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SECTION A

Question 1

The following equations describe an economy.

C=08(1-8)Y
t = 0.25Y
I =900 - 50i
G = 800

L = 0.25Y — 62.5i

i = 500

5 =
a) What is the general definition of the IS curve? @)
b) Derive the equation that describes the IS curve : 3)
¢) What is the general definition of the LM curve? 3)
d) Derive the equation that describes the LM curve? ©)
e) What are the equilibrium levels of income and interest rate? 6)

Question 2

a) What is meant by monetary accommodation? [51

b) Demonstrate graphically the effectiveness of fiscal policy in the liquidity trap and the

classical case. [20]
Question 3

a) Monetary and Fiscal policies are stabilization policies used to achieve certain
macroeconomic objectives. Qutline these objectives and clearly state how each of

them is measured? [25]
Question 4

a) Derive the equation for equilibrium output in the simple Keynesian model, with the

government sector incorporated. [10]



b) State and explain the expenditure multiplier as derived in part (a) above. [5]
Graph the functions for aggregate demand in the model stated in (a) above and explain

the effect of an income tax rate decrease on the level of equilibrium output. [10]



SECTION B
Question 5

a) Why is inflation regarded as a “social ill”? [5]
b) What factors have led to the continuous increase in the rates of inflation and
unemployment in Swaziland over the recent past? [10]

¢) Suggest possible policy measures that can be taken to curb the unemployment

problem in Swaziland. [10]
Question 6
a) What is meant by supply shocks? Give examples. [5]
b) Using the AD — AS framework, illustrate how an adverse supply shock would affect
the equilibrium output and the price level. , [15]
¢) Explain the statement ‘wages are sticky in the short run’. [5]
Question 7

a) Using an appropriate diagram illustrate and explain the various stages of the business

cycle. [10]

b) Discuss the different views to the causes of business cycles. [5]

¢) How do policy makers deal with the problem of business cycles? [10]
Question 8

a) Define a production function. What is the relationship between the labour demand
production function according to the frictionless neoclassical analysis? [10]

b) Explain clearly how the optimal level of employment is achieved in the analysis
quoted in (a) above. Using a graph, state all relevant assumptions. [12]

¢) State the law of diminishing returns. 3]



