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SECTION A 

Answer two questions only from this section 
 

1. Study the schedule below and answer the questions that follow it. 

Units of output 
 

            1 
            2 

            3 
            4 
            5 

            6 

      Total cost 
            K 

            10 
            15 

            18 
            24 
            35 

            48 
 

Required: 

(a) From the above schedule, derive the following: 

 
(i) Average costs;                                   3 Marks 

(ii) Marginal costs.                       3 Marks 
 

(b) (i) Without necessarily plotting, draw typical graphs of the average 
  cost, marginal cost, and the total cost.                                 6 Marks 

 

(ii) Draw clearly labelled diagrams showing profit maximizing firms 
operating under perfect competition and monopolistic competition 
in the short run.              8 Marks 

        (TOTAL: 20 MARKS) 

 

2. (a) Define the term “production possibility curve”.             2 Marks 

 
(b) State two reasons why the production possibility curve is important.        2 Marks 

 
(c) State four economic changes that would lead to a rightward shift in the production 

possibility curve.                               4 Marks 

 

(d) State three disadvantages of a free market economy.             6 Marks 

 
(e) Scarcity of resources means that choices must be made regarding how the resources 

will be allocated.  

 

 Required: 

 State and explain the three basic questions of resource allocation.            6 Marks 

       (TOTAL: 20 MARKS) 

 

Continued/...... 
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3. The diagram below indicates the theoretical demand curve for salt in Malawi.  Study the 
diagram and answer the questions that follow it. 

 
 

 
Price                 Demand 

                   

 
 

 
 
                             P0 

 
 

 
 
 

 
                                                           Q0                             Output 

 
 Required:    
 

(a) What is the likely price elasticity of demand for salt in Malawi?          2 Marks  
 

(b) Assume that you were one of the traders selling salt in Malawi, why would you be  
willing to increase its price?                                 2 Marks 

 

(c) If the Government decided to levy value added tax on salt, what would be the 
effect on consumers and producers?  Copy the above diagram and explain.  

                        6 Marks 

 
(d) Name and explain three factors that influence the price elasticity of supply of a 

 product.                            6 Marks 
 

(e) What is the difference between Consumer Surplus and Producer Surplus? 
4 Marks 

                 (TOTAL: 20 MARKS) 
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SECTION B 

Answer only three questions from this section 

 

 
4. (a) Explain two factors that determine how much individual consumers consume and 

 save.                                                                                    2 Marks  
 

(b) The following table shows a person’s Income Y, Consumption C and Investments I 

for a period of six years in Malawi Kwacha. 
 

Y C I 

0 100 100 

500 520 100 

600 600 100 

900 840 100 

1,100 1,000 100 

1,500 1,300 100 

 
 Required: 

 
(i) Calculate the aggregate demand AD, and saving S, at each income level.  

6 Marks 

(ii) What is the meaning of the term “autonomous consumption”?      2 Marks 
 

(iii) At the income level of K1,100 in the table, calculate: 
 

(1) the average propensity to consume and 

(2) the average propensity to save.             4 Marks 
 

(iv) What is the marginal propensity to consume when the income level 
changes from K500 to K600?                         2 Marks 

 

(v) Given a consumption function C = 12 + 0.4Y.  Calculate the marginal 
propensity to save and the multiplier.              4 Marks 

(TOTAL : 20 MARKS) 
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5. (a) What is fiscal policy?                2 Marks 

 

(b) State two main ways of reducing the size of the Public Sector Borrowing 
Requirement (PSBR).                           4 Marks 

 
(c) Explain what is meant by supply side economics.            2 Marks 

 

(d) State five main objectives of supply side policies.            5 Marks 
 

(e) Name five causes of underdevelopment.             5 Marks 
 
(f) State any two costs of unemployment.             2 Marks 

        (TOTAL: 20 MARKS) 

 

6. (a) Define the term “foreign exchange rate”.                                              2 Marks 

 
(b) Explain four factors that determine exchange rates.            4 Marks 

 
(c) State two adverse economic effects arising from the depreciation of the Malawi  

  Kwacha.                           2 Marks 
 

(d) Define “terms of trade”.                 1 Mark 

 

(e) Name two causes of a decrease in terms of trade.            2 Marks 

           
(f) State two advantages of fixed exchange rates.                       2 Marks 
 

(g) What are special drawing rights?              2 Marks 
 

(h) Define the term globalisation”.               2 Marks 
 
(i) State three negative effects of globalisation.             3 Marks 

        (TOTAL: 20 MARKS) 

 

7. (a) Name two broad schools of thought about monetary theory.           2 Marks 
 

(b) Name and explain four main factors that contribute to money supply growth. 

8 Marks 

(c) Give four broad approaches a government can use to control the growth in money 

 supply.                  4 Marks 

 

(d) Explain six ways in which the government can influence the level of private 
investment.                                                                        6 Marks 

 (TOTAL: 20 MARKS) 

E N D  


