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6.      Answer the following questions:                (9  +  9  =  18)

(a) Using  an  AD-Y  diagram,  depict  the  effect  of an
increase   in   autonomous   investment   on   the
eqdilibrium output  level in the  economy.  Explain
this  effect through the  concept  of the  murtiplier.

(b-)  Write  short notes  on the  following:

(i)  Automatic Stabilisers

(ii)  Business  Cycles

(iii)  Mo.netary  Aggregates
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1.      Answer 'the  following  questions:                (9  +  9  =  18)

(a)  Compare  the  Classical  and  Keynesian  views  on
the.  speed  of  wage  and  price  adjustment.   What
are` the important consequences of the differences
•in  their  views?

(b) What  is  a'  monetary. policy?  What  are  the  tools
that  a. central  bank  of a.ny  economy  could use  to

reduce   the   mo-ney   supply?   Using..  a   suitable

diagram,  explain  the  effects  of  a  contractionary
monetary  Policy  on  inter.est  rates?

.
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(iv)   3qBqH iin ffiT rfu faJgiva. qitht&
ian tfttt I

5.      Answerthe followingquestions:                (9  +  9  =  18)

(a)  Define  the  expected  after-tax  real `interest  rate.  If
the  tax  rate   on  int.Crest  income   declines,   what

happens to the expected after-tax real interest rate?

(b)  What is a balanced budget multiplier? Suppose an
economy is running on the apprQach of a balanced

bu`dget  multiplier.   If  there   is   an   increase   in

government expenditure, show how it will change
the  equilibriu.in output in the  economy.
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RHrtlRqd- wh. ifr 3ffl an:
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Co7tsttmp€io7l/tt7lctio7t:C = 100+0.5yd                 'e'A      Jt$           2.      Answer the following questions:                (9  +  9  =  18)
/

(a)  I_s. the.re  any  relationship.  between  interest  rates
and bond prices? Explain using suitable examples.

(b)  Consider  an  economy  for  which  the  following
information is given (all numbers  in INR Crore):

Government  transfer  payments  to  the  domestic

private  sector  =  250

Gross  national pfoduct  (GNP)  =  2000        I

Taxes  =  600

Factor  income  received   from  the   rest   of  the
world = 70

P.T.O.

Y d -- Y ~ T a x e s

I"estment a)  =  =120 crores
I

GoverITment Expenditure (a)  =  €90 crores

rci%es (I)  =  0..25y
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Interest  payments  from  the  government  to  the
domestic  private  sector  =  150

Government  purchases   of  `goods   and   services
-300

Current  account  balance  =  -200

Gross  private  domestic  investment` = 400

Factor  payments .made  to  the  rest  of  the  world
-90

Given   this   information,   find   the  following:
Consumption, Net exports, GDP, Net factor i.ncome
.from abroad, Private savings, Govemment'savings,

and National  Savings.
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(b)  Consider   an   economy   with   the   follo.wing
information:

Consumption function.. C = 1.00 + O.5Yd

Y d -- Y - T a x e s
lrroestment ¢)  -i  =120 crores

Goverr[rieTit Expenditure (G).  =  TOO crores

rcixes (I)  =  .0.25.y

Given  the  abov.e.  information,  answer  the  following

questions:

(i)   Calculate the equilibrium .level of national income
and consumption.

(ii).'Find the government's budget surplus or d.eficit at
equilibrium.

(iii)If  the  tax  rate  increases  to  0.30Y,  what  will  be
the new equilibrium level of income?

(iv)Illu.strate the change in equilibrium using a suitable
diagram.                                                 `

P.T.O.
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4.      Answer the following questions:                (9  +.9  =  `18)

(a) Using  the  S-.I  diagram,   explain  how  the  goods
market  equilibrium  would  change  if there  is  an
invention  in  the  nation  that  rai.ses  the  expected

fu`ture  Marginal  Product.  of Capital  (MPK).

.I
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H5F qu T5HTa  (RE)  =  2ooo

H  =  600
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3.      Answer the following questions: (9+9-18)
tJ

(a)  Defifle  the  three  measures  of  savings:  National
Savings, Private Savings2 and Government Savings.
Suppose the government deficit increases. Explain
•whether the following statements are true or false.

Give  reasons  for  your  answer:

P.T.O.
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(i)  Priya.te  savings  increase

(i.i)  Investment falls
I

(iii)  The  current  account  balance  falls
•,

(b)  Consider  an  economy  where  the  public  hol.ds  no
currency.  The ratio  of reserv-es  to  deposits  is  0.2.

The  demand  for  money  is  g.iven  by Md  =  Y(17-
8i)  [Y  is  measured  in  rupee  terms].  Initially,  the

monetary base is Rs  100,000, and nominal income
is Rs 500,000.  Given this information, answer the

following questions':

(i)  Calculate the. demand for central bank money
in  term.s .of Y  and  i.

(i'i)  Find  the  equilibrium  interest rate by  setting
the  demand for central bankTmoney equal  to

the  supply  of central  bank money.

(iii)  What.  is  the  overall  supbly  of money?  Is  it
equal to the overall demand for money at the
interest rate  you found  in part  (ii)?

(iv)  What  is  the  impact  on  the  interest  rate  if
•central   bank   money   is   decreased   to   Rs
'5o,.ooo?

tr'            \.I, *
t`
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(v)  If the  overall  money  supply  increases  to  Rs
10,00,000, what will be the impact on interest

rates?

RqrtlRq.tl- wh. i+' Ga{ an:
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