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QUESTION ONE

(a) What are the main problems does macrocconomics study, and what are the effects of

cach problem i in the ecconomic growth of a country? [ 15 Mks]
(b) How is output g,ap related 1o the business cycles of a country? | 10Mks|

QUESTION TWO :
“Inangconomy; how can an imbafance of investment from savings be brldgcd if;
a) ‘The lmdc balance of balance of payments is in balance. [SMks|
b) The g,ovunmcnt 15 funming a. balanced budg,ct [5 Ml\s] '

" (.) The government is running a ‘bataneed-deficit on its account but lhu lladc balance. of

balanu, of paymcnt 15 in suxplus’ [lSmks]

L QU[LST[()N THREE .

: a) /\Lwrdmg to thg Nco classmal cconomlsts what are thc sourwa ot “cconomic g,rowth of a-‘

.- .country? [ SMks| ‘ :

(b) Assummg, an cconomy cxpcrlcncmg, a Cobb Doug,las producuon function, with constant
-returns to scale, and a known rate of technical progress, how can you determine that
u)unlry S cc()nomlc growth rate" [20MKks] -

QUESTION FOUR | _
(a) Define aggregate supply and aggregate demand. [SMks]

(b) If we assume a quantity theory of money, demonstrate how an increase in the stock of

money will affect aggregate demand under conditions of:
(i) Keynesian aggregate supply [SMks]
(ii) Classical aggregate Supply [SMks]
(c) Fhrough the mechanism of price adjustment, how can a Keynesian aggregate supply
curve be transformed into a classical aggregate supply curve? [10Mks]

QUESTION FIVE
(a) What does the Okun’s law state and of what significance is this law to economic policy
makers in their activities as economic advisors? [10 Mks]
(b) What is a supply shock? What considerations should policy makers bear in mind when
reacting to a shock when it strikes? [15Mks]
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QUESTION SIX :
(a) How is consumption determined in a life cycle hypothesis? | 7Mks| _
(b) How does a change in _ the consumers disposable income affect the CONSUMErs
expenditure if the change is:
(1)Once - oft? |4 MKks]|
(i))Permancnt? [4Mks]

| (¢) How is the rental cost of capital determined? [ 10MKks]

* QUESTION SEVE N S
" "With the dld of a dlag,ram show.the relationship between the level of cmploymcnt/
ummploynnmt and balancc of payments mtuatlon [25Mks}
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