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1. We are given the following: 
 

           

 
           

 
 

(a) Equilibrium price is the price where quantity demanded of a product is equal 
 quantity supplied.                 

 

(b) Equilibrium price,                          
 

         

 
                       

 
 

 
(c) Total revenue,               

 
          

(i)                  

(ii)                  

(iii)                   

(iv)                   

 
(d) If spicy-usipa has a relatively elastic price elasticity of demand, then: 

  
(i) A decrease in the price of spicy-usipa will lead to increase in total 
 revenue.                 

 
(ii) An increase in the price of spicy-usipa will lead to decrease in total 
 revenue.        

) 
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2. (a) (i) Supernormal profits are the profits which a firm makes that are more 
  than zero, i.e., when revenues are more than costs.             

      
(ii) Unlike supernormal profits, economic profits measure the difference 

between the revenue received from the sale of an output and the 
opportunity cost of the inputs used. This can be used as another name for 
"economic value added" (EVA).                                   

           
(iii) The diagram below indicates how supernormal profits can exist in the 

short run in a perfectly competitive market, a market structure that 
Zatheka intends to enter.   

 
 

 
In the short run, a firm in the perfectly competitive market has some of its factors of 

production still fixed.  The firm is therefore able to enjoy some supernormal profits as 
indicated by the dotted rectangular box in the graph above. This can only take place in 
the short term, because in the medium-to- long term, such supernormal profits will attract 

entry of new firms into the market.        

 

 (iv) Two advantages of operating a business as a sole trader are: 
 

 There is quick decision making.                 

 The business may not require a lot of capital to start.                         

 

While  two disadvantages of operating a business as a sole trader are: 
 

A 

B Quantity Q0 

 

  

Average cost (AC)  

P0 

P 

MC 

AC 

 

 

Marginal cost (MC) 

AR=MR=D 

where, P is Price, AR is Average Revenue, MR is Marginal Revenue and  

 D is demand. 
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 There is unlimited liability.                 

 The business may lack expertise.                         
                                  

 

(b) Four characteristics of a pure monopolyare as follows 
 

 There is a single seller in the industry.                            

 The firm sells a unique product.                             

 The seller is a price maker.                             

 There is imperfect flow of information.                            

Note: Other points can be considered                         
              

 
 
3. (a) The production possibility curve shows the alternative combinations of two 

 products that the economy can produce if it fully utilizes its resources. It also 
 represents the boundary between the products that can be produced, i.e., within 

 the frontier and those that cannot, i.e., outside the boundary.            
 

(b) An understanding of opportunity cost is very important in interpreting the 

movements along the production possibility curve because a switch from one 
product to another illustrates opportunity costs. This implies that along the 

production possibility curve the opportunity cost of producing more of one 
product would be the lost production units of the other.             

 

(c) Five economic changes that can lead to Malawi’s rightward shift from its 
hypothetical point within the PPF are: 

 
(i) An increase in (productive) labour force. With an increase in (productive) 

labour force the country is able to produce more than is currently the case.  

          

 

(ii) Improved methodology. An improvement or more efficiency in methods 
of working is likely to increase output.            

 

(iii) Technological advancements.  With the introduction of modern 
technologies, Malawi would be able to produce new, more or better 

quality products leading to increased output (income).          
(iv) Natural resources. A new discovery of natural resources such as oil may 

boost Malawi’s economy.               

 
(v) Improved (proper) management. Proper management of Malawi’s 

resources such as properly managed government resources, reduction in 
corruption are likely to lead to better economic performance than is 
currently the case.                        

Note: other points can be considered.            
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(d) There are three basic resource allocation decisions as follows: 
 

(i) What goods and services should be produced? This will depend on 
what consumers want to buy and what they will pay for each product.  

  

(ii) How will these goods and services be produced? The producers of 
products might be small or large, private or public companies.  The choice 

about who will produce the products and how they will be produced will 
depend on the costs of resources and the efficiencies of resource 
utilization.                            

 

(iii) To whom will the products be distributed? Some products may be 

provided freely by the state while others have to be paid for. The 
distribution of products will largely depend on the distribution of income 
and wealth in society.                

          

         

4. (a) Quota stands for government limitations on the amount of product that can be 
 produced locally or imported into the economy.             

 
(b) The total revenue that Kasungu would generate with: 

 

(i) Quota on tobacco production: 
 

                                                                              
 

                  
 

                             

 
 
(ii) No quota on tobacco production 

    
                                                     

 
                  

 

                                
 

 

(c) Total revenue generated with no quota exceeds total revenue that Kasungu generates with 
quota by                                              

 

(d) The price that most likely represents an underground price is                    
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(e) Dead weight loss is the cost to the society caused by distortions or inefficiencies in the 

market. These distortions can be in a form of taxes or monopolies.             
           

The quota- led dead weight loss can be calculated as follows: 
 
Diagrammatically, the dead weight loss is represented by the area of triangle 

between the quota line and the initial equilibrium price.  
 

            
 

 
             

 

 
                        

 
        

 
 

 

                                                    

                               
           
(f) Two disadvantages of having a quota system are: 

 
(i) Loss of revenue. Since a quota limits the amount of produce, people/farmers are 

likely to earn less than if there was no such limitation.            
 

(ii) Socio-economic evils (Development of underground economy). Some producers 

may produce more than dictated by quota and sell underground or corrupt 
officials. Such things work against socio-economic development of a country.  

         

Note: Other points can be considered.      

         

         
5. (a) Free-floating exchange rate is the form of exchange rate left to the free play of 

 market forces and there is no official financing at all. There is no need for 
 government to hold any official reserves, because it will not want to use them. 
 This is however, theoretical.        

On the other hand, a managed floating exchange rate is kind of floating exchange 
rate in which a government intervenes at some frequency to alter the direction of 

the float by either buying or selling currencies and/or raising or lowering interest 
rates.                    

        

 
(b) Two advantages of a floating exchange rate system are.  

 
(i) Automatic balance of payments adjustment - Any balance of payments 

disequilibrium will tend to be rectified by a change in the exchange rate.   

                   

(ii) Lower foreign exchange reserves  - A country with a floating rate usually 
does not need to hold large amounts of foreign currency because it does 
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not necessarily need to prepare for a time when it has to defend that rate.  
                                                                                             

Note: other points can be considered.                                              
           

 
(c) Three factors that tend to influence exchange rates include: 

 

(i) Natural resources of the country. A country that is rich in natural 
resources should benefit not only from a net surplus on its current account 

but also from long term capital investment from overseas investors. Such a 
country’s currency should therefore be strong in the foreign exchange 
market.                            

 

(ii) The political stability of a country. A country with stable political or 

economic status is likely to have strong investment hence strong currency.  
  

 

(iii) Government policies. Some government policies such as exchange 
controls and import controls tend to weaken a country’s currency.  

 

Note: other points (e.g., speculation by traders) may be considered.              
                    

 
(d) Devaluation is a government’s monetary policy through the central bank in which 

 the value of its local currency is deliberately reduced against other international 
 currencies.                                   

 

(e) Two adverse economic effects that may arise from the devaluation of the Malawi 
 Kwacha are:  

 
(i) Inflation. Devaluation of the Kwacha would make imports become more 

expensive (since the price elasticity of demand for imports is generally 

inelastic) leading to imported cost-push inflation.            
 

(ii) It worsens the BOP deficit.Since Malawi’s price elasticity of demand to 
import, particularly of raw materials, is inelastic, while the country’s 
export base is small and weak, devaluation is likely to worsen the BOP 

deficit as the country continues to import more at higher prices and export 
less at lower prices.                

Note: other points may be considered.             
 

 

6. (a) (i) Employees would lose if the actual inflation turns out to be higher than  
   expected. This is because higher inflation would reduce the real value of  

   their disposable income.            
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(ii) Firms would lose if the actual inflation turns out to be lower than 
expected. This is because with lower inflation firms would incur higher 

variable costs of production through high real wages.           
 

(b) Real interest rate is nominal interest rates less inflation.  It measures interest rate 
that has been adjusted to remove the effects of inflation to reflect the real cost 
of funds to the borrower, and the real yield to the lender.             

 
(c) Explaining cost-push inflation with the aid of a graph.  

 

 
 

Cost-push inflation occurs where the costs of factors of production rise regardless of 

whether or not they are in short supply.  
 

From the graph above, if firms’ costs increase they will react by increasing their prices 
and reducing production. This is represented by a shift to the left in the AS curve from 
AS1 to AS2 resulting in increase in the general price level from P1 to P2.           

           

(d) Three undesirable consequences of inflation are: 

 
(i) Redistribution effects. Different income groups are likely to be affected 
 differently; for instance, those on fixed incomes will have their purchasing power 

 reduced.                 
 

Price 

            Level 

Real National Income 

AS1 

AD 

      P2 

      P1 

     Y1      Y2 

AS2 

 

where, P is Price Level, Y is Real National Income, AS is Aggregate Supply and AD 

is Aggregate Demand. 
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(ii) The effect on the balance of payments. High inflation may make exports less 
competitive and depending on the price elasticity of demand, the effect could be a 

deficit on the balance of payments.                
 

(iii) Reduces private investment. With inflation, commercial banks tend to increase 
 their lending rates which indirectly crowds out private investors.            

 

Note: other points may be considered.                 

                    

         

7. (a) Indirect Business Taxes (IBT) represent the difference between what buyers pay 

 for final product and what sellers receive.                        s 
 

(b) The value of Gross National Product ( ) is calculated as follows: 
 

                                        
  

             

 
                              

 
 

(c) The marginal propensity to save,                 
 

                             
 

(d) Capital Consumption Allowance,                       

 
                               

 
(e) If household income increases by       , then the total national income will 

 increase by
 

   
                                 

 
(f) Five difficulties that are associated with calculating national income include: 

  
(i) Production includes goods and services paid for but excludes work done 

by a person for oneself.              
 

(ii) Goods with serviceable life of several years are included in national 

income at their full value only in the year they are bought.              
 

(iii) Data from which the national income figure is estimated usually contain 
errors.                   
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(iv) Although transfer payments do not affect national income, net income 
from abroad does increase the total size of a nation’s income and must be 

calculated.                   
 

(v) Public goods and services are valued at cost whereas outputs of private 
firms include profit in their valuation.               

            

Note: Other points may be considered.     

 

8. (a) Investment can be described as committing resources (factors of production) to a 
 long-term project with a view to earning a satisfactory return over the period of 

 the project.                 
 

(b) Four factors that may influence the volume of investment in Malawi are: 

 
(i) The expected return from investment.               

(ii) Interest rates.                 

(iii) New technology and methods of production.               

(iv) The availability of government grants or subsidies.             
 

Note: some other points may be considered.                                               
           

(c)   

 
(i)      From the above figure, points A, B and C can be explained as follows: 

 

 At point  A  the  economy  is  entering a recession. In the recession 
   phase,  consumer demand falls and many investment projects  

   already undertaken begin to look unprofitable.  
 

Some additional points (Optional):Orders will be cut, stock 
levels will be reduced and business failures will occur as firms find 

A 

B 

C 

Trend in output 

Actual output 

Time 

Output       

* 

* 

*
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themselves unable to sell their goods. As a result, production and 
employment will fall and this will lead to a fall in income and 

expenditure. The general price level will also begin to fall and 
consumer confidence diminishes and investment remains low.  

                  
 

 Point B  occurs  when  the  above  problems  are  not  met with any 

   stimulus to aggregate demand. In that period, full depression sets  
   in.                                      

 At point C the  economy  has  reached  the  recovery stage/phase of 
   the cycle.  Once  begun,  the  phase  of  recovery  is  likely  to   

   quicken  as confidence returns.  Output,  employment  and  income  
   will  all  begin  to rise. Rising production,  sales  and  profit  levels  
   will  lead  to  optimistic  business expectations and new investment 

   will be more readily undertaken.             
           

 
(ii) Point B best describes Malawi’s economy if the year 2012 is used as yard-

stick. This is because the economy has been riddled by high 

unemployment rate, soaring cost of living and many businesses have 
collapsed. 

 
Note: point A can also be given as an answer depending on the justification that a 
candidate provides.                 

 
(iii) Five characteristics of an economy at point B include: 

 
(i) Consumption falls off                

(ii) Many investments become unprofitable             

(iii) Production falls                 

(iv) Employment falls                

(v) Profits fall                  

Note: some other points may be considered.           
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9. (a) In international trade, comparative advantage is a situation in which one country, 
 firm or region can produce a good at a lower opportunity cost than another. 

          
(b)  

 Cassava Maize 
Malawi 6 10 

Zambia 5 9 

 
It is important to note that given products x and y then opportunity cost of x is 
equal to resource requirement for x divided by resource requirement for y. 

Therefore: 
 

(i) For Malawi, the opportunity cost of producing maize with respect to  

  cassava equals 
  

 
                    

 

(ii) For Zambia, the opportunity cost of producing cassava with respect to  

  maize equals  
 

 
                    

 

(iii) We reproduce the table which indicates the opportunity costs in brackets: 
 

 Cassava Maize 
Malawi 6 (0.6) 10 (1.67) 

Zambia 5 (0.56) 9 (1.8) 

                     

From the table above it can be noted that Malawi has lower opportunity 

cost than Zambia when it comes to maize production, while Zambia has a 
lower opportunity cost than Malawi when it comes to production of 

cassava. As such Malawi should produce maize and trade it with Zambia 
while Zambia should produce cassava and trade it with Malawi.     
                 

 
(iv)  The  following  are  four  limitations  that  the  two  countries  would  

  experience if they  were to trade without money (using barter trade): 
 

 It would be cumbersome.                

 The limitation with regard to double coincidence of wants.  

 There would be problems of divisibility.              

 There would likely be a problem of transferability.             

Note: Other points may be considered.              

          

(c) Four arguments against protectionism are: 
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(i) Protectionist measures usually taken by one country tend to provoke 
retaliation by others. This leads to reduction in the volume of trade.  

   

(ii) Protectionism would limit competition and hence lead to inadequate and  

  poor quality products being produced at high prices.              
 

(iii) Because of retaliation by other countries, protectionist measures to reverse 

balance of trade deficit are unlikely to succeed.             
 

(iv) Generally, widespread protectionism tends to damage the prospects of 
economic growth.                 

Note: other points may be considered.                          

       

          

E N D 


