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Instructions for Candidates
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2. Attempt any 5 questions.
3. All questions carry equal marks.

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

B & fow Fdm

1 WA-TE S Fen & o Ry 1w iR e R s sgwee ol |

2. Foredl 5 el & IR AR L

3. |yt U & iR W R |

4. IO GET-UF i IR o0 W B A v s F A, e o STRY o WA v 6 B
MY |

1. (a) How does an expansionary monetary policy affect output, trade balance,
and exchange rate under a flexibleexchangerate regime with perfect capital
mobility and fixed price levels? &)

(b) Under perfect capital mobility and fully integrated capital markets, interest
rates should equalise across countries. How does this conclusion shift once

®

we factor in expectations about future exchangerate movements?
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2. (a) Discuss the evolution of monetary policy rules from money growth targeting

to inflation targeting, along with the adoption of interest rate rules. 9)

(b) In the context of the IS-PC-MR model, discuss the policy of disinflation
with respect to two central banks, one more inflation-averse than the
other. ©)

3. (a) Consider the case of a country that has been in full employment with the
balance of trade equilibrium. Suppose there is an exogenous decline in export
earnings. In this case, how does a devaluation policy help restore the
macroeconomic and external balance? )]

(b) Write short notes on the following :
(1) Exchange rate overshooting (4.5)

(i) J-curve effect (4.5)

4. (a) Describe the Ricardo-Barro proposition. What are the possible reasons it
may not hold? )]

(b) Given:

The official budget deficit is 4% of GDP.
The debt-GDP ratio is 100%.
The nominal interest rate is 10%.

The inflation rate is 7%.
Based on the information given above, answer the following questions:
(i) What is the primary deficit/surplus ratio to GDP? ?3)
(i) What is the inflation-adjusted deficit/surplus ratio to GDP? 3)
(iii) Suppose that output is 2% below its natural level. What is the cyclically

adjusted, inflation-adjusted deficit/surplus ratio to GDP? 3)

5. (@ () Why does conventional monetary policy become ineffective during a
liquidity trap? (4.5)
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(i) Which unconventional monetary ‘policy tools can be used once an
economy enters a liquidity trap? (4.5)

(b) Why has the recovery from the financial crisis been so slow in the United

States? ©

6. (a) How are exchange rates determined as per the purchasing power parity

theory? What are the limitations of purchasing power parity theory? (9)

(b) What are the functions of foreign exchange rate markets? )
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