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QUESTION ONE 

(a) You are given the following information about the economy of ‘Utopia’. 

Y = C + I + G 

C=a + b (Y-T) 

T = d + t (Y) 

I = I0 

G=G0 

Where a>0; 0<b<1 

d>0; 0<t<1 

T= taxes 

I= Investment 

G=Government expenditure 

 

Required; 

(i) Explain the economic interpretation of the parameter a, b, d and t   (4 marks) 

(ii) Find the equilibrium values of income, consumption and taxes (10 marks) 

(b) Justify the need to estimate the national income of a country   (10 marks) 

(c) Explain the effects of inflation on each of the following    (4 marks) 

(i) Savings 

(ii) Consumption 

 

QUESTION TWO 

(a) Argue the case against international trade      (10 marks). 

 

(b) Discuss the principle objectives of a monetary policy in an economy   (10 marks)p23  

 

QUESTION THREE 

a) A central bank is largely referred by economists as the bank at the apex with monetary 

authority.  Clearly explain the major functions of a central bank.   (10 marks) 

 

b) Highlight the causes of budget deficits in developing countries   (8marks). 

 

 

QUESTION FOUR 

a) Argue the case against a policy of protectionism.  What are the common forms of 

protectionism          (10 marks) 

 

b) Country X has experienced a high inflation rate over the past one year.  Discuss any five 

effects of the high inflation rate on the economy of country X.    (10 marks). 

 

 

 

 


