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Answer ALL questions on the separate sheet provided.      [100 marks] 

 

       

1. Using relevant diagrams and examples, explain what is meant by social efficiency and 
how would the market fail to achieve social efficiency due to the existence of externalities. 
Briefly explain how can the government address the problems of externalities.                                                                                

(40 marks)  
     
     
2. Inflation can have cost implications for the economy and can be caused by various 

factors. Discuss the costs and causes of inflation. Explain the relationship between 
inflation and unemployment according to the Phillips curve. Remember to use relevant 
diagrams and examples throughout your answer to support your arguments.       (30 marks)                                                              

  
  
3.  Using relevant diagrams, explain how the exchange rate is determined in the foreign 

exchange market. Discuss the economic effects of the depreciation of a country’s 
currency on its manufacturing industry.                                                                 (30 marks) 

     
     

 

 

- END OF QUESTIONS - 

 

 


