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Question 1.

a) With the use of clear diagrams, explain the economic application of the following
concepts to development policy:
i.  Circular flow of income
ii.  Phillips curve
iii.  Lifecycle consumption theory (18 marks)

b) Describe the investment demand curve, using a clear diagram and mention the key factors
influencing investment by firms in a developing economy. (6 marks)

c) Mention appropriate policies to reduce structural unemployment in Kenya ( 6 marks)

Question 2.

a) Given the following data from a developing country for 5 years (USS$ billions)

GDP CONSUMPTION SAVINGS INVESTMENTS AGGREGATE EXPENDITURE

480 485 30
490 490 30
500 470 30
530 480 30
540 490 30
Required:

1. Derive the values for savings and aggregate expenditure (AE) (10 marks)

ii.  Present the data on a well-labelled, diagram, indicating the equilibrium GDP of
the economy (5§ marks)

b) Describe the economic implications of the accelerator model to a transitioning economy
(5 marks)

Question 3

a. With the use of practical examples, describe the key household and industry motives for
holding money. (6 marks)



b) Present a diagram showing the money market equilibrium of a developing economy. Describe
and illustrate the key macroeconomic factors influencing a change in the money demand curve of
this economy. (14 marks)

Question 4

a. Construct a simple balance of payments account of a developing economy and explain how the
balance of payment is derived. (8 marks)

b. As a Sub-Saharan Economist, describe the factors contributing to a deficit in the balance of
payments and suggest appropriate measures to correct it. (12 marks)

Question 5

a. AsaPolicy Consultant in a developing economy, explain how inflation can be corrected
using fiscal and monetary policy: (10 marks)

b. The consumption function is written as:
C=a+0.75Y.

Find the spending multiplier and discuss its economic application to development policy
in a transitioning economy (10 marks)






