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1.     (a)    Consider the following information about an economy:
•  Consumption function:  C =  100 + 0.8(Y -T + TR)

•  Autonomous investment: I i 200

•  Government spending: G =  150

•  Net exports:  NX =  50

•  Taxes:  T =  100

•  Transfers: TR = 50

P.T.O.
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(i)  Find the equilibrium level of income (Y).

(ii)  Calculate the level of consumption at equilibrium.

(iii)  If actual output is Y = 900,  find the value of unplanned inventory
investment (IU).                                                                                                   (3)

(iv)  Based  on  IU,  explain whether  output will  increase  or  decrease  to
reach equilibrium.

gE er± i± to iit+itiii±itl. G"q5Ta it q± a :
• enin TFffi::  c =  loo + 0.8(y -T + TR)

• iiTqia ifu:  I - 20o
• wh ffl: G = 150
• gr iife: Nx = 50
• ffl:  T -100

•  rfu  (EfeTt5{):  TR = 50

(i) giv a]TZT  (y) 5T fitfu api

(ii) giv TIT wh iFT Ht ira iifiri

(3)

(iii) rfe qT5ffiEF  am  y  =  900  a, ch  3TRarRI  ck ira  (Iu)  EFT ITFT iTTEr

EHEE]

(iv) Iu i± 3maR til aaTH iir giv HTta ed i± ft 3HRT giv IT th

a)   Critically examine how the sensitivity of investment to interest rates influences
the relative effectiveness of policy interventions in the IS-LM framework.

Is_LM ffi a qTiff €{ i} rfu fiaH EPr tt.aqlQi\tltli ffa ilEFR itfin ± ift
mlci:{i\cicu  ch mTffia ed a, gHE5T <AtilchtHlctich  wh qENfu[

OR / GTan

(a)    Discuss how simultaneous shifts in both IS and LM schedules may leave
output unchanged but alter the interest rate.

qa iqF qrm fit ida qRRffi a Is sit LM aft i# i± gEF ira tqTrfu a
3tqRI tiqRife Ta HEFaT a, qts qTiFT i=t ¥ qRrfu a tT5t]T €i
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(b)   Evaluate the conditions under which monetary policy may become ineffective
in influencing output.                                                                                               ( 12. 5)

3qqRRffiiFTTgivirmiffiTifeffiGtqTFTchmTrfatTed¥anTT@
a di ¥1

2.     (a)    An increase in pessimism about future economic conditions spreads across
households and firms. Analyze how this sentiment feeds into macroeconomic

outcomes using the AD-As framework.                                                      (12.5)

aTRI ch ife qRRqiffi a rfu ii<I£!ucH¢ aa iHrm ¥i AD-As ffi tfiT wh ed

gg aaTFT fit qa a]fflT rfu 6Trffa qRoiTfi a ian mrfu ed ¥i

a)   Explain the adjustment process through which deviations from the natural
level of output are corrected over time?                                                       (12.5)

I

qa enHTFT fat Hngrfha stqTFT i5{ a fi€ Hqq a HTq Era ifflta in ¥i

OR / erun

(a)    Explain the properties of the Aggregate Supply (AS) curv`e in the short run
and medium run.                                   ,                                                                    (12.5)

a]HETa Sit FezlFt5ia S rfe engr q3F i} fifro® fl iqTen tfifti

(b)   Analyze the conditions under which output returns to its natural level without

policy ,intervention.                                                                                                     ( 12.5)

3T qRRffi ifiT iadr jRI fas 3EqTFT fin fan itfin iRIin i}- ri
qT5fha iER TT{ trm en irm `¥i

3.     (a)    Examine the proposition that the trade-off between inflation and unemployment
is a short-lived phenomenon.                                                                               (12.5)

=H EqT ifiT qth. arm fat © 3ft{ arm i± fa iaEha wir ifa
31quq)m`ll in ¥1

P.T.O.
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(b)   Explain the basic mechanism of the wage-price spiral . (12.5)

Fxp-qu rfu  (wage-price spiral) iPr qF fu  (basic mechanism) di tFTen
qrml

OR / GTan

(a)    Explain how  expectations  formation can lead to  shifts  in the  inflation-
unemployment relationship even in the absence of new shocks.           (12.5)

tla HrsE Eifir iaT iin ian Tp ri i± th chendi 5T ith ©-aawh
wiT ch ian aEa HiFaT €i

(b)   Explain the concept of expectations augmented phillips curve.             (12.5)

3rfemdi ifalEL ira qH aqEITET  ( Expectations-Augmented Phillips Curve )

4.     Using the Mundell-Fleming framework, explain why the effectiveness offiscal

policy depends on the exchange rate regime and capital mobility.                   (15)

ifro-qaiin ffi ffT ch ed gT qa ifflEITET iaT iafha i;I nd 6ife Tar ©
i±  6]Ten{ T]{ -`I\dcl:\G\¢+ itfa EPr in:iiq:{i\tlrli  ed. RE gl

OR / GTan

Using the Mundell-Fleming framework, explain why the effectiveness of monetary

policy depends on the exchange rate regime and capital mobility.                   (15)

ifro-ch ffi 5T wh ed gg qa tFTEITFT iaT iaFin i;I HUTT@ Sir giv qfath
i± alrmt TIC Tire itfa ch miqQTitldi- ffi RE €i


