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This partial fill-in paper consists of 18 pages plus instructions for the completion of a mark-reading sheet.

Read the following instructions CAREFULLY before answering the paper. 

The paper is divided into two sections: Section A and Section B.

SECTION A

Candidates must answer ALL the question in this section.

SECTION B

In this section ALL the questions  must be answered on the mark-reading sheet which is supplied.
Carefully follow the instructions for the completion of the mark-reading sheet.

Your mark-reading sheet can get lost and you MUST therefore also write down your answers for this section.
On the last page of this paper space is provided for this purpose.
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SECTION A  [40 MARKS]

Answer ALL the following questions in your examination paper in the blocks provided.

QUESTION 1

Full employment is one of the macroeconomic objectives which serve as criteria for measuring the performance
of the economy. List three other criteria. (3)

QUESTION 2

(i) Show on the following diagram how the imposition of an excise tax affects the equilibrium price and
quantity of cigarettes. (3)

(ii) The burden of the excise tax is shared by three groups: the consumers of cigarettes, the owners
of the cigarette companies and the employees of the cigarette companies. Explain why the
employees of the cigarette companies share the burden of the excise tax. (2)
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QUESTION 3

What are the determinants of induced consumption in the Keynesian model of a closed economy
with a government sector? (3)

QUESTION 4

Given a Keynesian model of an economy with a government and a foreign sector.

- Illustrate on the following diagram and explain in words the impact of an increase in the tax rate
on the equilibrium level of income.

- Remember to label your diagram.
- The marks will be divided equally between the diagram and the written explanation. (6)
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QUESTION 5

(i) Define monetary policy. (3)

(ii) Illustrate on the following diagrams and explain in words how an increase in the interest rate
influences 

(a) investment.
(b) the goods market.
(c) the AD-AS model. (13)
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(a) Investment

(b) The goods market

(c) The AD-AS model

(iii) Which factors influence the effectiveness of the transmission mechanism? (2)



ECS102-8
May/June 2006

6

[TURN OVER]

QUESTION 6

Question 6 is based on the following diagram of a complete business cycle.

(i) What is measured on the horizontal axis? (1)

(ii) What does point A represent? (1)

(iii) What does point B represent? (1)

(iv) What happens with aggregate spending during the A-B phase? (1)

(v) What does line T represent? (1)


