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SECTION A

QUESTION ONE

Identify four functions of money in the modern economy (4mks)

Differentiate between the following terms: -

i.Debts market and Equity market (2mks)
ii.Money market and Capital market (2mks)
State three assumptions of the Quantity theory of Money (6mks)
Highlight three factors that determine the money supply (6mks)

Identify four main advantages of using open market authorities in influencing short term
interest rates (4mks)

Briefly explain the concept of “Adaptive expectations” and the associated problems
(6mks)
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SECTION B

QUESTION TWO

While classical economists tended to emphasize the use of money in making transactions.
Keyness identified three motives for holding money. State and explain the three motives
he identified. (10mks)

Discuss the criticisms levelled against the Quantity theory of money (10mks)

QUESTION THREE

Explain any five monetary policy instruments that can be used by central bank to achieve
its objectives (10mks)
Explain three ways in which policy makers can do when faced with a recession in the

economy on aggregate demand (10mks)
QUESTION FOUR

Discuss two ways the policy maker can do when faced with stagflation in the economy
(10mks)

Using IS -LM Model, explain the effects of contractionary monetary policy which involves

the central bank decreasing money supply on interest rate and income or output (10mks)

QUESTION FIVE

Explain five main objectives of monetary policy undertaken by central bank (10mks)

Discuss ways policy makers should take when faced with recessionary situation in the

economy (10mks)

3|Page



