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e Answer question ONE and any other TWO questions.
e Ouestion ONE carries 30 marks. Other questions carry 20 marks.
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QUESTION ONE

(a)  Succinetly Cxplain the shortfalls of using income per Lapita
mecome Comparing the standards of living of people in
different coungries. {14 marks)

(%) What is the diffeyence between gross domestic prodicts and
grass national produgt of 5 country? Which ane ig greater in
the case of 5 developing econdury ke Kenya and Why?

{5 marks)

{c) Given a simple Keynesian model of national Income
(Y=C+)

Where:

C= 1000 +0.8Y
1= 500
Al= 100

(i) Calculate equilibrinem jevel of income and consumplion

before and after change in investment level, (6 marks)
(it} Derive savings function (3marks)
(i) Caleulate and interpret investment multipliey

(Amarks)

QUESTION TWQ

{2) Differentiate between Investment multiplier
principle of investmeng

() Bxplain the determinants of induced inves
EE&{]nm}F

©) Given : C=yg + by, expiain “g
consumption funetion

and accelepaioy
{bmarks)
Unent in an
(E0marks)
and “b” and thep skeleh the
{4 marks)



QUESTION THREE
gws and stotks yariables. Lse axainples.

rentiate between fl
{4 ma pks)

(a) Diffe

() Explain e role of MONCEY i the development of 4n
cconomy and highlight ¥ four qualities of 4 good 1money
material. {5ma rks)
(i) How has the USE of movey solved the problems
prm'ienr,cd during the bartet sysiem of trade?
5 marks)
(1) Explain o commtmial fanks creais eredit and the
Jjmits fo credit creation: (6 marks)
QUESTIDN FOUR
(a} What aI¢ the determinaots of teyms of irade? Bxplain.
{l‘iﬂ‘til‘ks}
{b)Explain the tern “Balance of Payment” and  briefly highlight
i1s componenis (ﬁmarks)
medial measures {or balance of payment
(8 marks)

c) Discuss the re
deficits in Kenya.

QUESTION FIVE
ra] bank can SE

aenl, thraugh the ¢ent
the stabiliby and

{2} Eixplain hOW the gover
poth fiscal and monetary policies 10 influence
ofan econoBuy {10 marks)
and inflation

performante
ony unemployment

(b} Discuss ihe relationship betwe

rate according to Philips. {szrks)

ic) Briefly highlight how the gnvm'mnent of Kenya tres fo promoete
{reducing budget deficits. {5 ma rks)
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