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01 Using extract A calculate correct to two decimal places the increase in the value of the dollar from 1st August (6.21)– 13th August (6.4)						(2 Marks)
[bookmark: _GoBack]02 Explain with the use of a diagram how a devaluation of the Chinese currency will impact economic growth in the UK 
										(9 Marks)
03
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Extract

Currency wars

fter China's recert devaluation o its cunency (the yusn), ssveral cther emerging 1
ecanamies faloved and reduced he value of heir ovn currenciesin an atfemp 1 etain
thelrinternalional compettiveness. This sent shockwaves around glabal markets and

incresse foars ofa currency war (nalions engaing in successive devaluations n order

10 gain 2 competive advantage). Hovever, the mostin portant change appears 1o be 5
that caused by the Certral Bark of Chin. The perception that the worlds Single biogest
customer for aw materia = n econamic dificifies has created fears or the stailty of

big commodty procicing economies and damaged investor confience. These econormies
incude Kazekhstan, Russia, Brazi, South Afica and Malaysia

“The appearance af China deliberately devaluing s exchange rate o baost srowth has 0
addedt ugency for policymakers elseihere 0 do whal they canto gain m ore export

revenue, saic an analyst. However, the devaluation of the exchange rate in China may

ai50 thresten the economic rowth of many developed economies such asthe UK and

the LISA. Asthese sconom 2s begin 1o reach their productive capacties, they are likely
toincresse thel nterest rates, which may appreciate their own exchange rates, thereby 15
wersening the stuation

The US governm et in partiular, has been angered. Athough Chins claims to be tying

10 manage the yuan's value against 3 hasket of curencis, the yuan s Sl i pracice,

loosely peaged o the doliar. I the dollar appreciates, then 5o dossthe yuan. A5 a resut,

this may prompt Chinato peg the velus of thel currehcy at an even lower valu against E
the dollar as a resut. It s arguectthat the Chinese should foat their cumency freelyto

make global trace fairer,rather than manipulats its value. Hovwever, devaluation ofthe

yun has allowed Chinese exporters o fufer in prove competitiveriess and, by raising the

price of imports, his also helped Chinato stave off defition

Source: News repors, 2015
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Extract C: Exchange rate systems.

The UK has allowed market o1ces o determine its exchange rate for over 20 years but, in 1
the face of growing global competition, thismay be damaging to the UK prosperty. Is

time the UIK considered manipuiating it currency direclly and managing its exchange rate

i ordler o recuce the sver-ncressing trade defict and to help improve s perform ance?

Manstary policy his generally facused on the carfrol of infation using nterest rates and, 5
in recent times, quantiative easing has been useci{o help revive the economy. Much

less aftention has been paid to the exchange rate. Ifthe UK did aftemptto manage its

exchangs rate, it would ot be the frst European sconomy 1o do so. In 2011, Swizerland
introcluced what f called a currency celing 1o try 0 block the steep appreciation ofthe

Swiss fanc, which had become @ sae haven for ivestors fightened by the Eurozone 0
debi crisis. The Swiss government realised that to allowthe Swiss hanc to appreciate

might damage domestic exporters and plunge Switzerlandrto a long period of defistion.

Tokeepthe value ofthe Swiss franc against the euro helowthe celing, the Swiss National
Bark crested newfrancs and sold them, accumulating foreian currency reserves. This

wers very costlytothe Swiss govemmert and some feared that it might ulimtely leac 15
tonfation. Managed currencies slsa make t dffcultta use the other manetary polcy
instruments sfiectively, which 15 why most economies have moved to allowing their

currency's value to be determined solely by market forces. That being said, when the

Swiss retumed a & teely fosting system, their sxchange rate increased by nearly 30% in

one day. Haning & managed exchange rate could, hawever, lead to more dabilty frthe 20
UK, boosting bath trade and investmert from abroad. This could help to imprave the UK's
macmecanomic perform ance, despite the growing global uncertairties.

Souee: Hews repons, 2015
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Extract C (lines 2-4) asks 'Is it time the UK considered m anipulating its curency
ety and managing ts sxchange rate n order 0 reduce the ever-increasing trade
dfict ant 1o help improve its perform ance?

Using the data and your knowledge of sconomics, evaluts the view that the UK
shouid focus it s manetary policy on managing the eschange rete in order o improve.
macroeconomic perform ance.

25 marks]





