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1. Write your Roll No. on the top immediately on receipt
of this question paper. .
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2. Attempt all the questions.

-

3. All questions have internal choice.

4., Answers may be written either in English or Hindi; -
but the same medium should be used, throughout the

paper.
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1. (a) (i) Assume the following IS-LM model :

€ = 100 + 0.8¥¢
Yd=Y-t
t= 04y
I = 120 — 20i
G= 200
MS/P = 120
L= 02y —20i
Find the following :

(1) What is the equation that describes the
IS curve? N

(%) What is the equation that describes the ,

LM curve ?
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What are the equilibfium income and

interest rate?

If the government expenditure increases
by 180 what will be the new equilibrium

¥
level of income and interest rate

How much inve‘stmen’t will be crowded
out when the government increases the
purchases by 180 and the nominal money
supply remains unchanged.

(1+1+4+4+2.5=12.5)

(i) Suppose the government increases the

expenditure. Use the IS-LM model to show
%

the impact of the increase in government

expenditure under three assumptions:

(1) The government keeps interest rate -

constant throughﬂ' accommodating
i

‘monetary policy.

(2) The money stock remains unchanged.

P.T.O.
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+ (3) The govt. also increases tax by the same

amount. (4+4+4.5=12.5)

' OR

(b) (i) Assume the following IS-LM model :

+ i

C = 40 + 075Y%

, Yd= Y= TA
crer TA = 80 '
I = 140 —10i .
G=100 !
t Mp=8
L= 02Y —5i

t i
Find the following :

. & H
(1) What is the equation that describes the

IS curve?

¥

- (2) What is the equation that describes the

LM curve?
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What are the eguilibrium income and

interest rate?

(4) If the government expenditure increases

&)

(i) (1)

@

by 65 what will be the new equilibrium

level of income dnd interest rate.

What.is crowding out? By how much will
investment be crowded out when the
government fncreases the purchases by
65 and the noniinal money supply remains
unchanged.  * (I+1+4+4+4.5=12,5)

E

Suppose the central bank carries out
open market purchases of bonds. Using
the IS-LM framework show the impact ‘ '

of such a policy.

What will the LM curve look like in the
classical world? Will a monetary policy

t
be effective such a world. Explain using
the IS-LM framework. ”

P.T.O.
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(3) Using ISai_,M framework explain how an !
investment subsidy can help the l

government prevent crowding out- of l '
H

(2) Fo1 WeR Rafie war 3

_private investment when carrying out an
expansionary fiscal policy. " .

pansionary fiscal policy (3) wER o W I & W ¥ wgww B
(4+4-+4.5=12.5)
(4+4+4.5=12.5)
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2. (@) (@ Fiscal policy like monetary policy do not affect £ a
N ? {
output in the medium run. Then why is
monetary policy neuntral while. fiscal policy is ) : @ G wt T -TEYR Aew A
not? Explain with diagrams of AD, AS curves. A { ' '

(ii)7 Using a posifively sloped AS & LM and a . C= 40 + 0_75‘Yd
negatively sloped AD. & IS curve curves show | Yd= Y- TA
the effects of a decline in business confidence

TA = 80
on output, prices, interest rate and
. ‘ I = 140 —10i
unemployment rate in the short and the
' " mediym run. (12.5+12.5) G =100
) M/P = 85
th o
Or L L = O.ZY e 5i
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’ f=lifaT < 5w ARw “ 4‘“ (b) (i) Using a positively sloped AS & LM and a
) ! i negatively sloped AD & IS -curve, show the
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effects of a decrease in income tax on output,
prices and interest rate in the short and

medium run.
I

Show the effect of an increase in the price
of oil on the natural rate of unemployment
using the WS and PS curves. Discuss the
effect on output and pric‘es in the' short run
and medium run using AD and AS curves.

’ (12.5+12.5)

¥

Explain how the original Phillip’s curve is
derived ‘from, the 'AS curve. What is the '
economic rationale behind the Phillip’s curve

phenomenon?

The expectations augmented Phillip’s curve
is consi{s‘ten‘t with workers and firms
adapting their expectations to macroeconomic
expectations of the 19705; Discuss. How it
was different from the original Phillip’s curve?

(12.5+12.5)

P.T.O.
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®) (@) The Phillip’s curve implies that when
§ t . 5
unemploymeént is high, inflation is low
4

and vice versa. So we may experience either
. high' inflation or high unemployment but
we will never experience both together.
Dis::uss. 1

£ 4 [ *

, (i) Explain how wage indexation affects the
Phillip’s curve relationship. Does the Phillip’s
curve relation become unstable in the

presence of deflation? (12.5+12.5)

¥ i

4. (a) According to the Mundell Fleming model, when

exchangeé 'rates are fixed 'and -capital is perfecily

il

" tobile; will fiscal or monetary policy be more
P AR ¢
successful? Explain with diagrams. (15)
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(b) Write short notes on— -

(i) Repercussion effects in dn open
! 1] K ~ .

economy .

(ii) Purchasing power parity (7.5+7.5=15)

C= 100 + 0.8Y4
Yd= Y-t

3

oY SR &

t= 04Y

1 = 120 —20i
G = 200

MS/P = 120

L= 02Y —20i
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