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INSTRUCTIONS: Answer question one and any other two questions 
 

QUESTION ONE (30 MARKS) 
a) Distinguish between the following macroeconomics concepts;  

(i) Fiscal policy and monetary policy  (4 marks)  
(ii) Economic Recession and Economic Recovery  (4 marks)  
(iii) Economic Model and Economic Theory  (4 marks)  
(iv) Stagflation and Wage-push Inflation  (4 marks)  

b) Given the following information from an hypothetical economy;  
  C = ao + a1 YD  Consumption function  
  I = Io  Investment  
  G = Go  Government expedition  
  M = Mo + mY  Imports function  
  X = Xo  Exports  
  R + Ro  Transfer payments  
  T = To + tY Tax function  
Required:  
(i) Determine the equation for equilibrium income.  (4 marks)  
(ii) Determine the level of consumption at equilibrium income. (4 marks)  
(iii) Determine the taxes and imports at equilibrium income. (2 marks) 
(iv) Derive the equations for the following multipliers.  (4 marks)  

(a) Imports multiplier  
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(b) Tax multiplier  
(c) Transfer payment multiplier  
(d) Investment multiplier  

 
 QUESTION TWO  
a) Compare and contrast Milton Friedman’s permanent income hypothesis and Keynes’ 

absolute income hypothesis.   (10 marks)  
b) Explain the accelerator theory of investment.  (4 marks)  
c) With the aid of algebra prove that the balance budget multiplier is equal to one.  (6 marks)  
 

QUESTION THREE  
a) Consider the following information for both a goods market and a product market.  

C = 1450 + 0.58YD  Consumption function  
T = 400 + 0.3 Y  Tax function  
I = 1800 – 50 r  Investment function  
MDy = 100 + 0.4Y  Money demand as a function of income  
MDr = 50 – 25 r  Speculative demand  
 

Required;  
a) Derive the equation for the I-S curve. (4 marks)  
b) Derive the equation for the L-M curve.  (4 marks)  
c) Determine the equilibrium level of income and interest rate.  (6 marks)  
 

QUESTION FOUR  
a) Compare and contrast the Keynesian school at economic thought and the supply side 

economics.   (14 marks)  
b) Discuss the ranges of the economy.  (6 marks)  
 
 QUESTION FIVE  
a) With the aid of diagrams show and explain the derivation of LM and IS curve.  (10 marks)  
b) Distinguish between rational and adaptive expectations.  (4 marks)  
c) Discuss the monetarists’ view of inflation.  (6 marks)  


