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Instructions for Candidates

1.

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

2. All questions are divided into two sections: A and B.

3. Attempt any five questions out of seven questions from each of the sections.

4. Use of appropriate diagrams/figures is necessary .

5. Section-A has short answer questions and each carries 6 marks whereas
Section-B contains long answer questions and each carries 12 marks.

6. Clearly indicate the section when answering any question.

7. Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.
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SECTION-A
(Attempt any 5 questions out of 7)

1. The aggregate production function in the Classical Model is given as: ¥ = F(K, L).
Using the data in the Table-1 below, draw the aggregate production function
curve and the corresponding marginal productivity of labour (MPN) curves. Identify
the area on the MPN curve that exhibits diminishing returns.

Table-1
N=Labour 0 1 2 3 4 5 6
Y=0utput 0 8 16 23 28 32 31

2. Derive classical aggregate demand curve. Does an increase in money supply shift
the classical aggregate demand curve? Explain.

3. “In the flexible price and fixed money wage model with excess supply of labour,
actual employment depends only on labour demand” — Discuss.

4. What is Philips curve? Analyse Friedman’s view of monetary policy in the short-
run in the context of the Phillips Curve.

5. Discuss the effects of an increase in aggregate demand in the Keynesian Model
with a variable money wage.

6. What is the general formula for annual consumption in life cycle theory? Illustrates
the pattern of consumption and saving in life cycle theory. What are the implications
of life cycle theory to MPC out of wealth and transitory income?

7. What is residential investment? How monetary policy does affect it?

SECTION-B
(Attempt any S questions out of 7)

1. Derive individual labour supply curve from income-leisure trade-off in the Classical
model. Under what condition is the labour supply curve is always positively
sloped?

2. Ilustrate the effect of an increase in government spending on equilibrium output,
price level and interest rate in the fixed wage-Flexible price Keynesian model
using a suitable diagram.

3. Derive Keynesian aggregate supply curve when the money wage is variable. How
is it different from the Keynesian supply curve fixed money wage?
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4.

In Friedman’s view, the effect of an attempt to ‘peg’ the Unemployment rate is
continuously rising inflation rate. Discuss.

What are the general characteristics and criticism of theory of rational expectations?

Suppose that a person starts life at age 25, plans to work until age 70, and will
die at age 85 and that annual labour income, YL, is $30,000. From this information,
calculate the following figures for this person: (i) lifetime resources, (ii) annual
consumption, (iii) marginal propensity to consume, (iv) maximum wealth
accumulated. What would be the increase in his annual consumption if (a) income
were to rise permanently by $3,000 per year (at age 25), and (b) income were
to rise by $3,000 but only for one year (at age 25)? Calculate MPC out of
permanent income and transitory income for cases (a) and (b) above.

Discuss the relationship between demand for capital stock and flow of investment.
Elaborate on the flexible accelerator model in this context.
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6.
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