j (<% J’hj "N o -
Entrepreneurs develop new markuts by introducing new and lmproved products,

e bl et h
services, and technology. —
Ty
- Entrepreneurship improves producu»nv - entreprcncurshrp injects the economy
with a fresh baich ofhléher productmty firms, increases competition among existing

businesses, and pu:,hes out less- produclne ones

——— e e

(Total ma rl\a 06)

_'g-——-u
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E (i1 What is hald constant in dawiag a supply cunve?
. Fcig : i - .73,
TR h snadies indicse that the price elusticily of demand tos cigaretles is abowt
1) Rescurch snadies indicaie that the clus

cc
| aek ©f Srunettes comrently costs Rso 1300 and the government wants to e 03 ky)
P3N O GERuelles cumenily 3 2 . e A (O3 mirky)
smokine by 307 how muech should be the price of a puck of cigaretles:

(16 mcerien)
o A e Suerent
(11) faxg and briefly desenbe any three pon-pnoc MOONING SYSICMS.

i : s b Ut sieerrka )
vy Explan why consumrers demand fess of a4 commoedity as is price rises. l
"’_“J-—

2.(1) - Thepricesof factors of production
) oe - c0ods - _
The pmea‘oi rel:te- d goods produce T—— \7"‘\ Feikes
- Expected future pnn:‘i':s — rhae B8l
- Thenumberofsuppliers
- Technology ¢ ‘l"r* .P»j{_}g_ of 4L Practa
‘IS o 2 evz mavis
(01 mark each for any three factors; Total marks: 03)

- Thestateofnature  ( Alabwaz' febrs D

(i)  The formula for price elasticity of demand:

{Percentage chazge in Cuantine Demande:d) = X = 2075
(Percentage change i Price) — (01 mark)
-{x'rm_._.ltf\'\’

- i%change in price causes 0.75% change in cuantity demanded.

- Whatis the required price change for 1% chang geinquantity demanded?

- It shouid be = (L00%) 100 _ 4 _ 1
©075%) 75 3 '3

- Ir'the quantity demanded 1o be changed by 30%, price needs to be changed

by30 x 12 1= 40% o 5 = SR T
OR s2ew & N LAp. fac
g R
{ 0 B . A a4 2 {o- _T;\
- 'I—M x 30% = 100 4 59 = 10% : <p
10.75%5) 73 s e (N & [- 3.7

| =74 (02 marks)
- Cumentprice ofa pack ofcigarettes=Rs. 1500 | 3. /.
- Toreduce the quantin © dem

’ !

== i

wled by 30% price needs to be mcr:a edby40°% Thus,a
pacs .‘i:u.lrer'-.e<hy wb dicteased by Rs. 600 (= 1500 x 405,

- The priceofa "‘3k.|x\': uuc.e; essnould bz 1300 +600= Rs.2100.00

= (02 marks)
(Total marke 03)

e e e e T =iy
Loy, pomim ey T 1 — e = = y e
seescmizs Marking Senene --= o\ Exarunauen - 2022 (2005 Amendments to be included pitc)
D =
=
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first-served” basi :

asis. Queui
Queuing can be by puttingng does not have to consist of getting physically in linc
: one's name on a waiting li i '
¢ oncessdemand awailing list fora commodity where there

- Rationing ¢ i )
oupons: Tic e indivi
. ‘__%F-_JP ickets or coupons that entitle individuals to purchase a certain
mount of a given product per month.
- Fa‘,‘ourc g .
At __d customers:; Those who receive special treatment from dealers during
situa " ex 3 ]
c;?cms of excess demand. Favoured persons may be friends, customers of long
stan i
tanding, or perhaps those who buy other goods whichare proving difficult to sell.

- Blarc_lihmarket: A market in which illegal trading takes place at market determined
ken. The incentive L0 break the law is

prices. The maximum price limitis illegally bro
¢ than free market equilibrium

present as CONSUMErs would be prepared to pay mor

price.

In the absence of any of the above methods, resource allocation

. Chance allocation:
e
rd. For example, some g_oods fo_r_which there 18 excess

might be, in a sense, haphaza

Those persons who ~ .0
o TErS

demand sudden’l?ﬁd unexpectedly appear in some shops.

happened to be pfe@e’fﬁ'&t’fﬁe_rﬁomcnt ofarrival would thenbe likely to benefit. paed el

ﬁ:‘:ﬁ:ﬁ:’% Sjshm(UZ marks for each fﬂé any _t_h_ ree methods; Total marks 00) 43 ra
e ecls (;it_‘ R_) ~ mazed baf ed B“_‘_"‘L‘f:;?..kg

\

A“ao-'\A ron baSed on DC
There is an inverse relationship betwee
~ommodity. This relationship 15 descri

sers to demand less of

reasons for consun
(a) substitution effect (b) income effect
,__._---""”_'_d == 4 =

ed and the price of the

n the quantity demand
mand. There are two

bed as the Law of De
a commodity as its price rises.

iv) -

(02 marks)

rises, other things remain the same. is

n the price of @ good
modity and buy

Substitution effect: Whe
e buy less of a relatively expensive com

relative price rises. Peopl
vely cheap substitutes.

(substitute) more of its relati
o (02 marks)

her things remaining the same

¢ of the good rises, ot
y income) falls. They canna!

ing power of his mone
ously bought. There

ct: When the pric

- Income Effe
| income ( purchas

consumers' rea
fore, they must decrease the

afford to buy all the things they previ
quantities demanded 0 fnormal goods. —
e = 02 marks)
g1 proses ot
At et (Total marks 00)
— 4.__._.—,_' ’ ——I‘I‘

o i 1"‘?

v G.C EAA L J:.I'-.ur".inutiun L2022 (2020 Amendments 1 R e lunded ey,

21 - Economiss (Warking Sehemal

e
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St Why dooprces of oncultucsl preducts flucluate more than the poces of industoal
peadufnt (0 et
Gt o prvce Wecor Yenefins prodducers, vy (_If.{, 4 prlrf, floasr redoce ceonamic ’urpm.
boeplivn your answer uiing a hagzram. ' b S (06 amtrion ) !

(1) Suppore the demand and supply curves for a product =old in a competitive market are
repreented by the [ollowine eoqpedions
Demand: O, = 720 . 4p Supply: Qg = =120+ 21
(A Dind the coguilibeinm price amd yantity of the product, (02 anaricd )
L Swppree o g cimnent b decided 1o gramt a siizady of R 15 per mmt
lor the prostlavers of e produce.

fay Whitt 1 the price pusd By the buyer after the subrady? T3 ety

3 1 . ¢ b - .
(h What the price received by the capohicr after the sulnidy? (0 smer 4o

3. (i) - Compared withthe demand for industrial ¢ goods, the demand for agricultural goods i
inelastic with respect o both price and income. th meiasnc demand a chanze
n supp]VCdUntsrdallVLl/ larg cchan"u;m price. |

- In the short run, unlike industrial goods, the suppI/ of agricultural products is
inelastic due to maturlly lag.. If price rises, farmers cannot respond to by increasing
supply }mmudulz.l/ Tt will take |- Jyears before new plants start to produce crop.

.

- Compared 1o industriai goods, production resporsiventss is 'ow for annual crop
o modities because pianting decisions are made before price: (Or the new crop arc
knor, These LlLu.l.»Oﬂ.a .,-f.‘pf.ﬂd one kpected prices and not price realizations. Piice
oulcomes are scldom 50 dlsdslrr)us astoresultinthe hancsl being abandoned,

= & ‘el ov' Iy f-“"’*‘; ”-,j Iﬁu.: ﬁ:-fnir.l. ; :‘rdg.‘; ;:{-L.:-::\rf—j e

- In .cntast to industrial prsduction, the suppiy of azricu; iral preducts zar, be
variable depending on several natural factors rv.eathe.r dicease) beyond the control
of producers. Good weather can lead to an unr'tpected]\ large increase in supply

which can lead 10 glut on the market and falling prices. Also disease and pests can

affect the supply resulting price fluctuations. ! .
7 ' = e >~ '__

s .‘(r,"_b‘r. [’['Cc”-; f" [r',—-rr rg‘rnf.r!“ ~tha.
- - ne C.__,.r“ La Mq\ﬁ-*’_,‘«'_‘-

i Poves

Compared to industrial goods, most of the agricultural crops are non-durable

(perishable) nature and individual farmers may be unable to accumulate :.tocks. ’
" (02 marks each for any three reasons; Total marks 06)

If the government sets the price floor which is more than equilibrium price level, then

() -
it will benefit the producers as the; would get more than the market cleanny price
Jevel. Therefore, the producer surplus niszs and consumer surptas falis.

: (02 marks)

— ———— - *

. M= r g
. A032 2023, P Amandmantt 1g e incloded o

” I E . ryAunRiEn e 2 lee &) bl

21 « Beoromns Maskong 2007

> .
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= Also, it the price f1¢
then there will be more of
minimum price Jevel

Comlidantiul
Ororminimum price level is cot aboyve the equilibriugm price o)

supply and less of demand and price cangent yobulon i

s¢l |})‘ the povernment. So, market would ren weneue

u;{ml]h:-,ym posigon, Asa |c-.u]|‘ there will :ll').-.'l‘/‘, be a dead weiyht loss repre e >

T

e
by the area C + E in the dingram below  which reduces the economse surpius in te

society, -

= Dingram showing loss of economic surplus under floor price:

IPrice
N

Price Floor =

LEconomic Surplu

D

0 0, Qg 0, Quantity 2

Floor=A~B~1)-

(2 marks)

Economic Surplus befurethie Prie
Floor=A+B+~C+D~E~}

< alter the Price

F

leduction in Economic Surp.is
. afterthe Price Floor =C + E

(Correet diagram with identified surplus changes 02 marks)

(iii) (A) Q, = Q
- 720-4P = -120+ 2P
840 = OP
140 = P Equilibrium price

: O = 720-4(140)
Q =720 =360 =160 Equilibrium quantity

(B) (a) Pricepaid by the buyer :-
- Afterthe subsidy buyers price (P,) = Scllers price (P) - Subsidy
- After the two subsidy seller’s price (P) = Buyer's pri
720-4p, =-120+2P, )
720-4P, =- 1204 2(1",+15)
720- 4P, =-12042P,+ 30
720+ 120 -30= 4P, + 2P,
410 = 6P,
« 135 = P; hl};’:I‘»PH.‘.‘ 133
[ . Anerthe cubuidy selter's price Py « Bugers price (70 Suood,

C—— e

- Sellesprive Buyerprice (P, )7 =uhuid,
Sulit s price 135~-15 = 150
1
L 2 -
Ve Fonituy mn i A I

(Total marks 049

(01 mark)

(01 msark)

ce ()= Subuds (D1 mark)

(01 mart)

(U1 mark)
1]l marky

(02 mark

Tota! tharks Do)
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_ seale and dimimshing returms
4. (i) Eaplinn the difference between dicreasing retums 1o seale 2 (0 ter b
3. 1) bEapli ! . ! o
o a1 vanable Factor sarning a1 monthiv
consultancy iim carning a1 menti >
i) “Jayantha currently works as a lawyer at a fegal consultancy tirm e '
(i) “Jayantha c ? ) legal consultapdy finm where
sulary of Rs. 250000 5 considertng 1o stan his own fega * r s l g
' P, ot ] Id necd an office and a clerk
he expects to carn Rs 3060 000 per month, He would

. ; : " . B ON00 & monith
o run his own finm 1le his found the olfice which rents fo - 5

Further, be could hirs o ok for Rs. 0060 g manih

ot i . b TUTCUT T
othe o fianres e auiat, would Layanthas legal consultanes Tune b C Orth
X - (O spreert )
dccenonue profi? Laplon sour answer. i ,
) y P (VL% muirh
(1) State Tour inain featmes of 4 perfectly  competiiive industry” ‘-

(iv) Assume a perfectly competitive paddy market. Iirms in the market are prodocing
raddy, but they are curtenlly tncurring economic Josses,
(1) Compare the markel price of paddy refevant 10 this siwation with firms’
4L ERZC ol cott (ATC), average variable cost (AVCy and mzrginal cost (MC). (05 o 4
(h) D fwe graphs, swde In ide, 1) reflect the cament tsigion in the macker

and tor ta=s tvpies! firm (035 peeil 2y

4. (i) - Decreasing returns to scale relates to the long run when all inputs become variablec.

}-‘"Diminishing returns to a variable factor refers to the short run when you add more
-

R n'*“ﬂ variable factors while holding fixed inputs unchanged. ; (02 marks)

- Decreasing returns 1o scale refers to the efficiency of'incrcasing fixed factors (scale

vz of the plant). Diminishing returns 1o a varjable factor relates 1o the effjei

Ency of
) .4":3,\, rdding a variable factor of productios; rf,-_:.-ma.-:‘:nliré:! fix=d inpus
£ 4‘*}- i (02 mark.)
(Totui marks 04;
(i) - Fconomic profit=Total revenue ~Total economic cost f(\pportunil}' cost)
Towal Revenue of izyanthe's own consuitznacy firm =Rs. 00,000
Total cost = Explicitcosts +Impticitcosts
Explicitcosts =Rent + Clerk's salary =50,000+40.000 = 9G.000
Implicit costs = Foregone salary of Jayantha's previousjob =250,000
Totalcost = 90,000 +250.000 = 330,000 (02 marks)
- Economic profit = Total revenue — Total economic cost
Economic profit = 300,000-340,090 =-40,000
- Jayantha's own firm would not be able to earn an economic profit as its 10tal cost
exceedstotal revenue. - ' (02 marks)
(Total marks 04)
-———(iiHhrm-in{calurcsoifaperfect}y-compelirivtindustryf— ———————— R S -
= Alarge number of buyers and scllers
- Homogenouys products
- Freeexitand entry of firms
- Pafectknowledge among buvers and sellers (01 mark eachang total marks 04
i T

e S
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(iv)(@) = When the firms continue to produce paddy while incurring economic losses, the

average total cost (ATC) of the firms should be above the market price of paddy.
=5 (01 mark)

- When the firms continue to produce paddy while incurring economic losses, the
average variable cost (AVC) of the firms should be below the.market price of paddy.
Sometimes, the ﬂMSPMH_[inuc to operate while incurring economic losses even
when the the average variable cost gs_j ust equal to the market price (shut down point)

ifthey expect market condition will improve in the near future.
(01 mark)

When the firms continue to produce paddy while incurring economic losses, the
marginal cost (MC) of the firms should be cqual to the market price of paddy.
Y i (01 mark)

(b) Diagrams showing the current situation of the market

P A Price/Cost
e

ATC
ol AVC

Lo N Economic Loss
Pe f/wm D=AR=P

0 Q "0 Q Q i
) MARKET ) EIRM [
————— ST "~ Price/Cost —— _.MC
Price L
(Rs.) (Rs.) ATC
4 1
Supply AVC

P Market Price ? \
Iconomig MR=D=AR=P
Demand Loss

0 rQ 0 QF—

1

(Market duurnm with correct labeling 01 mark; Firm diagram with correct labeling
02 marks; Showing the economic loss in the firm's diagram 02 mark; Total marks 03)

bl conomics (Marking Cehrinal F O R (AN Y Cormlo it mrRm samma o
2 -Ee i inz Schen g / i 0 T
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05 e 3
3 (1) Define Nominal Gross Domestic Product, Real Gross Domestic Prodis! At Gt LA T
Product per capita. ek
(1) Does the Gross Donestee Product an over-cstimate or under estinate uf all production |
activities inan cconomy? Explain your answer. . (04 nutrks)
(iti) The table below illustrates the consumption function for a houschold,
Disposable Tncome (Rs.) | Consumption Expenditnre (85,5
0 ...,
T yow | T 3400 B
T oo o 7 800 K
 vow 10 200 - '
T o : oo | '
it~ F O
e HROR 1 Gk, P,
ta) Compuie the bouschold's Average Propensity to Constime (A7) al the disposable
mcome lesels of 0 9000 and Rs. 18000 and e Mozinal Propensity o
Consumie (MPC) i 1hat sanee of disposable income (04 Pt v
i AWnle the equations for the household's consumphon and <oy funetons (04 praierd vy
cf Broen the mfooeatizm geven, dian the howsehond™s comaanprion aid gy — !
- |

5.() - Nominal Gross Domestic Product is the monctary value of tinal goods and services
produced in a country ina givm_q;ig_cj_ oftime (normally a quarter or a year) using
the pricesofgoodsand servicesat the time of production.

OR
- Nominal Gross Demestie Product 15 the sum of's .ﬂue_&dded at currenebasic prices by
all resident institutional units in :he economic territory F-'.'h:"- taxes un products less
subsidies on products at the time of production.
- (01 mark)
- Real fiross Domestic Productis acounbiv's GI P adjusted to vollect changes in iie

price level. {01 mark)

- Gross Domestic Product per capita is the value of nominal or real GDP. divided by
mid-year population of the country. (01 mark)
(Total marks 03)
(13  Overestimation:
7 e . ) . 1 HH
- This measure does not include, for example, environmental externalities such as
\ pollution or damage to species, since no»body paysaprice for them.

J'

- Harmful effects of pollution and costs of pollution reduction are not deducted trom f
~—GDP. s ——— !
- GDP does not incorporate changes in the value of assets, such as the depletion of l

v resources o1 loss of biodiversity. GDP does not net these off the Now of transactions

during the period it covers.

21 - Eearrves  Marlany Schames D G.CE. (ALY Examination - 2622 02023) 'Amendiments 10 be mcivded o
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n

- GDIT counts 'bads' as well as 'goods’. When an earthquake or a tsunami hits and
reqrmcs rebuilding, GDP increases. When someone gets sick and money is spent on
their care, it's counted as GDP. But nobody would argue that we are better off because
of a destructive earthquake or people getting sick. o2

G
<

(02 marks each for any two reasons; Total marks 0%) ||
Underestimation: oyt '

———

~—GDP ignores productive transactions that do not take place in organized markets. The
most important example is services, such as cleaning, cooking, and providing free
child care ores productive transaction that people do for themselves in their own

homes.

3 velan .‘.er Cevuyes < aye N i in L( S C‘LAQ( .

- GDP ignores the underground economy, where transactions are not reported 10
official authoriti€s to avoid taxes, and regulations or because the goods and services
being produced are illegal.

. wvalee of \g i St

_ GDP statistics fail 1o fully capture the benefits of technology. The place that the
0 Mily capiul® ==

{2 oY ¢ o VY .

Internet occupies inour lives is actually greater than the official figures suggest, since
certain consumer and business activities are even harder to quantify. Indeed, 2
country's GDP, calculated based on national accounts, cannot take into account many
benefits related to {ree content, whether it's product commentaries, specialized blogs.
sorial networks. Wikipedia provides all human knowledge free of charge. In GDP{: 2

errns, it is worth nothing. 2 o L P D s e et

=2 C—::“.a. gxag 1?&02 marks each for any two réasons; Total marks™N) & -
(iii)(a}-;\vera"g’e I{’ropér{?ui?go Consume (APC) at income level Rs. 9000: - s
APC=C/Y, = 10200/9000=102/90 = 1.13

e = (01 mark)

- Average? ropensity to Consume (APC) atincome level Rs. 18000:

APC=C/Y, n = 17400/18000=174/1 80 = 0.97
D - (01 mark)
- Marginal Propensity to Consume (MPC)atincome range between Rs. 000 and
18.000: ac/ay, = (I 7400 -10200)/ (18000 —9000) = 7200/9000
= 4/5 =08 . J‘- e ' (02 marks)

(b) - Bousehold's Consumption Function: C=a+bY,
Autonomous consumption (a) =3000
Marginal Propensity 1o Consume (b) =0.3

. Houschold's Consumption Function: C=3000+0.8Y, (02 marks)
. Houschold's Savings Function: Q=-a+(l-b)Y,
S =-3000+0.2Y, (U2 marks)
-
ST 7 ._. i e e e e S | ——mn 2 s e . IR .
31 - Sconomics (Marking Schemc) i G CE (AN Expiination - 2022 (2023) Amepdraents Lo he included :-,22_;'1}
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Congumption Expendite |
(Rs) \
A |
| \ |
{ | | [
\
I ROO0 ' !
|
I..\“”” | 1 ! 1

1 2000 -

LOO0

OO0
1000
/_..- Sitvings luer,
() T T T __--"/f,
| i T
6000 tmrm_,._.—-r:zmTi' 1500() 18000 21000 g
| ! ; 1 ‘ Disposable Income (R
-3000 | | l
|
6000 -

|

_— .

I | . ‘ |'
- |

! ] N : | | | ‘
! (03 ks for e consumpion fungtion ud 02 marky for lhv-
| } 4 ! ' | :

l : ; : | : ~lotal mnele 04,

savings Tanerion:

T Lo ompie s Nk ige Sehemwo oo "
] | ' (ALt 1« 2002 (g
srrivaion « oy, |.‘|F, |J<"\|r1|‘f|.|“| TS Do fon " wled LA
T e |

‘ [
P

!

i r
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Sub section ‘B’

(Select 1ninim: .
wninimum of two Guestions from this section.)

' T
—

(04 maar k)

rl g . et b o P - o - AT
6. (i) Distingnish between near money and maoney substitutes.
(03 maris)

(i) State Four causes of high inflation in Sr lanka al present.
(i) Fxplain the relationship between the rate of interest and the demand for money. (05 marks)
(iv) Mention the different iechmigues available to the Central Bank for controlling the

LAV 1 Y
MONCY S (07 maris)

6.(1) - Nearmoney or quasi-money consists of highly liquid assets which are not cash but
can easily be converted into cash. Near money is anything fulfills the store-of-Value
edium of exchange (01 mark)

function of money and it isnot itselfam

- Examples of near money include: Time and saving deposits, treasury bills, bonds

. . . . P T _
near their redemption date, foreign currencies especially widely traded ones asthe US
p— =

dollar, Euroor yen. (01 mark)

P

. Money substitutes, on the other hand, are things thatserve as the temporary media of

exchange but are not stores of value. (01 mark)

. For example,acheck written 0
credit cards, debit cards, token coins and electronic credit represent
S —

- sviet| - (Ulmark)
s m‘_h) T 7 EN B g UF

n a checking accountata bank is a money substtute.

Further.
comempu-'ulj-"ekﬁl‘plﬂ‘orﬁmmtimtes. ‘
___,..-—-'_”'_._ﬁ__- BI {_3—

c
attributed to disruptiomn both global and local

(iiy - Shaipincrease in food prices can be
e — - e o 5 —_— . x
supply chains duge 1o varous factors that include the energy CTisis, ¢limate impacis,
= R e e . S0

ih2 pandeinic and the Russia-Ukraine War.

. Domestic policy restrictions such as import bans of essential commodities, the rising

cost of agricultural inputs, recent changes 1o agricultural policy, and the ban on

chemical fertilisers_and quick shift to org‘;‘mitr'fcnirrz"e‘r’ lowered agriculwural
-______..-—'-_-—'_-_-—-—

production and heightened supply chain disruptions.

olicy of the government through lowered interest rates

.

. The expansionary monetary p
and heightened money printing contributed 1o higher inflation.

. Anacute dollar shortage, caused by economic mismanagement and the impact of the

COVID-_]Q pandemic, has left Sri Lanka struggling to pay for essenual imports

including food, tuel, fertiliser anémcdicine._
e A

- Depreciation of exchange rate: Following the excessive depreciation, inflation

accelerated significantly through imported prices, while second-round efTects ol such
excessive depreciation on other goods and services were also observed subsequently

Esp———— e .

e o —— . —

2022 12023) Amendmznts 10N included
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Decrease in total output of the economy. Negative economic growth rate,
(01 mark each for any four reasons; Total marks 0d)

(iii) - According to the speculative molive for demand for money, there is Sy nvbrse
relationship between the rate ofinterestand the demand for money
Bt (01 mark).

= Asthe interest rate falls, demand for money as an asset will rise. Price of bonds s

related to the interest rafe: high interest rate means low bond prices, while low

interest rates mean high bond prices. Send Priw T 2 (0I'mark)
o 7= (a daship (=Y

- This variability in the price of bonds means that bond-holders can make capital gains

by buying when the price is low (i.e. the rate of interes is high) ancl'_saling when the

price of bonds is high (i.c. the raEe};fiﬁTE:resl islow), B ko IL(ﬂ! mark)

¢ 3l‘.( vt | ga

. N W

- This means (hat holding bonds Involves a risk not present when money is held.
People who expect the future interest rate to fall and price of bonds to rise wil] pe

more inclined to hold bonc_is__and lesser demand for moncy bzlianccs_expccling a
capital gnmn_bohdmg other hand, people mx_{;cct the uu;f_:-inlcrc.s-rralc to
rise and price of bonds (o fall will' be more inclined to hojd - money expecting g
vapital loss on bonds,

(1 mark)
= In'erest ralc is the Jpportunity cost of holding money balances. Incrcase jn interest
ratc meaus oppoy iunity éds'at_u_l"morm_v holdings riscs. There fore people Cenand Jess
money when interest ratesrise, '
® (01 wark) ‘Tutal 1aurks 15}
(iv) Central Bank nusscsses a wide range ¢ techniques 10 be used 43 i3t mants for
controlling the money supply. o

- Policy interest{_al_e_s s gy 4 (vslve ey
- Open markcropcraiions{OMOs) 5D ‘[:- fi J :
— — -y - . | - 5.

- Statutory reserve ratio (SRR) SL “ﬁ: ; ,{,\ s 1 J
- Bankrate - (on g

—- — ¢ P ArBov ==
- Refinance facilitjes 2 N .

:{l‘u**" £ ~_ |

- Quantitative restrictions on credit

= Ceilings on interest rates and

- Cashmargin requirement for letter of credit a0
- Loansto value ratios

- Foreign exchange operations

- Moral suasion
(01T mark each for any seven techniques: Toa| marks 07)

—_ - — —_— i
21 - Economics (Marking Scheme)/ G.C E. (a/L) Examination - 2022 (2023 Amendments to he inclydey 26,
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ot thetax. Shifting s difficult.

My J Sior .
pepartment of Examinations - Sr Lanka (n‘_. e S Pouw A /m\,.,'._/
_ - Confidentlal
077 S Do I o e e —
., ——— .) o - ___'_1__:’_.__233:_\;‘“ Ryl .";E\...'_-..;--_. \_:.-_..,_ e <?;._.-{:\ I- i
Uy Classit e tollowiny s il P po e P
() Rad ) N goods s either public, merit or demerit poods.
! ado rmnsmizsions S b
. o (b) Vaccinations
¢ (_‘l vareites
G il (- Museums (b gagtirhoy)
1" _ompumce » . q g . i .
|. ompare the ments und demerits of direct and indireet tuxes, - 7 (04 mtearks)
Gl (@) What is meant by incidence of taxalion? - (02 masrks)
i 15 ' apn » H . . N '
©) Distinguish between legal tax incidence and cconomic tax incidence. (04 marks)
HITO T & g = - s an X g .
dvy How does a acoative externality in consumpuion affect allocative efficiency of
resources? Explam your answer using a dingram, (06 prorks)
7.()) = (a) Radio transmissions - Public good
- (b) Vaccinations - Merit good
- (c) Cigarettes - Demerit good
- (d) Museums - Meritgood //Q ~a SV Qub e (0dmarks)
i) T : =
(i} | Direct Taxes
Merits Demerits
1. More equitable. It falls on those l. Discourage hard work and
! who can afford to pay. Tends to be enterprise. Encourages 'Brain drain’.
| progressive. e
| 2. Discourage savings of both
| 2. Itis easy to determine the incidence individuals and companies.

4. More important to the government's

3. Encourages tax evasion — 1o avoid

3. Easy to collect. i.e PAYE system paying so much tax
which is used to collect income tax
from mast wage earners. 4, There is no element of choice about

paying the tax.- it is unavoidable.

el o et | C

——

(oheme S

macroeconomie policy of’ demand P - -

— 3 « = - - = -:r
| management & 4 (HEAFEn )
| a2

(01 mark each for one merit and one demerit; (otal 02 marks)
| Indircct Taxes
Merits Demerits
1. Faily easy to collect. 1. Indirect tuxes are regressive: as a
. R 5 &G proportion of income they fall more
2. Easy to.determine the incidence of heavily on the poor.
an indirect 1ax )
5 e e 2. Can be difficult and costly to collect
| 3. Can be used to discourage certain rsinaniali =
| types of consumption: L.e. tobacco, | 3. The amount of revenue to be raised
| alcohol ' by indirect taxes cannot easily be
| .
: L5 redicted.
‘ 4. Itis a cood way of raising revenue P :
| when levied on goods with 4. Indirect laxes may contribute 1o
' inelastic demand - in{lation. l
5. No disincentive eftect on work. g A L eSS may bl l’w Sy e S

{01 mark each lor one merit and one demerit; Total marks 02)

—— . i =  ———E
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13 e -‘ e el .
vparmaal o { WA i;-ﬁt.\\.‘,\ - .."_: ._1_-3 .:&-I_ = -

'Y, ot d Wran reers o the lovation of the ulttmate or the direct maoney
(duna)s The i inchionoe of tax roien

¥ ~ !

T ¥
sl N tan as sueh 1t slanitien the settlement of the tax bunden on the ultimate
- \-?\‘-\\:‘. \\- :. ARE D LR bt B \.- i LR Al s

--.\ v\h\ - ‘,- ey B as ™ shoa patrynen gt v

nate result of shitting, Henee, the Incidenee ofata is

Sirthar Thas Birdarn @ o sl
ot that pemoen who cannot st the bunden any further. This bunden can be split
oot B nVws an 3

Ak ..-.\-.-u.._\,n\:\

l‘ - .‘ o R
ordifferent groups in the avonashy, (02 marks)

 J—
T = . 4] . | N Ay Oluan H (A 1
D) TRem are no et o TN tncldener, they are legal incidence and economic incidencs
LI e 3 ralla
IR logal invidence of tanes Rallson e

'
> who are legally quired to subnmt tax
A B s Aemnaan sews vl v Ay A seryhlialhad 1\ l W an 1 l"‘l\. s W l‘+\‘t‘
SMTRTI W SOVETRTRR ...\\:.'..... .t.\.‘.\--..u. T\ SRS . LS TRT N A B S il

-

N sy

T ey vwhreer ol ~anam N ¥ . - . by h\
shmamana WD saes -n.\:i‘ sl ..‘:‘..\ '\l\.!l..\ 220d nn\ !-‘ "\ m “1 LR (4] I‘}'" s ]

- - -~ wm § - - - - b ¥4 ] E A . 1 iy
JoVNOMC ncidonge of 3 AN 3 W tinal bundan of th 14 .'.I‘Ih. ular ax on the
R T T,

JiEmhnenelacan OINC Welfare insde 2

{02 marks)

= 5 ) s . ) 2
£ s et aea— an ) WA TR S et e A A s ey - . Y -
et el Ahw Tt e aconome Indidence ana u.....l}. 1} .k..\.\.l'lu..‘ agnena

§ O i 3
I & & ot axampele. when
:

fan & N o iapoessibic

-3 wnaes B 5 . §
TR e TS b s b s LT T TE T
s ML S b

(02 marks)
"o (Total marks 00)
)= A maganve extemaliny i consumm i

.
W datsuny on COCUDS Wi consumine 2 o CAUsSs 0
i S

Foamren ] s ta e . ~ e
e bl tal Laalw s 2 Lead

~2pary. Forexample. e asunng loudy

- iy u iy L
Mour

nusie late arais ght Keeps

1% - FET Trupy ~y . ate » -
h WISASOUDE 2N A AN, Sonsunmyg S OIATVLINS Calaos DRSS Q Snrolnes o §
\ -3 i Tha vty A ryean . s )
1 in ol e ity > 11 RS IAAY [P e Py
s ' U = vases e \“t.“....-\ . SEE LWL PUTAR Deneiy,
T oy awl o
. 02 maria
" e A N . - . A ama b - 5 Ak &
e SATUMLY U N L \.\.u.--.'...ne\ by ™ (| LY w "
-~
L i, T -y Tys 3l s T g ynl
sy R S Tt | ¥y Wl LANE o Lo Inke i 2
aarila s : DT R g, ) L
eopiz. T e D ST PIOIUTON L reater thy tsecial' . dae I
- " . - e ~ e . ' s " W
MeUCIIoM - e Ty (AR A § 3 amds Ceatath < . WILY SN e i . Iy
. o &
womantwellare woss

(02 marka
- -

73 P . Deadweight
1 welfare loss

s
1
i
|
I
I
|
i

D=prMmB

SMB
Q; Q Qt

T T ¥
et But at this owtput, the social marciea

COS! N
sreater than the secta! mansinal benet

12l isine areaol dead-warghrweltare loss
ceturs at a ower output (Q2) = where sonal man gl
benelii=zsocialn 1anainai cost.

or the correct diagram with correet labeling: 01 mark for the

identification of the area of deadw cight loss) (Total marks 0o

- - - -
1 e wr = N \
-1 = TITTITUSE - - - =N "
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08-1-%% [ v, Sy TR RN e . - ——
J obins el VL i . SRR (R LN . ! ;
8 (i) Ste three factors determi . o oy 1 gk o UL T e
W ors determinmg comparative advantage of a country. (03 imurks)
) wl e the m ¢ . - :
Fir e e o d.urnun accounts and items in the Balanee of Poyments ctement? (b artes )

aaplain the P e e S ety . .

. plain the difference hetween vegional trading agreement and bilareral trading

agreemient drawine cammples from S Lanka. ) (it merrt )

(iv) “he eaports 10 Geoss Domestic Produet ranio which stood at W% in the ycar 20040
almost halved o0 14.8% by 2020 " Explain the reasons for (he dismal performance
of the export sector of Sri [anka in the reeent decades. (07 mueirks)
3.(i) - Thequantity and quality of natural resources available
. e —— —

- Demographics : (inward migration, educational improvemcenlts and women's
participation in the labour force will all affect the quantity and quality of the labour
force available for industries engaged in international trade.)

. Rates of capital investment including infrastructurc: (Greater public infrastructurc
investment can reduce trade costs and hence increasing supply capacity. Investment
inroads, ports and other transport infrastructure strengthens regional trade ties.

. Increasing returns to scale and the division of labour

. Investmentinresearch& development (innovations)

. Government policies: (taxes, subsidies, exchange rate)

. Institutions: (Banking systems are needed to provide capital for investment and

r-"‘-...._.-'_._ . " . . .
export credits, legal systems help to enforce contracts, political institutions and the
stability of democracy is a key factor behind decisions about where international
apital flows. " Ui ¢ i
capt 1flo QF%;}".&—«L‘—L, N kﬁ\ 3‘*;
- Location: (Climate and geography have key roles in creating differences in
coTfparative advant_agt;c P —
= Techne [C_jﬁ_, *" (01mark each for any three factors; Total marks 03)
- e
(i) — Current Account (01 mark)
Goods
Services
Primary incomes
Secondary incomes
- Capital Account (01 mark)
- Financial Account (01 mark)
Direct investment
Portfolio investment ;
; i
Other investment L ke 2 97
Rescrve assets o 7 BL = =
(01 mark for correct items ander current account or financial accounts
Total marks 04))
21 - Economics (Marking Scheine) 1 ¢.C.E. (ML) Examination - 2022 (2023) /Aamendments to be mclu-!c:I- f’a‘j]fll
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(i) - Abilateral trade agreement confers favoured trading status between two nations Iy
giving them access to cach other's markets, it incréases trade and economic growth
The terms of the :lgroumcn{ standardize business operations and level the playing
ficld, (02 marks)

- Examples:
Indo-Sri Lanka Free Trade Agreement
Sri Lanka - Pakistan Free Trade Agreement
Sri Lanka - Singapore Free Trade Agreement
(01 mark for the example)

- Regio ““] trading agreements refer to a treaty that is signed by two or more countries
in the region to encouragé the free movement of goods and services across the
borders of its members. The . agreement comes with internal rules that member
countries followamong thémselves. o bn..-»-. p— T{QZ‘ marks)

- Examples: = 7 '
South Asian Free Trade Arca (SAFTA).
Asia Pacific Trade Agreement (APTA)
The SAARC Preferential Trading Arrangement (SAPTA)
(0¥ mark for the example)

(iv) ~ Very limited diversification of cxport products: Expart composition has been 1onls
stable since the mid-1990s. They have not diversiticd beyvond a sctof tew radive: 4
goods - garments. tea and rubber.

- Lack of diversification of export ma-heis: Europe and USA coatinue 1o account for
approxﬁn?t&?ﬁm-rhirds of totalexports Further, approximatels 70% ofteaexports
are to the Middle East and Commonwealth of Independent Nations.,

- Lack of investment in export-oriented industries. Export-oriented toreign direct

in\;cstmenl (FDI) has played a Key role in creating a dynamie, fast growing export

sector in the Newly Industrialized Countries (NICs)in Cast Asia, but Sei Lanka has

not been successful intapping into this vain

- Sri Lanka's exports are biased towards low-complexity products, implying low
- — know-how. Sri Lanka's production system is based on simple technology, borrowed
from Western nations when they moved from simple technology 1o complen
technology. That level of technology can no longer support Sti Lanka's planned goul

of creating an export hub supported by inventions and entreprencurship
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- Current major export industries are being squeezed, with wage growth outpacing

21 . Econormics (Mark:

productivity gains.

High cost and low productivity in tea export sector: Input €osts and technology used

ations have lower yicld)

(labour intensive) and low land productivity (older plant
lucing

imply higher cost of production in Sri Lanka compared to other tea proc

nations.

reasing labour cost: Retaining labour in tea estales has
1 & combination of factors such as the low social
er generation and other more

Declining labour force and inc
become a challenge. This results fron
status of the work, improved education a
dignificd and lucrative employment opportuniti

mong young
es outside of tea estates.

Failure to utilize the opportunitics for export expansion available under free trade

agreements so far signed by Sri Lanka, {
(02 marks cach for any t}lr\uc reasons; Total marks {yi‘f

e ;
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9. ) Distinguish between economic cevelopment and human development

R TR S daed) (O ok
f11) What 1s the differcnce betwesn poverty line and povesty headeoimt index
< x i W
‘i Eeplain reasons why 2 substeatial pamt of the working-nge population might
i 2 i (M prraard v
economiczlly inactive
Y il
H¥) fa) What is meant by social safety net? (02 eetearis)

(b) Examine what are ihe sherieumings of social safety net progrnmes currently

impiemented in Sn Lanka.

(U6 miGrda)

9.() - Economic development and human development are concepts that are related to one

another in that they both measure a country’s overall development in terms of
€conomic _'fre:ﬂth and hufﬂfL \}:e_]f_agr_;‘:. While human develo
focused’on the wellbeing of peop

of'social and economicfaciors,

pment is very much
le, economic development covers a wide spectrum

- Human development is the process in which an individual's freedom. opportunities,

and wellbeing ar cenunuously improved. The concept of human development was
developed in the T970s on the premise that Gross Domestic Productor GDP (laraely a
measure of economic growth) failed 1o give justice to the measurement o

f human
developnient. o

Human daveloprnt is z=out providing more {reedom and opportuany to the peaple
= g ==y -5

for Tiving their lives as they wish. For ths, people should be able to IMpros ¢ angd s
their capabilities. —

- The concept of Luman development belicves that people should have goud healih,

access to education, and a decent standard of living. Human development is
measured by the Human Development Index (HDI). The HDI measurcs the
education levels, health and standard of living. Other measures of human

development include the Human Poverty Index (HPD) and Gender Empowerment
Measure (GEM) ; m P jl—'_:"_m_‘\l\‘ Wawmetuas Poasel

Lm ot

- Economic development is a wider conceptand has qualitative dimensions. Economic

developmentimplies economic growth plus progressive changes in certain important

variables which determine the well-being of the people. Economic development
includes the development of human capital, improving standards of living,
development of nfrastructure, economic growth (as measured by GDP), increase in

international trade, environmental health, improving health, public safety,

soctal
justice, life expectancy, literacy, otc.

(02 marks each for any two differences: Total marks 04)

;' e |
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)y = Pov-erly line is the minimum amount of money required for a person to fulfill the
basic necessities of life, like shelter and food per month. *

o s S

- In Sri Lanka, the official poverty line is estimated on the Cost of Basic Needs
Method (CBN). Food poverty line is calculated by an estimate of the cost of the food
bundle, Which satisfies a person's minimum caloric requirements. Then it is added 2
non-food component, which estimate es ihe allowance for basic necessities such as
housing, clothing, u_-an;ﬁm etc., ) (02 marks)

——

- Prople living below a poverty line don't have enough to meet their basic needs and
they are called poor. Poverty Headcount Index is the percentage of the population

living below the national poverty line. e e (02 marks)
(Total marks 04)

e

iy

(iiiy — Persons who are in the working-age population are not in the labour force for the
following reasons:
. Full time care of the household -~
- Full —time students
. Retiredorold age
. Longtérmsicknessor disability
- Thosewho are notinterested in working for one reason or another

< (01 mark each for any four reasons; total marks 04)

(iv)la)- The social safety net (SSN) refers to of non-contributory assistance existing t
improve lives of vulnerable segments of the papulation: the poor, ¢lderly, disabled,

children and women. o (01 mark)

- Social protection has been increasingly viewed as an important tool for addressing
poverty, vulnerability, inequality, and social exclusion. These programmes vary (rom
cash and in-kind transfers to pensions, insurance, and livelihood development
programines. : {01 mark)

(b) Despite the muititude of programmes, there are several gaps and weaknesses in the
current social protection system iu Sri Lanka.

Low covcragMung: Low coverage and poor targeting are two most
commen problems in the majority of social protection programmes in Sri Lanka

Programmes designed for the poor, elderly, disabled and other vuinerable groups
o
often cover only a fragment of the eligible population.

* . B o (] % P ,_._ o . 5 5 —— N
21 - Economics (Marking Scheme) / G C E. (AL Examination - 2022 (20233 Amendments to be included !

CamScanner



( 'uullllu-mml
cpartment ol Examinntions - Sri Lanka e

wen i need by log
- Targeting procedure of l_llc. Samurdhi programme hay hLL”,III:']ll;::]:}::ldl‘il!m::.]h
political patronage, particularly at the grassrools !cv.cl.:m' nmny- {IwJ - Iw;:”
are political appointees. The selection of the ht.:lu.:llt:lur‘lcs t"nf' .hnlﬂ!l;lfl“‘ . ”' e
reported to be biased towards individuals of particular [?f?'!t'l{.:i”' ;u’l ilitio ] | 'LI
primary abuse appears (o be the inclusion of Targe numbers of incligible houscholds
asareward for political loyalty to the governing party.

Budgetary Constrnints and Incquitable Resource Alloeation:Many  sociul
assistance programmes su(fer from budgetary constr

aints, which restrict them from
expanding their co verage

and improving the benefit amounts.

- Lack of coordination: Currently,
s sl

provincial councils carrying out diff
vulnerable groups. Lack of coordin
increases the cost of'social protectio

there are several ministries, departments, and
erent social protection programmes (or variousy

ation among these institutions and programmes
nprovision and lcads to overlaps in beneficiarics
served under these programmes,

-

- Despite being officially a development programme for cconomic integration,

_ Samurdhi has*b-.:::n-cririt:'ist"{l'b’y" IrTlETimlinpili_.a_l_g:mrs such as the FAO gs being an
approach (o wellare le’i-ﬁrT)Tno\cs'il'c_ﬁtr(Jmcy rather than aiding the sociocconomic
development of Sy Lankan citizens, The FAO seetilas a mechanism that mukes the
initiative difficul; o sustain over time

(02 marks each for uny three shortecomings 3 Total marky 06)
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i ; g of public debt? (01 e ks)
O Qrate the cssenty W ._ A

! ¢ essential policy chunges reguired tor S Lanka ta oven

ceonanig CrISIS,

ome e curem
‘ A (05 prctrAs)
Desceribe th

-

_ ¢ importance of Global Production Sharing Networksas o stratepy for
promoting export carnings in Svi Lanka. (05 mearks)

Aualyse the factors which have prevented Sti Lunka achicving 1 wpid ceonomic
arowlh since [ndependence? (06 marks)

- The Restructuring of public debt is the process undertaken o re-cstablish debt
Sustainability. The decision to restructure is undertaken when no other option 1o re-
gaindebt sustainability is considered politically or socially acceptable.

= (01 mark)

- The Debt Restructuring aims at manageable levels of Gross Financing Needs
(GF:‘?IFSP).Fmanagenble levels of dwpes denominated in domestic and foreign
currency and a declining debt to Gr WMQL@DP) l'uliq 1o manageable
levels in the medium-to-long run. Ae bl S PO e

st (01 mark)

. Accordingly, once the decision of debt restructuring is made the debtor is required to

indicate on which claims should be included, 1.¢., subject to the restructuring, and

which should be excluded.

. Once the decision on which claims should be included in the Debt Restructuring
process, the following methods and types will be used for implementation.

e I'ace Value Rctﬁh_[ﬂ_:_lion - A face value reduction is typically the most extreme
adjm.—it provides the highest degree of relief to the Debtor. Also known
as a' haircut',the nominal value of outstanding debtis reduced.

° Mamxtensiﬂn - Maturity extensions, also known as 'reprofiling’, are less
extréme than haircuts; they involve maintaining the original nominal value of the
liability but changing the date on which the final principal payment is to be repaid.

s Coupon Adjustment- Coupon adjustments provide some relief o the debtor but
do not provide haircuts and do not change the final maturity date.

. Most restructurings will use a combination of all three Lypes 10 achieve the desired
level of reliefin the context ofwhat is acceptableto creditors. (02 marks)
s (Totol marks 04)
(iy - Successlul comph:_tiplloflhc debt restructuring programme
- To addresmtjﬁlion and uphold the rule of law the government should

« Committéadopting robust anti-corruption measures

» Enactprocurement legislation requiring open bidding for government Contracts

o Rejoin the Stolen Assels Recovery (SIAR) initiative, @ joint program ol the
World Bank and the United Nations Office on Drugs and Crime.

e e e e _____..-...,____—-...-—-__-.__-——‘-——_..___ = - —

- LT : - o tvadT
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Fiscal consolidation and strengthening revenue mobilisation
Medium term expenditure framework and public sector reforms
- Adequately fund the public health and education systems

- State Owned Enterprise Reforms ‘
- Strengthening the independence of the Central Bank and enhancing monetary policy

effectiveness
- Maintaining Exchange Rate Flexibility
- Supporting trade and investment to strengthen external sustainability
- Take appropriate measures to improve the Sri Lank-s position in the Ease of Doing
Business Index (01 mark each for any five policy ch’mges)h : 3
—D J C o va um J S I'\")é_ g "'_3 ST L S |,-*FZCLLL-':-—.V3

_,‘r-c-d_

—{-\_._M
¥
n)-  Global produutlon sharmg—thc brecﬁup ofS a produ tion process into vertically

separated stages that are carried out in different countries—has become one of the
defining characteristics of world trade over the past few decades. G]Ob‘l] production
sharing opens up opportunities for Iu-ms to relocate slices (tasks) of the production
process to different countries, dependmg on relative cost advantage and other
economic fundamentals, T

- Production sharing, on the other hand, involves producing and supplying different
components of @ single product. For instance » Toyota cars are manufactured in Japan;
but the parts for same are "upplled by a variety of supplicrs who have manufacius ring
facilities in different countries.”

(02 marks)

- Acountry that does not have factor inputs and technology required for the production
of'a good or service can now focus on a particular slics or segment o! the productio.
process that matches its capabilities. Fer production, the availabili ty of duemes::
resources is no longer a binding constraint on international trade.

_ (02 marks)

- Todate, most of the Sri Lanka's FDI is in Buyer driven GPNs where a buyer (usually a
retailer) buys finished goods. Although comm;:;:_n_:n?iusmes such as garments and
footwear, globally buyer driven GPN's formed only 12 per cent of world

manufacturing trade, and its share is declining.

- Producer driven GPNs are where an end producer assembles the final product from
components made in several locations. Producer driven GPN's accounted for 51 1

per cent of world manufacturing and its share is growing. This is the trend Sri Lanka
needs 1o tap into. Sri Lanka does not have a choice except joining the global
production networks. Otherwise, Sri Lanka will remain eternally a middle-income
country. (01 mark)

(Total marks 03)
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The pre-conditions for long-run sustained economic and social development have
been conspicuously absent in our country. They include nat:onal unity, political

stability, the rule of law, eradication of corruption, pragmatic cconomic policies and

(iv) -

their effective implementation. The absence of these non-economic preconditions
was largely responsible for the country's below potential economic performance.

_ A stable government committed to the long-run development of the country and
ensuring the rule of law, achlevemem of ethnic religious and social harmony
eradication of comtptlon sound and pragmatic economic policies and certainty in
their continuity and effective implementation has only beena dream OVer the last few
decades. The political culture and milieu and ambitions of pohncmns and vested and

parochial interests have not supported needed political and economic reforms-
(02 marks)

Populist policies followed by all mainstream political partics have made our people
become more dependent on the government. The unique selling pointof political
es have been the size of the relief package number of
glittery promises which are bevond delwery under any
the pohncal culture and mlheL , and ambitions of

party's eco nomic polici
government jobs, and

realistic situation. “Further,
politicians and vested and parochial interests have not supported needed political and

economic reforms.
(02 ma rks)

. Number of ciherreasons too that influence economic development such as a people’s
values. work ethic, education and the political culture and milieu. Weqk work ethics
and ll'ldISi‘Lphl‘le pamcularlv in the state sector are tmpornnt reasons for the

country's 7’5 lower eco nomic de»clopment

. Ideological rather than pragmatic policies, mabihry to_s seize the opportunities o
exportin 2 liberalised international-econony « and neglect of and underdevelopment
of technical skills are among the many reasons for the country's gconomic
underperformance.

Ceend ™M FU K U\[rl]t":fmarks)

m,a.aa,r]""-:ﬂ - (Total marks 06)
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