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Question 1 is  compulsory.

2
1

SEC.TI0N A
I

(15x2-30)

1.        (i)  More stringent antitrust laws in the wage-setting/price-setti,ng mod?1 are likely
t                                    ``                                                                        -                                                                                                      .,

to lead to:

(A)  Higher mark-up.s, higher price,sp and+ lower employment.          b

a3)  Low.er `mark-ups, lower prices, and higher employment.

(C)  No. change in mark-ups, prices, or employment.

(D) .Higher mark-ups, lower prices, and higher employment.

I

`(ii)  A negative supply shock wil.1 lead to

(A)  Increase in output and lowering of the price level
ju}                                                                                 I

a)  Reduction in.output, increase in price and pnempl`o.yment            a

(C)  R.educti`on in output and rise in.price wit,h no im|5act on. unemployment

(D)  Increase in output and prices with lower unemployment
•.J+-  i`

(iii)  According tg Tobin's q theory, a firm is more likely to invest in new capital
'11

when:
i-

(A)  -The market value of existing capital is lower than its replacement costl`

a)  The market value of.existing capital equals its replacement cost.

(C)  The market value of .existing capital is higher than its replacement cost.

(D)  Interest rates  are at zero.

+,

r=*
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!        (iv)  Ifpohcymakers' attempt'to reduce unemp\loyin6nt below the natural rate using

expaflsionary policy, rational expectations theory predicts :  :

i    -+  (A)  A.p6rmarient ifall in unemployinenlt             L           `

a)  A temporary boom without inflation
i

u.I

(C)  Rising inflation without lasting unemployment gains

(D)  A stable P`hillips Curve relationship

(v)  Which of the following can increase the short-term cost of disinflation

(A)  High inflationary expectations `that adjust through a leaming mechanism

a)  Credible C`entral Bank

(C)  Rapid decrease in growth rate of Money supply

(D)  Supply side policies aimed to increase productivity

(vi)  Suppose  inflation expectations  are  anchored due to  a credible monetary

policy. The sacrifice ratio for reducing inflation will likely be:
5=

(A)  Hich

•a3)  Low

(C)  hfinite

(D)  Unrelated to expectations

(vii)  In the AD-AS model, a one-time permanent incre.ase{in.money supply will
+

lead to

P.T.O.
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(A)  Decrease in unemployment rate. both in the short. run and medium

rm

•   a3)  Increase in unemployment. rate in the short. run, but not in the medium

rm

(C)  Decrease in` unemployment rate in the short run but not in the medium

rm

(D)  Increase  in  inflation  rate  in the  short fun bit  not  in  the  medium

rm
f+

(viii)  In Fischer's 2 period` intertemppra| mo`4el,let tincrome of the individual in

period  1, Y] = 20,000  and in period 2, Y2 = 15,000. If the rate  of interest

is 5%, what is the maximum possible consumption in period 2?

(A)  20,000

@)  35,000

(C)  30,000

(D)  25,000

(ix)  How does indexation of wages to inflation impact -the short-run Phillips Curve:

(A)  Becomes steeper

a,)  Becomes flatter

(C)  Shifts to the left

(D)  Becomes vertical  +
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j        ,(x) How does Life_ cycle hypothesis treat wealth accumltlation

(A)  Wealth is irrelevant to consumption decisio.ns

I

a3)  Wealth is accumulated during working years and decuriulated during

retirement                                                            '

(C)  Wealth is eve.nly distributed thrQugho.ut life

(D).  Wealth is only \accumulated in anticipation of large expenses

C

(ri)  In the IS-LM framework, an open. in;rket purchase of government securities

shifts the:

(A)  IS curve to the right, increasing output 'and interest rates

a)  L-M curve to the right, lowering interest rates and raising output
J

(C)  LM curve to the left, increasing interest rates

(D)  IS curve to the' left, reducing income and output

(xii)  In the Permanent Income Hypothesis, a lottery win (one-time income gain)

wh:

(A)  Permanently increase consumption
I

@)  Have minimal effect on long-term consumption
\,r

V

(C)  Eliminate the need for savings

(D)  Shift consumption downward

P.T.O.
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(xiii)  Simon Kuznets'  study  of consumption behaviour  did not point  otlt the

following :

I(A)  APC is equal to MPC in the long run

q3)  C/Y was below lot).g run average during economic boom

(C)  C/Y was above' average during economic slump

(D)  Assets of an individual are also `a determinant of consumption

(xiv)  One implication of efficiency wage theory is that

(A)  The labour market always clears at equilibrium

(a)  Involu.ntary unemployment can persist even in equilibrium

(C)  Wage flexibility eliminates unemployment

(D)  Firms will always pay identical wages across sectors

(xv)  According to the policy ineffectiveness proposition by Sargent and Wallace,

a predictable, increas`e in money supply:

(A)  Raises output and employment permanently

q3)  H,as no real effect on output or employment in the long run

(C)  Affects real variables only if it is unanticipated

(D)  Always leads to a higher natural rate of unemployment
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2.

7

SECTION 8

Attempt any 6 out of the following 8 questions. Each question carries 5 marks.

(6x5-30)
I

Explain how increased unionization will impact real wage and unemployment rate

•in.the wage setting-Price setting model.                                                                    (5)

3.     Describe the mechanism of expectation adjustment in the Adaptive Expectations

Hypothesis. How does it respond to persistent forecast errors?                        (5)

4.

5.

7.

Discuss Fisher's theory of optimal interteinporal choic.e in consumption. Sho.w

that the ratio of marginal utilities of consumption in two adjacent periods is equal

to the ratio of the market rate of interest to the consumer discount rate.      (5)

Using the arbitrage principle in financia.1 markets, demonstr.ate how the price

of a stock equals the present value of all future dividends expected from that

stock.                                                                                                                                                (5)

Examine Taylor's. and Fisher's critique of the traditional approach to analysing

the unemployment cost of disinflation. How do their arguments differ from the

conventional view based on the expectations-augmented phillips curve?         (5)

Suppose that the markup of goods prices o.ver marginal cost is 5%, and that the
t

wage-setting equation is W = P (1-u), where u is the unemployment rate, W is

the nominal wage rate and P is the Price level.

(a)   What is the real wage, as determined by the price-setting equation?
\`

(b)   What is the natural rate of unemployment?

P.T.O.
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(c)    Suppose  that  the  markup  of `p`rice§  `over  costs  increases  to  10%.  What

happens to the natural rate of unemployment? Explain the logic behind your

answer.

9..

(2+1+2)

Discuss  the  factors.  that  led  to  tfie  breakdown  of  the   original  Phi'11ip§

Curve relationship. In this context, `explain the expectations -augmented Phillips

Curve.                                                                                                                                          (5)

Discuss the concept of Tobin's' q and it-.s role .in` linking flnancial markets with real

investment. Under what conditions will Tobin's q be greater than, equal to, or

less than.one?                  `                                                                                                       `-(3+2)

I,i

SECTION C

Atte.mpt any 3 outrof the followi.ng 4 questions. Each question Carries 10 marks.

I                                                                        (3X10-30)

10.   Using the AD-AS and IS-LM frameworks, analyse the short-run and medium-

run effects of an expansionary monetary policy on output, employment, interest
i

rates, and the price level. Discuss how monetary neutrality emerges in the medium

run.                                                                      \ (10)

11.   Discuss  Sargent .and Wallace's Policy Ineffectiveness Proposition within the
\

framework of rational expectations. Explain how, under certain assumptions,
a                                or                       J                                                                I                                         i                  '            A                                                     ~r            A

system.atic monetary policy fails to influence output and employment in the short
I

run. What are the key implications of this proposition for the design of monetary

policy?i                                                                                                                              ( 10)
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12.   Explain why cross-sectional studies show that higher-income households have

lower average propensities to consume, while aggregate time-series data show a
a

stableAPCovertime.HowdoesthePermanentlncomeHypothesisexplainthis

apparent contradiction?
J| (10)

i

13.   What  are the  effects  of a permanent  decrease in the rate  of nominal money

growth on the economy?  Suppose that the  economy can be  described by the

following three equations :

Llt  -Ht_1  =  -0.4 (6'yt  -3%)                 6kun's law

7It  -  fit_1  =  -(H,  -  5%)

6yt  -   6m,  -  apt

Phillips curve             ;

5           -      .Aggre-gate demand`t"    A

(a)   Reduce the tbree equations to two by substi'tuting 6yt from the aggregate

demand equation into \Okun's, law;

Assume  ihitially  that :pet -Ht_I  =  5%,  6mt.T=  13%,  and  fit  =} 10%

(b)    Compute unemployment and inflatiofi in y6ars t,.rt + 1, ?-......, t + |o.

`'

(c)    Does inflatiQn decline smoothly from 10% to 3%? Why or why not?
*           ?                       .L                           i

`   (3)  '

(3)

P.T.O.
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in 1 HBwi a ,

10

ds - T!

(15x2=30)

(i)  aFT-igiv;ng-ia€fu ife ¥ arfha wh Hrfu-iaan  (TIai¥)
fiFTT ia5H Tin aPr ck a wh a. :

(iF)   erRRE -]{qs-an, erfha qu, an iFT in

(RT)  an qT*-an, 5q qu, an erRTaT fu

(Tr)qT5-an,TEffifflfu¥iasqRafaFa.

(q)  Chffro q[q=-an, iFT gr, an erfha fu

(ii)   ngEF qiE{rmqEF arse-enqia a HT in a :

(tFT)  3qTa:=r ti qu 3ife qu-cat ¥ fiRE

(iF)  i3tmaE qrfu, qu 3ife aun S S

(TT)3qi€TSqrfu3ft{i3;q¥qu,aentRqasHrmF"

(q)  i3tqTFT aife qu :1 qu, aen ti ch

(in)  arfaT a  "ffl.iaraETa" ifr algen{, vaF t5fi ® irm 5F tlfis ed €,:

(iFT)qqxpqpfflqTen{-gr35ifrItrina5qa

(iF)  ffl an. fflTFT ti

(TT)qqq\iFrquiitinen-qugivfflTriaerfhaa

(q)  rm\irm H qu a



5152 11

(iv)rfeffi-ithia€itfuarfuFTrfuchIT-ihaRaifawhfflqq]q
qR., ch "RE rfu ifro» ifr a]gH7{ iTRm apT in :

(H)  aun ¥tan€.qR
'

(iF)  iin giv i± ffltwh xp

(TT)  aap gETFan, TR ate a. a€ wh fflq ca;

(q)  ida fRE-RE rfu

(v)iina.aap-ent5TmRT-FanqETiafreyininenTiaxpqEFaT¥:

(iR)3ffi©-incaT€cheiR-5RwhfroaRfra.

(iF)  iaiqch iife aaT

(TT)  F-qu i{ E aiFT an

(q)  3aFTq5aT ri qT@ eniF-qer itfaino

(iv)qR©-dr®iaiqrfutfroi@iai±ffiT{uT.idrawi,chafro-apTa
(affro rm) :

.(ffl)    erRTqT

(iF)  ffl

(IT)   rfe

(I)  chench.a ri

(v)  ti. -T.ng. rife S an-enti ¥ vat in qfr ut qaaa a :

(E)   6TEqEma 3ft{ qcaF-3Tala a;ff a. ahaqfr qq gtfr

P.T.O.
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(iF)<3fiFTqm-`S`aenqap,TcaH^-stala¥ift

(IT)GTEqtm¥aunenan,iTEan-errfu¥ri

(q)GT5qREEgrp{rmxp,qan-Halin¥ra

(vi)  iin i± a-+ap whiSpe;rti yL = 20,000, y2 = i5,000 rm iHTa iR 5%
achiFain¥HR©wh:

t`

(ffi)    20'000

(a)   35,000

(Tr)    30'000

(H)    25,000

(vii)  grdiia i± HgHR aFT-qFrfu ed a fflFTrfu iap-ffi :.

(iFT)  Hffro ©a rm€

(ii) ife-arms
(q)  ffl€ iiaHffl a

(q) 3rfuaen€

(vhf)  iin-t==[qT qRa5an i± ergrR th-ch :

(¥) wh a rfe a
(iF)ifflfflfrTffitien3ft{q5tqen¥edrfu€

(iT)iinveHrien_€

(q)ifroSiaffiifienriin¥anin€
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-\ -.(ix`)   en€.RT.-RT.FT. ffi a Hah HRo. ch i5@p-fflffl{ izz=raa.:

(tfi.)   aTT±.RT. ffi Eff, i3tmaT qTur-iR xp`€      ,€
I.

(iF)  ¥a:.FT. i]a} ri, aTiH-iR un a air 3HTan a?aT a

(TT)   ¥a:.:qq:. t]3F ri, eniFT-er ap a
Td

(q)   en€.RI. qff ri, 3m I titqTFT qEaT €
',

(x)  ut am qR5rfu. a 3]grR RE rfu (vat q]{ tft amp) :

(ffl) rfu es RI a giv g

(`F)   L€ht-tc4`ct,Ttl^]+ wh TR aga i5F 3FTTq

(Tr)   qTH th  ai-+I-c-]a-q-qhtii-aF]ta tF{ an £

(q) wh-Jan¥

(xi)  rfu ii wh-GTcaqF +' iin ¥ a di-rfu ffla Fa ra TT§ a :

(iH)  afro ¥ afro wh-ergqTa = ha erin-argqTa

(iF)  th (F) ifr HTa c~ 8fro a iFT FT

(TT)  th  (.rm) tfr HFa c„ afro a chha an
I     (q)  aTffroffienineniatfa\€    a

(xii)  €eren-aFT`ike a. ¥5 iaed ng a iar :

(iF)  an-riRTrfugiv¥HFTin€       "
rfJ

(iH)  tiaiha ate giv S th ri H wh a
(Tr)  aFTTa5ha ate HqTta 5r fa a

(q)  wh wi -aFTan ¥

P.T.O.
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(xiii)  rfe-iffiaH ap `{afar-aTHam ifro7" ia a±grit gil-grreffi a. RE qu :

(iff)  t3RET3ifeinhaRIaft€       7     '

(RT)±a.qT5TfaiFffl;Hinrawh

(TT)  fa aTHrfu an TR maFT RE €

(q) ch in-ida aen R aap €

EE - EE

iir 8 S a ire .th 6 ffl Gal rm I

4.

6.

(6x5=`30)

tan-itrfu-i:;;=r-ia€fuqfa¥qFZF©qaaqT5TPeaFT3fi{aafflTTai{TR

fflT maiiT TTEan €?                                                                                                                                     (5 )

\

"erRE{3riquqRi5ant"tiwh-rfuFTR-9finfflT¥?amaRTfro-apTR
.,

ira ae Hrh ed €?                                                                 (5)

ifro ii Gfa:1:F5TPe .enin iaata en wh Eel iae iaT a ifro erqfan. a.\

i@Ifa3qan.5TagqTaaTtHR-BTF-Rsife3qin-.-¥-Fi±3TgrTaaq{Taram

al                                                                                                                                                 (5)

anfaF.farai=ii=aiIRritetrmiaTia5ftthiae(dr)fflquedHiniRwh.
i} rfuqu i} q{Tar in gi                                                                   (5)

T€tlslvaQ-I+ ift enTa tR E".aqT ifro.TR-ctTin HFaTFTi Gaait .giv chen-gaH

irm-agr ri qTife iadr a tra iinT€.3 1             L`+             , (5)
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7.     ftq€GHRE:

F15

RI-qTqf-an  = 5%

aFTtlfro: w = p(1-u)

(.EF)TF-iatfroiH{rqTtrfuaFTariq±.I

(RT) HF5fha ap a ira q±.I
J

(q)  rfe rfe-s]q i0% a iHTp, a "-ida aqu iR HT an.3 ffiT{uT rful
?                                              =-(2+I+2)

.8..   F irm-TiE i± EEa-i± ed Gin chen-gaairm-is th qin rml  (5)

9.    anffiT q tPIT a? qa iath=3rTen ch,qrealaEF-irfu=a tra~rfu i?    I

ia5F ian q~ q > 1,  q`= 1 TIT q < 1 rfu €7

ds - tPr

(3+2)

iir 4 a a ian th 3 5T Gal a. I (3xl0=30)

io. t ti. -T:qH: 3it ut:q5: -H:qq: ffi ERr 6ttli`qiQ^i ife ffi ffl ered Sir TTan-at
¥i3EqTFT,in,Tqia-R6fi{qu-i5{tI<iNIaHqE]TariTcaH-chS"g=T-iTEtqaT"
tra Ha5E arfu g7                                                                                                                 (io)

ii.   ife-whit ffi ¥ wh-ife a  "ffi-8IH`rm ifro» ch iqiRIT irmi ia5T
qftRch. S ira ife ffi alHE5ia S th 3tqTan I in ch mrfu ffi ffir wh?
ed HT ffi-ira a.7                                                             (io)

i2..rfu-aaFmaxptFap-anqfi$6frowh-agqTaeniae¥,RERE-giv
¥ qg fiq{ i5en a  -  fu ed? wh STFT `iihaouii. EH iaderm ch ira HHHT@ €?

(10)

P.T.O.
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i3.   |quTa giv-jfa er S ut fiTRE a RT tFTETTETi

ffl± .ch iir th i<iflch`i`jh. a qaH iin iTqr € :

chiFiin:         Ht-Ht_[=-0.4(6yt=3%)

irm-ETF:       7Tt-7tt_1 =-tilt-5%>

rfe rfu :           8ys = 8mt -7tt
I

(E) REftr rfu a 8ys ch cht5T fin ¥ ERTFrfu i5{ it Hfro iFTTETi               (3)
¢

(iF)  wit a :   Llt -Ht_, = 5%, 8mt = .13%, and 7tt = 10%

of ,t a t+io iliF aaun I © iHa qS.I (4)

(IT)  HT© i0% a 3% tTqTgr iRTa qE@€7 ed.ch.4ra3                (3)

(6000)


