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Questions

(a)(i) Using Table 1, identify which of the countries shown has the highest and which the lowest GNP per capita [1]
(ii) Explain two other pieces of information, one from table 1 and one not in Table 1 that would be useful in assessing living standards in a country such as Malaysia. [4]

(b) Using AD/AS analysis, explain how Foreign Direct Investment would benefit a country such as China.	[4]

(c) Explain how 'adoption of productivity-enhancing modern technologies' will help Asia 'rebalance the focus of their economic growth towards domestic sources'. (Extract 4) [5]

(d) Explain the claim that 'aggressive fiscal and monetary stimulus...works more effectively in Asia than elsewhere'. (Extract 6) [6]

(e) Extract 6 explains how export-dependent, emerging Asian economies have recovered from recession faster than Western economies. To what extent do you agree with the conclusion that the 'crisis has reinforced the shift of economic power from West to East'? [10]

[Total: 30 marks]


Suggested Answers
(a)(i) Using Table 1, identify which of the countries shown has the highest and which the lowest GNP per capita [1]

Skill Development: Trend comparison / Concept Application
Focus: Economic indicators about standard of living

Out of the six countries, India has the lowest GNP per capita at US$1070 while Japan has the highest GNP per capita at US$38210.

(ii) Explain two other pieces of information, one from table 1 and one not in Table 1 that would be useful in assessing living standards in a country such as Malaysia. [4]

From table 1, the economic indicator that can be used to measure standard of living would be life expectancy at birth. This indicator can reflect standard of living as the longer time period an individual can live, the longer the time period a person can enjoy the well-being of his life and attain higher level of income and wealth in his life. It also reflects the medical and healthcare the individual can enjoy is prolonging his lifespan, implying that he is having a more qualitative aspect of life.

As for another economic indicator not reflected on the table, it would be the level of consumption the country has conducted. A higher level of consumption per capita would mean that there is a higher level of material comfort the individuals can enjoy which is made possible when the citizens have higher disposable income due to higher wage rate.

(b) Using AD/AS analysis, explain how Foreign Direct Investment would benefit a country such as China.	[4]

Skill Development: Application of AS-AD concept
Focus: Explanation on how FDI as a component of AD and determinant of LRAS will lead to sustainable economic growth and other aspects of benefit

i) Definition
Foreign Direct Investment are expenditure on capital goods made by foreign multi-national corporations in the local economy to manufacture goods and services for local and international market.

Foreign Direct Investment is part of the investment which is one of the components of aggregate demand that will lead to growth of real GDP via the multiplier effect. This rise in aggregate demand will induce more economic activities that will lead to greater consumption and production which will expand the circular flow of income and thus raises economic growth.




The inflow of foreign direct investment will also lead to the expansion of the availability of resources as the inflow of foreign direct investment will lead to a higher level of infrastructural development that will enhance the mobility of resources and the efficient utilization of resources.

As seen from the diagram, the rise in aggregate demand from AD0 to AD1 and the outward shift of the LRAS from LRAS0 to LRAS1 will lead to a rise in real GDP from Y0 to Y2 while the full employment level will shift from YF0 to YF1. This will enable the economy to raise real GDP without contributing to rising price level as the price level remains at P2 which is equal to P0, achieving sustainable economic growth. 
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The growth of Foreign Direct Investment (FDI) will accelerate the growth of the economy as it will provide China greater scope of market demand as the market demand of the multinational corporations (MNCs) is from the international market. As for the extent of impact on potential growth, the transfer of technology and expertise from multinational corporations (MNCs) will raise the efficiency of the economy in expansion of the resources.

Besides this, China will also benefit in terms of higher level of employment as the multinational corporations’ (MNCs) production comes from the manufacturing sector which is quite labour-intensive. This will be beneficial for China as it has large urbanized population and it is in need of Foreign Direct Investment (FDI) to provide massive employment opportunities.

The inflow of Foreign Direct Investment (FDI) will also help to improve the balance of trade for China as Foreign Direct Investment (FDI) will promote the growth of export demand which will raise production. It will also enable the economy to gain higher real GDP per capita when the growth of real GDP is greater than the percentage change in price level and population growth rate. 
(c) Explain how 'adoption of productivity-enhancing modern technologies' will help Asia 'rebalance the focus of their economic growth towards domestic sources'. (Extract 4) [5]

Skill Development:  Concept explanation and application to the context
Focus: Apply the measures proposed in the context to apply to the requirement of the question
meaning of the phrase – implication of economic acitivities
The ‘adoption of productively-enhancing modern technologies’ refers to the development of more capital equipment and higher level of technology to raise local production and create more domestic demand

In doing so, the Asian economies will seek to raise their technological development to increase their efficiency of production to lower the cost of production which will enable the local firms to replace import demand and thus, induces more local production which will raise economic growth and employment. The development of ‘productively-enhancing modern technologies’ will also raise the quality of locally-produced goods which will raise the degree of import substitutability by local firms.

This strategy would be effective in helping to enhance the growth of local economy as there is a higher level of expenditure power in the local economy, given a higher level of saving and lower personal debt. The provision of the development in the technological advanced development will also create more employment opportunities ‘with well-paid salary and also, increasing the supply of goods and services’ required by domestic demand.

The advancement of technology will also lead to better utilization of resources and development of more infrastructures to support the growth of the industries to enable more domestic production. This strategy will induce greater local production to provide more employment which will lead to real GDP to enable greater level of consumption. Consequently, through the multiplier and accelerator effects, there will be perpetual economic growth that focuses on domestic growth.















(d) Explain the claim that 'aggressive fiscal and monetary stimulus...works more effectively in Asia than elsewhere'. (Extract 6) [6]

Skill Development: Application and Evaluation of policies based on the context
Focus: Explanation on the expansionary monetary policy and fiscal policy
Evaluation: Assess whether it can be more effective in Asia than developed nations

1) Definition and Mechanism of Monetary Policy and Fiscal Policy
2) evaluate why the policies works more for Asia than developed countries
3) evaluate why it will not work so effectively
4) Analysis – the main determinants of this issue


i) Definition and Mechanism of Monetary Policy and Fiscal Policy
Expansionary Monetary Policy
When expansionary monetary policy is conducted, the government will increase the money supply through the buying of government bonds which will lower interest rate. This will lower the cost of credit consumption and reduces the reward for saving which will encourage more consumption and reduce willingness to save. Also, the level of investment will be raised as the level of profitability is raised since the cost of investment is lowered as lowering interest rates lowered the cost of borrowing. Consequently, there will be a rise in consumption and investment which will raise the aggregate demand, via the multiplier effect and thus raises the real GDP, production and employment.

Expansionary Fiscal Policy
· It is used to solve recession or curb unemployment by raising aggregate demand
· Increase in government expenditure  increase aggregate expenditure directly through infrastructural development and provision of public services
· Tax reduction  increase disposable income  raise consumption and increase return on investment, (lower tax on corporate earnings) contributing the rise in investment expenditure  rise in aggregate expenditure/national income (multiplier effect)
· This will close up the deflationary gap and thus curb recession.

ii) Evaluate the effectiveness of Monetary Policy and Fiscal Policy
Fiscal policy is more effective in Asia than elsewhere as Asian economies have a lower public debt ratio and thus, it is easier to finance the development of the expansionary fiscal policy through borrowing from the bond market. The low level of infrastructural development in term of transport and communication network and other public facilities will imply that the expansionary fiscal policy will be able to meet the need of the economy and help to promote the growth of the economy more efficiently and effectively. Consequently, the introduction of the expansionary fiscal policy will be creating effective impact on the growth of the economy.

As for monetary policy, the lower personal debt ratio of the consumers  in the Asian economies will mean that the expansionary monetary policy will enable to raise consumption as individuals are more willing to borrow and it will not create debt problem for the people. This introduction of fund for borrowing will enable the economy to raise more funds to finance the local investment which helps to create domestic economic activities to compensate the loss of external demand and inflow of Foreign Direct Investment (FDI) during the economic downturn.
However, these two policies may be less effective in Asian economies as these economies tend to have a high marginal propensity to import (MPM) than the foreign counterparts in Europe or other economies. This will contribute to a small multiplier effect which will undermine the effects of the expansionary monetary and fiscal policy. In addition, the economies are very in need of foreign demand as the local domestic expenditures occupying a much lower percentage of GDP than the external demand as a percentage of GDP as in countries like Singapore, Malaysia and Thailand. The need for foreign demand will undermine the effectiveness of the ‘aggressive fiscal and monetary stimulus’.

(e) Extract 6 explains how export-dependent, emerging Asian economies have recovered from recession faster than Western economies. To what extent do you agree with the conclusion that the 'crisis has reinforced the shift of economic power from West to East'? [10]

Skill Development: Application of context based on economic concepts
Focus: Derive information concepts from the extract or data to make assessment on whether the Asian economies are more significant
source of info: economic indicators, aggregate demand components that reflect economic activities – extract from the passage and understanding of the nature of the economies

Introduction
To assess whether there is a shift of economic significance from West to East, there is a need to assess the economic activities and economic indicators provided by the extract.

Based on the extract, there is an adverse impact on the economy when there is a global economic downturn in 97/98 and in recent years when the downturn in US will affect Asian economies like China and India as these Asian economies rely extensively on the Western economies for the growth of their export demand. As seen from extract 4, the manufacturing sector of the Asian economies will shrink and experience layoff due to reduction in the export demand, especially for the Small Medium Enterprises (SMEs) which rely indirectly on the demand of the multi-national corporations (MNCs).






The call for more investment in ‘productively-enhancing technology’ also suggests that the Asian economies lack the capacity to generate higher level of domestic growth to reduce the reliance on external demand. Furthermore, some of these economies have a higher reliance on the Foreign Direct Investment (FDI) as seen from the Foreign Direct Investment’s (FDI) percentage of GDP for countries like Singapore (12%) or China (3.7%) and the significant beneficial effect of Foreign Direct Investment (FDI) on these Asian economies.

The cut down of import due to the economic downturn in these Western economies will mean that it is less effective for Asian to use export as a means to recover from recession, implying that the Western economies ‘demand is of great significance to these economies. The export demand of some Asian economies is still of great significance to Asian economies as seen from the export demand as a percentage of GDP for countries like Singapore (259%) and Malaysia (118%). For large economies like  India and China, the export demand as a percentage of GDP may not be that high but the export demand for the countries are for their key industries and significant in influencing their local economic activities as they provide intensive and urbanized employment opportunities, critical to the growth of the local industries.

However, Asian economies are raising their economic independence as the domestic economies become more influential and significant to reduce the vulnerability on the reliance of Western economies. Albeit a slower global growth, countries in Asia like China, India, Japan and South Korea are registering growth to indicate that they are on track for growth. These nations have shown their resilience against global economic influences despite reliance on infrastructural market demand due to their strong fundamentals.

These economies in Asia have also huge reserves and a low debt ratio to allow them to conduct fiscal monetary stimulus during downturns, depicting their economic capacity. This will enable the nations to push up their local consumption, reducing reliance on external demand.

As stated, the “Asian emerging economies grew at an annualized rate over 10% in the 2nd quarter of 2009, implying that these economies are more capable  to accelerate growth despite their reliance on the faltering Western economies. 

The prospect of higher growth is also evidential in stating that there is decoupling from the developed world to the Asian economies. There is a possibility of higher market demand, given a higher growth in GDP and more borrowing capacity as households do not have huge debts. Furthermore, the need for infrastructural development will mean that there will be higher level of government expenditure. Thus, it can be observed that the market demand for growth in Asia is likely to be greater and it will generate growth at a higher rate than the Western counterparts.

In sum, the decoupling of Western economies towards Asian economies is noted with concern as there are evidences to suggest that there is decoupling but such development is still controversial as economies are now more integrated and are closely-related.
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In the icnger term, there is no doubt that Asia’s continuing.growth needs to come more
from domestic demand than from exports compared with_in the past. In some countries,

such as China, this means more consumption, whilst in others, like Malaysia.and
Indonesia, it is more investment which is the appropriate_mechanism; the best policies
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need to be implemented in each case. But it must also be noted that long-term growth
depends on supply-side factors, not just demand. A country’s long-term potential or trend
rate of growth — the speed at which GDP can expand without igniting inflation - is
~determined by_growth in its labour supply and in productivity. The global crisis should not
reduce productivity growth in emerging Asia, whilst there are forces in many rich countries
tending to reduce their productivity growth, and many of them also face slowly growing or
even shrinking labour supplies. The speed and strength of Asia’s rebound, assuming it is
sustained, show that the region is certainly not chained to the US: if anvything, the crisis
has reinforced the shift of economic power from West to East.

Source: The Economist. Briefing on Emerging Economies, 2009
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Extract 5: World Economy still not fully fecavesﬂed

There are signs that the global economic crisis is ending and a recovery is ‘dawning. This
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seems reassuring, but there are doubts about the sustamabmty of the amtrcup_ated recovery.

The world economy is still contracting, albeit at a slower pace than before, although some
countries — notably Germany, France, Japan, South Korea and Singapore — have reported
positive GDP growth in the second quarter of 2009, and the US itself is now forecast to
grow by 2.9%in the third quarter. However, not all indicators are moving together. Job
creation.remains unimpressive and bank loans and private investment remain sluggish.

It is also unsafe to make generalisations across cou ntries. For example, although ‘India
and China have been adversely affected like everyone else, they are not in recession,
since their huge domestic sectors helped fo cushion the impact — last year, exports
constituted only 35% of China’s GDP and 22% of India’s, compared to 259% Of
Singapore’s and 118% of Malaysia’s. |

Perhaps one reason why economies in East Asia have been able to come through the
crisis with greater ease than elsewhere is that they have been able to draw upon past
savings to prevent private consumption from collapsing, even in countries with huge
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export dependence Tfﬁey have also been persuaded by ﬂscal and mone‘tary stimulus

Source Mohamed Am‘f Executive Director of Malaysian Institute of Economic Research,
| in the New Straits Times, 2009

Extract 6: Emerging Asian economies on the rebound

Asia's emerging economies probably grew at an annualised rate of over 10% in the
second quarter of 2009, while developed economies continue to contract. The gap in
growth rates between the two has never been wider; how have these export — dependent,
emerging econcmies managed to df-“-coup'e from the developed world, and can their
recovery last? |

Emerging Asia is the only region in the world where output has already taken many
forecasters. byﬂ surprise. For example, the IMF predicted only in May that the region’s
recovery was likely {o be ‘tepid’ because the developed countries — and sc demand for
Asia’s exports — would remain weak. But this is not new. Forecasters also predicted a
decade of lost growth after the Asian financial crisis of 1997/98, but instead the tigers
came roaring back. What had then been overlooked was that several key ingredients of
growth — rapid productivity increase, relatively open markets and a_high savings rate to
finance investment — remained in place
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The same is true today, as well. But, in addition, across the region, aggressrve fiscal and
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monetary stimulus has helped to revive domestic demand. This works more effectively in
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Asia than elsewhere because households do not generally have huge debis and so are

vt

_more inclined to spend extra income than save it. It is also veryﬁas.y..tmdentzfy worthwhxi e
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infrastructure projects | to_ spend_money on.

Tl T T 10 R AR AP ST ST ST




image2.png
Asia’s Economic Performance and Prospects
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Source: World Bank Development mdfcaf@rs 2009; Asian Devefopmenf Bank, 2009

Table 1: Statistics for se&ecéeé Asian countries, 2008

Thailand

Extract 4: Firms in Asia

Asian fe‘ms have been héf hard ?by the gi@baﬁ economic crisis. Many of the f'eg'an S mcst
ﬂ@ﬁgeﬁs “The m&ufé;cmﬁﬂgms;ecjor was at first hit | part cuiarky hard | but as aggregaﬁe
demand weakened, more forms and workers have been affected, including those engaged
in non-manufacturing activities such as construction and retail sewzces
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Small and medium sized enterprises (SMEs), defined as those firms employing fewer than
200 workers, tend to be more domestically oriented than large firms and are therefore
more likely to be hit by the decline in aggreggﬁ demand than to be directly affected by a
fall in exports.
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Governments have zakes'? steps to support their economies through both fiscal _stimuius
and easing of monetary policy. There are signs that these are already heipmg However,
given the weak outlook for the major global economies, demand for Asia’s exports is likely
to recover only slowly. Exporting their way out of the slump, as they did after the 1997/98
Asian financial crisis, is_not likely to be an option because the US and others will be less
~willing to continue to run large current account deficits. Some economies, therefore, need
to rebalance their focus of their economic growth towards domestic sources.

Given too that most Asian workers depend on SMEs for their livelihood, increasing
domestic demand is very important. Any successful steps to eliminate the constraints to
growth on SMEs and encourage their adoption of productivity-enhancing modern
technologaes will raise domestic demand not only by _providing well-paid jobs but also by
increasing the supply of goods and services requsred by domestic markets.
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Source: Key !ndicators for Asia and the Pacific, 2009 Highlights
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