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Q2 Explain the fallacies in each of the following statements. 

(a) GNP is always greater than GDP 
(b) NNP is always greater than GNP 
(c) Personal income is always greater than national income 
(d) National income is more than NNP 

 
Q3 Within the IS-LM framework, show how income and interest rate are affected by each of 

the following changes. In each case explain briefly why the changes in income and interest 
rate occur. 
(a) an increase in autonomous consumption 
(b) an increase in MPC 
(c) an autonomous decline in investment spending. 
(d) government taxes 

  
Q4 a) Describe the limitations of monetary policy. 
Q4 b) Describe the arguments for and against being concerned with the size of a fiscal deficit 

relative to GDP. 
 
Q5 a) How does the government use fiscal and monetary policy to smooth the business cycle? 
Q5 b) Who benefits from inflation? What factors are most adversely affected by the business 

cycles?  
 
Q6 a) How does an increase in the saving rate affect economic growth? 
Q6 b) How does an increase in the population growth rate affect economic growth? 
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