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     TIME: 2 HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

Question One (30 Marks)
a)
What is the national income and why do countries measure it?

(5 Marks) 
b)
What is the difference between gross domestic (GDP) and gross national product (GNP) and which is likely to be lower in developing countries? Why?

(4 Marks)

c)
The following data relates to the market value of economic transactions for the three main sectors of your country’s economy.

	SECTOR
	VALUE OF OUTPUT 
	PURCHASES FROM OTHER FIRMS

	Agriculture
	300
	160

	Manufacturing 
	200
	150

	Services
	150
	120



Required:
(i)
Compute the gross domestic product (GDP) and explain the method used and why.








(2 Marks)

(ii)
Given that:  depreciation = 90, indirect taxes = 70, subsidies = 30, payments to factors of production from abroad = 20, payments to foreign factors = 40.


Compute:


1)
Gross national product (GNP) at market prices.

(1 Mark)


2)
Net national product (NNP) at market prices.

(1 Mark)


3)
Net national product (NNP) at factor cost.


(1 Mark)


4)
Net domestic product (NDP) at factor cost


(1 Mark)

d)
Define money and explain its major functions in a modern economy.
(5 Marks)

e)
Explain the disadvantages that a developing country could get from international trade.











(5 Marks)

f)
Distinguish between internal and external public debt and indicate the effect of each on 
the economy.








(5 Marks)

Question Two (20 Marks)
a)
Explain the meaning of demand – pull and cost – push inflation clearly indicating the causes of each type.







(8 Marks)

b)
What measures can the government take to combat demand – pull and cost – push inflation?








(4 Marks)

c)
Why do countries get concerned about inflation and does inflation have any beneficial effects?








(8 Marks)

Question Three (20 Marks)
a)
The instrument of taxation can influence the economy considerably.  Explain the main purposes for which taxation could be used in your country’s economy.
(10 Marks)

b)
Explain Adam Smith’s canons (principles) of taxation indicating their importance in modern tax system.







(10 Marks)

Question Four (20 Marks)
a)
Explain Fisher’s quantity theory of money and indicate its importance in economics.










(8 Marks)
b)
Explain the three types of budgets that may be used in fiscal policy and indicate the circumstances under which each could be used.



(9 Marks)

c)
In an economy 80 transactions with a market value of Kshs. 560 were undertaken.  The money supply was Kshs. 112.  Explain how this was possible.

(3 Marks)

Question Five (20 Marks)

You are given the following data in billions of dollars on your country’s economy:

Investment – 140, Government spending = 120, Exports = 80, Imports = 60, Autonomous consumption = 100, marginal propensity to save = 0.30.

a)
Compute the consumption and saving functions for this economy and indicate the assumptions used.







(4 Marks)

b)
Compute the equilibrium level of income.




(4 Marks)

c)
Determine the equilibrium level of consumption and savings.

(2 Marks)

d)
Define and compute the multiplier.





(2 Marks)

e)
You are given that the full employment level of national income is 733 billion.  Would this economy be experiencing deflationary of inflationary gap?  Why?  What is the magnitude of the gap and what could the government do to remove it?
(4 Marks)
f)
The government decided to increase its spending by 50 billion.  Compute the equilibrium level of income and explain why income has or has not changed from the original level.










(4 Marks)
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