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NB: Question 6 does not have a correct answer because Debenture in the question which was supposed to be 500,000 was erroneously typed as 5,00,000

MARKING GUIDE PAPER 2

a) A planed (communist, or state or communist) economic system is one in which the problems of what to produce,
how to produce and for whom to produce is solved by the government only. The goverament, owns all the lands,
factories, farms, schools, hospitals and supermarkets. Eg. China, Cuba, North Korea, BelarusyLagos. (2mks)

State ownership of business wealth, - No competition, - Price control and rationifig, s Ne consumer sovereignty

Central government plans production and distribution (3x2=6mks)

A public, merit and private goods produced

Social or public interest

b)

i) Inequality in income and wealth, can be solved by:

- Progressive taxes

- Unemployment pay, low priced education, health and housing.pregrams, maximum price control, price ceilings

- Policies to assist the poor and disabled

- Student grants

- Expansionary monetary policies by directing credits to small and medium sized businesses

- Tax concession (tax reliefs)

- Grants and subsidies

- Budget deficit

i) The provision of public goods and meritggoods

iii) Fighting negative externalities=like=providing cheaper cleaner and quieter sources of energy like
hydroelectricity nuclear and atomi6, powers, providing underground systems, flyovers, pollution tax,
education, the creation of “industrial zones, planting trees, banning production processes that use
diflorochlorocarbonss

iv) Reducing monopoly, power e.g outlawing a monopoly, progressive taxes, nationalization, part ownership,
deregulation, subsidiessalfowing imports, product standard schemes, indegenilasation.

V) Controlling inflation ysing contractional fiscal and monetary Policies.

vi) Reducing unempIoS/ment through training, retraining programs, expansionary fiscal and monetary policies.
Building,factories, national employment fund, controlling the population etc.

vii) Shariag the“oenefits of economic change, like the provision of severance of redundancy payments, training
and retraining programs etc. Up to 12mks for 3 points well explained.

2.

a) Utility“ig defined as the degree of satisfaction obtained when a good or service is consumed. It differs from person
to person‘and from place to place. It is measured in utils. The law of diminishing marginal utility states that as more
goods and services are consumed the additional satisfaction gradually reduces becomes zero and then negative. The
table below gives the total and marginal utility functions for five cold drinks drunk by a thirsty person. (3mks)

Quantity T.U (utils) Marginal utility units
1 40 40
2 70 30
3 90 20
4 90 0
5 80 -10

3mks
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Marginal utility

40 7]

3mks
30

20 7

A

Quantity

O

-

If the good is free of charge the consumer will consume 4 drinks because his margin@? is zero and he or she has reached
the point of satiety. (1mk)

-10 —

b) A normal demand curve slopes downwards from left to right whi s that as price falls quantity demanded
extends, explained by: (1mk) Vo
. L 4
- The income effect (8x3 :9mks)

- The substitution effect
- The theory of diminishing marginal utility or revealed preferences

a) Price discrimination occurs when a firm sells the same product to different consumers at different prices for other
reasons other than the cost of production. E.g night clubs are dearser during weekends than on weekdays, dumping.
Price discrimination will be difficult to pra when: (2mks)

cQ)nopolist or has no market power.

- The firm cannot control output or is
- The firm cannot separate the mark
- The firm cannot ensure differin% ticities of demand  (4x2=8mks)
- She cannot avoid seepag
- If the cost of separating@kets is higher than the revenue to be obtained from price discrimination
b)
- Cross subsidization

- Firms use it toradvertis
- Itencourageg economies of scale and so lower average costs

- Lower s ofsthe products to consumers
- % product where it could not have appeared wunder a single pricing system
S)

a loss making monopolies to make abnormal profits
- It results in higher revenues and profits for the firm.
4. Price elasticity of supply is the degree of responsiveness of changes in quantity supplied with respect to changes in
prices.
percentage change in quantity supplied

ice elasticity of ly =
price elasticity of supply percentage chnage in price

Economic rent is the earnings of a factor above the supply price or transfer earnings. The transfer earnings or supply price of a
factor is the minimum reward that a factor needs to earn in order to remain in its present use. (5mks)
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a) When supply is perfectly inelastic (pess=0) the factor earns only economic rent and no transfer earnings as shown

below:
LN S
< D
Economic rent is OPAQ and transfer earnings
is zero
P A
FR b
7
0 0 Ouantit \
b) When supply is perfectly elastic, the factor will earn only transfer earnings as shown belo S = )
o
O
&SN
R D

~
This factor earns only tr r earnings equal to

OPBQ
S B S .
P . ,.9\0

TE D
0 .
Q Quantity
c) When supply is unit elastic (pess= 1) half of the earnings will be transfer earnings and half will be economic rent.
& é}omic rent = OPE
< 5 S @ansfer earnings = OEQ
P E O
§ 4
TE | ™
‘ 7
0 Quantity
d) When su ny inelastic (0 < 1 voo ~, w yi2ater past of the earnings will be economic rent and a smaller past will
be trensfer eamings.
Q
X<
< oo s
D F
Economic rent is OPEQ
© TE D Transfer earnings will be QEQ1
S
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When supply is fairly elastic (1 < Pess < o). The factor will earn more of transfer earnings and less economic rents.

& 1o
S
Economic rent will be PP1E and the transfer
earnings will be OPEQ.
P E
Q,
© D
/ TE
P1l S
0 Q Q1l  Quantity (3 cases well explained = 15mks)
5.
a) National income is the money value of all goods and services produc e economic resources of a country no
matter where they are found minus depreciation in one year. (2mk
- To measure the rate of economic growth
- To compare the standard of living over time in the same countr
- To compare the standard of living over space in different countries (4x2=8mks)
- For economic planning / fiscal policy
- For the construction of macro-economic models
- It directs investors, it determines direct foreign investment
b) inadequate statistics or information:
- double courting ()
- the problems of negative extern itQ
- estimating depreciation
- the problems of price inflatio
- the problem of services (resource cost)
- residual error estimates
- adjustment for fmanmab( ervices (estimates)
- owner occupied.dwellings
- the serviees of hausewives and other self-provided services
6.

a) Money is_defined as anything that is (officially) legally accepted as a means of exchange and the settlement of
debits. (4x3= 12mks)

i) medium of exchange i) measure of value, unit of account iii) store of value iv)
Standard of deferred payment

b)

i) Money substitute is anything that serves as a medium of exchange but not as a store of value e.g Cheques,
credit cards and electronic money transfer services like MTN Momo, Orange Money and Blue Money on
the other hand

i) Near money is anything that serves as a store of value but not as a medium of exchange e.g government
bonds, share and debenture certificates, building society deposits and local authority bills. (Definition two
marks, at least 2 examples for two marks, no conjunction mark over on 6mks)
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7. The term fiscal policy is the use of government income from taxes and government expenditure to realize certain

objectiv

es in the economy e.g full employment, economic growth, price stability, BOP equilibrium, and to reduce the

gap between the rich and the poor. There are two types. (up to 2 marks definition)

i)

c) The
The

The expansionary fiscal policy (G> T). This occurs when government expenditure is greater than government
revenue. So the government must borrow, reduce taxes, build more forms and factories. It is meant to reflate the
economy or increase the level of economic activity and output. It is used to achieve economic growth, full
employment and reduce the gap between the rich and the poor. (up to 4mks)

The contractionary fiscal policy (austerity budget) (T> G). This occurs when taxation expenditure is lesser than
taxation revenue. The government will be increasing taxes and spending less in the economy. The government
uses it to “deflate the economy” or reduce the volume of economic activity and output. It is used to reduce a
B.O.P deficit, reduce the rate of inflation and environmental degradation (up to 4mks)

national debt is defined as all the money that the central government has borrowed and_has not yet paid back.
burden of the national debt is the difficulty or the suffering that a country undergoes to%epay the external

national debt. The national debt will be a burden when (up to 2mks)

The debt contracted is mostly external

The debt is a very high percentage of the G.N.P

If the debt is financed by the sale of treasury bills o (short term government bonds
(4x2 = 8mks)

If the rate of inflation is low Q ¢
If the debt contracted is “deadweight” (not backed by readass@

a) Devaluation occurs when the government officially reduces the &I?\a value of a country currency from one upper

fixed exchange rate to a lower fixed exchange rate. So devaluation is deliberate and must occur with the fixed
exchange rate system. Devaluation makes exports cheaper and imports decrer, it is used to solve a chronic B.O.P
difficulty. It will succeed when (up to 2 marks for definition)

i)
i)
iii)
iv)
v)
vi)

Exports are elastic in demand
Imports are elastic in demand
The domestic economy has excess capatity (the absorption effect)
If other trading partners do not retald
If these are no further fears of angth luation
gl .

If the government can co inf

b) Reasons for import restrictions (4x2=8mks)

iii)
iv)
v)

vi)
vii)

To raise revenue

To prevent damping

To protect infant inE{stries

To cusfiien unemployment at home

To &Void.the dangers of over specialization
To prevent unfair trade

Tesavoid a B.O.P deficit

To be self-sufficient at was (strategic reasons)

To reduce the negative effects of trade sanctions
To prevent the entry of contra band or undesirable goods (5x2 = 10mks)
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1. a) AR =TR/Q =80/2 =40, 160/4 = 40

MARKING GUIDE PAPER 3
etc and MR = ATR/AQ =160-80/4-2 = 40, 240-160/6-4 = 40, etc OR a table

Qty TR (000F) AR (000F) MR (000F)
2 80 40 40 1 mrk for each formulax 2 =2
4 160 40 40 marks

Ans =1 mrk each x 2 = 2 marks
6 240 40 40 Just one or two answers is/are ok
8 320 40 40

b) Perfect Market 1 mark
Reasons: AR is constant, MR is constant, AR = MR, TR increases at constant rate, etc. Any first three Imark x 3 = 3marks
¢) Profit= TR — TC, see table

Qty | TR (000F) TC ( 000F) Profit (000F)

2 80 80 00

4 160 120 40

6 240 190 50 N
L 2

8 320 330 —10

Profit max output = 6 units Abnormal profit per unit = Total P
Profit = 1mrk, correct output = 1 mrk, calculation of abnormal pr6fi
d) TFC = 35,000, TVC = TC — TFC = 190,000 — 35,000 = 155,000Frs

put = 50,000/6 = 8,333.3Frs
unit = 1 mrk, correct answer = 1 mrk
rking = 1mrk, Answer = 1mrk

e)
= In a Monopolistic Competitive Market there are many-firms( sellers) whereas only one firm exists in a Monopoly
market
= Firms carry out both price and non-price competition in a monopolistic competition whereas no such competition
exist in a monopoly market
= Abnormal profits may be made in a monc@ijic competition and that is only in a short run whereas in a
monopoly market abnormal profits ar, in both short and long run
= The demand curve in a monopolistic ition is more elastic whereas inelastic in a monopoly markets
= Etc. etc. 2 mrks each for any fir. o ®itferences = 4 marks. BUT 1 mrk each if no conjunction
f)

= Many buyers and seller.

= Free entry and exit

= Product homogeneity

=  Only one price'exists ( firms are price takers)

= AR =MR, elCy 1 mrkeachforany first two xtics—=2marks

2. a) Certificate of Ingorporation 1 mrk
b) Limited Kiability = Business risk is restricted to the amount invested OR Investors (shareholders are liable for the
risk of the business only up to the amount they have invested in the business OR private properties of shereholders are
excluded from claims in case of business collapse or indebtedness. 2 mrks for any first one.
b) i) Un-issued Capital = Nominal Capital — Issued Capital
Nominal Capital = 210 million Frs as given
Issued Capital = 200x100, 000 + 800x100, 000+1,000x100, 000 = 200 million FRS
Un-issued Capital = 210 — 200 = 10 million Frs Working 2 mrks Ans = 1 mrk.
ii) Gearing = Loan Capital: Risk Capital
Loan Capital = 200x100, 000+800x100, 000 = 100 million Frs
Risk Capital = 1,000x1000, 000 = 100 million Frs
Given that Loan Capital = Risk Capital —Gearing = 1 — Balanced geared.Working 1mrk, conclusion = 1 mark
c) Rate of Dividends on Ordinary .share = Returns (dividends) / Face Value x 100/1,

But Return on Ordinary .shares = Net profit — (Interest to deb +Dividends to Preference shares) o
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Total Profit made = 8,500,000 Frs, Ploughed back = 800,000 — Net profit for sharing = 9,000,000 — 800,000 = 8,700,000 Frs
Interest to deb = 6% of 100,000x200 = 1,200,000 Frs,

Dividends to Pref. shares = 5%of 100, 000x800 = 4,000,000 Frs

Dividends to Ordinary .shares = 8,700,000 — (1,200,000 + 4,000,000) = 3,500,000 Frs

Face value of Ordinary .shares 1,000x100, 000 = 100,000,000

Rate of Dividends on Ordinary .shares = 3,500,000/100,000,000 x 100/1 =3.5% Formula of Rate of D. 1mrk,
working 3mrks Ans 1mrk

d) Yield = Dividends /Market Value x 100/1 = 3,500/110,000x100/1 = 3.18% OR Yield = 3,500,000/110, 000000 x
100/1 = 3.18% Formula of Yield. Imrk, working 1 mrks Ans 1mrk

NB: Dividends per Ordinary .share = 3,500,000/1,000 = 3,500 and Total Market Value = 110,000x1, 000 = 110,000,000

e) Earning from Debentures = 1,200,000/200 x 10 = 60,000

Earnings from Preference .shares = 4,000,000/800 x20 = 100,000

Earning from Ordinary .shares = 3,500,000/1,000 x 5 = 17,500,

Hence Total Earning of the Investor = 60,000+100,000 + 17,500 = 177,500 Frs working 3mrks Ans\Imrk

3. a)i) Similarities: Both Devaluation and Depreciation of currency cause a fall in money valug,\Both occur in Foreign
Exchange Market, etc Any first one similarity = 2 marks
Differences: Devaluation is deliberate (initiated by the government) while Depreciation depends on the forces of
demand and supply of currencies, Devaluation is aimed at improving trade balance or eeenomic conditions while
depreciation is a reflection of changes in economic conditions, Devaluation is,i nted at a specific time whereas
Depreciation comes spontaneously, Devaluation cannot occur in a Flexiblest ge Regime while Depreciation can
occur there, etc. etc.. Any first one difference = 2 marks, less Imark if nction
ii) Similarities: Both Revaluation and Appreciation of currency ’caqﬁ' crease in money value, Both occur in
Foreign Exchange Market, etc Any first one similarity = 2 marks 3
Differences: Revaluation is deliberate (initiated by the government) while Appreciation depends on the forces of
demand and supply of currencies, Revaluation is aimed at improving trade balance or economic conditions while
Appreciation is a reflection of changes in economic conditions, Revaluation is implemented at a specific time whereas
Appreciation comes spontaneously, Revaluation cannet oecur in a Flexible Exchange Regime while Appreciation can
occur there, etc. etc.. Any first one difference = 2 marksy less Lmark if no conjunction

b) When e, + em > 1 (sum of elasticity of d export and elasticity of demand for import is greater than one)
or both export and import are elastic i either way = 2 marks

Balance or BOP » Devaluation initially makes BOP worse as it aggravates to B

Situation » This is because the volume of export and import are not
automatically adjustable. Almost same quantity will be

/ export and imported as commanded prior to the devaluation
now under a devaluated currency thus a much lesser income

J-Curve from export and much higher expense on import making the
R BOP situation worse than before
» Adjusted with time, the BOP situation is improved upon

C) Current Account \ O » Point A indicates persistent BOP deficit.

~

@) A Tirne Diagram 2marks
Explanation 3 marks

d) Less freedom for the government to concentrate on domestic goals, less economy in the use of foreign reserves, etc.
NB: no automatic adjustment is the one mentioned in the passage, so do not consider it in marking

e) Given 1 euro = 655.957CFA F —9,455 euro = 9,455 x 655.957 CFA Francs = 6,202,073CFA Francs working 1mrk
Ans 1mrk

f) Given 1 euro = 655.957CFA —6,500,000 CFA = 6,500,000/655.957 Euro = 9,909.186 Euro

Now, Cost = 9,455 Euro, Sale = 9,909.186 Euro — Difference = 454.186 (Gain) working 2mrks Ans 1mrk

g) Disadvantages of Floating Exchange Rate : Automatic adjustment to BOP, Greater freedom to the government to
concentrate on domestic goals, Economy in the use of foreign reserves, More efficient allocation in the world resources,
etc. Any first two disadv = 1 mark each x 2 disadv = 2marks
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Advantages of Floating Exchange Rates: Uncertainty in international trade, Instability in international trade due to
speculation in buying and selling of currencies, lack of control and discipline in the Foreign Exchange Market, difficulty
in managing the economy, etc... Any first two adv = 1 mark each x 2 adv = 2marks

a) 1) Utility is the satisfaction derived from the consumption od a good or service at a given time. 1 mark

ii) Characteristics of Utility: differs from peron to person, changes with time, differ from place to place, it is measurable
in utils, etc. Any first two xtics = 1 mark each x 2 xtics = 2marks

iii) Law of Diminishing marginal utility: As more of a good is consumed the additional satisfaction tends to fall ceteris
paribus or as more of a good or service is consumed the satisfaction derived from the consumption of the extra
(additional unit) tends to fall, all things remaining constant. 2 marks provided the candidate mention all things
remaining constant or ceteris paribus, if not give 1 mark

iv) Satiety is a point where TU is highest or MU zero Anyone = 1 mark

b) i)
Quantity | 1 | 2 3 4 5 6
TU of 50 | 90 120 | 135 135 120 See graph
Beans
MU of 50 | 40 30 15 0 -15
Beans b
*
Utility (utils) 4 .
4 lf
135 // I/ N
120 V4
/ Tlotal Utility (TU)
105 7
90
75 / l~
/4
60
4
45 pa
O =
30 %
’ N
15
IN\V/ N q
} ] / 3 4 5N 6 Quahtity of Goods
- 5,
Marginal U[tilily (MU
ii) When is rising MU is falling, When TU is highest MU is zero, When TU is falling, MU is negative, At quantity
1, TU= s if any first three of the description are correct ( 1 mark eachx3)

c) i) Columnsfor : MUgr/Pyx, MUg/Pg 1 mark each x2 = 2 marks

Quantity of Goods TUIfR | TUofB | MUg | MUg | MUR/Pr | MUg/Pg
(Plates) (utils) (utils) R=100 | B=200

1 20 50 20 50 0.2 0.25
2 35 90 15 40 0.15 0.2
3 45 120 10 30 0.1 0.15
4 50 135 05 15 0.05 0.075
5 50 135 00 00 00 00
6 45 120 -05 -15 -0.05 -0.075

MUR/Px = MUg/Pg=0.15 — 2 plates of Rice and 3 plates of Beans

2x 100 + 3

1 mark each x2 = 2 marks
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i) The theory fails to predict complex human bahaviour, Measurement of utility in absolute term is not
realistic, the theory ignores the influence of income ad substitution effects, the theory assumes consumers
are rational but fails to realize that sometimes consumers’ actions are largely influenced by emotions, bias,
lack of empirical evidence, etc.

5. a)NPV=YPV-PC
YPV = Ry/(1+0)' + R2/(1+r)2 + R3/(1+r)3 + R4/(1+r)* where Ry, R, R; and R, are the expected future earnings from the
investment and r is the interest rate on loan to finance the investment. NB r =10% = 0.1
Y PV = 660,000/(1+0.1)" + 544,500/(1+0.1)? + 299,475/(1+0.1)® + 263,538/(1+0.1)"
= 600,000 + 450,000 + 225,000 + 180,000

= 1,455,000 Frs
Now PC = 1,460,000 — NPV = 1,455,000 - 1,460,000
=-5,000 Conclusion: I will not advise the widow to buy the machinci%ause NPV is
negative Formula = 1 mark, working = 3 marks, final answer = 1 mark, conclusion makk
b) With variable costs now incurred and scrap value, the sum of present values become
YPV = Ry-Co/(1+1)! + R,-Cof(1+1)* + Ra-Ca/(1+1)% + R4-C4+SV/(1+1)* where Cy, C,, Cs e the various

maintenance costs and bills and SV is the scrap value.

YPV = 660,000 — 110,000 /(1+0.1)* + 544,500 — 121,000 /(1+0.1)? + 299,475 — 133,100/@1+0.1)* + 263,538 — 146,410

+600,281/(1+0.1)* :
= 500,000 + 350,000 + 125,000 + 490,000

= 1,465,000 . Q
Given that PC = 1,460,000 and Y PV = 1,465,000 —NPV = 1,465,000 x 00 = 5,000 Frs
Conclusion: I will advise her now to buy the machine because the N(\7 is, positive or Y PV>PC
Formula = 2 marks, working = 4 marks, final answer =1 mark, cor?usion =1 mark

C) i) Level of demand, Expected profit, Costs of the investmentsinteret rate, government policy, Political atmosphere,
expectation of the investor, labour force, etc. etc... First.four factors = 4 marks

ii) -Public investments are carried out by the government.whereas Private investments are carried out by the private
individuals or firms, -Public investments are not carried out for profit making unlike Private investments which are
carried out for profit making, -Public investments can-sometimes be influenced by some political reasons unlike
private investment which are not influenced by pelitical reason, - large government borrowing that increate public
investment rather crowds out private invest @; etc. etc... First one distinction =2 marks, no conjunction less 1
mark
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