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(ii)  Troubled  Asset  Relief Progra`m  (TARP)

(4.5+4.5)
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2.     iaetfaHFiti%i3fflRE I.

3.     whHEjfifr rfeiTFT€. I

4.     gH"¥a-vaiFTT5ffl 8aeFTianianvEFT enqT¥ ap, ife•wh Gdi ffl ira F a in rty I

1.      (a) Urider  flexible  exchange rate,  flexible prices  and

.   .  perfect capital mobility, explain the short run and
•    long  run  effects  of  monetary  expan.sion  on  re;1

money balance, nominal and real  exchange rates,

prices  and  output.                                                         (9)

(b).Explain  the   statements  with  reference  to  the    `
monetary  approach to  balance  of payment:               #

Statement  1:  In  an  open  economy  with  a  fixed

exchange  rate,  mon8y  stock  is  endogenous.

Statement  2:  Domestic  credit  control  is  a  crude

but  easy  to  understand  policy  to  improve  the

balance  of payment.

Are  these  two  statements  related?  Explain  your

answer. •   (3+3+3-.9)
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5.      (a) Explain  the  Taylor  rule  for  setting  the  rate .of ~

interest   by  the   Central   Bank.   How   is   this
undertaken when unemployment is above its natural
rate?                                                                                    (6)

•       -a) Derive the-three-equations model oils-PC-MR to

explain how the  monetary  authority will  achieve
the target rate of inflation of 4°/o when the inflation

has  risen  to  6°/o.                                                              (6)

(H)  life fa iH{r qTer-i;{ iatffi ed ifr itr EFT iin
thiFiRIrENrRTaunanHieiRaiRTt

•  an a ch qa ira iin in ¥7

e          (iF)  rfu-im-quin a th-Hfu ida ch© qfflT
fry rfe qE HF a wi iaT ffl © 6% qap
ag Tte a ri iris HTffu 4% th IrRE. ifr aqap
•iR ian rna whi

6;     .(a)  Explain  the  limits  to  monetary  policy  under  a
liquidity trap.                                                                   (9)

a    (b)  Explain the follciwing with an example :

(i)  "Higher the leverage, more likely the barik
is  to  go  bankrupt."

P.T.O.
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4.      (a)  Do you agree that nominal depreciations. typically

do not lead to improvements in the current account
during the short run? Explain the effect of changes
in relative prices  on trade balarice  from the short
run  to  the.long  run.                                                        (9.)

(b)  ExplaiL the following :

(i)  The  hysteresis  effects  of overvaluation

(ii)  The  extended  asset  market.or  portfolio
balance model
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(iii) Three-point or Triangular aibitrage                                I

(3+3+3-9)                     I
I

\

(E)  fflT.anH5Ta¥iaTafhagr€Tu anckqT erFrfu    SA         I
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ardTh aEF in giv qr wh RE a .Tfth i}
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fflT a an. ffiqF ira ¥?  erqiT T35r H¥ jiftri

2.      (a)  Write  short  notes  on:

(ij__Devaluation crisis

•   '  (ii)  Wage  price  spiral

(iii)  Beggar thy neighbour policy       (3+3+3=9)

I  P.T.O.
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(b) Explain why, ¢under a fixed exchange rate  system
•with  perfect  capital  mobility  and  fixed  prices,

central  banks   cannot  c.onduct  an  independent

monetary° policy. How would this stance change if

exchange  rates  are  made  flexible? (6+3-9)

(iF)  iaHfaiir TR RE iaffi iaifu :

(i) erqRT dr

(ii, qtim RE ri  `

(iii) aTR-im-fa an

(iF)  iqtE rm iir ilf un TTfath  air iis ch.
qTth FT ieq{ iafha iR HOTTth a  in, iffi as   fr'                  fa,

gEF wh ife ffi 5T tiwh ffi Tff 5t ed ¥i
rfe iaifa ed ch rfu aFiqT iHlg th qa iiRT tan

wh?

3.    . (a) Describe  the  following  statements :

(`i)  Can deficits become a way.of passing some
of  the  burden  of  the  war  onto   future

generations  in  an  economy?
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(ii)  Suppose that the government reduces taxes
by  1  unit  this  year  and  announces  today
th;t  to  repay  her  debt,  she  will  increase

•      taxes  by  (1+r)  units  next year.  ivhat  will
a     .  be  the  effect   of  the  initial  tax   cut  on

consumption?                                         (4.5+4.5)

(b) What  are  the  steps  that  the  Central  B.ank  can
follow to establish its. credibility for the announced

policy?  Why is  it  important for the  economy?

(9)

(EF)  ia± qTwh ffl wh EftRT:  .

(i) fflT qraT ian ffl± S ..Ba a rfu ch th
ch flea q{ wh ffiT ngiR th aa HtFaT a?

a      tii> inENiaTi{REREH as ed.a. i gad ift
gift ed a 6ife 3RT.in q5di a iaT ant q5ct
ch gin a fa¥, q€  nd qS qrd' a.  (1+r)
ed. fi S ani rfu qI HriPe EF€
qTan ffl ffl RT -inf
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