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Q2 Explain the difference between expansionary and contractionary fiscal policy. When would 

the government use expansionary and contractionary fiscal policy? 
 
Q3 How are monetary tools used to control unemployment and inflation?  
 
Q4 Explain with example the difference between economic development and economic 

growth. 
 
Q5 a) Why are the imports subtracted when GDP is calculated in expenditure approach? 
Q5 b) What is GDP deflator and how does it differ from the consumer price index? 
 
Q6 a) Why is the aggregate demand curve slopes downward? 
Q6 b) Why is the AS curve upward sloping in the short-run & vertical in long run? 
 
Q7 Suppose that the economy is characterized by the following structural equations: 

C = 160 + 0.6 (Y–T) 
I =150; G = 150; T = 100. 

Where C is Consumption: I is Investment: G is Government Expenditure: and T is Tax 
a) Determine the equilibrium output level. 
b) If G rises to 200, what is the how equilibrium level of output? What is the value of the 

govt. expenditure multiplier? 
c) If tax falls to 50, by how much will equilibrium output rise? What is the value of tax 

multiplier? 
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