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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
equilibrium output lével in the economy. Explain N
this effect through the concept of thé multiplier.

(b) Write short notes on the following:
(i) Automatic Stabilisers
(ii) Business Cycles

(iif) Monetary Aggregates
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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 any econofny could use to
reduce the money supply? Using a suitable
diagram, explain the effects of a contractionary
monetary policy on interest ratés?
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Answer the following questions: (9 +9=18)

(a) Define the expected after-tax real interest rate. If
the tax rate on interest 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 approach of a balanced
budget multiplier. If there is an increase in
government expenditure, show how it will change
the equilibrium output in the economy.
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Consumption function: C = 100 + 0.5Yd
Yd =Y —Taxes
Investment (I) = %120 crores
Government Expenditure (G) = 90 crores
Taxes (T) = 0.25Y

SR R & R R PR % I

aARg:

(i) v @ AR ITERT F GAT TR A IO
T

(i) R & o ARAT A WS W WG T
AT '

|

T

4938 - 3
ol vl & S ARk

() WY SR A G A AR W W AR AR
R &t gorn AR S BeRl A S D Aeeagot
R = 27

(@) ARw M w27 Al N sefomen R0 I @
IR T T T D QT ITHON o FTIRT
Hohdl 87 U SUGERT ARG T ITINT @D, 6T &
W HFEEN A A w FE e kg ?

2. Answer the following questions: 9 +9 =18

’

(2) Is. there 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
Taxes = 600

Factor income receivéd from the rest of the
world = 70

P.T.O.
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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 payrflents ‘made to the rest of the world
=90

Given this information, find the following:
Consumption, Net exports, GDP, Net factor income
from abroad, Private savings, Government 'savings,
and National Savings.
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(b) Consider an economy with the following
information:

Consumptioﬁ function: € =100 + 0.5Yd
Yd =Y —Taxes
Investment (I) = %120 crores
Government Expenditure (G) = %90 crores
Taxes (T) = 0.25Y

-

Given the above information, answer the following
questions:

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

(ii).'Find the government’s budget surplus or deficit at
equilibrium.

(iii)If the tax rate increases to 0.30Y, what will be

the new equilibrium level of income?

(iv)Illustrate the change in equilibrium using a suitable
diagram. .
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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 raises the expected
future Marginal Product of Capital (MPK).
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Answer the following questions: (9+9=18)

ot

(a) Define the three measures of savings: National
Savings, Private Savings, and Government Savings.
Suppose the government deficit incieases. Explain
‘whether the following statements are true or false.
Give reasons for your answer:
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(i) Private savings increase
(i) Investment falls
(iii) The current account balance falls

r

(b) Consider an economy where the public holds no

currency. The ratio of reserves to depaosits is 0.2.

The demand for money is given 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 terms-of Y and i.

(if) Find the equilibrium interest rate by setting
the demand for central bankfmoney equal to
the supply of central bank money.

(iii) What is the overall supl.le 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

50,0007
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(v) If the overall money supply increases to Rs

10,00,000, what will be the impact on interest

rates?
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