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[This question paper contains 12 printed pages.]
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Instructions for Candidates
1. Write your Roll No. on the top immediately on receipt of this question paper.

2. 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

All questions in this section are compulsery. Each question carries 2 marks.
(15%2=30)

1. Time inconsistency leads to :
A. Perfect policy credibility
B. Policy irrelevance
C. Loss of trust in policymakers

D. Stable inflation
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2. In the Taylor Rule, if inflation rises above target while output is at potential, the
central bank should:

A. Reduce interest rates
B Keep interest rates constant
C. Increase interest rates

D. Increase government spending

*

3. Which condition ensures debt sustainability in the long run?
A. Real interest rate > GDP growth rate
B. Real interest rate < GDP growth rate
C. Persistent primary deficit *

D. Increasing budget deficit

4. Ricardian Equivalence implies that-a tax cut financed by borrowing will:

¥

A. " Increase consumption
B. Decrease savings
C. Have no effect on aggregate demand

D. Increase investment

5. The IS-PC-MR model is primarily used to analyze:
A. Long-run economic growth :
B. Trade cycles only
C. Short-run macroeconomic stabilization and monetary policy

D. Population dynamics
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6.

The real exchange rate (RER) is best defined as:

A. The price of one currency in terms of another

B. The price of domiestic :;goods relative to price of foreign goods
C. The rate fixed by the central bank

D. The difference between exports and imports

A real appreciation of domestic currency leads to:

A. Higher exports and lower imports - b
B. Lower exports and higher imports

C. No change in trade balance

D. Increase in capital flows only

Under flexible exchange rates, monetary expansion causes:
A. Currency appreciation

B. Currency depreciation

C. No change in exchange rate

D. Increase in imports

The J-curve effect refers to:

A. Continuous decline in trade balance

B. Immediate improvement in trade balance
C. Initial worsening followed by improvement

D. No effect of depreciation
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10. Wage—price spiral occurs when:

A. Prices fall continuously ’
B. Wages and price level increase by time lag ‘
C. Imports decrease

D. Exchange rate stabilizes ’

11. Hysteresis in exchange rates implies: g -
A. Temporary effects of exchange rate changes
B. No impact on trade
C. “Permanent effects of lasting exchange rate changes on trade pattern

D. Immediate adjustment

12. Sterilization refers to:
A. Increasing exports .
B. Neutralizing forex intervention through open market operations, |

C. Devaluation

D. Capital inflow

299

13. Exchange rate overshooting refers to:
A. Exchange rate remains constant
B. Exchange rate changes more than the long-run equilibrium
4

C. Exchange rate falls permanently

D. Exchange rate does not change
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14. Purchasing Power Parity (PPP) states that: ,

15.

A. Exchange rates are fixed
B. Exchange rates reflect interest rates
C. Exchange rates adjust to price level differences

D. Exchange rates depend only on trade

The Portfolio Balance Model focuses on: .
A. Goods market only

B. Money supply only

C. Financial asset markets

D. Trade balance only

SECTION-B

* Attempt any six questions out of the following eight. Each question carries 5

marks. ' (6x5=30)

Discuss the shift in monetary p‘(’)iicy from money supply targeting to inflation

targeting.

Why is disinflation costly? Explain using the Phillips Curve and the concept of

sacrifice ratio.

-

Evaluate the effectiveness of m'onetary and fiscal policies in responding to the
Global Financial Crisis of 2008.
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4.

What is the net export function, and how does it"influenice’ the Balance of Payments
(BoP)?

¥

Explain the Mundell-Fleming model under a fixed exchange rate regime with

perfect capital mobility.

Discuss whether devaluation of the domestic currency alone is an effective means

of achieving internal and external balance in an open economy.

Explain exchange rate overshooting and why it ‘exceeds its long-run equilibrium

after monetary expansion.

Explain the Portfolio Balance Approach to exchange rate determination.

Section-C

Attempt any three questions out of the following four. Each question carries 10
marks. (3x10=30).

What are the constraints of the government budget, and what are the preconditions

for long-tun fiscal sustainability?

Explain the working of the IS-.PC-MR model in response to a demand shock.

How do fiscal and monetary policies operate in the Mundell-Fleming Model

under conditions of perfect capital mobility and flexible exchange rates?

~

What is the role of expenditure-switching and expenditure-reducing policies in
correcting the Balance of Payments (BoP)? Also, describe the J-curve

phenomenon.
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3.

w@e - A

m‘m%ﬂsﬂmaﬁaﬁé‘lmmz S & B -

T QAR (Time inconsistency) & 4T BT 37
A, IO AR Rvaea
B. Fifq JmERcH

C. iy e w e & =

D. Tor el

(15x2=30)

2R B (Taylor Rule) ¥ 3} Ferehily @1eq ¥ iftren o Sk SeaeeT S «’ W &,

A DA S I T HEN BT
A. SIS W EEET

B. Nl ® e @

C. = R FgFl

D. W &9 9eFl

Erfemel 3 70T R (Debt sustainability) F @ FT-& T Frawas 27
A. drEEe® oIS ) > GDP gl& ®|
B. ddig® SNl | <GDP gf& ®
C. TR wuide =T

D. dgdl §AT §slC HicT
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4. RemfSaw @agedal (Ricardian Equivalence) &l 39 8 f&F JaR ¥ fIoaiffa = @kt :

A, SR SETe
B. W WM
C. ¥ARE AN W S W 72 Sielint
D. aw wemh

5. IS-PC-MR Wisd & 4&d SN e Rgeuer & Ri e 27
A AR s Rew "
B. had MR TH
C. Fegmiorn Rt Sk Hiftw AR
D. THEEn e

6. araias W ® (RER) 9 9d9iss aRvr o 27
A, UF TG NG @A GE D A
B. RT GEgAl ol S fREl aega o gor
C. oY dF g7 FuiRa®

D. TAaa 3k smw = W

7. RY & aRaias qeagle (appreciation) T T W el 27
A. Trdia sgar 2 ik e uea 2
B. faia wean ® 3k e wear 2
C. UR GEE § TS IRGST T8l
D. %ad Iail YaIE wear 8
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8.

10.

1

A R ® @ W At R = @ v g 27
A, TE A
B. V&I & AT
C. & IRadH &

D. JEa ¥ gi&

A-aF (J-curve) TG T W A 27
A. R 4ge 3 MR RrEe

B. T GER

Cc. WP REe & w@ gur

D. IS A9 &l

JaT- 97 e (Wagen'price spiral) T B 37
A. TFR AR R

B. 3o 3R FFQ 99T 30T 9 wEen §

C. 3w wed €

D. faFm ® fer a@ 2

fafwa = ¥ RRRRE (Hysteresis) o1 7 5 27
A TR IE

B. MR W g WA A&l

C. IRl YRadw & T W

D. WIHIE SAESTT
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12. RRAESETE & T 9 27

A. o semr

B. 39 Wdhe AT o fRE R s@iv = WNE 99 ST

C. T
D. Ysit YE@

13. RFE = AT o F It 27
A. Rm R RReR?
B. T&EIN 4ger 9 e qRacT
C. wud fimee
D. s gRadw 78

14. a TiFT @ (PPP) RN weal 27
A RFrgxraR?
B. =W T W @ 2
C. TAER D FN D FTAR FHAST
D. Had &R W R

15. QICHIfEAl 999 Wiee fhe | DT 27
A. 9% 9N o

B. had WET S
c. < aiRaaf amm

D. TIUR g
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wse = B
i W 8 A A 6 T T I | TF WST 5 i W2 (6x5=30)
1 Wi A ¥ g a@%ﬁmﬁa&wﬁ AR o R

2. VEWHR UeF (Disinflation) HEW A Bren 27 Fhferw ww SR AbhIEd FTTE B AR
R G| '

3. 2008 D Afaw AT doe @ A ARE S TTHNT A A TN S FedichT
W .

4. e Fta oo w0 2 3K F8 YR Sge (BoP) W B Wit whear 87

5 o Rifwm w A oof ool iR < Rufy ¥ SRe - i ise wwad

6. TN DI T FET SR IR W G W A & forg Tt 37 =R e
7. Tafrm ® AR w2 AR AR BER & 9 98 T B 87

8. Tfmm w o ¥ Adnica ST FRemivr TR

e - C

AN AFY 3 UTTEa I | UAD WS 10 FFH B (3x10=30)
L R S o e T ¥ ok e aorhgi Ruwar o 4d I o 87

0 WA I W " ¥ IS-PC-MR Wiied & HRMONel SRS
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3.

4.

T goit vfcRier AR ARl BT ® D aad R0 - WINT ded 3 ARE sk wmea
AT = Rwwwor w1

YA e GURA ¥ = - RaRiT ik S -vem i i o i o 27 99 8
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