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            TIME: 2 HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE AND ANY OTHER TWO QUESTIONS 
Question One (30 Marks)
a)
What is the difference between GDP and GNP?  Is one a better measure of output than the others?  Why?







(2 Marks)

b)
What is GDP deflator?  How does it differ from CPI?  Under what circumstances might it be a more useful measure of price than CPI and PPP?

(4 Marks)

c)
According to neoclassical growth theory what is the steady � state level of the economy? 








(2 Marks)

d)
Consider the production function Y = Kα, (AN) 1 – α such that α = ½ .If both the population and labour are growing at the rate of n = 0.07, the capital stock is depreciating at a rate d = 0.03 and A is normalized to 1:

(i) What are capital and labour share of income?


(1 Mark)

(ii) What is the form of this production function?


(1 Mark)

(iii) Find the steady state values of k and y when s = 0.2


(3 Marks)

(iv) At what rate is per capita output growing at the steady state?
(1 Mark)

(v) At what rate is total output growing?




(1 Mark)

(vi) At what rate is total output growing if total factor of productivity is increasing at the rate of 2% per year?





(1 Mark)

e)
What do we understand by the term �Instruments of Monetary Policy�?  Discuss the various instruments of monetary policy.




(14 Marks)
Question Two (20 Marks)

a)
Based on neoclassical growth theory use elaborate diagram to discuss the short � run and long � run effect of technological progress on per capita output, per capita capital and the steady state level of the economy.




(12 Marks)

b)
Discuss the demand and supply side policies for controlling unemployment.










(8 Marks)

Question Three (20 Marks)

a)
With the aid of a diagram describe the relationship between inflation and unemployment and discuss how it influences the general economic activity.










(8 Marks)

b)
Using separate elaborate diagrams, discuss how expansionary fiscal policy and expansionary monetary policy affects the equilibrium output and exchange rate of a small open economy that operates on a flexible exchange rate regime based on Mundell � Fleming Model.  Which policy is the most effective in raising output?










(12 Marks)
Question Four (20 Marks)

a)
What is liquidity trap?  If the demand for money is very sensitive to interest rate what would be the effect of expansionary fiscal and monetary policy on the equilibrium level of output and interest rate?





(4 Marks)
b)
Discuss the goals of monetary policy?




(4 Marks)
c)
The following equations describe an economy:


C = 100 + 0.8 (Y � T), I = 900 � 50i, G = 100, T = 100, Md = 0.2Y � 50i 
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(i) Derive IS and LM schedules





(2 Marks)

(ii) Find the equilibrium level of interest, output, consumption and savings.









(4 Marks)

(iii) If G increases by 100, find ∆Y, ∆C, ∆S



(2 Marks)

(iv) What is the value of crowding out effect?



(1 Mark)

(v) Draw a diagram to illustrate (iv).




(1 Mark)

(vi) How much should money supply rise to eliminate the crowding effect?









(2 Marks)
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