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E Idffraff&r

r t{r srr-'t;t + ffi ff scr ts w ffulfr rqrt q( qr{
rga,mft&v r

z. *€rftssr<rdEtr

s. cr+*{{& d g5qrqEd6{iI*fl r

a. qrtcri* wo'wn* r

s. \+truRq+a5+rt+3c+{d rgafr* r

6. EtrrFr-'t,r'in.o ***64ffi Rq. t{ql+-Qfrq, AFi{
qS sat qr qrqq qq, A +{r qBs I

(a) (i) If a country has a current account deficit of

$60 billion and a capital account surplus of

$40 billion, what is the net change in its
official reserve assets?

(ii) What is the main problem economists face in

measuring the expected real interest rate?

(4)

(b) What do you mean by open market operations?

How does the central bank use open market

operations to control the money supply in the

economy? (4)

l9

(s) (i) cR ffi q{qwr I $r 6 uqffi tr ffim
t st{ {Ft. cDP tso mci i, n} xat *
qfuM ffi t oq<n 5Er 6r &r wI *?

(ii) ffirR6-{ rurft i Tcr + fu ei-{ t 6Ro.

ffid 6{t i?

(() (i) <<6rt qq { gE ls qm d RrR 6} +}
eqGd ot-ft *i scgw Ra 6I qfr.I t.c+

qqsElr

(ii) 1r< dfrs fr qs ir+6{qtvl +:

c=200+0.8Yd

r: .25y

I = 160'

G=200

TR: IOO

(o') rm + {-Sim<tft qq {q6' d rrsril

qtr
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I=l6d

G=200

TR = 1.00

(a) Calculate the equilibrium levels of income

and expenditure multiplier

(b) How much of government purchasing

should be increased if the government

wants to increase the equilibrium income

level to 1650.

(c) How much of transfer payment (TR)

should be increased to achieve equilibrium

income level of 1650. (6)

(ir) (i) GDp sc€fffrfiRq d qfrrrqr uk vd wr

*?

(r) <R *Em rt,-c Aqrenrn}<n fuiT * w
+ qfiT{r+i c6+ imqd 6t{+ qd d
qrq 6{+ 6 emflqq-dr *.t? Rir-?

(c) (i) Within the classic6l model, explain the effect
of a decrease in the marginal income tax rate
on output, employment and price level with a
suitable diagram. e)

(ii) Given the following information, compute the
values of monetary and fiscal policy
multipliers (3)

I

Consumption

Investment

Tax rate

Demand for money

C'= 100 +.75yd

l:240 - 10i

t:.20

L=.2y-5i

(r) (0 cE Aifr fur 6r 
"tq€rfl 

qa $60 Afrrt fl}r

1fi <ro sEric $40 Rfrq-{ t, n} s{S
flfurrfu sRfu 1ffi t Ea ffirit wr l?

(ii) alGrd qr<Rm' qrfr <t rlq} I rrtnrRt* *
ff{+ Yg v{eT Hr l?

(e) gt cEilR tqra-{ t src qr ExE} S? sfu+sr S

T{r il$ d Am" qti + fts d'ffq tqr S& qlqR

tqn;r m scftr ++ or<r ti
P.T.O.
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cflrfr.d.fl clrd + ffid, vo urg6 6u o1

IIIq sflrq;r, +flr ok au wt w ffr(T inem

q( { 6ft * Yqrq * qret ttr
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7. (a) (i) What is the definiiion and formula of GDP

deflator?

(ii) What statistic would you need to check before

celebration if the nominal GDP doubled

overnight? Why? (4)

(b) (D If the money supply in an economy is {15

trillion and the nominal GDP is {30 trillion,

what is the velocity of money according to

the quantity theory of money?

(ii) What factors determine the velocity of money

in the classical sYstem? (4)

(c) (i) How does an increase in government spending

affect the position of the IS curve? Explain

using a suitable diagram. (4)

(ii) Suppose that in an economy:

c = 200 + 0.8Yd

4

(q) (i)

(ii) ffiFr qr<r c\ ?mt gv, rlBo qt rc+lfrq

{R {q6} + ar* 6 {uril 6t I

3q+rI C: 100 + .75Yd

Barr r:240-loi

r=.20.6(zfrq(

.TflfrcFI L=.2y-5i

2 (a) Why are goods and services counted in GDP at

market value? Explain any two problems in using

market value to measure production (4)

(b) (i) Consider a bond that promises to pay tl00 in

one year. What is the price of the bond today

if the interest rate is 8%?

(ii) Explain the relationship between the price of

the bond and the interest rate. (4)

t = .25y

P.T.O.
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(o) (i) qfr erfr tqr cr fftn Moo Rfrq+ *, s(fr
srort qqe -$roo Rfrqr t, uk vcor urq

€!ilt $Eo EftT{ t, * iilff ffff q'fi @r

t?

(ii) qe ffi trr w sq$ *{ tsrfl} qr ffie
szoo Rfrqr *, cq*t qk t<r$i tnr sEnn

grso Ek€ri t, CArt + Esrff {a qrc sro

RFr+{ *, sk Etrr t Eq6r lfd r<rflrur - $s

frRqq t, fr ec+r sr( qrar iq f,r *?

(s) (i) rr{ frec fr $,r ilk +t' gRurgm qa q1

JqJqir o.2s t rk wfiFd vqlrn o.zo *, fi
T{r 1u1+,, *:n,r 6 zrnr+ otr

(ii) qA anftr qrrc d o.no eo, qr Act qtv

n} nqo q,r ?FI qFr iFrr ftn? guro * crq $

cR{ft A cnq mrttr

(c) (i) Use suitable didgrams to explain how an

increase in the public;s taste towards less

leisure would affect the real wages, output

and employment in the classical model.

(s)

(ii) Using the IS-LM framework, show the effect

of investment subsidy on the level of
investment, equilibrium income level and

interest rate. (5)

(s) cq* *{ isr$ * crf,R Ig rR cDp + sq} fr{r

unr l? ysr<< * crc+ + frs qrsr {iq 6r scc}r

q,r++ffiivcqrfl]dqnqrqtr

(s) (i) vfi' t+q's q{ F-{R qt * c6 c{ I ttoo qr

ynr< wi 16r qr<t trt tr q3 qq Et ax

* tr srq crs 61 6rrd flr *r

(ii) ate fr ff{d *t qrq q{ + flq {qrr R€
qtr

P.T.O.

({) IS-LM frso qr gq+{ o,r*, 1a qm e-fi crw 6tr
qR *Fcr gir flr$ E? vr& + * 5-o rm <-* w

wr cqrs ctfi?

1297 5
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(q) (i) qrtrsr+6ftvsvgffi iriln] qrscftl 6t

fr qiq sr.rfiEr * vfr r+tr fr fi + 5tr,

wrfro-o {rd t st6fr5 ruqt, r-erc+ ak

tq.rR 6] dt wrAt otifrt

rs-r-tu ari m sc+{ wt gv, ff+{ + K(,

vEf,-{ lNIc <t ut< qre cr c( ffa{r qFr& 6r

yqn Mr

(a) (i) If an investor buys a bond with a nominal

interest rate of 8% and sells it after one

year when the inflation rate is 60lo, what

does the investor earn the real interest

rate ?

(ii) How does inflation affect the real interest

rate and purchasing power of money? (4)

(b) What is the primary,4unction of money as a
,/

medium of exchang6? In what ways does money

serve as a store of value? (4)

(a) (i) If a country's investment is $400 billion, its

government saving is -$100 billion, and its

current account is $50 billion, what is its
private saving?

(ii) If a country's exports of goods and services

are $200 billion, its imports of goods and

services are $180 billion, its net income from

abroad is $10 billion, and its net transfers

' from abroad are -$5 billion, what is its current

account balance? (4)

(b) (i) Suppose the ratio of currency to checkable

deposits is 0.25 and the reserve ratio is 0.20,

calculate the value of money multiplier.

(ii) If the reserve ratio is increased to 0.40, what

will be the new value of the multiplier? Give

reasons for the change in the value of the

multiptier. (4)

(c) Using the IS-LM model, derive the aggregate

demand curve. What will be the effect on the

aggregate demand curve if the nominal money

supply is increased? ( l0)

6

(ii )

3
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(c) q yr'.*.rfrer qcflR, qE rni Us ft alr +{d
+6 SRqr ftc qcr {ft r€+ i sk *{ $r t& <ccr

qnil ir

(q) (i) sq* *( esTq] fi T{srt qte i qefls 6r
qcott u<krflr gr<n i (qr;r f,E6R * cwrs

*gnrf <lSfi r{r<rrrR g&ocqsRit-

qqar ii

(ii) co, stq{tvr * fts q6 Pqr rrqr * fr:

c=200+0.8YD

I:100
G=160

TR=50

t = .25.

(t.) IS {fi qr <fforur *}r

(u) cvtw IS {fttlsr olsqdr{ c,r$ IS{6
Egl

(rr) Eg ls q-fr 6r qrqT{6, qt8ur qt rk
E<* ifirfir ?f,T tfiI<gr it gt

(c) (i) Given the following iqformation :

Consumption

InYestment

Govemment Expenditure

Tax

1297 7

c = 80 + .75YD

I=200

G=120

t = 0.20y

(a) Calculate budget surplus

(b) What will be the effect on the budget

surplus when the tax rate increases from

0.20 to 0.30? (4)

(ii) Under the conditions of the liquidity trap,

fiscal policy will be perfectly effective

because there is no crowding-out effect.

Explain this statement using a suitable

diagram. (6)

(r) (i) cR +$ Btfl6 8% d clB6 qrq rt + us

w crs €Ardr * *( {+ w s{ + cre A16r

t w ydR 
"( 

6%;, A ff+{6 qr<Rqr

qltr qr rFtr afrh qw l?

P.T.O.
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(ii) T{sdh qr(frt, qv q( qk Tcr d rq uk
6l ++ vqrRi 6tff t?

(s) Afr{q * qrurq * w { IsI 6I crqR6 qrd wr

. *? x.*r ft€ q6n {s + .iBR * w d 6rq 6'tflI

+?

(q) (i) ffifr( wqrt ff q{:

.3qqh c=80+.75YD

. Btrr I=2oo

. tc*lt qc G = 120

. afl t=.20y

(m) a-o-c irEric d qur<I qrt1

(q) m fr qt o.zo t o.3o irfi {at qt cile

ffiiq q{ qr sqrq qtfi?

(ii) rcd-dr vre d rrd 4 "*, oq6qc ffi Et
arr t y*n& *ft cffi E<} +i rrsBr stsd

iET vtlq qff +dI *r avgw fui qr scqh

fi+ E( qlrrr d qtqr qtr

13

(a) Find the equation of IS curve

(b) Draw IS curve using the above IS

equation.

(c) Examine this IS curve carefully and give

a reason for its shape. (6)

(o) (i) ffifr( fl{srt + 6{q Ffu qT sqq}rl l;(+
m-o *q vtqre d rrnr+ ot

8 1297

. qkq( wrttr <c (c)

. qrqnRfuc fffu

. qnrftc ff+{r

. r+ct ff+sr

. q€qfl] \s +srfl] d r<srt €t-q

. oiftc 1mqr

. trrd

. iFEITd

10130

1694

477

-35

2883

480

l83r

2539

(ii) a-dw fr E6id{ur TId'{ d GDP d rrunr +

stlftd R] qfi frqr wtr *r

P.T.O.
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. knports 2539

(ii) Explain why Transfer Payments are not

included in the calculation of GDP. (4)

(b) Explain the process of the money multiplier,

assuming people hold only checkable deposits and

do not want to hold any currency. (4)

(c) (i) Why do changes in government purchases of

goods and services have a larger effect on

equilibrium income level than equal-sized

changes in government transfer payments?

(4)

(ii) For an economy it is given that:

. c = 200 + 0.8YD

I=100

G: 160

TR=50

(a) Explain the differend components of the current

account of the balance of irayments' (4)

(b) Explain how demand for money and supply

determine the equilibrium interest rate when

currency is the only money in the economy' Show 
..

the effect of an increase in nominal income on the

equilibrium intcrest rate. Explain with a suitable

diagram. , (4)

(c) (i) How does proportional Income.Tax act as an

. automatic stabiliser responding to economic

shocks or fluctuation? (4)

(i) (a) Assume the following IS-LM model'

.c:100+.75YD

.I:200 - loi

. G = 150

.t=.70y

. L : .4y-2i

.M=800

and services

. Corporate profits

Exports

2883

l83l

4

480

I
t = .25.

.P=2

P.T.O.
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(a) Calculate the equilibrium level of income

and interest rate

(b) How much investment and income will
be crowded out if the government

increases its purchases by 100 and the

money supply is kept constant? (6)

(r) gmn {-g-d{ t qr{ w+ * frft-{ qrqi d qr@r

qi

(s) c-drs fr w wfuqrqr + qtfr A v6crd!.{r * * C{r

d crrr nk ffi, erc <t + tga-{ d ++ ffi'd
orfr ir rtgm ero E{ cr clAE imr I gfr w ru<
Ecr{r vvgm fu* qfr-d rrrrflEAr

(q) (i) iflEqrRm srqfi flfi[t, e.d qr sttR-vam ?6r

qsrs ?+ cr* Rqfud tqarrqr * qq i d*
cr{ q'nr t?

(ii) rt{ il fr ffitud rs-LM frsfl *r

. c = 100 +.75YD

.t:200-loi

11

. G: 150

. t=.20y

. L = .4y-2i

.M=800

.P=2

(u') qrc *r qrq E( + tgil{ Rr d rpnr

otr

(q) qR qrqn sqfr qQ-d loo rs'{dT t st(

Tcr qr1frl fur{e vrq *fitn sk iflrq

rnr irrsGrr ilTe ft-dqr *fr?

(a) (i) From the following information, calculate GDp

using the expenditure method

1297

5

. Personal consumption expenditure (C)

. Business fixed investment

. Residentialinvestment

. Inventory investment

. Govemment purchasing of goods

10130

1694

477

-35

P.T.O.


