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Instructions for Candidates

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

2. There are seven questions in the question paper. Answer any five 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.
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1. (a) Explainshow,private savings are useful in the economy? (5)

(b) Can we include human capital in the measurement -of national wealth? Why
and why not? 5)

L 3
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(c) Explain the difference between real GDP and nominal GDP. Consider an
economy that préditees two- goods; Wheat and Sugar. The following table
shows the quantities produced and prices of the two goods in the base year

i 4 - w

and the current year :

Goods Quantity in Price in Quantity in Price in
: Base Year Base Year Current Year Current Year |
Wheat 300 4 360 5
Sugar 100 8 120 10
' > Lo 3

Calculate :
(i) Nominal GDP in the current year
(i) Real GDP in the current year, using base year prices

(iii) Percentage change in Real GDP from the base year to: the current
year (4+4)

2. (a) During demonetisation in November 2016, the. RBI withdrew ¥500 and
1,000 notes, reducing currenC}; in circulation drastically. Using the Quantity
Theory of Money (MV = PY), analyse the short-run impact. on the price
level, assuming velocity (V) and real output (Y) aré fixed initially.
What happened when new notes were introduced? Explain - with the help of
diagram. (6)
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(b) Explain the determinants of demand and supply of central bank money?

(6)
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Suppose that a person’s yearly inconie is 60,60b.'The' money demand function
¥

-

is given by :
Md =Y (35 - i)

(i) Calculate the demand for money when the rate of interest is 5 percent
and 10 percent. . 3)

1

(i1) If the rate of interest is 10 percent, calculate the percentage change in
money demand when incomie falls by 50 pefcent. Briefly explain the
result. 3)

.

Suppose the Government announces of Rs. 5 Lakh crores fiscal stimulus in
terms of extra government-expenditure. In a simple Keynesian model with
MPC = 0.8 calculate

(1) Government Spending Multiplier
(i) The expected rise in equilibrium income:

(i) Why the actual rise might be less than this theoretical amount. (6)

According to classical economists velocity was thought to be constant in the
short term. However, let’s say there was an exbgenous increase in the velocity
of money due to a change in the payment mechanism, such as increased use
of credit cards. What impact would such a shift have on the output,

employment, and price level? (12)

How does the introduction of a proportional income fax (at rate t) modify
the Keynesian multiplier? Using MPC ='0.8 and t = 0.25, compare the
multiplier with and without the tax. Why does the income tax act as an

automatic stabilizer? 9)

C

What is the full-employment budget surplus, and why might it be a more
useful measure than the actual budget surplus? )]
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5. . (a)
(®)

6. (a)
(b)

4 =

Explain how the interest rate works in the classica] system to stabilize
aggregate demand in the face of autonomous changes in the components of
aggregate demand such as investment? ©®)

Suppose the public holds no currency, ratio of reserves to deposits is 0.1
and the demand for money is given by

Md = $Y(0.8 - 41)
Initially the: monetary base is $100 billicn and nominal income is $5trillion.
(i) What is the demand for central bank money?

(i) Find the equilibrium interest rate
s : "

(iii) Ifthe money supply increases to $3000billion, what will be the impact
oni? (3,3,3)

What is crowding out, and when would you expect it to occur? In the face
of substantial crowding out, which will be more successful- fiscal .or monetary
policy? (6)

Consider the following macroeconomic model :
Consumption function: C =90+ 0.8(Y - T)
Investment function: I =160 — 61
Government expenditure: G = 40

Taxes: T = 50

Pfice level: P=3

Money supply: Ms = 300 »oc

Money demand function: Md = 0.2Y — 4i :

(i) Determine the equilibrium level of income (Y) and rate of interest (i)
using the IS-LM framework. f 4)
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(i) Compute the fiscal policy multiplier and the monetary policy multiplier.

@
(iii) Suppose the full employment level of income is 950. Calculate:

. i - « [
(a) The increase in fioney supply required to achieve full employment.

3

-

(b) The increase in government expeiiditure required to achieve full
employment. 4).

»

7. (a) Derive the Aggregaté Demand (AD) curve from the IS-LM model. Show the
effect of rise in the price level on the LM curve and output. Identify the two
factors other than the priceilevel, that shifts the AD Curve and explain their
effects: ; (12)

(b) What is the key difference that determines whether an international
transaction appears in the current account or the capital and financial
account? ) (6)

4

1. (@) wren S e seieraen § ol =@ (private savings) 6@ YRR SwaRt

27 (5)

(@) = &9 W 87 (national wealth) & AT % AT gail’ (human capital ) =t e
TR GEA BT I F A7 (5)

(1) arfds SRSl (Real GDP) 3R FRAE SHE@ (Nominal GDP) & &9 $itR T
TR T W& sfeEen R FeR IR o 3 a5, W5 3R W @ Ieae

A B

e wore af | e | wdwmad |
|9 | e | A= H wiwa

LES 300 4 360 5

= 100 8 120 10
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(1)aﬁm=raﬁ%mmrﬁ§1m )
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2. (@) 7 2016 ¥ RFHE (demonetisation) W I, IR 7 T500 3K 21,000
et = A o, oEd doer A T | WY w0 Il T aR R
(MV = PY)WWW@,W@WQ@%H@WWWW
Fivw, a5 7 T B 0 (V) AR araRE Seet (Y) TF § R §1 e [ie
Yo AT W T AT EIN? ARE (diagram) W TR @ FHAL (6)

7

(=) %’sﬁqaﬁ% a1 (centralbankmoney) & WA IR mﬁ%ﬁuﬁﬁaﬁm
Afwe? (6)

@) @ ARE & v R o @i FF 60,000 Bi G AT B FE (money
_demand function) $8 et faar T 8 : Md =Y (35 - i)

1 - !

(i) WS S R 5 TR 3N 10 ARE B, W A A 2} e SR
. | ; CY
(ii) 9l = = 10 WREE 2, W s ¥ 50 R < BEe R T o
¥ g aRad= o ot i) aRem 9 EsY 9 e skl (3)
5 (&) I SR TR SRR S 2 B T X 5 T TG T R SThIa earE
(fiscal stimulus ) ST THON SR 21 MPC = 0.8 T T A iR disel 9 J0FT
wiog: i B

- o= ¥

(1) A T W (Government Spendmg Multlpher)

(11)?@8?31@%@%@

(111)mﬁwmmﬁmﬁﬁm%l B (6)
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(@) T g (class1ca1,econonusts)a}31§€l? USRI ﬁm%éﬂﬁﬁmm
IR @M BTeliich, W i ﬁwmmaa%rma (ﬁ%‘%@‘emmmm)
%mgm%h%wmﬁ (exogenous) @@%IQW%WWW
AR 3R e T T T 9 G0 ¢ (12)

4. (%) A A (RNt W) ﬁ'ﬂ'ﬁ&ﬂﬂ FET T (Keynesian multiplier) ENRCT)
FARE HER 27 MPC = 0.8 30 t = 0.25 I IUANT A §Y, HE D 91 IR &=
TR & U hl T hiforg| ISR Teh “Tereltieret RAAER (automatic stabilizer)
& N T B w27 ) (9)

4 -

(@) TT-ISHR o1 SI@I?N (full-employment budget surplus) =1 3, AR I8 IRaEE
aaaaﬂirﬁwa?rm% it ST Su A B e 27 (9)

5. () wee e FRT 9 G 9 & ues! W @E IRadel B aee e W SRR
T & T el woielt ( classical system) H ST ® 99 wW W 27 (9)
(@) T iR e & I SE T (curtency) TER, W& aﬂqﬁf:‘}f SR (ratio
of reserves to deposits) 0.1 2 3R o S 9N TE VR 9 E ©
Md = $Y(0.8 —41)

RN A AFH R (monetary base) 100 o™ 2 iR ARME 31 5 éﬁﬂqél

() DT I D & B AT BT

(i) TEET N R A Hitorgl . ;

(iii) ol Fs1 YR SRt 3000 Rfer B R 8, W = W (i) W = W
qR? (3+3+3)

(%) ‘FSRT WS’ (Crowding out) N ¥, SR T T&H T B ot IHAE HIGH 7
TEE HSRT ST & Rul ¥, e a1 Wigew AT ¥ ¥ i st 9w
e (6)
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(@ )ﬁmﬁf&qam&mﬁmmwﬁmaﬁﬁw
wﬁwwc 90+08(Y T)
ﬁ%srml—mo—sl e e e
WHN =TT G = 40
T T=50 ! . nt
T wWC P =3

HST UL Ms = 300

st

& Sl Nl ST Her: Md = 0.2Y — 4i

(&) STea - T TR S e I (;) S I T (i) T G
freiRa e (4)

(if) TN T o 3R AEE T ToE S IoEr DR . (4)

(iii) VT AT 0T ATRIR 31T TR 950 21 I0FT ST -
(F) IO AR MR T & o T AR § e g
(@) o AR W e o fog e = 6 JEeas giel (4)

7. (F) AETE-TAH WA § F[A AT (AD) Th T Hiorel e R gfe = v -

TR IR ST W T R e wR R FEAT ST A BT < TETT FRY
i TS T ol Rege 7 SR S Rl S oA Sl : (12)

(@) 95 geT S w0 B W 98 FeiRe o @ fr vw doady o R 91 @R’
(current account) ¥ fo@mE 3 a1 ‘fo SR <A @R’ (capital and financial
~  account) #? (6)
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