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Answer this question.
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Section A

Answer this question.

1 The appreciation of the Zambian Kwacha

Zambia’s currency, the Kwacha, experienced a significant appreciation in the year up to March 2006.
This is shown in Fig.1. Factors that influenced the exchange rate at this time were an improvement in
Zambia’s export performance, a reduction in the foreign debt owed by Zambia, an increase in foreign
aid received by Zambia and an inflow of foreign investment. The exchange rate is vitally important for
Zambia because its exports of copper, tobacco, maize and cotton are priced in US$ but its costs are
paid in Zambian Kwacha.

Fig.1 Zambian exchange rate (Kwacha per US$), April 2005 to March 2006
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(a) ldentify from Fig.1 the greatest monthly appreciation of the Kwacha.
(i) In which month did this take place? [1]
(ii) By how much did it appreciate? [1]
(b) Explain what Fig.1 suggests about the type of exchange rate system used by Zambia. [3]

(c) Explain how the change in the value of the Kwacha between September 2005 and
January 2006 might have been influenced by

(i) the improved export performance and
(ii) the reduction in foreign debt. [6]
(d) How would the appreciation of the Kwacha affect Zambia’s terms of trade? [3]

(e) Discuss whether an appreciation of its exchange rate always benefits a country. [6]
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Section B

Answer one question.

Explain the three economic questions that all economies face because of the basic economi

problem. [8]
Discuss whether the price mechanism is an effective way to solve the basic economic
problem. [12]
Explain what determines the size of a country’s labour force. [8]
Discuss whether a widespread shortage of labour might be a major cause of inflation. [12]
Explain what is meant by a current account deficit. [8]

Discuss the effectiveness and desirability of imposing tariffs to correct a current account
deficit. [12]
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