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         TIME: 1½ HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE AND ANY OTHER TWO QUESTIONS 
Question One (30 Marks)
a)
Using a well labelled diagram, explain the circular flow of income in two sector economy.








(10 Marks)

b)
Explain the effects of inflation on each of the following:
(i) Savings 







(2 Marks)

(ii) Consumption 







(2 Marks)

(iii) Investment 







(2 Marks)

c)
State and discuss merits of international trade.



(8 Marks)

d)
The following is an income model for a country:






Y = C + I


C = a + bY


Given that 
a = Kshs. 80 billion




b = 0.6




I = Kshs. 60 billion


Calculate the value of equilibrium income. 




(6 Marks)

Question Two (15 Marks)

a)
A central bank is largely refered by economists as the bank at the apex with monetary authority.  Clearly explain the major functions of central bank.

(7 Marks)

b)
Discuss any four (4) tools used in monetary policy.



(8 Marks)

Question Three (15 Marks)

a)
Briefly explain the five (5) types of unemployment.



(10 Marks)
b)
Explain the phases that characterize a trade cycle in an economy.

(5 Marks)

Question Four (15 Marks)

a)
Argue the case against a policy of protectionism and also explain the common forms of protectionism.







(7 Marks)

b)
Discuss any four (4) cannons of a good taxation system.


(8 Marks)
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