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Question 1
[bookmark: _GoBack]The identified business phases include the expansion phase, the peak phase, the contraction phase, and the trough phase. The expansion phase is associated with high rates of growth. The peak is the second phase and is associated with conversion of business expansion to business contractions. The contraction is characterized by slow rates of growth and few economic activities within the business environment. Lastly, the trough phase is associated with the conversation of contractions experienced in early business stages into expansion. This stage is regarded as the recovery stage of the business.    
Question 2
Inflation is regarded as the increase in the general prices of goods and service. During the period of inflation, consumers will tend to purchase too much thus creating high demand which leads to disequilibrium in the balance of payments. The increased is supposed to be met and thus the economy has to get mechanisms of correcting the disequilibrium. The export will be less than the imports due to loss of value of domestic products. The producers will be discouraged to produce more thus reducing the real output within an economy.
Question 3
When income fall the disposable income falls thus reducing consumption. Similarly, when income increases the consumption level goes up. The savings of an individual are dependent on the consumption level of the consumer. With increased income, the consumer will tend to save more as the consumption increases in a decreasing rate.  The savings have a similar relationship as to that of consumption and thus the consumer high income is associated with high savings and reduced income has fewer savings. 
Question 4
Other than income, consumption is affected by relative prices of goods and services, capital gain when a consumer foregoes consumption, the volume of wealth, fiscal policies, and terms of credit on consumer goods. As the law of demand states, high prices are associated with less quantity, meaning that consumers will consume less with respect to high prices. High capital gain influences the consumers to save more and consume less. Better and reliable terms of credit increases consumption because goods and services are readily available.   
Question 5
Aggregate demand defines the amount of both the goods and services needed by the households at specific period in an economy. It is downward sloping because of the inverse relationship between prices and quantity, as prices increase the demand falls. Its downward sloping nature has an effect on interest, balances and foreign purchases. The effect is felt because low prices increase demand thus consumers end up saving less and hence low-interest rates. When the prices are low increased demand reduces the foreign purchases and affect the real balances of payments. 
Question 6
Aggregate supply is the number of goods and services the producers have supplies to the market at a given period of time. The aggregate supply differs in the short-run and long-run because during the short-run producers supply more goods and services as result of high prices but in the long run, there is a vertical curve as result of market adaptation and maturity. A vertical supply curve is said to be inelastic thus unresponsive to price changes on the quantity supplies.  
Question 7
The extended short-run and long-run aggregate demand can be applied in the models of inflation, recession, and economic growth through low inflation rates, account deficit correction, and creation of employment. For example, in the event of inflation aggregate demand is seen as the measure of the inflation effect in the long-run. This is because of the accumulated aggregate demand for a long period of time without the economy responding to the disequilibrium economic condition.  This can be also attributed to the economic growth effect. 
Question 8
The short-run aggregate supply has a positive relation between prices and quantity, meaning that the supply curve is positively sloping. An increase in the general prices of goods and services increase the quantity supplied by the producers in the market.  On the other hand, the long-run aggregate demand, the quantity is perfectly inelastic to the price changes in the market, meaning the supply curve is vertically slopping. A change in the general prices will not have an effect on the quantity supplied. 

 
    
