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[This question paper contains 12 printed pages.]
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Instructions for Candidates

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

2. Attempt any five questions.

3. Use of a Simple Calculator is allowed

4. Answers may be written either in English or Hindi;
but the same medium should be used throughout the
paper.
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1. Answer the following questions: 9 +9 =18

a. What is Macroeconomics? Discuss various
macroeconomic challenges faced by any economy

to improve its economic performance.

b. Using an AD-Y diagram, depict the effect of a
decrease in autonomous government expenditure
on the equilibrium output level in the economy.
Explain this effect through the government

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

a. Why are proportional income taxes and welfare
programs referred to as automatic stabilisers?
Explain how these mechanisms affect business

cycle fluctuations.
b. Write short notes on:
i Stagflation
ii. Full employment budget surplus
iit. Money Multiplier
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Answer the following questions: (9 +9 =18

a. Define user cost of capital and explain its
components.

b. Using suitable diagram(s), explain how a rise in
the depreciation rate of machinery changes the
desired capital stock in the economy.
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3. Answer the following questions:

a.
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(9 + 9 = 18)

Using suitable examples, explain how a change in
interest rate causes a change in bond prices.

Suppose we have an economy described by the
following functions:

Consumption: C = 50 + 0.5Yd

Yd =Y —Taxes

Investment: [ = 100

Government Expenditure: G = 200
Tax Rate:t = 20%

Transfers from government: TR = 20

Calculate the equilibrium level of income and the
multiplier in this model.

Calculate the budget surplus or budget deficit at
equilibrium.

Suppose that ¢ increases to 25%. What are the
new equilibrium income and the new multiplier?
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Based on this information, answer the following

questions:

Calculate nominal GDP and real GDP in both
years, taking 2011-12 as the base year.

Calculate the GDP deflator for both years.

Calculate the rate of inflation of the economy over
the given time periods. If the nominal rate of
interest is 20%, what is the real rate of interest of
this economy?
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5. Answer the following questions: (9 +9 =18) _ 21
a. Suppose the central bank asks the commercial (@) W AT TR T PR w@ s 9 T
banks of its economy to double the number of - 2

ATMs in the economy, making it more convenient
for their customers to withdraw money. What
would happen to the demand for central bank o C = 50+0.5Yd
money? Illustrate with the help of a diagram the
impact of this change in the demand for central Yd=Y-=
bank money on the interest rates, using money
market equilibrium. 4 G -
1 e 7 = 100

b. Suppose an economy produces only two goods:

Chocolate and Coffee. Quantities and prices per wad = G =200

unit for both the commodities for the two years

2011-12 and 2022-23 are given below:
T owm Wt = 20%

W1z 202223
Quantity (in Price (per Kg) | Quantity (in Price (per Kg) % a-qu: TR =20
Kags) Kgs)
Chocolate 1000 500 700 1000 . o . .
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Answer the following questions:

a.

3N T U = B?
© + 9 = 18)

Using the S-I diagram, explain how the goods
market equilibrium changes due to an increase in
government purchases. In this context, explain the

concept of crowding out.

Suppose that a person’s yearly income is Rs
600,000. Also, suppose that this person’s money
demand function is given by: Md = Y (0.35- i) [Y
is measured in rupee terms]

i. What is this person’s demand for money when
the interest rate is 5%? 10%?

ii. Explain how the interest rate affects money
demand for this person.

iii. Suppose that now the interest rate is 10%.
In percentage terms, what happens to this
person’s demand for money if her yearly
income is reduced by 50%?
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iv. Suppose that now the interest rate is 5%. In
percentage terms, what happens to this
person’s demand for money if her yearly
income is increased by 50%?
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