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Section A Section A iscompulsory
Question 1.

Read the following Essay and useit to answer the questionsthat follow:

In an attempt to reduce the large budget deficit, the government raised taxes and reduced
government expenditure but unemployment soared and the budget deficit actually increased. A
leading economist remarked: 4?7The time to attempt to reduce the deficit is when the economy is
at overfull employment. Then policies designed to reduce the deficit will not only work but they
will also achieve other desirable macroeconomic goal s&a??

Do you agree with the economist? Why or why not? Explain with relevant examples justifying
your decision (08marks)

Why isit so difficult to balance the government budget? (O6marks)

To achieve a balanced budget what other macroeconomic goals are likely to be sacrificed and
why? (06marks)

With reference to the above, explain the causes of Government Budget deficitsin an

economy. (08marks)

With reference to the above, explain the adverse effects of budget deficits on the
economy (Oemarks)
Identify and explain the policy measures to reduce budget deficitsin an economy.

(O6marks)

Section B Attempt any three questions

Question 1.
a) Consider labor market data for a stylized economy:
Y ear Population Employed Unemployed
2020 410 170 30
2021 420 180 25
2022 430 182 22

i) Calculate the labor force participation rate and unemployment rate for each of the three
years  above. (0O8marks)

i) In terms of the labor force participation and unemployment rates calculated in part (a),
Discuss whether the labor market has been strengthening or weakening during the three
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years shown above. Defend your answer and consider more than one possible explanation

for the observed trends. (12marks)
Question 2:
a) Using clear illustrations, distinguish between the following:
i) Currency Appreciation and Depreciation. (O3marks)
i) Nomina exchange rate and Real exchange rate (Odmarks)

b) Using illustration, describe the effects of a quota on domestic price, output, consumption

and on import. (0O7marks)

c) Discuss the arguments for trade barriers in an economy (OBmarks)

Question 3:

Consider an economy with two goods, cheese and salad. Suppose that the prices and quantities
sold in 2012 and 2013 are the following:

Goods 2012 Price 2013 Price 2012 Quantity 2013 Quantity
Cheese 10 12 10 9
Saad 15 16 5 8

a) Calculate the nominal GDP for 2012 and for 2013. Explain how you got your
numbers (04AMarks)

b) Calculate thereal GDP for 2013 using 2012 as a base year (04Marks)

¢) Caculatethereal GDP growth rate for 2012 to 2013 (0dMarks)

d) Calculate the cost of the CPI basket if the market basket includes 2 cheese and 1 salad in
2012 (04M ark)

€) Assume that the base year is 2012 and the market basket includes 2 cheese and 1 salad. Calculate
the CPI for 2013 (0O4Marks)

Question 4:

a) What is meant by macroeconomics and state the macroeconomic Problems?
(OBM arks)

b) As a student of macroeconomics, explain why macroeconomics is important in a

market economy (06 Marks)
c) With relevant examples, explain the macroeconomic functions of the different

sectors below:

i) Household sector (02marks)
ii) Business sector (02marks)
i) Government sector (02marks)
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iv) Foreign sector (02marks)

Question 5:

a)

b)

Eco Land is currently facing economic challenges with the following data:
e Current GDP (Y): $800 billion
« Potential GDP (Y*): $1 trillion
e Current Unemployment Rate (U): 8%
o Natura Rate of Unemployment (U*): 5%
« Current Inflation Rate (I?): 6%
» Expected Inflation Rate: 4%

The government is planning a stimulus package to boost production, reduce unemployment, and
manage inflation.

If the government expects the stimulus to increase GDP by 15%, calculate the new GDP after the
stimulus. How does this align with the goals of reducing unemployment according to Okuna??s

Law?

(10Marks)

If the stimulus also leads to a projected inflation rate increase of 2%, calculate the new inflation
rate after the stimulus. (OdMarks)
Suppose a similar economy has an unemployment rate of 7% and inflation at 5%. If it has a
natural rate of unemployment of 4%, calculate the change in GDP required using Okund??s Law
to achieve the natural rate of unemployment. (OBM arks)

Question 6:

a)

b)

A financial crisis hasled to a contraction in the money supply as banks tighten lending
standards and reduce credit avail ability. Analyze the impact of a decrease in the money
supply on investment, consumption, and aggregate demand. (OBMarks)
Given the cash reserve requirement (cr) of 20%, initial clients deposits of Ushs.

5000,000 and assuming that all financial transactions take place in the banks.

i) Use 3 banks to demonstrate how commercial banks create credit (03M arks)

i) Compute the final and actual deposit. (O3Marks)

A central bank is tasked with managing inflation to ensure price stability and sustainable
economic growth. Discuss the tools and mechanisms available to the central bank for
controlling inflation and maintaining confidence in the national currency. (08Marks)
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