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RFN 104: PRINCIPLES OF MACROECONOMICS 

DATE:	12TH 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 Y, a middle-income nation, has been experiencing economic fluctuations over the past five years. The government has struggled to balance economic growth with inflation control while addressing unemployment issues. Recently, the country recorded a GDP of 2,500 billion currency units. However, concerns have emerged about rising inflation, slow productivity growth, and an increasing unemployment rate. The following economic data is available: National Income and Expenditure Components (in billion currency units): 
i. Consumption: 1,200
ii. Investment: 500
iii. Government Spending: 600
iv. Exports: 800
v. Imports 350
Questions
a) Economics is broadly divided into two main branches that analyze economic activities at different levels. Differentiate between microeconomics and macroeconomics.  												(8 marks)
b) Gross Domestic Product (GDP) measures the total economic output of a country and can be calculated using different approaches. Compute the GDP of Country Y using the expenditure approach.								 (8 marks)
c) Unemployment occurs when individuals who are willing and able to work cannot find jobs. Explain four types of unemployment.  					(8 marks)
d) Governments implement various policies to enhance economic productivity and drive long-term growth. Discuss two government policies that could improve productivity in Country Y.								             (6 marks)
QUESTION TWO (20 MARKS)
a) Tracking inflation helps in assessing economic stability and guiding monetary policies. In Country X, the Consumer Price Index (CPI) for the previous year was 120, while the current year's CPI is 135. Calculate the inflation rate of the country using the given CPI data. 										(10 marks)
b) Government policies can significantly impact a country's economic performance and productivity levels. Propose two government policies that could effectively boost productivity and support sustainable economic growth. 			(10 marks)
					
QUESTION THREE (20 MARKS)
a) Government policies influence national savings, investment levels, and overall economic stability. Discuss four key government policies in Kenya aimed at promoting savings and investment. 							(10 marks)
b) Exchange rates play a crucial role in international trade and economic stability. Explain four key determinants of exchange rates in an economy. 			(10 marks)
QUESTION FOUR (20 MARKS)
a) Natural resources and technological advancements influence a country's economic output. Analyze the role of natural resources per worker and technological knowledge in determining productivity. 							(10 marks)
b) [bookmark: _GoBack]Countries adopt different exchange rate regimes to manage their currency value and economic stability. Explain three major types of foreign exchange rate regimes and their impact on the economy. 							(10 marks)
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