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Questions in Macroeconomics
Question 1
GDP has four components which are; personal expenditure, government expenditure, business investment and Net exports. This is represented in the formula Y= C +I+G+NX
i. Personal Expenditure(C). It is also referred to as consumer spending or private spending. Consumers spend a lot of money in the purchase of goods and services. E.g. Fuel consumption in a household. Personal expenditure in a country reflects the ability of businesses to produce what consumers need (Rode, 2012).
ii. Business Investment (I). This refers to purchases by companies and firms in order to produce consumer goods and services. However, only purchases relating to creation of new products are factored when calculating GDP. E.g. A real estate firm purchasing land to build new houses 
iii. Government Expenditure (E). This refers to gross government spending. Government spends on infrastructure, salaries. Government spending, however changes with the changes in the economy. E.g. Government spending is more during recession.
iv. Net Exports (NX). When calculating GDP, the exports of both goods and services are considered. Net exports is calculated using the formula (NX= Exports – Imports). All goods and services produced within a country are considered.
Question 2
GDP can be measured in two ways; income approach and expenditure approach. Both approaches have similar answers. The income approach sums up all the income gained in a household within a country while expenditure approach sums up all the expenditure on goods and services in a country per annum (Johnson, 2017). The income is used to purchase goods and services so ideally, the total income equals total consumption.
Question 3
National Income is the total value of goods and services that are produced within a country in a period of a year. Balance of trade is important in calculating GDP. When there is a deficit, that is the imports are more than the exports, the national income is affected negatively (Mankiw, 2020). When there is a trade surplus that is net exports being more than net imports, the national income increases.
Question 4
Tax reduction by the government causes a shift upwards in the aggregate expenditure line. This is because a reduction in taxes results in the increase of business expenditure and personal expenditure therefore causing the shift in the equilibrium (Syverson, 2019).
Question 5
Changes in exchange rates affect the prices of exports and imports. In case a nation’s exchange rate decreases, e.g. Kenyan shillings decrease from 100ksh to 95ksh, exports to Kenya from US become cheaper but imports from Kenya become expensive (Mankiw, 2020). This therefore means that exports increase but imports fall leading to a shift in the aggregate expenditure line downwards.
Question 6
AE=Y illustrates a situation where the aggregate expenditure is equal to the National Income or GDP.
AE<Y illustrates a situation where there is a decrease in the aggregate expenditure less than the National income. This is caused by the following factors.
i. High interest rates. High interest rates affect the ability of individuals and firms to make investments. High interest rates discourage borrowing therefore causing a downward shift in the aggregate expenditure line.
ii. Low consumer confidence results in less expenditure therefore leading to a downward shift in the aggregate expenditure line.
iii. Decline in technology reduces expenditure therefore leading to a downward shift in the aggregate expenditure line.
iv. Increase in physical wealth reduces the need of consumers to spend so as to acquire assets. This therefore reduces aggregate expenditure.
v. Unfavorable fiscal policies. If the taxes are too high for example, it reduces expenditure thus causing a downward shift in the aggregate expenditure line.
Question 7
Leakages and injections affect aggregate expenditure. Injections such as government spending and exports lead to the increase in household income which in turn leads to increase in expenditure therefore causing an upward shift in the aggregate equilibrium line (Johnson, 2017). Leakages such as savings, taxes and imports reduce household income. This leads to a shift downwards in the aggregate expenditure line.
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