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Section A

The UK’s Balance of Payments

1 Table 1 gives selected details from the UK’s balance of payments for 1998.

Table 1

£m £m
Trade in goods
Export of goods 163 704
Import of goods 184 302
Balance of trade in goods –20 598

Trade in services
Export of services 61 777
Import of services 49 099
Balance of trade in services 12 678

Balance of trade in goods and services –7 920

Balance on Current Account 1 470

Fig. 1 shows selected balances for recent years.

Fig. 1
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Fig. 2 shows the effective exchange rate for Sterling (£) for the same period.

Fig. 2

(a) (i) Identify two differences between the UK’s 1998 trade in goods and that in services. [2]

(ii) How might these differences be explained? [3]

(b) (i) Name one item in the current account which does not arise from trade. [1]

(ii) Calculate the contribution of all non-trade items to the balance on current account. [1]

(c) (i) Explain how, according to economic theory, a country’s trade position will be affected by
an appreciation of its currency. [3]

(ii) Comment upon the extent to which this effect is shown in the data. [4]

(d) Discuss whether the UK government should introduce a general tariff on imported goods to
help its trade position. [6]
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Section B

Answer one of the following questions.

2 (a) Explain how the market system allocates scarce resources. [8]

(b) Discuss when and how a government should intervene in the operation of the price system.
[12]

3 (a) Explain the importance of the functions of money to the efficient operation of a modern
economy. [8]

(b) Discuss the problems of accurately measuring changes in the value of money. [12]

4 (a) Explain the difference between price elasticity of demand and income elasticity of demand.
[8]

(b) Discuss the value of these concepts to a company in planning its business strategy. [12]
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