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ECONOMICS PAPER ONE, P220/1
SECTION A

1. a) A market is an arrangement that brings buyers and sellers in close contact for consideration of a transaction.


(1 mark)

 
Essentials of a market include:

 Presence of sellers

 Presence of buyers

 Existence of goods for sale

 Presence of a medium of exchange

 A location/ site.                                                      (3 x 1 = 3 marks)

b) Limitations to successful operation of monetary policy include:

 Poor lending and borrowing conditions which may be due to lack of trustworthy borrowers or lack of collateral security.

 Weak commercial banking system
 Public not knowing facilities offered by commercial banks

 Corruption in the banking sector

 Under developed money market

 Poorly developed infrastructure 
 Poor performances of businesses in an economy

 High liquidity preference in an economy. 
 Resistance from foreign owned commercial banks                            

                                                                    (Any 4 x 1 = 4 marks)

c) i) Cross Elasticity of dd  = (% ( in dd for Y) / (% ( in px of X).

                                           = (10 / 40) / (1000 / 2000).

                                           = ½        (1 mark @ step = 3 marks)

ii) Commodities X and Y are Substitutes.                            (1 mark)

d) Attributes of a good tax include the following:

 Certainty
 Convenience

 Elasticity or flexibility

 Equity

 Impartiality

 Productivity

 Simplicity

 Economy/ efficiency
 Political acceptability

 Diversity/ comprehensiveness

 Built-in-stabilization

 Avoidance of double taxation

(8 x ½ = 4 marks)
e) i) Multiplier = 1 ( mps.

                        = 1/ 20%

                        = 5 times.                                             (2 marks)

ii) Overall change in income = Initial change in income x multiplier.

                                          = (100,000 x 3000) x 5

                                          = Shs.1,500,000,000/=.           (2 marks)

SECTION B

2 a) Economies of scale are advantages that accrue to a firm(s) because of large - scale production and these advantages are realized by attaining greater output at decreasing per unit cost.


     (2 marks)
Economies of scale are represented by the falling portion of the long run AC curve (see illustration below).



       (1 mark)
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       (1 mark)
Economies of scale can either be real or pecuniary economies of scale;










         (1 mark)

The economies can also be internal or external advantages that associate with large scale production.




        (1 mark)
b) Firms remain small in spite of advantages of large scale production because of the following reasons:
- Ease of management particularly where proprietors have limited skills in business management

- Fear of diseconomies of scale that are associated with large scale production

- Fear of high taxation that is associated with large scale production
- The need for personal contact with customers

- Market served is small and specific

- The need to have privacy in the business

- High business uncertainty in the economy

-  They are affiliates of large firms

- They use by – products of large firms as their inputs

- They produce according to special order
- They are experimental units

- 









  (7x2 = 14 marks)

3 a) GNPfc is the money value of goods and services produced by nationals of a country during a given period of time when valuation considers prices of factor inputs;                                                 (2 marks)
WHILE

GDPmp is the money value of all goods and services produced by residents of a country in a given period of time when valuation is at market prices (i.e. taking values of goods at the product market).  (2 mks)
b) Factors that determine the level of a country’s GDP include:

 Stock of capital available for use/ investment
 Stock of skilled labour available

 Level of technology

 Amount of natural resources available

 Level of development of infrastructure

 Government direction and action

 Political climate and the general investment incentives available
 Terms of trade

 Foreign aid and investment

 Attitude towards work

 Level of entrepreneurship.                           (Any 8 x 2 = 16 marks)
4. a) The piece- rate system is a system of wage payment whereby workers are rewarded according to the amount of output produced. i.e. the more the output the higher the wage and the lower the output the lower the wage.







      (2 marks)
While 

Time rate wage system is a system of wage payment whereby workers are paid according to number of hours work during a given period which can be a day or week or month.                                                (2 marks)
b) More reliance on piece - rate than on time- rate is because of the following reasons:

 It requires limited supervision compared to the time- rate system, which is very costly in terms of supervision.

 It encourages more efforts and initiatives than the time - rate system.

 Promotes team work spirits unlike the time rate where workers are quite independent of each other
 Encourages quick depletion of tasks unlike the time rate, which requires clocking in and clocking out- time wasting.

 Encourages innovation in production unlike time rate that breeds a lot of laxity
 Encourages competition among workers

 Minimises labour unrest

 Output is easily or correctly estimated

 With it more output is realised

 Slow workers are encouraged to speed up their rate of working whereas with time rate system idleness and laziness are encouraged.

 A lot of paper work is involved under the time rate system.

 Piece rate system limits possibilities of quarrels and arguments between employees and their employers.

 Selection of workers is easier under the piece rate system.

(Any 8 x 2 well contrasted = 16 marks)

5.a) Price mechanism plays a big role in an economy some of which are:
· It ensures efficiency of firms

· The system distributes incomes

· Ensures better quality because of competition associated with it

· It promotes / encourages innovations and inventions

· It promotes consumer sovereignty as it answers the question for whom to produce accordingly

· Guides in proper allocation of resources

· It determines the type of technology to be used in an economy

· It guides in what to produce in an economy

· Determines where to produce i.e. location of production units

· A wide variety of goods are provided under this system

· It provides an automatic adjustment between supply and demand; i.e. it guides in how much to produce at a given time

(10x1 = 10 marks)
b) The defects of price mechanism include:

 It causes economic instabilities

 Causes unemployment and under employment
 Monopoly tendencies arise

 Causes or worsens the problem of income inequality

 Wasteful competition results

 Cheap goods tend to disappear from the market

 Uncoordinated use of resources leading to their quick depletion

 Public utilities are not provided for

 High social costs because of profit motives.

 Consumers are exploited due to ignorance

 Failure to adjust economic instabilities in times of rapid economic changes

     
            (10x1 = 10 marks)  

6. a) A fiscal policy is a deliberate government attempt of regulating economic activities ( more so, spending ) in an economy through taxation and borrowing.                                                                             (2 marks)

Tools of fiscal policy include: - Taxation/ subsidisation,

                                           - Government expenditure; and

                                                 - Borrowing.                    (2 x 1 = 2 marks)
b) A country may rely more on debt financing than on taxation because of the following:

 Debt financing is more reliable than taxation.

 With debt financing unlike taxation, more revenue is realised.

 Debt financing has limited direct burden than taxation.

 Big projects are better funded with borrowed funds than with taxation.

 Taxation may discourage effort that is why there is greater reliance on debt financing.

 LDC's have small tax base that is why they tend to rely more on debt financing.

 Debt financing is cheaper than taxation in terms of cost of administration.

 Debt financing is a better way of realising foreign exchange than taxation; that is why LDC's tend to rely more on it.

 Debt financing is quicker means of funding projects unlike taxation, which involves a number of processes.

   (9 x 2 = 18 marks)

7. a) Devaluation is the deliberate government policy of reducing the value of the country's currency in terms of other currencies or gold i.e. it is the legal reduction or lowering the external value of a country's currency. 







        (2 marks)
While 
Currency depreciation is the loss in value of a currency due to variation in demand and supply of the currency.



       (2 marks)
b) A country may devalue her currency for the following reasons:

 To increase export earnings

 To reduce excessive importation

 To maintain employment at home at desirable level

 To retaliate trade barriers imposed on her exports by other countries

 To increase production in the export sector

 To correct deficits in the Balance of Payments

 To control excessive appreciation of the currency

 To control inflationary tendencies in the economy
 To control dumping and its negative effects

 May be IMF conditionality.

                








    (8x2 = 16 marks) 

By producing output in the range 0Q1, it is seen that the firm increases output at a decreasing per unit cost. Beyond output level Q1 the firm increases output at an increasing per unit cost. Output range 0Q1 represent economies of scale in production.
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