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QUESTION ONE
(a) Define the following macroeconomic variables:  			(6marks)
1. consumption	(ii) saving	(iii) Investment
(b) Consider an economy described by the following macroeconomic model:
	C = 600 + 0.8Yd		(Consumption function)
	I = 50				(Investment)
	G = 50			(Government spending)
	X = 10			(Exports)
	M = 5+0.1Y			(Import function)
	T = 50 + 0.25Y		(Tax function)
	Where Y = national income and Yd = disposable national income
1. Compute the equilibrium levels of output and consumption          (5 marks)
1. Compute net export that corresponds to the equilibrium level of income                                                                                              											 (4 marks)
1. Compute and interpret government expenditure multiplier and tax multiplier on income 							(5 marks)
1. Suppose government expenditure decreased by 20%, what would be the change in income?                                                           			(5marks)

QUESTION TWO
(a) Explain the methods which the central bank uses to controls money supply 											(10marks)
(b) Discuss Keynes’ motives for holding money 				(5marks)



[bookmark: _GoBack]QUESTION THREE
(a) The money market equilibrium or the LM schedule is given by:
	Md = 60 + 0.1Y - 0.3r 	(Money demand)
	Ms = 70 			(Money supply)
       The goods market equilibrium or the IS schedule is given by:
	Y = C + I
	C =125 + 0.2Y 	(Consumption function)
	I = 50 – 0.4r 	(Investment)
1. Find the equilibrium function for the goods market 		(5marks)
1. Find the equilibrium function for the money market 		(5marks)
1. Determine the general equilibrium  income and interest rate 												(5marks)
QUESTION FOUR
(a) Differentiate between cost push and demand pull inflation 	(5marks)
(b) According to A. W. Philips, what is the relationship between inflation and unemployment? 									(5marks)
(c) Explain the functions of money 						(5marks)

QUESTION FIVE
 (a) Explain any two methods of estimating the value of output of an economy in a given period 									(8marks)
 (b) Discuss  problems encountered in national income accounting (7marks)
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