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(b)  Explain  how   specialization  makes   it  possible
to    produce    more   products    globally    when

countries   trade   on   the   basis   of  comparative
advantage. (9,9)

7.      Write  shortnotes  on:

(a) Absolute  advantage.

(b) Backward  bending  of labor  supply  curve.

(c) Nominal  exchange  rate  and  real  exchange  rate.

(6,6,6)
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1.      (a)  Explain  the  circular  flow  of  income  in  a  three-

sector  economy.

(b)  Differentiate  between  nominal  and  real  income

GDP.  Explain,  what  is  the  relationship  between

unemployment  and  real  GDP?                           (8,10)

2.      (a)  Discuss   in   brief  the   factors   that   influence

consumption,   investment   and   exports   in   an

economy.

(b)  Explain  investment  multiplier  with  the  help  of a

diagram.  Show  how  it is  directly  related  to  MPC

and  inversely  related  to  MPS.                              (9,9)

3.      Using   appropriate   diagram,   explain  the   effect  of

expansionary fiscal policy an increased taxes on output

level and employment.                                                       (18)

4.      (a)  Derive  the  IS   and  LM  equation   and  find  the

equilibrium  level  of income  and  the  interest rate.

Illustrate your answer with appropriate diagram in

IS-LM  framework.
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(b)  For an  economy  following  information  are  given

Consumption

Taxes

Investment

Government expenditure

Exports

Imports

C = 300+0.24Yd

.T-  60

1-  600

G- 600

X-180

M-  120

Calculate

0.)   Equilibrium level of income (ii) Consumption (iii)
Multiplier.                                                                         (9,9)

5.      (a)  "Balance of payments ofa country is always zero"

Comment  on  this  statement.

(b)  Explain,  why  high rate  of inflation  is  bad  for  an
economy?   How   does   inflation   affect  various
segments  of  society?                                                (9,9)

6.      (a)  Explain the determination of equilibrium wages in
the  labor  market  with  the  help  of labor  demand
and  labor  supply  curves.
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