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

Question One (30 Marks)
a)
You are a consultant on the resource allocation board in your country and your main agenda of the day is the problem of unemployment.  Suggest possible causes of different types of unemployment in your county, giving their possible solutions.  What effect does employment have on the economy as a whole?



(20 Marks)

b)
Why is it important to estimate the national income of a country?  What difficulties do economists encounter while carrying out such tasks particularly in developing countries?










(10 Marks) 

Question Two (20 Marks)
a)
(i)
Define the term monetary policy.




(2 Marks)

(ii)
Discuss any four (4) instruments of this policy used to control and regulate money supply by the Central Banking Authorities.



(12 Marks)


(iii)
What limits the successful applications of the above instruments?
(6 Marks)

Question Three (20 Marks)
a)
What is meant by the term international trade?



(4 Marks)

b)
Explain the concept of comparative advantage with specialization.

(10 Marks)

c)
Define and briefly explain Balance of Payment (BOP).


(6 Marks)

Question Four (20 Marks)
a)
Clearly explain the meaning of deficit financing of the National budget.
(4 Marks)

b)
To what extent can an economy be supported by deficit financing?

(10 Marks)

c)
Explain what fiscal policy entails?





(6 Marks)

Question Five (20 Marks)

a)
The table below represents economic transactions for Country XYZ in billions of shillings:

	
	Total output
	Intermediate purchases

	Agriculture
	50
	20

	Manufacturing
	90
	55

	Services
	60
	30



Required:

(i)
Calculate the Gross National Product of this economy using the value added approach.







(3 Marks)

(ii)
If depreciation and indirect taxes equals 8 billion and 7 billion shillings respectively.  Find the net domestic product both at market prices and at factor cost.








(4 Marks)
b)
Briefly explain the multiplier effect.





(3 Marks)

c)
Define inflation and explain the economic effect of a high rate of inflation.
(10 Marks)
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