IB EXAM Paper 1 type question

Answer the question. The question is worth [25 marks].
1. (a) Describe three possible economic consequences of a persistent
 
[10 marks]

current account deficit for a country.
(b) Evaluate different methods of correcting a current account deficit
[15 marks]
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1. (a) Describe three possible economic consequences of a persistent 
current account deficit for a country.



[10 marks]

· explanation of balance of payments current account deficit

· explanation of the possible consequences of a current account deficit:

· cost of financing a deficit

· depletion of foreign exchange reserves

· cost of running a capital account surplus

· interest payments on borrowing

· reduced AD and economic growth

· depreciation of the exchange rate

· as an indicator of underlying lack of business competitiveness

· on government policy e.g. increased protectionism

· problems of import penetration e.g. unemployment

· for one consequence described: maximum level 1 awarded

· for two consequences described: maximum level 2 awarded

Examiners should be aware that candidates may take a different approach,

which if appropriate should be rewarded.

(b) Evaluate different methods of correcting a current account deficit.    
[15 marks]
Points for discussion might include considering advantages and

disadvantages of:

· expenditure reducing policies e.g. contractionary fiscal and monetary policy

· expenditure switching policies e.g. devaluation of the exchange rate, depreciation

· supply side policies to improve business efficiency e.g. deregulation of markets

· policies to promote exports e.g. subsidies

· policies to reduce imports e.g. protectionism
Examiners should be aware that candidates may take a different approach, which if appropriate should be rewarded.
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