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QUESTION ONE

a) Describe an economy as circular flows of income and expenditure (10 marks)

a) With appropriate examples distinguish between injections and withdrawals in the circular
flow of income. (10 marks)

b) Explain thelimitations of consumer price index as a measure of the cost of living (10 marks).

QUESTION TWO

a) Suppose consumption function and investment in a two sector economy are given as:
C =50+ 0.80Y

| =50
Find the equilibrium level of income, consumption and savings (10 marks)

b) Discuss the causes and consequences of unemplyment (10 marks)

QUESTION THREE

a) Suppose the structural equations of an economy are given as follows:

Y=C+1
C =100+0.75Y
| =100

Find the equilibrium valuesfor Y and C (10 marks)

b) Explainthereasonsfor liquidity preference (10 marks)

QUESTION FOUR
a) Given the National income aggregate in millions of $: GDP,, =11,076 and the

following transactions in the economy;

1) Net factor income paid abroad =42
1) Depreciation=608
1ii) Net indirect taxes=1040

Determine the following income aggregates



1) GNP at market price (4 marks)
1) GDP at factor cost (4 marks)
i) NDP at market price (4 marks)
iv) NDP at factor cost (4 marks)
v) NNPat factor cost (4marks)

QUESTION FIVE

The level of consumption is not necessarily determined only by the level of absolute, relative or
permanent income. Discuss the other factors that influence household consumption (20 marks)



