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Q1. In the industrial town of Riverton, several manufacturing firms recently shifted their production abroad to cut costs. This relocation reduced local employment and household incomes, leading to lower consumer spending. As a result, local shops and service providers are experiencing falling sales. At the same time, residents are saving more due to uncertainty, and private investment in the town has slowed. The local council is considering policies such as tax incentives for businesses, subsidies to households, and investment in public infrastructure. Evaluate the extent to which the circular flow of income model can help Riverton’s leaders design effective policies to counter the economic slowdown. In your answer, critically assess how adjustments in consumption, savings, and investment could alter the flow of income, and justify which intervention (government spending, tax incentives, or household subsidies) would be most effective for restoring long-term stability. (10 Marks)

Ans 1.

Introduction
The industrial town of Riverton is facing a slowdown caused by the relocation of manufacturing firms abroad, which has reduced local employment, incomes, and consumer demand. This decline in spending has negatively affected local businesses and services, creating a ripple effect across the economy. The circular flow of income model provides a useful lens to evaluate these issues, as it demonstrates how households, firms, government, and the financial sector interact in the economy. By examining the flow of consumption, savings, and investment, Riverton’s leaders can identify where leakages are occurring and which injections are necessary to revive activity. The model highlights the importance of balanced flows and helps policymakers choose the most effective intervention for ensuring 
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Q2(A). In the country of Metrovia, official statistics show that GDP has been growing at an average rate of 6% annually over the last five years. The government highlights this as proof of economic progress, yet surveys reveal that the majority of citizens feel their living standards have barely improved. A closer look at the data shows that income gains are concentrated in the hands of a small percentage of wealthy households, while wages for the majority of workers have stagnated. Rising inequality has also led to lower access to healthcare and education for poorer families. Despite the increase in overall GDP, many argue that per capita income does not capture the real distribution of income across the population, and therefore, it may not be a reliable measure of overall welfare. Using your knowledge of national income concepts, apply the measure of per capita income to Metrovia’s case. How would you interpret the contradiction between rising GDP and stagnant living standards for most citizens? In your answer, explain why per capita income alone may not adequately reflect welfare, and apply alternative indicators that could give a more accurate picture of economic well-being. (5 Marks)

Ans 2a.

Introduction 

In Metrovia, GDP has grown steadily at 6% annually, yet citizens report little improvement in their living standards. This situation highlights the gap between national income growth and actual welfare. While per capita income is often used to measure progress, it averages total GDP across the population without reflecting inequality. If income gains are concentrated among a wealthy minority, the average figure misrepresents reality. To properly assess welfare, it is necessary to examine income distribution, access to services, and 

Q2(B). After World War II, the U.S. economy grew quickly, with low unemployment and rising living standards. Factories moved from producing wartime goods to consumer goods, and new technology increased output. Some economists said this proved Say’s Law, which argues that “supply creates its own demand.” But government programs—like the GI Bill (which gave education and other benefits to returning soldiers), wartime spending, and public investment—also supported demand and growth. How far can Say’s Law alone explain this economic boom? In your answer, break down the main ideas of Say’s Law, compare them with the impact of government policies, and discuss why the classical view might not fully explain this period of U.S. history. (5 Marks)
Ans 2b.
Introduction 

After World War II, the U.S. experienced rapid economic growth, low unemployment, and rising living standards. Classical economists pointed to Say’s Law, which argues that supply creates its own demand, as proof of this success. Factories reoriented from wartime to consumer production, and technology expanded output. However, the government also played a crucial role by stimulating demand through public investment, the GI Bill, and social programs. To evaluate this period, it is necessary to compare Say’s Law with the impact of these policies.

Concept and Application
Say’s Law, originating from classical economics, maintains that the act of producing goods automatically generates enough income to purchase them. In other words, supply will always 








