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Instructions for Candidates

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

2. This question paper contains Eight Questions.
3. Attempt any five questions.

4. [Each question carries eighteen marks.

5. The use of a simple calculator is allowed.

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

paper.
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(a) Explain why the IS-curve slopes down and to the
right. Explain the difference between a movement

along the IS-curve and a shift of the IS-curve.

(b) What is the crowding out effect? Can crowding

out be avoided?

(a) Suppose an economy is described by the following

equations :—
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Where; C = consumption function, I = investment,
i = rate of interest, Md = Demand for money and
Ms = Money supply.

Derive the equation of the IS-curve and the LM-

curve.

(b) Why does a change in price level moves the real
output (GDP)demanded in the opposite direction?

3. (a) Show the labour market equilibrium with the
help of wage-setting and price setting-relations

(Diagram is required)

(b) Suppose that the mark-up of goods iarices over
marginal cost is 5% and the wage-setting equation
is W =P(l-u).

Where u is the unemployment rate.

P.T.O.
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(i) What is the real wage, as determined by
the price-setting equation?

(il) What is the natural rate of unemployment?

(a) Define aggregate supply (AS)- curve. Explain the
effect of an increase in the expected price level

on the aggregate supply curve.

(b) Discuss the short-run and medium run effects of
an expansionary monetary policy. (Diagram is
required)

(a) What is the inflation? Give two costs of
anticipated inflation and two costs of unanticipated

inflation.

(b) Define natural rate of unemployment. What are

the two main costs of unemployment?

(a) How does the expectations-augmented Phillips

curve differ from the traditional Phillips curve?

(b) What are the policy implications of the short- run
Phillips curve?
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(a) What are the items to be included in the balance
of payment of a country?

(b) Explain the relationship between the current
account, the capital account and the financial
account.

(a) Determine the exchange rate with the help of
demand and supply analysis.

(b) Analyse the J-curve with the help of a diagram.
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