
 Unit 4 Exam Practice  

 

 Instructions 

Read the extracts below, and then answer all the questions that follow. 

Extract 1 – The New Silk Road (adapted from The Economist, 12th September 2015) 

In 2013, China’s president Xi Jinping announced his “One Belt One Road” plan, which was intended to 

restore China’s old maritime and overland trade routes. Mr Xi is aiming for China to increase the value of 

its trade with 40 key countries to over $2.5trillion within a decade, and he planned to spend $1trillion of 

government money to help the country on its way. Much of the money is being spent by State Owned 

Enterprises (SOEs) and State Financial Institutions (SFIs), which have been encouraged to invest overseas 

and use up some of China’s huge overcapacity in its steel industry and other areas of manufacturing.  

Many Chinese companies are becoming more global. For example, a company called Wensli recently 

bought the French silk company, Marc Rozier, and is using its supply-chain expertise to help reduce 

Rozier’s costs. Similarly Ninebot, a Chinese transport-robotics company, has bought the US company 

Segway, and is using its expertise to make Segways lighter and more affordable to manufacture. Chinese 

outwards FDI is now almost equivalent to its inwards FDI. Many of these efforts have learned from the 

mistakes of previous outwards FDI by Chinese companies which were often highly politicised deals and 

quite corrupt, coupled with poor management and culture clashes, so many earlier efforts to invest in 

overseas companies ended in disaster.  

Extract 2 – Up On The Farm (adapted from The Economist, 20th May 2016) 

The main street of Hangbu, a town in Anhui, one of China’s poorer provinces, features the usual mix of 
rural businesses. Shops selling seeds and fertiliser; others stocked with tools and machinery; a few simple 
restaurants and a motel. And then there is a shop with a shiny display of iPhones and iPads. 

The gadgets are a clue that rural China, long overshadowed by the country’s booming cities, is beginning to 
do better. More controversially, it also suggests that inequality, demonstrated by a huge gap in income and 
wealth between cities and the countryside, may be declining. “I would not have opened up if people didn’t 
have money to buy,” says Yuan Yue, owner of the shop selling iPhones. “The money comes from sweat and 
toil, but incomes are rising.” 

From a national perspective, the biggest contributor to rising inequality had been the huge differences 
between the countryside and cities. Officially, China’s Gini went from less than 0.3 in the 1980s, making it 
one of the world’s most equal countries, to nearly 0.5 today, making it one of the least. Now it appears to 
be the main reason for the decline in inequality. In 2009 the average urban income was 3.3 times higher 
than the average rural income. The gap has since narrowed to 2.7 times, following six consecutive years in 
which rural incomes have grown more quickly (see Figure 1). Many of these rural folk in fact work in urban 
areas, staffing factories or toiling in basic service jobs, but China’s strict rules on migration within China 
prevents them from settling permanently in cities. 

One explanation for the improving fortunes of such migrants is China’s demographic shift. The country’s 
working-age population has started to shrink. That has helped fuel wage growth for factory workers. 
Another reason is that companies searching for cheap labour have moved farther inland, reaching parts of 
the country that are relatively deprived. Mr Yuan says he started selling iPhones in Hangbu after the arrival 
of a small cluster of electronics factories just outside the town. Along the road to Hangbu’s industrial zone, 
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a man sits at a stall trying to recruit workers. Salaries of 3,000 yuan ($460) a month are just a bit lower 
than the norm for similar jobs in cities. “Trying to find employees is basically a year-round activity. It comes 
down to salary. If they aren’t happy, they leave,” says the recruiter. 

Yet the shift has not occurred entirely spontaneously. It stems in part from redistributive policies. Over the 
past decade China has expanded basic health insurance and welfare, made the first nine years of school 
free in rural areas and abolished a centuries-old agricultural tax. 

Much more can still be done. Government spending on rural areas is still too low, especially through the 
state pension system. More fundamentally, Chinese law condemns country people to second-class status. 
In addition to the restrictions on moving to cities, they cannot sell their land, depriving them of what would 
otherwise be their most valuable asset. Without changes, inequality will continue to plague China. “If we 
purely rely on economic development, inequality won’t truly fall,” says Gan Li of the Southwestern 
University of Finance and Economics. 

 

Figure 1 

 

 

Extract 3 – Factors Affecting Chinese Growth (adapted from the FT, April 14th 2015) 

The Chinese government has recently reported  slowdown in its rate of economic growth, to 6.7%. The 

value of GDP is approximately $10,400bn. In an attempt to prevent the growth rate from falling further, 

the government has recently adopted an “economic growth target” of 6.5% to 7.0%. One reason for the 

decline in economic growth is the slump in the construction and manufaturing sectors. It is not yet clear 

whether growth in the service sector (e.g. travel, leisure, and financial services) can compensate. Despite 

the decline in the growth rate, the rate of inflation in China seems to be slowly rising. 

One bright spot is rising consumer spending. For many years, this was a relatively small component of 

aggregate demand in China, but reports suggest that last year it contributed 66% to GDP, compared with 

35% for Investment and -3% for net exports.  
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Edexcel-Style Questions 

1. With reference to the information provided, outline two reasons why a transnational company may 

invest overseas. [5] 

 

2. Analyse two reasons why “Mr Xi is aiming for China to increase the value of its trade with 40 key 

countries to over $2.5trillion within a decade”. [8] 

 

3. Examine the likely impact of inequality on an economy such as China. [10] 

 

4. Assess the view that government intervention is essential in reducing inequality. [12] 

 

5. With reference to the information provided, evaluate possible policies that the Chinese 

government could pursue to help them reach their economic growth target of 6.5%-7%. [15] 

 

AQA-Style Questions 

1. Using Figure 1, identify one significant comparison between income per person in rural and urban 

China and using the data in Extract 3 calculate the value of investment spending in China. [5] 

 

2. Explain the term Foreign Direct Investment (FDI) and analyse how increasing outwards FDI could 

lead to increased economic growth in China. [10] 

 

3. Using the data provided and your own economic knowledge, evaluate the view that there is no 

need for further government intervention to improve the performance of the Chinese economy, 

[25] 
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Edexcel-Style Questions – Suggested Answers 

1. With reference to the information provided, outline two reasons why a transnational company may invest 

overseas. [5] 

Access to scarce resources, gaining knowledge/expertise, access to a new supply chain, utilising established 

brand names, lower production costs, access to skilled labour 

 

2. Analyse two reasons why “Mr Xi is aiming for China to increase the value of its trade with 40 key countries to 

over $2.5trillion within a decade”. [8] 

Boost net exports causing AD to increase, leading to growth and employment 

Diversification of export markets which reduces reliance on just a small number of markets 

Means that government spending as a % of GDP can fall if net exports rises – less strain on gov’t finances 

Improved political relations 

 

3. Examine the likely impact of inequality on an economy such as China. [10] 

Lower living standards for some 

Social unrest / crime 

Less growth because the poor have a higher MPC than the rich 

Increased urbanisation 

But 

The data states that inequality is falling 

Depends on redistributive policies 

Social unrest less likely in China due to communist regime 

 

4. Assess the view that government intervention is essential in reducing inequality. [12] 

Government intervention can reduce inequality – progressive taxes, availability of benefits, gov’t provision 

of essential services such as healthcare/education, tackle the root causes of inequality such as lack of skills or 

geographical immobility e.g. free 9 years rural schooling, abadoning the agricultural tax etc 

 

But the data suggests that many of China’s policies worsen inequality – household registration system 

preventing access to vital services for migrant workers, lack of property rights / lack of wealth. And there is 

evidence of the market alleviating inequality / trickle-down effect – reduced dependency ratio, companies 

moving inland in search of cheap labour etc 

 

5. With reference to the information provided, evaluate possible policies that the Chinese government could 

pursue to help them reach their economic growth target of 6.5%-7%. [15] 

Explain what is meant by economic growth, and the purpose of a target (boosts confidence, increases 

credibility). Policies include: 

 Greater gov’t spending on investment to increase AD and AS – but evidence of overcapacity already, 

so may want to invest overseas 

 Make exports more competitive given that net exports were negative i.e. devaluing the currency, 

subsidising exporters etc – but unpopular internationally with countries such as the US who see it as 

an unfair advantage 

 Encourage inwards FDI e.g. lower corporation tax, access to skilled workers etc – but not useful with 

existing overcapacity, and political/cultural issues 
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AQA-Style Questions – Suggested Answers 

1. Using Figure 1, identify one significant comparison between income per person in rural and urban China and 

using the data in Extract 3 calculate the value of government spending in China. [5] 

Possible comparisons: highest urban growth rate 13.5% in 2002 compared with highest rural growth rate of 

10.5% in 2011; rural growth rate now higher than urban growth rate, but the other way round for the rest of 

the period;  

 

GDP = $10.4bn and I is 35%, so 35% of 10.4bn = $3.64bn 

 

2. Explain the term Foreign Direct Investment (FDI) and analyse how increasing outwards FDI could lead to 

increased economic growth in China. [10] 

FDI refers to investment (the purchase of capital) overseas – inwards refers to capital entering a country and 

outwards refers to capital leaving 

 

One reason for outwards FDI is due to overcapacity in China – having too much capital is expensive (interest 

payments, opportunity cost, depreciation etc) so sending that capital overseas could lower production costs 

for CHinese firms, causing SRAS to shift to the right and lead to growth. 

 

Outwards FDI could also improve the knowledge and management skills of Chinese businesses/managers, 

causing LRAS to shift right. 

 

Outwards FDI could open up new export markets, leading to an increase in net exports and stimulate AD 

 

3. Using the data provided and your own economic knowledge, evaluate the view that there is no need for 

further government intervention to improve the performance of the Chinese economy, [25] 

“Performance” of the economy refers to growth, inflation, employment, BOP, inequality, environment, fiscal 

position. Possible points: 

 Inequality is reducing as a result of the free market searching for cheaper resources in rural areas 

but the gov’t needs to provide more benefits e.g. pensions to those in rural China 

 Economic growth was always going to slow as the economy became more developed – growth rates 

are higher in LEDCs – so now that essential infrastructure has been built by the gov’t free markets 

can “trickle down” their income and wealth elsewhere and growth rates will become more even but 

there are significant problems such as pollution associated with the high rates of growth generated 

by the gov’t which now need tackling 

 Trade balance is now negative, but MNCs are moving overseas suggesting that outwards FDI and the 

deficit on the financial account of the BOP will lead to a surplus again on the current account of the 

BOP but difficult to know how the trade balance will be affected because it also depends on the 

Chinese gov’t manipulation of the currency 

 Gov’t intervention is necessary to help spread the income/wealth across the country but maybe a 

different type of intervention is needed i.e. no need for the migration restrictions (“hukou” system) 

as that worsens growth and inequality 


