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1. Consider the following equation which represents the PPC of an economy. 

  Y = 12 000 – 30X 

Where,   X = Consumer goods   Y = Capital goods 

  

I. Draw the PPC of this economy. (2 marks) 

II. If the economy decides to produce 9000 units of capital goods, calculate the amount of 

consumer goods that can be produced and show it on the PPC (2 marks) 

III. If the above equation changes to Y = 15 000 – 30X draw the new PPC comparing with 

the original. (2 marks) 

 

2. Assume that a country which produces a combination of garments and mobile phones is at a 

point on the Production Possibilities curve with an increasing opportunity cost. Draw separate 

diagrams representing garments in the horizontal axis and mobile phones in the vertical axis to 

show how the following events affect the production possibilities curve providing explanatory 

notes on each. 

 

I. Substantial net out migration of skilled garment workers.(2 marks) 

II. Decrease in the productivity of the mobile phone workers with no change in 

employment within the industry. (2 marks) 

III. Workers in the garment industry become unemployed due to technological progress, 

but this hasn’t affected the mobile phone industry (2 marks) 

IV. Increasing demand for mobile phones while demand for garment items reduce, but 

there is no change in employment within either industry. (2 marks) 

 

3. Briefly explain the relationship between full employment and production efficiency. (3 marks) 

 

4. “All the economies should utilize all available resources for the present production and achieve 

the highest possible economic growth in any given year” Comment on this statement. (4 marks) 

 

5. “All the economies in the world are achieving potential output”. Do you agree? Justify your 

answer. (4 marks) 

 

6. Assume that a country producing a combination of industrial goods and agricultural goods is at a 

point on the production possibilities cure with increasing opportunity cost. Draw separate 

diagrams representing agricultural goods in the horizontal axis and industrial goods in the 

vertical axis to show hoe the following events affect the production possibilities curve. Give an 

explanatory note on each. 
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I. Trade union actions taken place in the industrial sector and therefore some factories are temporary 

closed. There is no any change of employment in agricultural sector. (2 marks)  

 

 

II. Some factories are permanently closed on the industrial sector and resources are transferred to 

agricultural sector. (2 marks)  

 

 


