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[bookmark: _Toc306263693]RFN 104: PRINCIPLES OF MACROECONOMICS 

DATE:	11TH APRIL 2025							TIME: 2 HOURS 

GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 
This is a closed-book examination. Textbooks/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS: 
1 Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2 Answer Question One and ANY other TWO questions.
3 Questions in all sections should be answered in the answer booklet(s). 
4 Marks allocated to each question are shown at the end of the question. 
5 PLEASE start the answer to EACH question on a NEW PAGE. 
6 For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
7 Show your workings and clearly indicate the answer to the problems provided. 
8 Keep your phone(s) SWITCHED OFF at the front of the examination room. 

9 Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination. 
10 You are only allowed to leave the examination room 30 minutes to the end of the Examination. 
11. Be guided by the marks allocation for each question. For instance, if a 5-Marks question requires you to state and explain 5 points, listing a point will give you half a mark, and explaining the point gives you another half-mark.


QUESTION ONE: COMPULSORY (30 MARKS)  
Country Z is a developing nation experiencing several economic challenges over the past year. The Gross Domestic Product (GDP) growth rate dropped from 5% to 2.5%, largely due to reduced export demand and low domestic investment. The government’s efforts to boost local industries have not yielded the expected results.
Unemployment has increased to 10%, predominantly affecting young people and recent graduates, as the economy's slowdown has led to fewer job opportunities.
Inflation is currently at 7%, driven by higher fuel prices and increased food costs, making living expenses more difficult for citizens. To combat inflation, the central bank increased interest rates, making borrowing more expensive, which has reduced consumer spending and business investment, further slowing economic activity.
Given these circumstances, the government must decide whether to stimulate the economy through expansionary fiscal policies, such as increased public spending, or to maintain a tight monetary policy to control inflation. There are also discussions about investing in education and training programs to tackle the rising unemployment rate, especially among the youth.
a) Describe the macroeconomics economic challenges faced by Country Z are relevant to macroeconomic analysis. 						          (10 Marks)
b) Given the economic situation in Country Z, explain the concept of Gross Domestic Product (GDP) and the factors that have contributed to the slowdown in GDP growth.
           (10 Marks)
c)  Explain the different types of unemployment, and the type of unemployment that is affecting Country Z, using information from the case study. 		(5 Marks)
d) Based on the case study, discuss the potential impact of inflation on consumer spending and business investment in Country Z. 					(5 Marks)

[bookmark: _GoBack]QUESTION TWO (20 MARKS)
a) Analyse how changes in the cost-of-living impact purchasing power and living standards.								 (8 Marks)
b) Identify the key factors that influence savings rates at both individual and national levels. 									(6 Marks)
c) Explain the difference between absolute advantage and comparative advantage in international trade theory. 						(6 Marks)
QUESTION THREE (20 MARKS)
a) Identify the tools used by governments and central banks to stabilize the economy, including fiscal and monetary policies. 				(8 Marks)
b) Explain the concept of international trade and its benefits, including comparative advantage and specialization. 						(6 Marks)
c) Explain how exchange rate fluctuations affect the competitiveness of a nation's exports and imports. 							(4 Marks)
QUESTION FOUR (20 MARKS)
a) Evaluate the effectiveness of various economic stabilization policies in reducing inflation, unemployment, and business cycle volatility. 		(8 Marks)
b) Analyse the impact of government economic policies on reducing cyclical unemployment during a recession. 					(6 Marks)
c) Identify the factors that influence exchange rates and explain how they impact international trade. 							(4 Marks)
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