
 Inflationary Gap 

An inflationary gap is a macroeconomic concept that describes the difference between the current 

level of real gross domestic product (GDP) and the anticipated GDP that would be experienced 

if an economy is at full employment. This is also referred to as the potential GDP. 

Financial Account 

In macroeconomics, a financial account is a component of a country’s balance of payments that 

covers claims on or liabilities to nonresidents, specifically with regard to financial assets. Financial 

account components include direct investment, portfolio investment and reserve assets broken 

down by sector. 

(b) With reference to the concept of price elasticity of demand, explain why rising 

      oil prices have contributed to Turkey’s growing current account deficit . 

Oil is an inelastic import, increases in prices lead to smaller decreases in quantity demanded, which 

increases total expenditure on oil thus contributing to the current account deficit. 

(c)Explain two reasons why “rapidly rising domestic demand” may have 

     contributed to Turkey’s current account deficit. 

1) increase in domestic demand includes an increase in the demand for imports thus increasing 

import expenditure 

2) an increase in domestic demand would lead to inflation, increasing the price of exports and so 

(possibly) reducing export revenue 

(d)  Using information from the text/data and your knowledge of economics, evaluate the 

possible policies that the Turkish authorities might use to reduce the current account deficit. 

Current account deficit is a measurement of a country's trade where the value of the goods and 

services it imports exceeds the value of the goods and services it exports expenditure-switching 

policies: 

depreciating the currency to make exports more competitive and imports more expensive - might 

worsen the deficit if PED for oil is inelastic and Turkey is a "large net oil importer"; will only be 

successful if the combined price elasticity of demand for exports and imports is greater than 1 

https://www.investopedia.com/terms/m/macroeconomics.asp
https://www.investopedia.com/terms/r/realgdp.asp
https://www.investopedia.com/terms/b/bop.asp
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protectionist measures such as tariffs, quotas or subsidies to reduce spending on imports - might 

lead to retaliation harming the "boom in foreign investment and trade" 

        Canada takes US paper fight to the World Trade Organization (WTO) 

Exchange Rate 

An exchange rate is the value of one nation's currency versus the currency of another nation or 

economic zone. 

Subsidy 

 A subsidy is money or grants given by the government to support a project, business or industry, 

or a grant of money or financial support offered to fund an artist, project or other endeavor. 

(b) Using an exchange rate diagram, explain one possible reason for the rise in value of the     

       US dollar 

The current account is the balance of trade between a country and its trading partners, reflecting 

all payments between countries for goods, services, interest, and dividends. A deficit in the current 

account shows the country is spending more on foreign trade than it is earning, and that it is 

borrowing capital from foreign sources to make up the deficit. In other words, the country requires 

more foreign currency than it receives through sales of exports, and it supplies more of its own 

currency than foreigners demand for its products. The excess demand for foreign currency lowers 

the country's exchange rate until domestic goods and services are cheap enough for foreigners, and 

foreign assets are too expensive to generate sales for domestic interests. 

(c) Using a demand and supply diagram, explain why American firms are experiencing  

      lower revenues 

Supply Vs. Demand for Driving Dollar Value 

When the U.S. exports products or services, it creates a demand for dollars because customers 

need to pay for goods and services in dollars. Therefore they will have to convert their local 

currency into dollars by selling their own currency to buy dollars to make the payment. In addition, 

when the U.S. government or large American corporations issue bonds to raise capital that are then 

https://www.investopedia.com/terms/c/currency.asp
https://www.investopedia.com/terms/d/deficit.asp
https://www.investopedia.com/terms/b/bond.asp


purchased by foreign investors, those payments will also have to be made in dollars. This also 

applies to the purchase of U.S. corporate stocks from non-U.S. investors, which would require the 

foreign investor to sell their currency to buy dollars in order to purchase those stocks. 

These examples show how the U.S. creates more demand for dollars, and that in turn puts pressure 

on the supply of dollars, increasing the value of the dollar relative to the currencies being sold to 

buy dollars. On top of this, the U.S. dollar is considered a safe haven during times of global 

economic uncertainty, so the demand for dollars can often persist despite fluctuations in the 

performance of the U.S. economy. 

d) Evaluate the consequences of the US decision to impose tariffs on Canadian glossy  

       paper. 

Europe, along with Canada and Mexico, had been granted a temporary reprieve from the tariffs 

after they were unveiled by Donald Trump two months ago. Canada, the European Union and 

Mexico almost immediately announced they had submitted challenges of the tariffs to the 

World Trade Organization. 

                                                                  SECTION B 

Define the term relative poverty 

Relative poverty is the condition in which people lack the minimum amount of income needed in 

order to maintain the average standard of living in the society in which they live. Relative 

poverty is considered the easiest way to measure the level of poverty in an individual country 

Define the term underemployment. 

Underemployment occurs when one does not have a job that is full-time or that reflects his or her 

training and financial needs. It is not the same as unemployment, which is the percentage of 

employable people in a country’s workforce who are over the age of 16 and who have either lost 

their jobs or unsuccessfully sought jobs in the last month and are actively seeking work. 

The formula for underemployment rate is: 
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                                  Number of underemployed / Total labor force 

(b)  Using an AD/AS diagram, explain how “public and private investment” might lead  

to economic growth 

In the AD/AS diagram, long-run economic growth due to productivity increases over time will be 

represented by a gradual shift to the right of aggregate supply. The vertical line representing 

potential GDP (or the “full employment level of GDP”) will gradually shift to the right over time 

as well. A pattern of economic growth over three years, with the AS curve shifting slightly out to 

the right each year, was shown earlier in Figure 1 in Shifts in Aggregate Demand (a). However, 

the factors that determine the speed of this long-term economic growth rate—like investment in 

physical and human capital, technology, and whether an economy can take advantage of catch-up 

growth do not appear directly in the AD/AS diagram. 

In the short run, GDP falls and rises in every economy, as the economy dips into recession or 

expands out of recession. Recessions are illustrated in the AD/AS diagram when the equilibrium 

level of real GDP is substantially below potential GDP, as occurred at the equilibrium point 

E0 in Figure 2 in Shifts in Aggregate Demand. On the other hand, in years of resurgent economic 

growth the equilibrium will typically be close to potential GDP, as shown at equilibrium point 

E1 in that earlier figure. 
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(d)  Discuss market oriented and interventionist policies that the government of  

       Cote d’Ivoire might employ to achieve economic development. 

Primary markets 

Many developing countries specialise in agricultural and other primary products. Indeed, the 

principle of comparative cost advantage suggests that specialising in commodities and products 

with the lowest opportunity cost will provide the best opportunity for economic development. 

However, over-specialisation, particularly in terms of primary production, can be highly risky. 

A country may remain under-developed if it specialises in producing a few primary products. 

There are several reasons for this. 

Low value-added un-branded products 

Primary products, such as food and commodities, are bought and sold in markets which are 

virtually perfectly competitive. This means that products are un-branded and homogeneous, with 

a low valued added, and therefore low-priced. As a result, the sale of such commodities generates 

a relatively small share of global income, so the rewards to factor inputs will also be limited. This 

does not create an economic environment in which entrepreneurs can flourish and take risks to 

accumulate short-term supernormal profits. 

Price instability 

Price instability, which is an inherent feature of primary markets, can make it extremely hard for 

producers to survive. It also deters investment in new technology, which requires a stable macro-

economic environment.. 

 

Section C 



 

 Recession 

A recession is a macroeconomic term that refers to a significant decline in general economic 

activity in a designated region. It had been typically recognized as two consecutive quarters of 

economic decline, as reflected by GDP in conjunction with monthly indicators like a rise in 

unemployment. 

Define the term cartels 

A cartel is an organization created from a formal agreement between a group of producers of a 

good or service to regulate supply in order to regulate or manipulate prices 

(b) Using a cost diagram, explain how economies of scale would make  

Nigerian firms more competitive.   

A firm’s efficiency is affected by its size. Large firms are often more efficient than small ones 

because they can gain from economies of scale, but firms can become too large and suffer from 

diseconomies of scale. As a firm expands its scale of operations, it is said to move into its long 

run. The benefits arising from expansion depend upon the effect of expansion on productive 

efficiency, which can be assessed by looking at changes in average costs at each stage of 

production. 

Long run costs 

The firm’s long run average cost shows what is happening to average cost when the firm expands, 

and is at a tangent to the series of short run average cost curves. Each short run average cost curve 

relates to a separate stage or phase of expansion. 
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(c) Using a monopoly diagram, explain why monopolies refusing to lower prices for 

consumers create a “welfare loss” 

 If the industry is taken over by a monopolist the profit-maximising point (MC=MR) is at price 

Pmon and output Q2. The monopolist is able to charge a higher price restrict total output and 

thereby reduce welfare because the rise in price to Pmon reduces consumer surplus.  

Some of this reduction in welfare is a pure transfer to the producer through higher profits, but some 

of the loss is not reassigned to any other agent. This is known as the deadweight welfare loss or 

the social cost of monopoly and is equal to the area ABC. 



 

(d) Using information from the text/data and your knowledge of economics, evaluate import-

substitution and diversification as a means of achieving economic development in Nigeria. 

Strengths: 

Faster economic growth 

Increased incomes 

Privatization may result in greater efficiency 

Privatization generates revenue for governments 

Weaknesses: 

Lack of infrastructure, which is necessary for growth 

Lack of merit goods and public goods 

Privatization means some essential goods may not be affordable at all 

Growth is not enough to reduce poverty 


