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8. Write short notes on any two of the following :

(a) Open market operations

(9+9)

(b) Relationship between desired savings and desired

investment in an open economy
(c) Consumption and savings function

(d) Balanced budget multiplier
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( , Instructions for Candidates

Write your Roll No. on the top immediately on receipt
of this question paper.

This question paper has eight questions out of which
only five have to be answered.

Each question carries 18 marks.

Use of a simple non-programmable calculator is
allowed.

Ans\;vers may be written either in English or Hindi;
but the same medium should be used throughout the

paper.
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(a) What are the measures of Aggregate Saving?
Explain in detail. (10)

(b) What do -you mean by business cycle? How does
the unemployment rate change throughout the
phases of the business cycle? ®)
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(a) How is interest rate determined in financial
markets? Explain with diagram. (10)

(b) Explain the relationship between bond prices and
interest rates, ) (8)
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6. (a) Sheila’s mdney demand is given by : (10)
M, =Y (0.8-1)

where Y and i are income and interest rate

-

respectively.

(i) Suppose her income is Rs. 10,000. Calculate
and show graphically her demand for money
when the interest rate is 5%, 10% and

15%.

(i) What happens to Sheild’s money demand
curve when her income increases to

Rs. 20,000. Explain the intuition behind this.

(b) Describe the various monetary aggregates that are

used to measure money.‘ (8)
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2.

(a) Elaborate on the three approaches to measure
economic activity along with appropriate examples.

(10)

(b) Explain the differences among the nominal interest
rate, the réal interest rate, and the expected real
interest rate. Which ‘interest rate concept is the
most important for the decisions made by
borrowers and lenders? Why? (®)
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(a) How do increases in current income, expected
future income, wealth and real interest rate
influence desired consumption and desired
saving?, (10)

(b) Explain usé;' cost of capital and desired capital
stock. Using a diagram, illustrate the impact of
fall in real interest rate on the desired capital
stock. (8)
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4, Consider an economy :

Consumption function C = 100 + .9Y,, where Y, is
disposable income

Investment, I = 50 !

Governmeént expenditure, G = 200 y
) /
Lump Sum Taxes, T = 50

(a) Find out the equilibrium level of income and
government expenditure multiplier. Using the
concept of multiplier, calculate the new equilibrium
income if government expenditure increases by
50%. Also depict the change in equilibrium income
diagrammatically. (10)

(b) If investment rises to 100, what will be the effect
on the equilibrium incomie? Explain and illustrate
the. change in equilibrium income ‘diagramimatically
as well. _— ®

5718 5
waﬁmawmﬁm%@:
I W C = 100 + .9Y,, W& Y, Wew o 2
A, 1= 50 :
WY =, G = 200
e, T = 50
(37) FF N EWHEN T YRR W G T Rl Tl R

i} WA T 50% §¢ Wl B W YURE S SSTEON
1 IUANT D TS ST A T TR forg ) g
@ ¥ uRedw & o s w1 ¥ R «ikm

v‘ %ﬁ @ IR AW 100 7% w7 W 8, O U I R T
e RW? GgET T A Rt W R w9 R
F v ok Rilw AfRvm

5. (a) Derive equilibrium income and goverhment
expenditure multiplier in an open economy with

proportional income tax, . (10)

(b) In an open economy, explain .the effect of a
decrease in government expenditure with the help

of a suitable diagram. ®)
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