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marking anser scripts and entering
n

n
Common Techniques of Marki

; . thod
Itis compulsory to adhere to the following standard m¢

marks into the mark sheets. Chi ef/Additional Chief Examiner may usea

1. Useared color ball point pen for marking. (Only

mauve color pen,) ofeachanser script.
e

i front pag .
2. Notedown Examiner's Code Numberand initials on the thenticate the alterations

: ' ine and au
3. Write offany numerals written wrong withaclear single lin

with Examiner's initials. marks of each question as a

jF : al .
4. Write down marks of each subsection in a /A and write the ﬁln sssigned for Examiners o
retional number in a [ with the question number. Use the /U
write down marks.
Example: Question No.03
v
- Y
iy 4 s 3 o 3 _ 10
(i) : + (ii) : (iii) £ T

MCQ answer scripts : (Template)

1. Marking templets for G.C.E. (A/L) and GIT examination will be provided by the Department
of Examinations itself. Marking examiners bear the responsibility of using correctly prepared
and certified templates.

2. Then, check the answer scripts carefully. If there are more than one or no answers Marked to a
certain question write off the options with a line. Sometimes candidates may Have erased an
option marked previously and selected another option. In such occasions, if the erasure is not
clear write off those options too.

3. Place the template on the answer script correctly. Mark the right answers with a 'v* and the
wrong ansers with a X' against the options column. Write down the number of correct
answers inside the cage given under each column. Then, and those numbers and write the
number of correct answers in the relevant cage.
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STRUCTURE OF QUESTION PAPERS

Paper | - 02 Hours . =
There are 50 multiple-choice questions and each question has 5

' | ' corv. Bach correct
optional answers., All guestions arc camppiaor}. Eac
otal marks will be 50.

answer is given 01 mark and the t

Paper 11 - {3 Hours
This paper consists of two sub-sections.

Sub-section A — 3 structured type questions

Sub-section B - 3 structured type questions
Answer five questions only, selecting minimum of two questions

from cach sub-scction. Each question has 20 marks and the total
marks will be 100.

Calcufation of the final mark = Paperl 50

= Paper 1l 100

Final mark = 350 + (L%Q) = 100

|
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Instroctions:

£
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ale

- 7y

Answer all the questions.

Wrire your Index Nwmber in ihe space provided in the answer sheet,

Irmmc.:mm are given on the back of the answer sheel, Follew them carefilly.

in sack af the questons from 1 to 30, pick one of the aliersatives from (1), (2), (3), (4), (5)
which is correct or mast apprapriote ond mark your respouse on the answer sheei with
a cross (0 in oceoidiice with the instructions given on the back af the answer sheet.

5

1. The core difference betwssn normative economics and positive ceonomies s Lhat
(1) nommative economics provides descriprive analysis while positive cconomics offers policy

Y = - - . a . -
(2) pasitive economics is fact-hased while narmative cconomics is value basced.
(33 normalive economics is based on enmpirical evidences while positive cconomies is based on

(4) positive economics relies on vulue judgements while pormalive evonomics is vbjeclive,
(5) positive economics focuses on ethics while normative economics deals with testable hypotheses.

prescriptions,

subjective opinions.,

Which of the following statements best explains the concept of “capital” in ceonomics?
i1) Capilal represents human labour and innovation in rhe production process,

i2) Capital refers  any financial investment mude by individuals,

3)

(4) Capital refers W lnwkial resources used 1o fund production,
(3) Capital refers to produced meuns of production.

}\.l

{1)_ mo change in opportunity cast or productive elficicncy.

(2) a vhange in opportunity cost but no change in productive efficizncy.
¢3)” a chunge in productive cfficicacy but no changs in oppertunity cost.
4y na change in opportunily cost or allocalive efliciency.

¢5) u change in produciive efficiency but ne change in allocative efficiency,

4. A key feature of the socialist economic system is
{1) prolit manimisation as the main objeclve,
{2y privatc awnership of all means of production.
{3) public ownership of key industries and resources.
() winimad goverzoent inervenhion inta the ecanomy.
:5)  the govemment plays no ke in cconomic decisions.
The factor that van cause 2 racvemen: along the supply curve is a change in
{21 the price of the good ilsell.

{11 the cost of production.
‘fd} technology.

{3)  consmner inconme
15)  the number of rupplivrs.

Capital includes oaly the tangible assets used for production, such us machines und buildings.

A movement long the Production Possibilities Curve from one point to another involves

NP

21 - Economics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included

CamScanner



~

Jcpariment ol Lxaminations - Sri Lanka
' : ; ; & morma CXCe
(6. All of the following cause a rightward shift in the market demand curve for @ i I good Pl

(1} an increase in the price of the substirute product.

(2} an increase in consumers” income.
(3) a decresse in the price of u complementary product.

(4) a decrease in the price of the good it_sclf.
{5) an incrcase in the pumber of consnmers in the market,

When the price of an inferior good Falls while other things remain nnchanged, consumers will demand

7
(1} more because income effect dominates the substilulion effect.
(2} less becuuse the good s inferior.
(3) morc beeanse subsiiution cffcet and income elfect reinfarce each other.
() less because substitution effcel is negarive.
(3) more becanse substitution clicet dominates the mcome effect.
8. Suppose govd X and #00d Y are substitutes. What will be the effect on the equilibrivin price
and quantity of good X of an increase in lhe supply of pood Y?
Equilibrium- Price of good X Equilibrivm Quantity af good X
(1) increnses devrcases - P
{2‘) i _df-\'.’l\‘fﬂ.’.‘*i..‘.‘i decroases
{3) I rcases incraases
{(4) | deercases latreusis
(8 [ imcreases unchunged

9. Supposc u new rechnology has heen introduced in the production of goadl X which is suld_ in_ a
competitive market. If the new wchnology reduces the production cost of good X, what is the
likely impuact on consumer and producer surpluses?

(I} Producer surplus will incrcass but consumer surplus will decrease.
(2 Consumer surplus will increase but producer surplus will decrease.
(3} Dotk consnmer surplus mid producer surplus will increase.

(4} Both consumer surplus amd producer surplus will deereasz,
(5} Consumer surplus will increuse and producer surplus will not be affected.

price clasticity of demand for a good will typically he high when a good is

10. ‘The
a smull share of consumer expenditure and is & complement of ather zoods.

(13

(2) a necessily and pegishable.

(3) a swall share of consumer cxpenditure and is a substitute to other guods.
a large share of consumcr expenditere and is @ substitute for other goods.

)
(5) an inferior and is & complement to other goods.

-

I1. The cross price clastcity of demand
{1y can indicate if a good is a necessity or an infrior.
(2) s closer to zero if the twe goods are closely related.

greater than zero if the Iwo goods are subslitules.

3) =
4) 1 always negutive Secause of the Law of Demand.
(5) is preater than zero if the two goods ure complements.

. .
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Suppose i highly regulated economy has declded o move  Price (Rs.)

Wwarels & markel coonmny wind icnioved  govenmnent 1

price contols in the markets, The disngram shows such )

tomarkaet where the govemment had inlcally set a

maximun effective price, | | -

What cffcet was thene on price and qumuw when the

covernment removed the maximum prics 40
2 Price Quantity

(1) [ falls from Rs.60toRs. 40 | remaves shorage

(2) tulls from Rs. 50 10 Rs, 40 remavyes surplus 0

(31 rises from Ry, 40 1o Rs, 30 TeINRIves ﬂ'll.mtngu

(4] falls from Rs. 50w Rs. 40 | remaves shortawe

(51 |_rises from Rs.5C1oRs, 60 | removes surplus

In tie diagram Dy is the demand curve for sugar  Price (Rs.)4
and §p is the inilial supply curve, Suppuse the
goverament impases a specific fax on sugar which

causes the supply curve o shift 10 Sa. ) s
Which areas in the diagram measures the resu’ting P2
WX revenwe w e goveriment, new producer Py '
sumiis and the deadweipght losy? i
i Q: Q ¢
Tax revenue | New producer surplus | Theadavei ght loss b
(N B+C+G H A+H
) | B+p FeG+I0 4 - ENUN.
(1 | B=C C+G+11 E+H-M
(4 B-C+G H B
(33 | B<C+G F+G+H E~F-M

Suppose 4 goverrmment inlends © increase the iacome of pacdy famers withont raising the price

is.
of rice to consumers. The mast approprimte policy v achicee the governments vbjective would be
(I7  u release of government rice stocks onto the market.
(2} seting a eraramesd price ahove the market price of rice with an agreement to purchase the
unsold volput by e governeient.
(3 intradncing a minimum price helow the nunker price of rice wilh an agreement v purchase
e unsold oulpul by lhe govermment,
(43 introduciag a maxmum pree below the murket price of rice.
(5) 4 payment of u subsidy o paddy fanmers,
15. Which of the following combirations of indusry chamcteristies indicutes the monopolistically
 competitive industry?
: Freedom of Entry | Nuture of Produet | Firm's Demand Curve
(13 | High baniers Homaogeneous Downward sloping
() | Hightawers | Differentiated Downward sloping
(33 m;ﬁﬁ:ﬁb_{s _______ Homaogeneous {orizonraf lire
€8] Low harriciz Dilterentiated | Downwand slopping:
{3} High barriers Unique Horizontal lire
16. A pericelly competitive firm will cara zero econamic prodt in the shorf-run when
(1) price equais marglnal cost. : :
12} olal revenue equals lotal variable cosl.
(3} margingl cost equals average variable cost,
(4 murginal revenuc cquulk mcmg‘., fixed cost. _
?-(5)-1 ;:-neu eyuals average lulnl vost, e __ - )e
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b'l,'l’. A firm fhcing diseconomics of scale will e\pf-rleme
(1)« sising murginal ‘cost in (B shord run. : |
(2) a rising lang-run. nverage tatal cost as output mcrem:eq | |
(3) a deuea.smg average towal cost In the long-tua. ' :

(4) a an increase in output: greater than tha increase in inputs.

(3) a constut long-run average total cost segardless of outpul level..

18. The wblc shows the finm's total cost and marginal cost at differsnt levels of output.

Output Level Total Cost (Rs.) | Marginal Cost (Rs.)

1 a0 P

. W B T : 15

3 330 - s

4 375 45

h; 4235 ' 30
Whal is the average fixed cost foe producing 5 unils ol outpul? : ol -
(1) Rs. 300 (2) Rs. 200 A) Rs. IS0 (4) Rs. 60 (5) Rs, 40

19, Acc_urdmg w the value added’ method, Gross Domestic Product is calculated by .
(1) subtracting the value of ivtermediate goods from the value of output.

(2) adding the value of all final goods and services produced.

(3) adding the fotal income generdted in an ceonomy.

() adding the value of all intermediate goods tsed in production.

(3} subtacting the yvalue of imports from the tofal value of output.

20. The informal economy refers to
{I) sctvilies thal are legal and hidden [rom. the govermment,

2) economic ucdvities that are not monitored or repulired by the government.
‘?) all economic activities conducted by small busiuesses
) econumic transsctions thal neeur umong large corporations and non prolil muking tnt.illulmna.
{3) the subsistence agricultural sector of the ECOAQNY,

21, An cconomy where Cross National Disposable Tneomie is higher than Gross National Im.muc

refiects that
{1} the counuy is experiencing a trade deficit.

(2) the country is experiencing a trade surplus.

(3) the country’s domestic production exceeds its cousurption.
{(4) the country is saving more than it is investing.

(5) the counory’s ner forcign transfers are positive.

22, Sr.}ufl:d nutional income m..muuhm data for a hypothelical cconomy are given below, (Figures
are in Rs. billion.)

lem | Value Jdeny ' "&"ﬁ!ue i
Compensation of employees | 600 | Other taxes less subsidies on production 30
Gross operating surplus - 800 Net primary meome fram rest of the workl | 20
Gross mixed incomne B30 | Taxes lass subsidies on praducts and services | 120,
Consumption of [ixcd cupital 150 : _

What are the vahies of Gross IDomestic Product rmd {irnss "J*moml lncome-“? '

; (-'rnss Domesilc Prodoet | Gross National Income
Sy B 2420 2400
) BRI o el b b0
G [oanneiaain ks 2440
@Y [ SEW G T 255000
('3) .-'___-_-;_,.__2"3*3 AR VST & X 0 LG

23, In a closed c,wmmy with 60 gm ermmenL. an inerease in investmeént of R 200 million resoits >
: ‘an increasc in consumpgion of R‘i ROO mllliml What |~. th;. 'margmaﬂ m(ummt\- fﬂ_tunsumpmm
- In this econom}f? ) bR R e

b

I

)
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ﬁ. The Ciagram shows an aggrega@ demand curve (AD).

~(2) The spaculative. demand fo o
(3) The speeulative: demand for monay inCressey @ INMErest TiESs rIse.
{45 The speculative demand for moaey decreases as interest raks rise.

Frice lovel 4 K,

What is meastred on the harizontal axi<?
(1) Nurmninul nutional income
{2) Nowinal national ourput
{3) Nominal disposable lncome
(4)  Rual grosy damestic procuct
(5 Totential [&vel of ovtput
Assume thul Uk cconomy is i equilibrium at the inlerscetion of he aggicgale demand #hd
aggregae supply curves, If there is an increase In povemnment spending wigh no -:ormspondiﬁg
increase o taxes, what Is the most fikely short-tun effect? bg'\}“" R .
Eg '}'Ee agercgate demand curve will shift to the left, incrensing unemplnymg"l\f.
¢ agaregae demand curve will shift 1o the right leading o higher output and highec

Tmploymenl, & T g. i
"‘th.‘.1 :Egre;;ane demand curve will not change but the aggregate supply curve will shift to

e lefl. '
The aggregate demand curve will shift Lo the vight leading o lower output and lower
employmant,
5) 'lhe ageregate demand curve will shift w the keft leading 0 a lower price level.
SHPPOSG‘ a busivessman withdraws Rs, 50 000 from his safe and deposics the money in a commescial
l‘“‘“k'_l_t the bank holds no excess seserves and the swawlery weserve requirement is 10%, bow
will Lis deposil inerease bank’y required reserves and te banks lending ubility?

-

| Required Reserves (Rsd | Lending Ability (Rs,)
S e

S0 G0 U000

40 () 5000
@ 5000 45000
{5} 5000 500000
Which of the following stutements hest cistinguishes between demand pull and cost push inflation?
(1) Damand-poll inflacion is caused by excessive supply, while cost-push infiation is caused by

excessive demand.
Demand pull inflation oecurs when gggregute supply increuses, while cost-push mflaGon oceurs

AD

S,
b

0

(&)

@

(1}
{2}
(3)

when aggregate demand decresases,

Demand-pull infation is caused by increase in wage rates, while cost-push inflation is caused

by cxcessive expunsion in mency supply.

Derrand-puil inflarion is driven by ircreases in aparegate derand, while cost-push inflution
is driven by increascs in the cost el production

{51 Demund pull infution resalls in higher employment, whtle cosl pish inllution resulls in hwer

employmeat.

High powecred money includes

(1), time ceposits held by the public at commercial banks.

(2)  suvings deposits held by (he public ut licensed bunks arkd fnunce coripanics.

i3) crrency held by public and reserves of commercial banks. .

4} loank issucd by commrcial banks.

(3} fméip.u pssets held by the Central Bank.

Sclect the statement best explains the relationship hefwazn interest rates and the speculative demand

for money. . - ; . i T
(1) ‘The speculative demand for money is independent of folerest valcs. _
' or noney is directly proportianal (o inferest rates, .

(5) “Yhe spesulative demand for money is infinite ut higher intarest rates.
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W T pew Central Bunk Al o 2000 gy debagisd the Contrad Baok of SroLanka from
(0 printing Muney '
n\‘"’m ma‘,g'- 7.Ili'|"Ti".‘_: ditect or indireer evdit o the government,
NM Poplaying the rmole ns the hanber 1o the pNEmment.
\ 4 conducting it open prarket opurations 4y a monerany pallyy inctnameat.
A X, (3% iatervening 1o the forcign exchange markel,
" 3L I the caniexl of public posds, noa-tival e CONSUMPLOR Tty i
Ijl) the peod can be enpsumied hy one individual wirkout reducing the wnount available for others. !
i?) the pood cannol be provided to individuals who do not pay fur il |
{3) ﬂ.w people who do roi pay eannal be excluded from the CONSUMPEDN. ' [
(4)  the consumption ot « public good by one individual reduces the avaitzbility of thal suud for others,
(3} public goods cen be eonsumed onlg by thine who have paid lfor them.
32, A smain feamne of u regressive lax can be stuted as
(1) low income curmers pay a highee proportion of their income ia sax than high income 2zimkis,
(2} margingd twx rates exceed AVeTUge tax rofes, i
E, (3 the cost of coilveting the tax exceeds Ui revenue rised.
(4 the marginal rate of tax js higher for high ineome camers thun for low jecome carsrs,
(31 the tax rale incrences us income increascs.
33, What is the most uccurate statement gbout the ivipact of transfer payments on fscal polivy?
¢y Transfer Ppayments directly affect upgregate demand hy increasing government expenditune,
12} Transfer payments do not affect the budect deficit as they are not sart of gosermment esperdiine,
(33 Transfer payments increase government spending withoul direetly contributing 1o the produstion

of goods or services.
t=) Transfer payments encourage ceonomic grawth by stimufating nvestmene.
(31 Transfer payments can influence aggrogule Jemund by roducing the dispusuble fncome of!
households.
34. The main contribulors t significant ricz in tax revenie in Sri Lanks wfler the vear 222 were
1 1) income Laxcs, mmport duties aad economic service charge. ‘
(2} special vommedity levy, income taxes and value added tax.
(37 income (axes, value added (s amd excise dulies,
14) laxes on foreign trade. value added tax aed special commudity levy,
(53 ports and alrports development levy, nation building tax and value added tex.

35. In the context of Inlernutional Monctary Fund's (b restructuring process, what is meaat hy *Deat
Susrainahility Analysis™ (DSA)?

(Iy  An analysis (o determine the wmount of dedt o cunnlry G sustain witiwu delattine
(27 An ass¢ssment of a country’s ability o meet its eurrent forcige debt obligation : |
(37 A method o decrease the inierest payments on existing deht : 1
() Ao analysis of the long 1erm ability of 4 couniry 10 service its dehr
() An amalysis of full repaymane of all outstanding debt within five yeuss

36. A country has comparative advantage in producing a good if
(1) it has the lowes: opporunily vost lur producing that goudl.

(2). 1 produces more of that good than any other country.

(3) il.can be sold at a higher price.

(4) it produces the goud with the highest profic margin.

(3] & country cdn produce a good using. fewer resources than anubier country.
37. Consider a domestic industry where the value of 'impimcf.[ mpats is Rs. 000, and the valwe o€
the final product is Rs. [0.000. Tf the tariff on the final product is 23% and the tariit on imparted
inputs is 20%, whar is the rate of effective protection? R

, 21 - Economics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included
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ﬁS. Table below shows some selecled socio-cconomiv data for a counlry lor two lime pennes w |
Year | Nominal GDP | Lieracy  Morialicy Rafe per Gmcrai;’ﬂm
(Rs. billion) | Level (%) - 1,000 Population Lev !
-

2010 75 - S 78 i35 |

12020 1200 47 52 1l

Which of the following statements on the socio-cconomic stetus of this economy for the period
2010-2020 is conslstent with the daca presented in the table?
(1) An increase in neal GLP and improved living standurds
(2) An increusc in real GDP and decline in living standards
(3) A decrense in real GDP and decline in living standards
(A decrease in real GDP and unproved living slandurds

(3) A decrease in renl GDP and improved kuman devclopment

The uld wge dependency rutio specilically refers 1o the ratio of
(U)__individuals aged G5-and above to the workins-age populatian.
(2) individuals aged 60 and above to the total population.

(3) individunly aged 60 ard ubuve 1o the populaiinn aged 15 - 59,
(4)" individuals aged 0-14 o the elderly population.

(3) individuals aged 15- 64 10 the totl population.

46

47. Which of the followine countries Is most hkely w have a high Gini Cocllicient!

{I) A country with universal free health care and edocation

{2) A counlry experiencing positive cconomic growth with low level of unemployment
{3) A counlry with a progressive s system und extensive redistribution policies

&) A country with bottam 10% of income earners hold YS o the toal income

{5) A vounlry with a large informal sector and minimum social salcly mets

What is the significance of the Colombo Port City Project for Sri Lanka’s ceononty?
1) It is a major initative 1o atwract foreign jnvesunent anc trade.

(2} I wims o develop a shipyard lor contgner haradling.

(3) Tt focuses an increcsing domestic production,

4) Tt focuses exclusively on creating jobs in Colombo ciry.

{3) It pricvitizes developmonl in Sri Lankas tourism sector over other industrics.

49. A major wigger for Sri Lanka’s cvonomic crisis in the yesr 2022 was
(1) u signilicunt decline in remillances from migrant workars.

(2) excessive appreciation of the S:i Lankan rupee,

(3 a sharp increase in glodal vil prices.

() d devrease in (ke productom of chemical fertiizer.

(5) an quustai.'mhle accumulation of foreign debt,

The IMPF's Fxtended Fund Facility (EFF) to St Laoka in the year 2023 is primaily aimed ac

50.
(1} reduciog the country’s infalive rae lo below 5%,

(2) . restoring macreseonamic stubility and debt sustainability.

'(.%_} l'.ru'n.'-.ﬁn'n'shi‘:: Sri Lanka towurds high income country smtus in 2048,
(4) supporting a fxed exchange rate regime,

(5) prjvaiizﬁlitlrl ol Stale Owned Enterprises (SOB).

g A 4

A

S

L T R NP
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reading thme  go theowgh the question paper, seleet 1he questions you will answer wnd

&
i;t ¢ & : decide which ol them you will prieritise.

i

e
—_—

l nsh'ui. tions: :

?'::- g 2es it & Y i
Atwer five questions ongy, selecting mishmean of two guestions jrom Subsection ‘A and
!- WO GuesHons frim Sub section ‘B '

{ ® Graph vapers will be provided,
e e SRl

—— . SRR - a e : /

Sub section *A’
(Select in

sdmum of twe questions Srom rhis section)

01

) Define econom’e resouces and liee resourees providing two cxamples of sl
Qategony.

(04 marksd

G Expizin the main difforences Between “libour and ‘entreprenership”. (03 musks)
(i) Under what conditons wauld the procuction: pogsitilities curve he o slraighe line? (03 macks)
{v) Compare the mle of govermnent in o aommand economic system and o market

CCONOMIC Sywiem, {4 miwks)
(v} Explain how murket, command and misad cconamic systems solve the problem

of scarciy and eviduue the ofectiveness of those approachos, (UG murky)

1. (i) - Economic resources are those that are limited in supply and require human effort or
-

capital to obtain or produce.

- These resources have an opportunity cost associated with their use, as th

ir supply is
finite relative to the demand for them., (2" (01 mark)
- Examples: et \W\é\- »
)
1.Oil 2.Labor 3, Timber e 4 0 e (01 mark)

Ore RaomP — NO madig
- Free resources are those that are abundant in nature and available withiout the need

significant human effort or cost.

- They are typically not owned or traded in markets because their supply exceeds

demand atazero price. (01 mark)
- Examples include:
1.Air  2.Sunlight 3.Gravity (01 mark)
(Total marks 04
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(i) - Labour refers to the physical and mental effort provided by individuals in the
production process.
Entrepreneurship is the initiative taken by an individual or a group to organize,
manage, and assume the risks of a business. Entrepreneurs coordinate the other
factors of production (land, labour, and capital) to produce goods or services.

- Labourers generally have limited responsibility in decision-making and risk-bearing
within a business. They work under the direction of managers or entrepreneurs and
are usually compensated with fixed wages or salaries.

Entrepreneurs assume a high level of risk in exchange for potential profits. They
make strategic decisions, invest capital, and bear the financial risks if the business
fails.

- The reward for labour is wages or salaries, paid for the time and effort contributed.
The reward for entrepreneurship is profit, which is the residual income after all costs
have been paid.

- Labour may require specific skills or qualifications, but workers are usually trained |
for repetitive tasks and may follow established procedures.
Entrepreneurship involves creativity, innovation, and risk-taking. Entrepreneurs are
often visionaries who seek to create new products or improve existing processes to
gain a competitive advantage.

- Labouris generally motivated by job security, wages, and benefits.
Entrepreneurs are often driven by profit potential, autonomy, and a desire to innovate
or create something unique.

- Labour contributes to economic growth by providing the workforce needed for
production, enabling businesses to function.
Entrepreneurship contributes significantly to economic growth by introducing new
products, services, and processes, creating employment opportunities, and fostering

competitive markets.
(01 mark each for any three main differences; Total marks 03)

(iii) - _Constant Opportunity Cost: When the opportunity cost is constant, it means that for
each additional unit of one good produced, a fixed amount of the other good is
sacrificed. (01 mark)

Perfect Substitutability of Resources: If resources used in production (such as labor,
capital, and materials) are equally efficient in producing both goods, then shifting
resources from one good to the other does not change the opportunity cost.

‘f_;‘,am. dech na @ (_?-md'-‘sj“:s

(01 mark

it
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D
. Rﬁ - Homogeneous Resources: If all re

o
Q;\n quality, and productivity for the ke e
remains constant as production shifts. This homogeneity eliminates th‘-': diminishing

returns thatusually cause the PPC to bow outward in amore realistic setting.
(01 mark)

(Total marks 03) !

sources are homogeneous (i.e., identical in skill,
production of both goods), the opportunity cost |

)
!
" Bas s |
(iv) - Control over Resources and Production Decisions:

In a command economy, the government has full ¢ |
production decisions. It decides what goods and services are produced, how they are !

produced, and who receives them. This central planning approach aims to meet |

national goals rather than respond to individual preferences.

ontrol over resources and |

In a market economy, the government generally has a limited role in production |
decisions. Resources are allocated based on supply and demand, and businesses make |

duction decisions independently to maximize profit. The government intervenes |

pro
like defense or |

only in cases where markets fail or in sectors deemed essential,

infrastructure. ';

- Ownership of Resources
In a command economy the government typically owns most, if not all, means of :

production, such as factories, land, and capital. There is little to no private ownership, |
and individual entrepreneurship is often restricted or regulated.

In a market economy, most resources are privately owned. Individuals and businesses
have the freedom to own, buy, and sell property

Economic Goals and Objectives

In a Command Economy, the government sets and prioritizes national economic

goals, such as full employment, price stability, or equitable income distribution. '
Economic plans are often long-term, focused on achieving social welfare objectives

rather than individual profitmotives.
In a market economy, economic goals are largely determined by individuals-and ;
businesses pursuing their own interests, which collectively drive economic growih
efficiency, and innovation. The government's role is typically to ensure a stable
environment, such as enforcing laws, protecting property rights and provision of -
public goods.

- Pricing Mechanism

In a command economy, prices are set by the government rather than by mar

21 - Economi i :
omics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included

CamScanner



Department of Examinations - Sri Lanka Confidential

forces. In a market economy, Prices are determined by supply and demand, providing
signals for producers and consumers to make economic decisions. The government
generally does not interfere with pricing, except in specific cases like regulating
monopolies or setting minimum wage laws.

- Income Distribution
In a command economy, income distribution is usually more controlled by the
government, ﬂinfﬁng to reduce economic inequality. Wages, prices, and social benefits
are often set by the government to ensure a more equitable distribution.

In a market economy, income distribution is generally left to market forces, resulting
in a more unequal distribution based on factors like skills, productivity, and
investment. The government may intervene through progressive taxation, welfare
programs, or subsidies to reduce inequality.

- RoleinInnovation and Investment
Ina command economy, investment and innovation are planned by the government,
which may allocate funds to specific industries or technologies based on national
priorities. In a market economy, innovation and investment are driven by private
businesses and entrepreneurs who seek profit.
(01 mark each for any four comparisons; Total marks 04)

(v) Marketeconomy:
Approach to scarcity:
- In a market economy, scarcity is managed primarily through the price mechanism.
Resources are gllocatcd based on supply and demand, where prices serve as signals.
When a resource or good is scarce, its price rises, which discourages consumption and
encourages producers to increase supply. Conversely, if there is an abundance of a
resource, its price falls, making it less attractive for production but more accessible to

CONSUMmers. (01 mark)

£ = Effectiveness:
r\)!S‘w};&qs})A_{m:ﬂ'l‘he: market economy is highly efficient at responding to changes in
vbd“f 5 supplyand demand. The price mechanism ensures that resources are allocated to their

05‘ C,Cf/ most valued uses, as consumers are willing to pay more for items they value highly,

> :
> and producers respond accordingly.

- Isimitations: A pure market system may not address scarcity in essential goods
iq?@‘&"%equitably. Those with higher incomes have greater access to scarce resources, while
g o}\éb‘f < those with lower incomes may be excluded.

o.
5 ]
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Limitations: Mixed economies can be complex and may face challonges in striking
the right balance between government intervention and market freedom, Too much
intervention can stifle innovation and efliviency, while too little can rosult in
inequality and unmet needs. (01 mark)

('Total marks 06)

A e A i « AR Y R .
L AT T
SRS S, [ -t N '-i-'.;_._ - . N i N b INAEN

B i R T
\ R P ST N L .,.&.&:I}:‘.. R .«.a'f.”“ L.'}'&.-,":.;ﬁ_.._
& i g Lo exisdal 4 : s
2 ) Using diagmmy, explaiin how markey demand curve Iy devived Trom incivicdund

denmmnd curves, {4 1onrky)

G} What iy meant by price gl:tsncn_\- of demand? How doas it siTeet otal sovenwe? (08 minrks)
(Y Stute theee povernment pollcy tools which can influence th market Supply eurve

o commodity. {03 nnky)
{iv) Define the concept of marker equititeium and explein Whe farces that diive 1 \
markel disequilitvium towaeds an cquililydum, (M marks)
o) Define consumer surplus and producer sieplus, (O marks)

(b) Using diagrams, explain how he price elasticity of denand uffects consumer
surplus, {0 marks)

2,(1) - Market demand is the total quantity of a good that all consumers in the market are
willing and able to purchase at various prices. It is derived by horizontally summing
the individual demand curves. The graph would show individual demand curves

being summed horizontally to create the market demand curve, which reflects the
& aggregate quantity demanded at each price level. (02 marks)
{J.J

»
Consider a markeficonyistig of two consumers Aand B.
' e~ i

4 & :
Y PA PA Total Market
(“9 ’ 0> e TR B Demand Curves
M
P, P,
P, P, N
dn : : DMLII.
0 Qn\ Q:u 6 0 Qu."IQlI Qm-Qm b

v ;
(-/ g At price P, above, consumer A demands Q,,, consumer B demands quantity Q,,,, and
0o £ total market demand at that price is (Q,, + Q,), At price P,, consumer A demands Qy,
?4? U and consumer B demands quantity Q, and total market demand at that price is

X (Qy+Qyp). Dy is the total market demand curve, (02 marks)
(Total marks 04)

(ii) - Price Elasticity of Demand (PED) measures how responsive the quantity demanded

of good or service is to changes in its price. Mathematically, itis calculated as:

21 - Economics (Marking S;;;ITI;II:) / G.C.E. (A/L) Examination - 2024 /Amendments to be included .
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:p — %Changein Quantity Demanded 01 mark
PED = gfuChangc in Price ¢ ’

qu i\ \S f.ul ’P"f‘..rjrrj'
} O rped VA

- Effecton Total Revenue:
- Elastic Demand (PED > 1): _ e
When demand is elastic, a decrease in price leads to a proportionally larger increase in

: increase. Conversely, an increase in price
uantity dem d) causin uﬁlwvcnuclumucasc. Conversely,
: ¢ EHE“A angl (0Imark)

c ﬁfa?rc enue to decrease.
n :;?S‘Ln% -ush Caleld ,}r-” et b Cuidy €

¥e!
fj; - 1’_9‘;‘-’1! Inelastic Demand (PED < 1): ) :
T4 exf When demand is inelastic, a price increase leads to a smaller decrease 1 quantity

v omonk S

demanded, causing total revenue to increase. A price decrease in this case would result
(01 mark)

in lower total revenue.
(Total marks (/%)
(iii)) - Subsidies:A subsidy is a financial assistance provided by the government to producers

to reduce production costs.

Taxes (Indirect Taxes): Taxes such as excise duties or value-added tax (VAT) imposed

on the production or sale of a commodity.

Regulations and Standards: Government regulations related to production processes,
safety standards, or environmental laws that producers mustcomply with.

Government Production and Stockpiling Policies: Governments may directly
influence the market supply of certain commodities by either producing the goods
themselves (in the case of state-owned enterprises) or by releasing stockpiles of
essential commodities (like oil reserves) to stabilize supply in the market.
Iw P o148 Peucief01 mark each for any three olicy tools; Total marks 03)

P . _ Queta (Preducrs or T mPoftext - Campoam 91 Producsd
(iv) - Market equilibrium refers to a situation where the quantity of a good or service
demanded by consumers equals the quantity supplied by producers at a particular
price. (01 mark)

- Atthis point, the market is in balance, and there is no tendency for the price to change,
as both buyers and sellers are satisfied. (01 mark)

- The Forces Driving the Market Toward Equilibrium: The market moves towards
equilibrium through the interaction of demand and supply, and the resulting forces of
excess supply (surplus) and excess demand (shortage),

21 - Economics (Marking Scheme) / G.C.E, (A/L) Examination - 2024 /Amendments 1::' be included
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- Excess supply occurs when the price of a good is above the equilibrium price, leading
to the quantity supplied being greater than the quantity demanded.-Producers are lefi
with unsold goods, creating downward pressure on  the price. To clear the surplus,
sellers will lower prices, causing an increase in the quantity demanded.

(01 mark)

- Excess demand occurs when the price of a good is below the equilibrium price,
leading to the quantity demanded being greater than the quantity supplied. Consumers
compete for the limited supply, creating upward pressure on the price. Sellers will
raise prices, causing a decrease in quantity demanded (as the good becomes more
expensive). An increase in quantity supplied (as higher pﬁ@\incentiuize producers

tosupply more). This process continues until the market price rises to the equilibrium
level, eliminating the shortage. (01 mark)
(Total marks 04)

(v)(a)- Consumer surplus is the difference between the maximum price a consumer is willing
to pay for a good or service and the actual price they pay. (01 mark)

- Producer surplus is the difference between the actual price a producer receives for a
good or service and the minimum price they are willing to accept. (01 mark) .

(b)- Perfectly Elastic Demand (PED = w): Consumers are infinitely responsive to price
changes, and they buy nothing above a specific price. |
Consumer surplus is nearly zero because consumers are only willing to purchase at

one specific price.

Even a slight increase in price climinates consumer surplus entirely. (01 mark) |
Price 5 S
-
ar mpor *') / D
q S f.-"

- Perfectly Inelastic Demand (PED = 0): Quantity demanded does not change
regardless of price. Consumer surplus is maximized at any price because consumers
are willing to pay any price for the quantity they demand. Price changes only affect the
total expenditure, not the quantity consumed. (01 mark)

—p Quantity (01 mark)

wHn
Ancwe Coan_ be qccgp-Lgcﬂ o \oade m«rﬁ

mehédo O\quV\A
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Price 4 D

5 —» Quantity (01 mark)

(Total Marks 04)

3. () Distingwish betweon a specilic fax and an ad-valorem fax.
(i1} Using diagrams, show (he deadweight loss created by 8 subsidy and a lax 2
[ree market, !

{12 marks)

{04 marks]

(iii) Analyse the impacl of maximum price ceilings on consumer surplus, produccr
sueplus, amnd overall economic welfare. (06 marks)
(iv) Suppose the marker demand function i Tresh milk is Qp, = 280 - 2P and the
markel supply Tunction is Qg = =220 + 3P, (Quantities are in million fires and
prices afe in rupees.)

fay What are the equilibrium price and the quaintity? ({2 marks)
(b) Now suppise o subsidy ol Rs. 10 5 given (o the dairy farmers for cach

litre of fresh milk they produce, What are the new equilibrium price and

the quanity? {01 murky)
ey Do dairy Tarmers ceceive toral subsidy under this situation? [F ol whit

percontage of 1he subaidy do dairy farmers actually receive! (02 marks)

A specifictax is a fixed amount of tax imposed on each unit of a good or service.
(01 mark)
. Anad-valorem tax is a percentage of the value or price of a good or service.
{01 mark)
{ Total marks 02)

3@

(i) - Deadweight Loss from a Tax: A tax imposed on a good increases its price to
consumers and decreases the price received by producers. This causes both
consumers and producers to reduce the quantity of the good traded, leading to

inefficiency.

- Before the tax, the market is in equilibrium at price P1 and quantity Q1, where
demand equals supply. After Tax is Imposed, the price that consumers pay rises to P2,
and the price that producers receive falls to P3. The new quantity traded in the

marketis reduced to Q2.

The triangle between the original and new quaptity Q1 and Q2, bordered by the

21 - Economics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included 4“
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(iii) -

demand curve and the supply curve, represents the deadweight loss (DWL) due to the

tax. This area reflects the loss in economic welfare because fewer transactions occur
due to the tax.

Price 4

Deadweight Loss from a Subsidy: A subsidy lowers the price consumers pay and
increases the price producers receive, encouraging more production and
consumption than the market equilibrium would support. This results in inefficiency
because the extra consumption and production are valued less than their cost.

Before the subsidy, the market is at equilibrium at price P1 and quantity Q1. After the

subsidy is imposed, consumers pay a lower price P2 and producers receive a higher
price P3 due to the subsidy. The new quantity traded increases to Q2 above the
equilibrium quantity Q1. The triangle between the original equilibrium quantity Q1
and the new quantity Q2, bordered by the demand curve and the supply curve,
represents the deadweight loss (DWL) of the subsidy. This area reflects the
inefficientoverpreduction and overconsumption that the subsidy encourages.

Price &

S

P, >=B< > owL
// T (02 marks)

o \% > Quantity (Total marks 04)

S,

)

Impact on Consumer Surplus:
When a maximum price is set below the equilibrium price, it allows consumers to
buy the product at a lower price, which increases consumer surplus.

However, a price ceiling typically leads to a shortagé because the quantity demanded
exceeds the quantity supplied. This means some consumers who would have been

21 - Economics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included -
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, ' 11, whi
\ —'@ £ willing to pay the equilibrium price might not be able to obtain the gmd(:t;m; ‘:-':;;h
5:; reduces consumer surplus for them.
17
y olf
Q. 5 - Impacton Producer Surplus:
© ed below the equilibrium price, it reduces

- When a maximum price ceiling is impos
producer surplus for the following reasons:

- Lower revenue: Producers are forced to sell the product at a Jower price than they

would in a free market, which reduces their revenue and profit margins.

debre

producers may reduce the quantity

- Decreased production: Due to the lower price,
ce becomes less profitable or

supplied, either because producing at the ceiling pri
because it results in losses. This further decreases producer surplus.

O

- Exit from the market: Some producers may find it unsustainable to continue

production at the lower price, leading them to exit the market altogether.
(02 marks)

F\nd

- Impacton Overall Economic Welfare:
- Under normal market conditions, price ceilings may increase consumer surplus as it
allows consumer to buy at a price lower than the equilibrium price. However, the

aAnalysi e oc[‘ G.,‘S( PS l BESr. Can he
b"a d\qqfn"ﬂ

consumer surplus may fall if demand were sufficiently price inelastic.

- Alower producer surplus as the volume of trade contracts atthe low prices.

An

- A maximum price ceiling creates inefficiency in the market by preventing the price
| from reaching its equilibrium level. The quantity supplied falls, while the quantity
I demanded increases, leading to a mismatch between supply and demand. This results

in deadweight loss, which is a loss of total economic welfare.

- Theprice ceiling typically leads to shortages because the quantity demanded exceeds
the quantity supplied. This shortage not only creates a deadweight loss but can also
lead to non-price rationing mechanisms (e.g., long queues, black markets), further

reducing overall welfare. (02 marks)

- (Total marks 06)
(iv) (2)- Marketequilibrium for freshmilk: Q, = Q; :
Q,=280-2P Qs=-220+ 3P I?
|| 280-2P = -220 +3P
| 500 = 5P Equilibrium price = Rs. 100 per litre (01 mark) P
EN 21 - Economics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included ué
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Equilibrium quantity=280~2 (100) = 280-200 = 80 (million itres) (01 mark)

(b) Thenew equilibrium price after the subsidy of Rs. 10 per litre:
QX = Q

280 -2P = -220+3(P+10) (01 mark)
280-2P = -220+3P+30
280-2P =-190 +3P
470 = 5P
94 =P  Newequilibriumprice = Rs. 94 perlitre (01 mark)
New equilibrium quantity =280 -2 (94)
=280- 188 = 92 (millionlitres) (02 marks)

(c) - Dairyfarmers donotreceive the entire subsidy
- Before the subsidy farmers received Rs 100 per litre
- Afterthe subsidy farmers received Rs 104 (94 +10) per litre
- Subsidy per litre is Rs. 10; But farmers receive only Rs. 4 per litre

- Percentage of the subsidy received by the dairy farmers  =4/10 = 40%
(02 marks)

(Total marks 08)
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L I — = 3 [ &3
3 ‘ . i the comtext of a short-run
3 4. () Detine the Law of Dinonishing Macgamal Betnins in the «

j—l

(02 maky)

production functioa.
Gid How tkxs o firn deterine (ds profit-masimizing love (O3 marks)
production process? '

1 of owtput in e shortrun

Rs. 200000 in total revenne and iuu_lm
plicit costs including the opportunity
20,000,

() During o production peried. i carms
: Ry, 150000 i expheit costs, The Grm's im
™ cost of the owner's capital and labeur amoant o Ks. :
of Caleulate the fiev's accounting profic and cconomie profit. | |
3 (iv) Explain how a shift in the firm's cost structint quch ps an ingrcise 1 the l“nul
¢ of raw materials would affect the fm's short-nun supply curve nnd the n‘\-crall q ‘.
é industey supply curve, Lse approprinte dingrams (o suppor youe exaplanation, (05 mark<)
of R 120 por

variable cost s

((d wwaark <)

(v) A perfectly competitive i sclls its oufpat at a marker price
il ‘the tim's avemge fixed cast e 1¢s 200 andd the avengs
Rs. 80, when 60 units e pronloced
1) Caleulate the frm's Jotad vovenue, oKL codl and econamic profit or loss at

8"
& this level of output. (14 ruarks)
0

(02 markes)

(b1 Caleulate the producer wirplos ae that level oF outgil,

4. (i) - The Law of Diminishing Marginal Returns states that, in the short run, as additional
units of a variable input (such as labor) are added to a fixed input (such as capital or

;1 land), the marginal product of cach additional unit of the variable input will eventually
(F—y decline, assuming all other factors remain constant (02 marks)
(ii) Theprofit-maximizing level of output oceurs where MR = MC. ~BH-mark)

: oR

- Marginal Revenue (MR) is the additional revenue a firm earns by selling one more
unit of output. Marginal cost is the additional cost of producing one more unit of
output. The firm will increase production as long as MR exceeds MC, since it adds
more to revenue than to cost. However, if MR is less than MC, producing additional
units would decrease profit. Therefore, the optimal point is where MR = MC. This is
the fundamental condition for profit maximization. —Dmark)

- MC must be rising at the profit-maximizing output: It's not enough for MR to equal
MC; marginal cost mustbe rising, not falling, to ensure that increasing output beyond
this point would result in higher costs than revenues, decreasing profit,

Ary apProaeln

(01 mark)
(Total marks 03)
OR
| - Total Revenue and Total Cost Approach: 0Q may

Alternatively, a firm can compare total revenue (TR) and total cost (TC) directly.
Profit is calculated as: TR -TC

By comparing TR and TC at different levels of output, the largest positive difference
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between TR and TC can be identified as the profitmaximizing level of output.

(0§ marks)
OR |
- Profitmaximizing level of output can be determined graphically.
Costs 4 TC k
TR o

e
3
)
Q‘/'.b
Y-

b el
N\ Output man™

Profit 6 <
p}\"
haq?

One method of finding the profit maximizing output is study the firm's total revenue

qe°-

and total cost curves and find the output level at which total revenue exceeds total

cost by the largest amount. Economic profit is measured by the vertical distance

between the TR and TC curves. At the output level Q¥, the vertical distance between

TRand TC curvesis atits largest.

The firm maximizes profit at the output level where the vertical distance between TR

and TC is the greatest. or where the slope of TR equals the slope of TC, which is again

where MR=MC. (03 marks)
OR

The other graphical method of finding profit maximizing level of output 1s to use

marginal analysis and compare marginal revenue (MR) with marginal cost (MC).

Profit-maximizing level of output
Price 4

Cost ) / MC .
/
4 /
/ 7
\\ / / P/MR/D
I
I
I
0 QI" » Quantity

As output increases, marginal revenue remains constant but marginal cost changes. If

MR > MC, then the extra revenue from selling one more unit exceeds the extra cost
incurred to produce it. The firm makes an economic profit on the marginal unit, so its

i

|21
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= Total Revenue— Explicit Costs
= 200,000 -150,000
= Rs. 50,000

ﬁr

- EconomicProfit = Totalrevenue— (Exphc:tCosts-l-ImpllcltCUStS) (Mmark)
= 200,000- {150,000 -+70,000)
' - = 200,000 -220,000)
= = Rs.—20,000 (aLoss) (01mark)
~ (Total marks 04)

»

i (iv) - Effectonthe Firm's Supply Curve: 3
The firm's supply curve shows the relationship between the price of the good and the.
quantity the firm is willing to supply at different prices. An increase in the cost ofraw
materials leads to higher production costs (AVC and MC) at every level of output.
Since the firm is now less profitable at each price level, it will reduce the quantity it is

’ willing to supply at any given price. As aresult, the firm's supply curve shiftsupward

4 {orto the left) because the firm will only supply the same quantity of goods at a higher

price. {02 marks)

- The industry supply curve is the horizontal sum of all individual firms' supply curves.
If many firms in the industry face the same increase in raw material costs, the
individual firms’ supply curves will all shift upward or to the left. This will lead to an
overall leftward shift of the industry supply curve, as firms in the industry collecl:welj?
I reduce their output at each price level. (01 mal‘_k)k

MC, AVC,
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)@ - Market price per unit: Rs. 120
Total Revenue (TR) = Price per unit X Quantity of output

TR=120x60 =Rs.7200

(01 mark)

Total Cost (TC): TC=TFC+TVC
TC=1200+4800= Rs. 6000

(01 mark)

- Economic Profit or Loss:
Profit/Loss =TR-TC
Profit/Loss =7200—6000= Rs.1200

The firm is carning an economic profit of Rs. 1200 at this level of output.
(02 marks)

(Total marks 04)

Producer surplus at the output level of 60units:

®) -
- Producersurplus =Total Revenue— Total Variable Cost (01 mark)

Total Revenue = 7200 v

Total Variable Cost = AVCxQ=80x60=4800

Producer Surplus = 72004800 =2400
= Rs.2400 (01 mark)

(Total marks 02)
\\
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R N R S R o e
I T X 1“.‘-‘l:...fr__(..‘r._“.__.‘lf' :-. r{, -."'l_‘_‘-' :-.:‘ _"_pg;."_"; ol ”‘-___.‘:.
BN e s oS RERE T T ; (03 mark .
e e T SOV Ry (7 Ay e e - : 3 N an apen m:mj‘. 2 miarks) 3
5. (i) Namé the leakages in e cincular [Tow of .noome n‘:r:wf!::ry in the Sysiem’ of l
(“} Whal uctivities are excluced within the praduction ;
Nationnl Accounts?

(M3 kg
o ' , lrue of
(i) State whether the Toliowing ‘;lsjcmcme‘ are -
for your answer « sistenze farming '
lal)”l{." production ol gouds Tor own consumpum such as subs |
is included within the production boundary.
{b) The ‘vest of the world” is uuvmler&d us
ol Nalianal Accounts, ¥
{¢} Vehicle rcegistraten fees paid {ry bustness
production’, i
(d) Barter wransacticns. are not included in ihe
money 4§ excliznged . . s e quistity of
s oy s direetly Boposed on A
{e} "Taxes va product’ caly apply 1o lxes dircetly unj W5 58 28 ik
paods produced. ’
ion is R~ 200 billion,
fiv) Consider a ¢lozed coonomy wwhere the autonromous umusml‘l"’"n;: lflnd el
the margial propensily to consume is 80% o disposable m»}c{)s 4“‘“ Eai e
is Rs.500 billion. Tudher tae Government spending is
autenomais ises o Rs, 200 billon,

false and explain the reasons

, instiintional unit in taw S)alcm
firms aie part Of ‘other taxes on

prachiction houndary hecause 20

Calculeze the equilibriom level of nationsl income of tais economy. (0% marks)
e ‘recessionary pap’ and illusteaate it in an aggiepate Cemand-supply .
\).q?-'f.\} (1) Dll’-l;:; TCCCHEIOmAYY gyl at i 3 marks]
o
' C"‘fk q\"""\ ) Whar policy recommendations would you  suggest “? brng “". Cconomy :
{gﬁ‘“k‘ towards full pmployment Tevel by olimimiang a reecssionary gap? 02 tarks
\& gE; oud wm\..,{
et 4
(1) - Savmgs (S):
Taxes (T) L
Imports (M) (01 mark each; Total marks 03)
(i) - Unpaid Domestic Work: \

Housework and care services provided by houschold members for their own
consumption (e.g., cooking, cleaning, child-rearing, caring for children, the sick and
aged, educating children, maintenance and repair of dwellings and durables,
transportation of household members etc. are excluded. )
Lesuare
- Volunteer Work:

Unpaid volunteer services provided to non-

market institutions (such as charities) or |
other houscholds,

|
|
|
- Transfer Payments: |

Go\fernment transfer payments, such ag pensions, unemployment benefits, and
socialsecurity. .y @vkey g Pane\ on Hwk dekl

Purely Financial Transactions:

|
|
|

21- i i 30 |
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Activities like buying and selling of financial assets (stocks, bonds, etc. )fr simple
transfers of ownership are excluded.

Marketing of second hand goods

Purely natural production processes without any human involvement or direction.
For example, the unmanaged growth of fish stocks in international waters is not
production.

(01 mark each for any three activities; Total marks 03)

True.

Subsistence farming is included because it involves the production of goods (such as
crops or livestock) that have markel value, even if they are consumed by the
producer's household and not sold. This is a form of productive activity that can be
quantified in monetary terms.

True

This unit records all economic transactions between residents of a country and non-
residents. It includes international trade, cross-border investments, and income
flows sent or received from abroad. These transactions are critical for calculating the
Balance of Payments and GNI in an open economy.

True. .

Vehicle registration fees paid by businesses are considered art of "other taxes on
production” because these are non-product-specific taxes that are incurred during the
production process but are not directly linked to the output itself.

False.
Barter transactions are included within the production boundary in national accounts,

despite the absence of monetary exchange. The production boundary includes all
economic activities that result in the production of goods and services, whether they

involve monetary transactions or not.

False.

Taxes on product are not solely limited to those that are directly tied to the quantity of
goods produced. There are different types of product-related taxes, (excise tax, sales
tax, value-added tax) and they can be based on various factors, including the price,
value, and specific characteristics of the goods, not just on the quantity of goods
produced. (01 x 05=05 marks)

JREEER

- . - & " -h.]
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> ays . -3 1 income:
(iv) E’e eqmélb?mg level ofnationa i
= +1+

C=C,+MPCx(Y) ) ~3

0\ i
Y =200+0.8 (Y-T)+500 +300 C o orl)

Y=200 +0.8(Y~200)+ 500-+300 (01 mark)
Y=200 +0.8Y~160+500+300 _~
Y=0.8Y+1000-160 :
Y-0.8Y=840 0 |
Y =4200(Rs. Billion) | (01 mark)
also otLrpArd~ {Total marks 04)

W =71 apperash

(v)(2) - A recessionary gap is the difference between an economy's potential output (also
known as full-employment output) and its actual output when the actual output is less
than the potential output. ' (02 marks)

The concept of recessionary gap is illustrated in the aggregate demand-aggregate _
supply model as shown below:

Price 4 Potential output
Level LRAS

> Real GDP
Recessionary Gap (01 mark for the correct diagram)
(03 marks)
(b) To bring an economy towards full employment and eliminate a recessionary gap,

policymakers typically focus on stimulating aggregate demand, addressing structural
issues, and providing support to key sectors of the economy.

- Expansionary Fiscal Policy
s Increase Government Spending
» CutTaxes

» Unemployment Benefits and Social Welfare Programs

21 - Beonomics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendu ents o be included k:';%'
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- Expansionary Monetary Policy
o LowerInlerest Rates
» Quantitative Easing (QE)

- Labor Market Policics
s JobTraining and Education Programs
o Wage Subsidies and Hiring Incentives
s Reducing Labor Market Rigidities

- Support for Business Investment
« TaxIncentives for Investment
 Support for Small and Medium-Sized Enterprises (SMEs)
« Stimulating Innovation and Entrepreneurship. |

- Trade and Export Policies
« Export Promotion
o Addressing Trade Barriers

- Addressing Inflation Concerns
¢ Inflation Control Measures

- Structural Reforms o~
e Productivity Enhancements ( investment in technology) \S{"‘ g
e digitalinfrastructure ' ] o
e Regulatory Reforms V)
(01 mark each for any two policy recornmendations; 02 marks)
(Total marks 05)

{7
o : 335
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Sub seetion B’ ,

(Sefcet wduimuon of two quesnons from this seciion.)

6. (i) Name three moniey aggrogales widely wsed in the comtext of St Lanka's
momelary policy. (03 marks)

(1) What faclors have contribuwed Sri Lanka's inflation to bé contained at single-digit

level since the end of 2023 from ifs peak levels of around 70% reeorded in
Scplember 20227 (04 maris)

titiy IEpru}n why policymakers feeus on core nfladon mucher than Pewlline inflalion
(0 seuing monery policy, (04 murks)

iv) What wonld be the impact of an increase in ihe statusory reserve ratio en the
morey supply and the banking system's #hilily (o create moncy? {04 marks)

() Pxplain the coneept of interest cte corsidor and analyse its tole in monetary
policy in 86 Fanka, (05 marks)

6@ WidelymoneyaggregatesinSriLanka: e ot modle  above L anse
- Reserve Money (MO0) a“n o 3 M a Y
- Narrow Money (M1)

- Consolidated Broad Money (M2b) B Wt s mixed wWith © M
ConcePy mMaximum gnonki o1
(01 mark each for the three aggregates; Total marks 03)

(i) Factors contributed to Sri Lanka's inflation being contained at single-digit levels:

- Tight Monetary Policy: The Central Bank'of Sri Lanka (CBSL) implemented a series
of interest rate hikes and maintained a ti ght monetary stance.

Stabilization of Exchange Rate: After experiencing a sharp depreciation in 2022, the
Sri Lankan rupee stabilized, supported by measuires such as import restrictions and

improvements in the balance of payments. This stabilization reduced imported
inflation.

- Improved Fiscal Discipline: The Sri Lankan government adopted fiscal consolidation
measures, including reducing the budget deficit and enhancing revenue collection.

The implementation of the IMF-supported program in 2023 helped reduce fiscal
imbalances, curbing inflationary pressures.

- Supply Chain Normalization: As global supply chains gradually recovered from
disruptions caused by the COVID-19 pandemic and the Russia-Ukraine war, the cost
of imported goods, including food and fuel, began to stabilize.

- Reduction in Global Commodity Prices: The moderation of global oil and food prices
since mid-2023 played a key role in reducing cost-push inflation in Sri Lanka.

21 - Beonomics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments to be included |34

Rt
ok
1§

36515 oEd 65e Sel dasl gop gun sp/EENG0 sn/s0ud gl mEa0 Past Papers Wiki = ]



Department of Examinations - Sri Lanka Confidential

(iii) -

Implementation of Structural Reforms: Reforms aimed at improving the country's
macroeconomic stability, including debt restructuring and improvements in
governance, helped restore investor confidence and economic stability. These efforts
contributed to controlling inflationary expectations in the country.

Extelmal Financial Support : The IMF and other international financial institutions
provided financial assistance, which helped stabilize the economy and the exchange
rate.

(01 mark each for any four factors; Total marks 04)

Policy makers focus on core inflation rather than headline inflation in setting
monetary policy because core inflation provides a more stable and reliable measure of
underlying inflationaty trends. By focusing on core inflation, policy makers can make
better- informed decisions that target the long-term inflationary pressures in the

economy.

Excludes Temporary Volatility: Headline inflation includes all items in the consumer

\ pri_ce index (CPI), including food and energy prices, which are subject to short-term

volatility due to factors like seasonal effects, global supply shocks, and weather
conditions.

Core inflation, on the other hand, removes these volatile components, providing a
more accurate reflection of the underlying and persistent inflation trends. This allows
policymakers to avoid overreacting to temporary price changes that do not reflect
fundamental inflationary pressures.

Better Indicator of Long-Term Inflation Trends: By focusing on the less volatile
components of the inflation basket, it gives a clearer picture of the long-term
inflationary pressures stemming from demand-side factors. Headline inflation,
because of its sensitivity to price shocks, can lead to misleading signals about the
true inflationary environment.

Prevents Premature or Unnecessary Policy Adjustments: If policymakers respondto -

 temporary spikes in headline inflation caused by factors like oil price surges or natural

disasters, they may tighten or loosen monetary policy prematurely, leading to
unnecessary economic disruption. Focusing on core inflation helps avoid reacting to
short-term fluctuations.

More Relevant for Managing Inflation Expectations: One of the key objectives of
monetary policy is to manage inflation expectations. Core inflation is more
representative of the price changes that persist over time and can help anchor inflation
expectations more effectively. ’
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- Monetary Policy is Less Effective in Controlling Supply-Side Shock: Headline
inflation is often affected by supply-side shocks, such as spikes in global oil prices or
agricultural disruptions. Since monetary policy primarily influences demand-side
factors, it is less effective in controlling such supply- driven price increases,
Policymakers prefer core inflation because it is more closely tied to factors that
monetary policy can influence, such as domestic consumption, investment, and
interest rates.

(01 mark each for any four reason; Total marks 04)

(iv) - When the central bank increases the SRR, commercial banks are required to keep a
higher proportion of their deposits in reserve, rather than using that money to make
loans or create new deposits. This change leads to a reduction in the money supply in
the economy for several reasons: (01 mark)

- Reduction in Lending Capacity: With a hi gher SRR, banks have less money available
tolend out to borrowers. Loans are a major mechanism through which money supply
increases. Now the ability to expand money supply through lending is restricted.

(01 mark)

Lower Money Creation: The money multiplier effect is reduced. The money
multiplier is the ratio of the amount of money the banking system can create with each
unit of reserve, A higher SRR reduces this multiplier, meaning each unit of reserve can
support fewer loans and thus a lower total money supply. (01 mark)

sit OF Caedd Creaken i, b plor
o The Eﬁﬂ‘éy multiplier is calculated as

o
MeaeyMultlpher " SRR
(D.,?OS\&‘

It is inversely related to the SRR. If the SRR increases, the money multiplier
decreases. This means that for every unit of reserves, the amount of money thatcanbe
created through the banking system decreases. Asa result, theoverall money supply
contracts, (01 mark)

(Total marks 04)

(v) - The Interest Rate Corridor (IRC) is a key monetary policy tool used by the Central
Bank of Sri Lanka (CBSL) to influence short-term interest rates and guide the overall
monetary policy stance. The IRC consists of two main components: the Standing
Deposit Facility Rate (SDFR) and the Standing Lending Facility Rate (SLFR).
These rates create a "corridor" within which short-term market interest rates, such as
the overnight interbank rate, fluctuate. (01 mark)

21~ Bconomics (Marking Scheme) / G.C.E. (A/L) Examination - 2024 /Amendments 1o be ioladed N
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Influence on Short-Term Market Rates:

The main objective of the IRC is to steer short-term interest rates, particularly the
overnight interbank rate (the rate at which banks lend to each other overnight). This
rateis crucial because it influences other interest rates in the economy, such as lending
rates, deposit rates, and bond yields.

The CBSL uses the SDFR and SLFR to maintain the overnight interbank rate within
the desired range, helping control liquidity in the financial system. (01 mark)

Transmission of Monetary Policy:

By adjusting the SDFR and SLFR, the CBSL influences overall monetary conditions.
For example, if the CBSL wants to stimulate economic activity, it may lower both the
SDFR and SLFR, thereby reducing the cost o‘fborrowing and encouraging banks to
lend more.

Conversely, to curb inflation, the CBSL may raise these rates, increasing the cost of
borrowing and reducing excess liquidity. This adjustment helps the central bank
transmit its monetary policy stance tothe broader economy. (01 mark)

Control of Inflation: _
The IRC plays a significant role in inflation targeting. By influencing shori-term
interest rates, the CBSL can indirectly control inflationary pressures. For instance, in
times of high inflation, increasing the SLFR discourages borrowing and spending,
helping cool down demand and contain price rises. (01 mark)

Liquidity Management:

The IRC also aids in managing liquidity in the banking system. When there is excess
liquidity, banks are likely to deposit funds at the SDFR, which absorbs surplus
liquidity. On the other hand, when there is a liquidity shortage, banks may borrow at

the SLFR, injecting liquidity into the system. (01 mark)
(Total marks 05)
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— T : — a . 3 . -\-.-.... - > - e g # Od!._ 3 m : 7
‘7. () Define “commeon property resources’ and diﬁﬂﬂggish them from P“b“" g0 104 marks)
; ; : B bl Taid e it (03 marks)
© i) Name (hree sources of multilateral lending to Sri Lanka.. “- : _
(i) Explain how market failure @d.‘gngcmmi-_mi[m‘:-am lead o inclliviendy. 0 t‘gg o
3 : o £ 1
the allocation of resources of a country. e
: % . h = etica T
{iv) The table below shows some selected public finance data for a hypothetical |
cconomy in year 2022, : ; i j 50T SRl & S |
Value 1t i NUE |
om - e | (s, biltion) |
item 3 (R billion) R T ¥ Sraga 3‘:.:;'3 g
Tax Keveuus : 1800 | Current Trans(ers and SR 1 000 . |
_ Non Tax Revenue 250 | Capital Lxpenditure _ 3
Grants 1 ~ 30 | Netlending ™. .. o
Expenditure o Goods and 1200 Amortization Payments
Services
Intzrest Pavments i S 1500 ¢
Celculate the followina pertaining to the govemment budget wiing the above
isformation, : |
(a2} Cumrent account halanee : :
(b} Primary account halunce
{cl Overall balance : ‘ X
{d) Gross financing needs {02 x 4 = 08 marky)
7. (i) - Common property resources are resources that are shared by a group of individuals

and are rivalrous in nature but non-excludable, These resources can be accessed and
used by multiple people, but one person's use of the resource diminishes its
availability for others. This often leads to problems like overuse and depletion, a
situation known as the tragedy of the commuons.

Examples: Fisheries, forests, grazing lands, water bodies, and atmospheric resources
like clear air. o etap Q\q S mecded (02 marks)

- Public goods are goods that are non-rivalrous and non-excludable, meaning that one

person's consumption of the good does not reduce its availability to others, and it is
not feasible or efficient to exclude anyone from using the good.
Examples: National defense, street lighting, and clean air

(02 marks)

(Total marks 04)
OR

Key Differences Between Common Property Resources and Public Goods:
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4 n
Feature |Common Property Resources Public Goods

Rivalry Rivalrous: One person's use Non-Rivalrous : One person's use
reduces availability for others. | does not reduce availability for

others.

Excludability | Non-Excludable: Difficult or | Non-Excludable : Impossible or
costly to exclude others from | inefficient to exclude others from
use. use.

Consumption | Overuse can lead to depleation | Non depletion from use (e.g.

Effect or degradation (e.g. over national defense benefits
fishing, deforestation). everyone equally).

|

Examples ﬁ_Fisherics, forests, grazing National defense, public health

lands, fresh water. measures, street lighting.

(04 marks)

(i) Sources of multilateral lending:

Asian Development Bank (ADB)

Asian Infrastructure Investment Bank (AIIB)

European Invesiment Bank (EIB)

International Fund for Agricultural Development (IFAD)
International Monetary Fund

Nordic Development Fund (NDF)

OPEC fund for International Development (OFID)

World Bank (01 mark for each source; Total marks 03)

the free market, operating without government

intervention, fails to allocate resources efficiently. This leads to outcomes where the

quantity goods and services produced and consumed is either too high or too low

compared to the socially optimal level.

_ Public Goods: Public goods cannot be provided efficiently by themarket individuals

who do not pay cannot be excluded from using them. Market system does not allocate

resources to produce public goods
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; ial costs

- Externalities: Negative externalities (e.g., pollution) ocour f"h“’" the _f"u o T::fcs
of good are not reflected in its price, leading to over-production. E c).m.t:ive fxl dine to

(e.g., education) occur when the benefits extend beyond the individual, leading

under-production. In both cases, resource allocation is inefficient.

Imperfect Competition: Markets may fail due to monopoly power, ol1gopolly,hor
monopolistic competition. In these cases, firms can restrict output anq charge higher
prices, resulting in underproduction and higher prices, reducing COI.ISUIHEI'
welfare.The monopoly or oligopoly restricts supply to maximize profits, leading to a

misallocation of resources where less is produced than is socially optimal.

Asymmetric Information: When one party in a transaction has more or better

information than the other, it can lead to adverse selection or moral hazard, where

markets fail to operate efficiently. e eh =52 . "
(01 mark each for any three causes of market failure; 03 mar

Government Failure: Government failure occurs when government intervention in
the market, intended to correct market failure, creates inefficiencies itself or makes
the situation worse.

- Regulatory Capture: When regulators act in the interest of the industry they are
supposed regulate, rather than the public interest, policies may favor certain
businesses over consumers, leading to a misallocation of resources. This happens

when industries influence regulations to protect their interests rather than promoting
competition or efficiency.

- Inadequate or Excessive Reguiation: Sometimes, government regulation can be too
stringent or too lax. Overregulation can lead to high compliance costs for businesses,
reducing competition and innovation, and leading to inefficiencies. For example,
excessive environmental regulations may stifle economic activity, while too little

regulation may result in resource depletion or environmental damage

- Distortionary Taxes and Subsidies: While taxes and subsidies are meant to correct
market failures (such as taxing pollution or subsidizing renewable energy), they can
be misused or poorly designed. Subsidies can lead to overproduction in certain
sectors (e.g., agriculture subsidies leadin g to overproduction of certain crops), while
taxes can distort prices, discouraging production and co

- nsumption of goods that
might otherwisebe beneficial to society.

Bureaucratic Inefficiency: Governments can also fail due to inefficiencies in

21 - Economics (Marking Scheme) / G.C E. (A/L) Examination - 2024 /Amendments to be included
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pureaucracy. Public sector inefficiencies, such as slow decision-making, lack of
accountability, or wasteful spending, can lead to resources being allocated poorly,
resulting in inefficiency and a failure to meet socictal needs. | /

. Political Incentives: Government decisions may be influeaced by short-term political
interests rather than long-term societal welfare. Politicians may implement popular
but economically inefficient policies, such as price controls or protectionist measures,
which distort market signals and lead to misaliocation of resources.

- Rent-Seeking Behavior: Government failure can also occur when businesses Or
interest groups engage in rent-secking—lobbying for favosable policies that benefit
them at the expense of society. This can lead to overinvestment in unproductive
sectors or misallocation of resources to politically connected industries, rather than

{hose that contribute most to economic efficiency. P 4
(%) 5 2
(01 mark zach for any two cafizﬁfr% fiovern ment failure; 62 marks)
(Total marks 05)
on\y A

{ivj(z; Current account balance = (Tax Revenue + Non=Tax Revenue) - (Expenditure on
Goods and Services + Current Transfers and Subsidies + Interest Payments)
=(1800+250) -(1200+800+1500)

= 2050-350C = -1459

(b) Primaryaccountbalance = (Tax Revenue = Non=Tax Revepue + Granis) -
(Recuzrent Expenciiure without Interest payments +
Capitai Bxpenditure+ Net Leading)
= {1800+ 250+ 50) -(3500~-1500 + 1000+ 200)
= 21030- 3200 = - 1100
¢} Qverali Balance = (Total Revenue + Grants) - ( Recurrent Expenditure +

Capitai Expenditure)
= (1800+250 +50) - (1200+800+ 1500+ 1000+200)
= 2100-4700 = - 2600

(@)  GrossfinancingNeeds = Overall Budget Deficit +Amortization Payment
= 2600 + 1400 = 4000
(82 marks x 4=08 marks)

Pmer &2 odon Pa\.‘w‘ﬂi\l - Buﬁae)k bolance
\x0oO o C—Q.boo)

R000

-
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- Country A has a lower oppostunity cost for producing texiiles (0.5 pair of shoes)
compared to Country B (0.67 pair of shoes).

Therefore, Country Ahasa comparative advantage in textiles. {01 mark)

-.‘ TR - ) e I y Ly g Iim (}F,gl 'wlm =<t

8. (i) Suppose countiy A can produce 10 units of textilos J‘?;lfr?wﬂﬁm 10 pairt. !
one Tnle of latouar, white counfry B can: produce. 15 units oF 1 i
o shiwy with one it of dabowr, - ' el 5 {
() Explain whichl country has  einnailve ilvintge in e OGMCHOR &7
Vieach good s ' e f : u~ crd

(8 Detepingthe g of pssiblo et ol e berebntexilos wnd Ot L
S5t for a nmﬁ':eﬂlj' l_‘.lc?:l,ltil.il:‘ahll..iJ.'i‘llﬂk."h*!_ R ' ‘,
. (H‘f :\::Ett? ate Wi mqm 'i'i'l.:llﬁ':i of .I\Pét'sfiﬂ_é_n.i:- Imde"ﬂglls‘-“ | t(“ mar k{J i
) What yeasures can be taken o enhance St Lanka's ._egi;ilﬁ__mizf.lpﬁqnche&: . i mvkﬂ |
the. global markel? i e IR P R b d |
{iv) What are the main mugrocconinie effdets associatoi Wf!i'f‘ﬂ'!.-.dﬂl??féﬁ-’f"-atf’?‘__‘-‘l'f"-’f'f-_-f‘bef t'l( m‘l rkls.i |
external vadue of ithe ewreney? : # {20 :."_‘__x_' T
: |
8.(i) (a)- InCountry A, the opportunity costof 1 unit oftextile is 5/10=0.5 pairs of shoes !
(1.2, producing | unit of textile costs 0.5 pairs of shoes). ‘
. 0
- In Country B, the opportunity cost of 1 unit of textile is 10/15 = 0.67 pairs of shoes 1
(1.e., producing 1 unit of textile costs about 0.67 pairs of shoes). (01 mark) 1
|
|
|

- Incountry A, the opportunity cost of 1 pair of shoes is 10/5=2 units of textiles
(L.e.,producing | pairof shoes costs 2 units of textile).

In country B, the opportunity cost of 1 pairofshoesis 15/1¢=1.5 units of textiles '

(i.e., producing 1 pairof shoes costs 1.5 units of texiiles). (01 mark) 3

|

- Country B has a lower opportunity cost for producing shoes (1.5 textiles)
to country A (2 textiles).

Therefore, Country B has a comparative advantagein producing shoes. '

compared !

(01 mark) |

(Total marks 04)
() Range of Possible Terms of Trade

For mutually beneficial trade to occur, the terms of trade must

lie between the opportunity
costs of producing each good in both countries.,

- Theterms oftrade for | unit oftextiles:

- Cmm‘tryA‘s opportunity cost of 1 unit of textile is 0.5 pairs of shoes '.
-Emnm(MnhngSchme)IG.C.E.(Aﬂ,}Enmimﬁnn—2024!Amendmenntnheimludnd '
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Country B's opportunity cost of 1 unit of textileis 0.67 pairs of shoes.
Thus, the terms of trade for 1 unit of textile

should be between 0.5 and 0.67 pairs of
shoes.

(01 mark)

- Theterms oftrade for | pair of shoes:
CountryA's opportunity cost of 1 pair of shoes is 2 units of textiles.
Country B's opportunity cost of 1 pair of shoes is 1.5 units of textiles.
Thus, the terms of trade for 1 pair of shoes should be between 1.5 and 2 units of

Textiles (01 mark)
. ; (Total marks 06)
(i)  Themaincauses ofpersistent trade deficits -
- Dependence on primary commodity exports
- Limited Export Base
- Vulnerability to Global Prices
- Highlmport Dependence
- Import of Essential Goods: Sri Lanka is highly dependent on imports for essential
goods, including petroleum products, machinery, intermediate goods, and foodstuffs
like wheat and sugar.
- Weak Industrial Export Sector
- Slow Industrialization: Unlike East Asian economies that successfully transitioned to
export-led industrialization, Sri Lanka's industrial sector remained underdeveloped
fordecades.
_ Limited Innovation and Productivity
_ Overvalued Exchange Rate: At various times, Sri Lanka maintained an overvalued
exchange rate, making imports cheaper but negatively affecting export
competitiveness.
Rising Domestic Demand: o N
- Rising Consumption: Rapid population growth, urbanization, and rising
consumption patterns increased the demand for imported goods, particularly
consumer goods. Higher consumer demand without corresponding growth in exports
has contributed to persistent trade imbalances.
%.' &l‘ﬁd"
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- Economic Liberalization: While economic liberalization policies introduced in the

; i ism, they also led '
late 1970s stimulated growth in sectors like garments and tourism, they toa |

surge in imports due to the removal of trade barriers, further aggravating the trade |

deficit.

Limited Foreign Direct Investment (FDI):

- LowFDIinExport-Oriented Sectors: Sri
into export-oriented industries, which has limite
exports. While FDI has increased in sectors like tourism and
significantly enhanced the export capacity of the country. ;

Lanka has struggled to attract sufficient FD]
d the potential for expanding -Z
infrastructure, it hasnot |

- Civil War (1983-2009): The decades-long civil conflict severely hampered economic é
development and international trade. The war disrupted investment, infrastructure |
development, and exports, particularly affecting industries like tourism and
agriculture in the Northern and Eastern regions.

- Political Instability: Frequent changes i government, inconsistent economic
policies, and governance issues have also created uncertainties for trade and
investment, limiting export growth and exacerbating the trade deficit.

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

Diversification of the Export Base: Sri Lanka's export base is heavily reliant ona
narrow range of products, particularly garments, tea, rubber, and coconut.

(ii)

Diversifying into higher- value industries such as electronics, pharmaceuticals,
information and communication technology (ICT) services, and agro-processing can
promote competitiveness in global markets.

- Promote Value-Added Exports: Instead of exporting raw materials or low-value
products, Sri Lanka should focus on moving up the value chain. For example, instead
of exporting raw tea, the country could develop branded and specialty tea products,
and in the case of rubber, focus on high-tech rubber-based goods like medical devices
or automotive parts.

- Industrial Zones and Export Processing Zones (EPZs): Developing more industrial
zones with world-class facilities, particularly near ports, can attract foreign
investment in export- oriented sectors. Encouraging firms in these zones to produce
high-value goods can further boost export growth.

- Improve Productivity and Innovation: The government and private sector should
mvest in R&D to promote innovation, especially in industries with export potenﬁﬂl' '
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e country's goods und services

mand for exports, potentially

s A depreciated currency makes »

< Bowst o Expo
i This typically increases de

cheaper for foreign buyers.
improving the trade balance.

- . : wsive in the
Higher Cost of lmparts: Curtency depreciation makes imports "“"cmf; e i
' oo carrency. This e
domestic market since foreign goods are priced ina strun'gcr cu }l o
reduced demand for imports and can contnibute to an improvement 1 trade
balance if domestic production can substitute imported goods
for impnncd goods and

- Imported Inflation: Higher import costs result in higher prices il b
y Thie Q0
services, such as fuel, food, and raw materials. This can lead 10 P

increases, contributing to cost-push inflation.

: . . ‘ b ? sosts, workers may
Wage-Price Spiral Risk: As prices rise due (o higher import Costs, Wi rk ¥
. . = " . e n o3 n wiage-

demand higher wages to maintain their purchasing power, which can lead to a wag
price spiral, where rising wages lead to further increases in prices, feeding into more

mflation.

- Improved Net Exports: The rise in exports and reduction in imports can increase net
exports (exports minus imports), which is a key component of aggregate demand
This increase in AD can stimulate economic growth, assuming other factors remain
stable. Reduced Consumption and Investment: On the other hand, higher impon
prices can reduce domestic consumption, as consumers face higher prices for
imported goods. Additionally, businesses that rely on imported capital goods or
intermediate inputs may face higher costs, which can dampen investment in the

cconomy.

L

Increased Foreign Debt Servicing Costs: If a country has a large amount of foreign
debt denominated in foreign currencies, currency depreciation increases the cost of
repaving that debt in terms of the local currency.

Attracting Foreign Direct Investment (FDI): A depreciated currency makes the
country's assets (land, companies, and investments) cheaper for foreign investors.
This could encourage more foreign direct investment (FDI) into the economy, as
foreign companies find investment opportunities more affordable.

Capital Flight and Loss of Investor Confidence: Conversely, currency depreciation
can also lead to capital flight, where investors withdraw their funds due to fears of
further depreciation, economic instability, or inflation. This is particularly true for

portfolio investment, where investors quickly sell stocks, bonds, or other financial
assets to avoid losses.

Potential for Higher Interest Rates: Central banks may raise interest rates in response

£
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like agriculture,
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untversities, ang (

and seryices, g

. . 5 8
f s that foey On progduye develoy
canenhance the gloly| c:.uupclilivcncwni";r' 1
(e 13 ' o

Upporting research institutions,

'mentand process improvements
ankan produgts,
- Boost Worker

Skills ang Hducali
' AUCBLON: Improving the ob: s of
vocational training, techy ol e il of

d abor force through
' lical education, gng Specialized programs for high-demand
hoas 10T, engine

i , _ ering, and high-tech manufacturing) is essential for
mpmvmgpruduulwity and competitiveneg

sectors (suc

Create g Favorable Investment Clim

bureaucratic hurdles, and cnsuring polj
export-oriented sectors, §y |
business r

ate: Streamlining regulations, reducing
cy stability can help attract more FDI into
-anka should focus on improving its ease of doing

anking, reducin £ corruption, and simplifying tax codes to make the country

morce altractive to invcstnm.

Develop Strategic Trade Agreements and Market Access:

Expand Trade Agreements: Sri Lanka should actively pursuc bilateral and

multilateral trade agreements that provide preferential access to large markets like the
European Union, the United States, and emerging economies in Asia.

_ > et
Adopt Global Standards: Sri Lankan exporters must ensure that their products me .
5 i gos i 10NS Suc
international quality and safety standards. This includes obtamlng certlﬁcah?n o
as 1SO standards, Fair Trade certification, and organic certification for agricu

products. Adhering to high standards will improve the marketability of Sri Lankan
goods globally.

Digital Transformation: Embracing digital trade and e-commerce platfon.ns c;m l;l]p
‘iri. Lankan exporters, especially SMEs, reach international markets 'direct y. The
development of national e-commerce platforms and enhancing digital infrastructure

(such as high-speed internet and payment gateways) will be crucial for facilitating
cross-border trade.

Green Energy and Environmental Standards: Encouraging industries to adopt
- Ir¢ ) s 1 i
renewable energy sources and reduce their environmental footprint can . it the
peal of Sri Lankan exports, especially in markets that prioritize sustainability.
ap

Sirengthen Anti-Corruption Measures: Reducing corruption and improving
- Strengt 4 ' i
g y in governance can help reduce costs for exporters and attract foreign
transparenc

i imately boosting the export sector.
i et (01 mark each for any four factors; Total marks 04)

R

inati ‘Amendments to be included 145
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to currency depreciati inflat; AR gVF s e

. y depreciation to curb inflation ang stabilize the currency, However, higher
interest rates can also dampen economj

¢ growth by increasing borrowing costs for
consumers and businesses. ¢ ¢ ’

- Widening Income Inequality: Lower-
portion of their income on essent
disproportionately affected by the inflat

income households, which spend a larger
ial goods like food and fuel, may be
ion resulting from currency depreciation.

(01mark each for any six reasons; total marks 06)

pm——

09

[ttt
g. )

4} Cxplain boerly - W I s ;
(0} Explain beiefly how Gress National ncome per cupita is nsed as a measure

of develapment, (02 marks)

) What are s limmatiars as a measwe of development? (03 marks)

(i) OQutline the main causes of rapic increase in poverty [evel of Sri Tanka in the
TCENt years. (OF amarks)
() How da poor governance and cormuption influence econemic development process
(05 marks)
(iv) What challenges dacs the demographic traasiton has posed for the Tabour market
and pubic ficances in S ianka? 06 marks)

9.(i)(a)- Indication of Economic Well-Being: GNI per capita is used to measure average
income levels within a country, which are often associated with living standards.
Higher GNI per capita generally suggests that citizens have access to more resources, g]
higher purchasing power, and better living conditions, while lower GNI per capita
indicates limited income and, potentially, lower standards of living.

- Comparisons of Development Between Countries: GNI per capita enables
comparisons of economic development between countries. Countries arc often
categorized into low-income, middle-income, or high-income economies based on
their GNI per capita. These classifications are used by organizations like the World

Bank to assess the level of economic development and to determine eligibility for
deve lopméyft_ assistance.

o y
- Indication of Economic Growth:GNI per capita is used to track economic growth

over time. An increase in GNI per capita can signal improvements in a country's
productivity, economic efficiency, and the overall well-being ofiits citizens.

- Correlation with Other Development Indicators: While GNI per capita is primarily an
economic measure, it often correlates with broader development indicators like life
expectancy, literacy rates, access 10 healthcare, and education levels. As a country's
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n social services and

GNI per capita rises, it typically has more resources to invest 1

infrastructure, leading to improvements in these arcas.

(01 mark each for any two reasons; Total marks 02)

(b) Itslimitations as a measure of development:
- Ignores Income Distribution and Inequality: GNI per capita I 40 VST TACAIS *
income, but it does not show how that income is distributed among the p opulatlonl, A
country may have a high GNI per capita while a significant p ortion of its population

lives in poverty, as income may be concentrated in the hands of a few.

aspects of development are
political, and
political

- Focuses Only on Economic Factors: Non-economic
ignored. Development is not just about income; it also includes social,
environmental dimensions, such as access to healthcare, education, ;
freedom, and environmental sustainability. GNI per capita provides no wlnHEEy
about these non-economic aspects.

- Social Well-Being Not Captured: Indicators like life expectancy, literacy rates, and
quality of life are crucial to understanding development, but they are not reflected in
GNI per capita. As a result, two countries with similar GNI per capita can have vastly
differentlevels of social and human development.

- Does Not Reflect Living Standards or Well-Being: GNI per capita does not account
for differences in the cost of living across countries. A dollar may have different

purchasing power depending on the country. adjustments.

- Quality of Life: GNI per capita does not reflect the quality of infrastructure, public
services, housing, or environmental conditions, all of which are crucial to living
standards and overall well-being.

Environmental Sustainability and Resource Depletion: Ignores Environmental
Degradation: GNI per capita focuses on economic output but does not consider
whether the economic activities are sustainable. A country may have high GNI per
capita due to the over-exploitation of natural resources, which can lead to long-term
environmental degradation, harming future development prospects.

- Volatility of External Income: GNI per capita includes income from abroad (suchas
remittances and foreign investment). Volatility in these inflows, driven by external
factors, can distort the measure of development, as sudden drops in foreign income
may not reflect the actual state of the domestic economy.

(01 mark each for any three limitations; 03 marks)
(Total marks 05)

e
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(i) Main causes of rapid increase in poverty level in Sri Lanka in the recent years:

Economic Crisis and Stagnation: Sri Lanka has faced a severe debt crisis, with high
levels of external borrowing leading to unsustainable debt. This resulted in the
country defaulting on its debt in 2022, leading to a lack of access to international
creditand a decline in foreign reserves. The debt burden has limited the government's
ability to finance social programs, invest in infrastructure, and support vulnerable

- populations, exacerbating poverty.

Inflation and Cost of Living: One of the immediate impacts of the economic crisis has
been skyrocketing inflation. High inflation, especially in food and energy prices, has
eroded houschold purchasing power, disproportionately affecting low-income
groups.

Currency Depreciation: The sharp depreciation of the Sti Lankan rupee has increased
the cost of imports, particularly essential goods like food, fuel, and medicine.

Corruption: Corruption has exacerbated the crisis, with misallocation of public
funds, inefficient public sector management, and reduced foreign investor
confidence. Public resources that could have been directed toward poverty

alleviation and social welfare were instead diverted, leaving the most vulnerable
exposed to the crisis.

COVID-19 Pandemic: Sri Lanka's economy is heavily dependent on tourism, which
contributes significantly to foreign exchange earnings. The COVID-19 pandemic
caused a dramatic fall in tourist arrivals, leading to large-scale job losses in the
tourism sector and related industries (such as hospitality, transportation, and retail).
The loss of income from tourism left many households struggling and increased
poverty.

High Unemployment and Underemployment: The economic crisis and pandemic
have caused significant job losses, particularly in sectors like tourism,
manufacturing, and construction. This has contributed to declining household
incomes and increased poverty.

Agriculture Sector Challenges: In 2021, the Sri Lankan government imposed a
sudden ban on chemical fertilizers in an effort to promote organic farming. This
policy, although later reversed, caused severe disruptions in agricultural production,
leading to reduced yields in key crops such as rice, tea, and vegetables. The resulting
food shortages contributed to price hikes and reduced incomes for farmers, many of
whom fell deeper into poverty.
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- Reduced Efficiency in Public Service Delivery:
Poor Govern i |
ance results in delays ic inefficienci ing i
g ¢ results in delays and bureaucratic inefficiencies, making it harder !
or citizens and businesse

‘ . S loaccess necessary services,
Corruption leads to substandard delivery

, of public goods and services as contracts
dnd pl‘OjCClS are aw;\rdcd bascd on {

avoritism rather than merit.

- ErosiunofPuinchsl:

Poor Governance creates perceptions of favoritism, lack of accountability, and unfair
treatment.

Corruption breeds cynicism and distrust in government institutions.

Deters public cooperation with government policies and undermines social cohesion,
which are essential for development initiatives.

- Weak Institutional Frameworks:

Poor Governance results in weak institutions that cannot effectively manage
economic and social challenges.

Corruption weakens legal and judicial systems, making it harder to enforce contracts
and protect property rights.

Discourages long-term economic planning and sustainable growth.

- Impacton Fiscal Stability:
Poor Governance leads to budget mismanagement and unsustainable debt
accumulation.

Corruption reduces tax revenues as businesses and individuals evade taxes by bribing
officials.

Limits the government's ability to fund development programs and address
macroeconomic imbalances.

- HampersInnovation and Entrepreneurship:
Poor Governance reduces the predictability and faimess of the business
environment.
Corruption encourages a reni-seeking culture where businesses focus on gaining
political favor rather than improving productivity or innovating. This slows the
growth of dynamic sectors and deters entrepreneurial activity.
(01 mark each for five reasons; 05 marks)

(iv) Challenges for the Labor Market:
- Declining Labor Supply: As the birth rate continues to fall and the population ages,
the size of the working-age population is shrinking. Fewer young people are entering
the labor market, which reduces the overall labor supply. This can lead to labor

£
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- Pressure on Public Infrastructure and Services:

. I‘:‘.lderly Care Services: As the population ages, there will be greater demand for public
infrastructure and services tailored to the elderly, such as assisted living facilities,
nursing homes, and specialized transportation services. Expanding these services
will require significant investment in both human and financial resources.

(03 marks)
(Total marks 06)
10 : e p e
10. (i) Stete briefly the key factors that have contributed to the ecconomic ctisls Sri _

Lanka is experdencing al present. (04 marks)

(ii) What role are the intemational financial institulions playing in supporting
Sri Lanka during the current economic crisis? {01 marks)

{iii} What key challenges must be addressed (o achieve cconomic recovery and
sustainable growth in Sri Lanka over the next five-year period? (06 marks)

{iv) How can the improvement of digital infrastructure promote economic growlh,
ccoromic efficiency und global competitiveness of Sri Lanka? (06 marks)

10.(i) Thekey factors that have contributed to the economic crisis Sri Lanka :
- SriLanka's economic crisis is the result of a combination of internal mismanagement
and external shocks. The key factors contributing to the crisis include:

- Unmanageable external debt: The country accumulated unsustainable levels of
external debt, mainly through heavy borrowing for infrastructure projects, which did
not yield sufficient economic returns. This increased debt servicing costs, leading to
balance-of- payments problems. In 2022, Sri Lanka defaulted on its debt for the first
time in history, eroding investor confidence. A significant portion of government
revenue was diverted toward servicing debt, leaving little for essential expenditures.

- TForeign Exchange Shortages: A decline in foreign reserves, caused by reduced
tourism and remittances (due to the COVID-19 pandemic), combined with the need
to service large foreign debts, led to acute shortages of foreign currency. This
hampered the country's ability to import essential goods like fuel, food, and
medicine.

- COVID-19 Pandemic: The pandemic severely disrupted key sectors like tourism and
exports, both of which are vital sources of foreign exchange for Sri Lanka. The

economic downturn also increased unemployment and poverty levels.

- Policy Missteps: Poor economic management, such as the abrupt shift to organic
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farming by banning chemical fertilizers, led to a sharp decline in agncultu.ral
duced in 2019 reduced government revenue, exacerbating

roductivity. Tax cuts intro s
: cially maintaining an

the fiscal’ deficit. Exchange rate mismanagement: Artifi

overvalued currency resulted in an unsustainable foreign exchange regime,

worsening the foreign reserves crisis.

h inflation, driven by the currency depreciation and supply
d living conditions, leading to

Bank to finance deficits led to

- Rising Inflation: Hig
shortages, has eroded purchasing power and worsene
widespread protests. Printing of money by the Central
skyrocketing inflation.

- Impact of global events: COVID-19 pandemic: The pandemic devastated the tourism

: o g . i i s fro
industry, a significant foreign exchange earner, and reduced remittance inflows from

expatriates. Ukraine-Russia conflict: The war exacerbated global cnergy and food
prices, increasing Sri Lanka's import bills for essential commodities like fuel and

wheat.

- Governance and corruption: Frequent changes in leadership and lack of coherent
economic policy undermined confidence. Mismanagement of funds, lack of
transparency, and questionable infrastructure investments cxacerbated economic
vulnerabilities. Weak institutions: Poor governance in public finance and policy
implementation weakened the country's ability to respond to the crisis effectively.

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

(i)

International financial institutions (IFIs) have been instrumental in supporting Sri
Lanka's recovery from its recent economic crisis through financial assistance, policy
guidance, and debt restructuring efforts.

- The International Monetary Fund (IMF) provided Sri Lanka with a crucial bailout
package to help stabilize its economy. In March 2023, the IMF approved a $3 billion
Extended Fund Facility (EFF) arrangement for Sri Lanka to restore macroeconomic
stability and debt sustainability. The program aims to mitigate the economic impact
on the poor and vulnerable, safeguard financial stability, and strengthen governance.

- The IMF has facilitated discussions on debt restructuring, urging creditor nations and
private bondholders to engage in negotiations. This process aims to ensure that Sti
Lanka can meet debt obligations while also freeing up resources for essential services
and development.

- During Sri Lanka's recent economic crisis, the World Bank provided substantial

=
; ; £
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assistance through financi;
‘ wough financial support and policy reforms aimed at stabilizing the
economy and protecting vulnerable populations

In June and December 2023, the World Bank dishursed a total of $500 million under
the first Resilience, Stability, and Feonomic Tumaround (RESET) programme 10

support foundational reforms for macroeconomie stability and social protection.

This was followed by the Second RESE T in October 2024, which prmldtli an
additional $200 million to further economic govemance and competitiveness

reforms.

- In 2022, the World Bank repurposed funds from existing projects o address urgent
needs, including cash transfers, procurement of liquid petroleum gas, and provision
of fertilizers.

- In 2023, the IFC committed up to $400 million to assist Sr Lankan banks in

facilitating imports of essential goods, including food, medicine, and fertilizers. This
financing aimed to ensure the continued availability of critical supplies during the

Crisis,

- During Sri Lanka's economic crisis, the Asian Development Bank (ADB) provided
significant assistance through financial support and policy reforms aimed at

stabilizing the economy and strengthening the financial sector.

- In May 2023, ADB approved a 5350 million loan to support Sri Lanka's economic
stabilization efforts. This loan was part of a broader financial assistance package
anchored by the Internationa) Monetary Fund's lixtended Fund Facility, aiming to

stabilize the economy and lay the foundation forrecovery and sustained growth.

. In December 2023, ADB approved a $200 million concessional loan to help stabilize
Sri Lanka's finance sector following the sovereign debt and economic crises. This
program aimed to strengthen the stability and governance of the banking sector,
mprove asset quality, and enhance access to finance, particularly for women-led
micro, small, and medium-sized enterprises.

- IFIs have offered technical support in areas such as public financial management,
fiscal policy reforms, and cconomic governance. This assistance is intended to
improve the country's institutional capacity to manage the crisis and implement

necessary reforms.
(01 mark each for any four involvements; Total marks 04)
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(iii)

Achieving economic recovery and sustainable growth in Sri Lanka over the next five
years will require addressing several key challenges:

- Debt Restructuring and Management: Efficiently restructuring the cogntry's
unsustainable debt is critical. This involves negotiating w1ﬂ1‘cre('1|tors to. achieve a
manageable debt burden while ensuring that future borrowing is sustainable and

transparent.

- Restoring Macroeconomic Stability: Maintaining macroeconon‘.lic Stf_’bi“t}’,
including controlling inflation and stabilizing the currency, is essential. ’l-'hls'may
require sound monetary policy, fiscal discipline, and a commitment to maintaining
foreign reserves.

- Economic Diversification: Reducing dependence on a few key sectors, such as
tourism and tea exports, by promoting diversification into other sectors (c.g,,
technology, manufacturing, and agriculture) will help build a more resilient
economy.

- Enhancing Governance and Institutional Capacity: Strengthening governance,
reducing corruption, and enhancing institutional capacity are crucial for effective
policy implementation and economic management. Transparent and accountable
governance can improve investor confidence and public trust.

- Investment in Human Capital: Focusing on education and skills development will be
vital to enhance the workforce's productivity and adaptability. Improving health
services and education infrastructure will contribute to long-term economic growth.

- Infrastructure Development: Investing in critical infrastructure, such as
transportation, energy, and digital connectivity, can facilitate ¢conomic activity,
attract foreign direct investment, and enhance the overall business environment.

- Promoting Private Sector Growth: Creating a conducive environment for private

sector investment and entrepreneurship, including regulatory reforms and access to
finance, will be essential for economic recovery and job creation.

- Addressing Social Inequalities: Implementing policies to reduce poverty and
inequality is crucial for sustainable development. Social safety nets and targeted
assistance programs can help vulnerable populations affected by the crisis.
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