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INSTRUCTIONS:

Answer a total of FOUR questions: All questions carry 15 marks each. ~------------------------------------------------------~--~~
QUESTION ONE ..-t> ~ -~..P-'~
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Giving relevant examples from your country, explain the vitality of money in the eCQnomy.~~«:.~ /~
. ~ /~ ~v

~ 8marks eT ~~ I.., a::r -.(-',
Derive Tobin's (1958) mean-variance model of asset demands which holds for any risky ~p
portfolio. (7marks)

a).

b).

QUESTION TWO

a). Distinguish between the classical and Keynes' theories of the demand for money. (9marks) \
b). Explain and derive the money multiplier theory as a multiple of high powered money. (6_marks) .
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(3 marks)

QUESTlON~3

a).
Explain the following channels of monetary policy transmission mechanism:

The direct effect of the interest rate

b). The assets channel

c). The exchange rate channel

d). The credit channel

e). Expectations of economic agents

(3 marks)

(3 marks)

(3 marks)

(3 marks)

QUESTION 4

a). D;fine and explain using examples from your country the target variables for monetary policy in
/ an economy (4 marks)

b). Explain the meaning of independence of the Centfa-l-gaRk (4 marks)
cl. HighligF)tfour measures of central bank independence and explain whether or not they exist in

your country. (4 marks)
Explain the determinants of the Central Bank Independence and Transparency using your country
experience. (3 marks)
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d).
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