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1..    .(a)a   Expla±infihow,.private savings are useful in the economy?                                (5)

(b)    Can we include human capital in the meca.suren}ent o.jf`n.atigpal.~wealtb?. ,Wky
and why not?                                                                                                             (5)

L,

(c)   Explain the difference between real 6DP and nominal GDP. Consider an
economy that r|)fdidi'ces twol 8ordd§3 W`heat and Sugar. Th-e follo'wing fable

shows the quantities produced and prices of the two goods in the base year
andthecurrenty:£r:'                                       LT                              i      ,,,.,

Goods Quantity in Price in Quantfty in Price in

Base Year Base Year CurrentYear Current Year

Wheat 300 4 360 5

Sugar 100 8
•,1_20

1'o

Calculate :

(i)  Nominal GDP in the current year

(ii)  Real GDP in the current year, using base year prices

(iii)  Percentage  change  in Real  GDP  from the baseirye'ar to; the  current
year                                                                                                               (4+4)

2.     (a)    During  demonetisation  in No,,vember 20,16\,  the~RBI wi.thdrew  €500  and

€ 1,00`0 notes, reducing currencyt in circulation drastically. Using the Quantity

Theory of Money (MV =_PY),  an'alyse the short-mnjmpact. on the price
level,   assuming  velocity  (V)  and  real  output  (Y)  ar;  fixed  initially.

What happened when new notes were introduced? .Expl-ainiwith the help of
diagram.                                                                                                                            (6 )

(b)   Explain the determinants of demand and supply of central bank money?
(6)
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(c)    Supbose fthat a p.erson'S yearly .inc6Irie ris 60,-60'0.fThe] money deinand funct.ion

is given by ,:

Md -Y (35 -i)

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

I

(ii)  If the rate o.f interest is 10 percent, calculate the percentage change in
money demand when inc}onie falls by 50 p'efcent. Br`iefly explain the

result.                                                                         .                                                     (3)

3.     (a)    Suppose the Government ai'noun;6s of Rs. 5 Lakh crores fiscal stimulus in
`terms of extra .governmentJ'expenditure. In a simple Keynesian model with

MPC = 0.8 calculate

(i)  Government Spending Multiplier

'(ii)  The expected rise in. equilib'rium incomei

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

a)   According to classical economists velocity was thought to be constant in the
I

short term. However, 1et's say there was an exogenous increase in the velocity

of money due to a change in the Payment mechanism, s.uch as increased use

of credit  cards.  What  impact  would  such  a  shift  have  on  the  output,

employment, and price level?                                                                               (12)
\

4.     (a)   How does the introduction ofa proportional income tax (at rate t) modify

the Keynesian multiplier?  Using MPG =.0.8  and t =  0.25.i,  compare  the

multiplier with and without t.he tax. Why does the income tax act as an

automatic stabilizer?                                                                                                    (9)

r

a)   What is the full-employment budget surplus, and why might it be a more
useful measure than the actual budget surplus?                                               (9)

P.T.O.
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5.   t  (a}    Fxpl.ain  hovy  t,he  irty,eres.t rate {yorks  in  the  classica.I  syst;em  to  stapilize
aggregate demand in the face of autonomous changes in the components of
aggregate demand such as investment?                                                               (9)

(b)    Suppose the public holds no currency, ratio of reserves to dep.osits, is 0.1
and the demand for money is given `by

Md -  SY(0.8 -4i)

Ini.t`iatly `the,: monet.ary ba_se is $ 100 billion. ,and nominal income is $5trillion.

(i)  What is the demand for central bank money?

(ii)  ,F,ind the equilibrium .interest rateI

-.       (iii)  If the inon-ey supply increases to $3000billion, what will be the impact

o.n i?                                                                                                                               (3,,3,3)

6.     (a)    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

p olicy?                                                                                                                                 (6)

(b)    Consider the following macroeconomic model :

Con.sumption function: C = 90 + 0.8(Y -T)

Investment function: I = 160 -6i

Govemme.nt expenditure: a = 40

Taxe`s:  T =  50

Price level:  P = 3

Mo.ney s-upply: 'Ms = 300

Money demand functi'on: 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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(ii)  C6mpute the fiscal po'1icy multiplier and the monetary policy multiplier.

(4)

(in)  Suppose the full employment lever of iTncom'e is 950. Calculate:
\..

(a)  The increrase in inoney supply required to achieve full employment.
C

a)  Th'e increase in governrient expe'iditure required to achieve full
employment.                                                                                                 (4).

7.     (a)   .Ijerive the Aggregate Demand (AD) curv+e froni the Is-LM model. Show the
effect of rise ifi the pri.ce level -on the LM curve and. output. Identify the two
fa'5tors other than thepricellever, that shifts the AD Curve and explain their
effects`.                   i                                                                                                                    ( 12)

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

I.      (E) qiziqT diftr iaT  tl± ¥ ian qaa  (private savings)  ifu HEFiI 3qan
a?                                                                                                                                   (5)

(iF)  fflT iFTfflqu €FT (national wealth) a qIT a. `Tffl ®'  (human capital) a rfu
tfi{ ed ¥7yffi 3ife ffi qai7                                                                      (5)

(TT)   qT5TfaEF RE  (Real GDp)  Sir irmTa RE  (Nominal GDP) i± fa 6fa{ HT
qrmi ¥EF to ffl± TR ia" Eife ch a qt5dij ng Sir an 5T 3HTEF
q5ch al

anI Grmrf   , 3TTae rf afro ri air aGa-,fith aTh Srfu
ng 300 4 360. 5

ffi loo, 8 120 10

P.T.O.
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•?i        I,I Tckfa-:           "      ,T

(i,Tap*S-REI
I          1'{     '             t

q  ,i,.    i  I  (_ii) a]T€IT{rf iftrfuaiiitwhedgTwhrf ¥qT5TPeREi--.,            y ,,---`'J                   ¢

(iii) an€IR of a wh rf a5 qT5TRtF ian ¥ Hfin qRafai
•              I                        r   ,            £'                   -          I     i         i     -

(F) qaa{ 2oi6 a fiEfro (demonetisation) a am, anat a-€5oo 3ft{ €i,ooo a
i)F a ;quHja faqi, life tin # ggr ¥ aqq q® grE[ ¥r,a TFT^ pe
(MVFp,y)qT.3qgivedgr,griarHqFqTa.>qFTgrq¥iT:tFriadr
iflitr,, ng, `:;:FFTrd gr jfa in  `(.v)  .3ftT qTEalaEFT 3HTH „(y) gr ¥ ida ¥i ap ir

aH iaTT wh TR qT §en?  grha  (diagram) tft it5]qaT a qqffl€t                      (6 )

(id^).`=YFa,¥"(centralbandmtoney)ditrfu3ifeentiaiadRffiiftin
(6)

(q)  q[q rm fiF {5 rfu aft ife an 6o,ooo €i aT ifi wh ifiT ffaT (money
_dTem?nd.function) guHq5T{fanTm€:  Mf =Y (35 -.`i)               u        „

ti> iHq q[Q H 5 Hfha 3ife io Hfin a, ch aT tft wh ifl TToffl+-irm]
(3)

y

(ii)qRfflaiRioHfaRT€,chena¥50HfrodPr®iewh,T7{aTaPrwh
ti Hfa" iRafaiPr TToffl rmi Tin iR rfu¥ iFTZEHr difei      (3)

(±)-q]Trmq{q5RtlfaRaHriqqLi±RI-¥5faqdeSiiifrofit©
(riscaistimuius)iftdrqwh€iMpc=o.8whFiRTiEifeffi¥iiuPIT
dffitr

(i)RErfuTriaT(GovemmentspendingMulti`plier)

(ii) giv in_tS rfu S

tiii> qT5TPe qu EH are Trfu a i5q ffi a wh €i
I

vi.                 (6)
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(iF)rfuFifeTrfas(ciassicaLe.qon$9Tist§).a_qB¥IrappL¥ggF``apa,Rq{qm
iHTaTFTiE"fffa,|FTrmiaTgTfflTifaSa=aTF(chifeedgTagaTin)
a5[{gTg=Taaq¥FfflEa(exogenous)Efa±iiiHiT5F*fu5r3HTE]`,
in 6ir grta{ tR iHT rmF th?                                               (12 )

(E)  en5qTFha enqE5{ (iR t TR) tft g53]Ta aaaiinguTEF. (Keynesian mtiitipiier) a ian
tiRE ed ¥? Mpc = 0.8 Sir t = 0.25 t5T wh ed gr, 5r i± ira 6fr{ iin
iF{ a go[qT a gaiT trmi 3matFt v5 `iarfu dqtli€wl` '  (automatic stabilizer)

+

iiRI¥ed.ed5{aT€?                                                                     .  (9)

(F)  ipe`in qqa alqu  (full-employment budget surphas) iFqT a, 3it qa qT5TPe
RE alin in FT a fflRT5 ch 3qTq ch. a HqFaT ¥7                     (9)

5.     (E) qFat iE iaaIT ira gr rfu a'qEaff'S RITqa~iffi. i} wh igiv rfu a ida
edi± far qTrfurm (classical system)~¥T5ma €rffi tFFT an €?      (9)

(iF) qFTrm iaTh5T]aT ia qTq d€ g=T (cutency)' T@.`¥, rm ii ergrm ¥ in (ratio
of reserves t.o deposits)  0.I a  3ft{ elf tft wh Eu TlffiR it TT€ a:

Md -SY(0.8 -4i)

qT¢Ttiiifeent]I{(monetarybase)looiRE83ft{qTFTTaam5fa€1

ti> iffi as ifr €FT tft rfu fflT %i

(ii) givHla a im rml               I  giv              T

(iii) qR I=T enTpe qgiv 3000 iafin a whL a, a qia R  (+i) tR fflT iTrm
iin?                                                                                          (3+3+3)

6.     (E)  `EFTrfu 3TTGrE'  (crowdin8Out) fflT €, 3frr am EHi± ffl afriPr rfu an?

rfu E5Trfu 3TT5E ch ice ¥, `itlch`Iq^Iu ffl iife ffi S a rfu rfu Htfia
aiit?                                                                                                                      (6 )

P.T-O.
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1€)`'=ia±enf¥frofat€ifro.rfu:   i   3-`i       I   .+   ~-
rt-A                                                '                       i       +

anin TFtl]T:,  c = 9o + 0.8(y -T)

irm TRT:  I = 160 _ 6i

Hen ffl: G = 40

tR:  T,=.,5'0           i

/

RI RE: P - 3

gr enter:  Ms = 300

€FT ifi rfu lit T5aiT:  Md = 0.2y - 4i
I(i)rfu-ngquEfaifiTwhedan(y)apala€{*(i)Fgivt5I*

iatffifa irmi                                                                                (4 )

(ii) iTHqife.itfa gTqT 3ft{ iiffa itfa gmaT tfr TTum irmL              .     (4)

tiii) Tin rm vi¢ in 3TFT ia{ 950 ¥1 iToffl in :

(tF)    ilf in gTta edii ifug=T ffluea. ala=qzF St

(iF)    Tpe in`Hita edi± itred qzTS aTa¥zlaT¥i          (4)

(5)  rfu-ququ~ife a q5a wh (AD ) qH i¥EqFdifaet qFtca{ ¥ $ 5T qqF
qF3ir3HTFTqlrmafifu.]RIt5{i±incTaq;REa.iflq5qFTdENae
riTaqffafiaed€. 3ir3F±FTTafthqTenirmt         I             (12)

(iF) tia gr 3fFT fflr f ifr qa ia€ffifa 5{ar € iaT {EF 3faxp in `aTaiiTa'
•    (cti]r`ent account.)  a. RE in fflLe `®  Sir iath ed'   (capital and financial

a         account)S?                                                                                                                         (6)

(6500) Ei


