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(E) (i) Consider two policy options, one of an investment

subsidy and another of a rise in income tax rates.

Using the IS-LM model. discuss the impact of these

policies on income, interest rates and investment. 5

(ir) How is the effect of monetary policy different from

the effect of a fiscal policy as a tool of

stabilization ? Explain using suitable diagram. 5

qrrr A 3IF{qr{ tt qrq a, c, o G e I t ffi +{
di tsdr {fqq :

(A) (' FrFrf, Erq d gfu qrq * rigcn m vt
fu's nqn {t v$nq gt(fi t ? ts-r.lt qr

sq'+rr 6d Es rdrdr

1a snqr * f{qq qX ffi vRiFrfi-fl t ?

(B) (, qo erfar+m d tcr rqr t f+ :

C=100+0.8yD

i=?0

G=200

m=l5o

t = o.2O

(@ snrr t6I dgart K{ q.t Tq6,q1 qr*r

ffit ?

(3) ut4

(D) (r) Do you agree with the statement that CPI inflation

overstates increases in costs of living ? Give

reasons for your answer. 3

(rl) With the help of data given below, calculate the

rate of inflation for each year from 2014 to 2017

considering 2013 as base : 2

Year C?I

mB 60.0

a\4 615

m5 65.0

xr6 g.s

nn 660

rnrr A srFrqr4 tr qrq a, c qi o d t ffi A *
siR Eriqq :

(A) trqfdfu( offi + sltm rncDP,qfurrd s+q
qrq EtR ffi q-{d irc q1fiilq :

Bcqlq 4,soo

q,{srR"ii +1 g,rffi 6Joo

d,il sfr 6q1q ilrr4

qlfu+r* s{rq 9m

PT.O.
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# eTq 7oo

s-e ry 400

sljretq qFm 6-{ 5m

ftEr {si € sca*q l,ooo

qa*.R t E$liRq 3so

gr+'r0 aq q< qrq si-(rflfr N
Tetql E-{ 7m

(B) o) vR g<t-uift e1 ory61 < oz t d zso

Tca I Bqser roo rci qrd yidTfd q1

\'fi sq + fdq efrs-d d <{ s1 T.HI

+ifqqr

1,4 oflr+rfu* 5'ran $gm amp 56n {gon

d qqrrcr El +A rErfud +'rm t ?

(c) q$q ve-c, fiffi qq6 5L qo.r0 q-qa q1

rloril t5TI 16'I ETrdI E / Srq TTGFRI qret it6

qA A fr q{ trIT 3irr q$tn I

(D) (, sqqtffl Ts q{6ifi qt{firqr srrre ol
{6r-q6r 6r +Yr tF.(dr t, wr 3Tc Y€ qwq

Q eETd t ? srci vrr ql stfuq {dr{ir

8414

(C) (, Civen thal in an economy

c = 0.8 (l-0 Y

, = O.25

I=900-50,

G=s00

L=0.25Y - 62.5i

(MF)=boo

(a) Derive the equation for the lS curve.

(b) Derive the equation for the LM curve.

(c) Wltat are the equilibrium levels of income and

the interest rate ? 222

(ir) Explain policy mix. what is its significance ? Explain

using suitable diagrsm. 4

(D) Explain the following using suitable diagrams :

(r) Show that both govemment spending and the tax

rate affect the lS schedule. 3

(r, How will an increase in real money stock affect

equilibrium income and equilibrium interest rate ?

Explain using IS-LM analysis. 3

(rrr) ln the context of fiscal policy what is crowding

out ? How does the liquidity trap affect crowding

out ? 4

P.TO.

(e)

,l
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compulsory. Do any three out of parts B, C, D

How does an increase in autonomous spending

affect the equilibrium level of income ? Explain

using IS-LM analysis. ' 3

What is the relevance of Okun's law ? 2

Suppose that in an economy

C=100+0.8Yo

I =70

G=zoo

TR = 150

t = 0.20

(a) Calculate the equilibrium level of income and

multiplier in this model.

(6) Calculate the budget surplus.

(c) What will be the new equilibrium income and

he new multiplier if I increases to O.25 '? 22,1

Derive the balanced budget multiplier. 3

Under what circumsnnces csn the LM curv€ be

horizontal'? Use suitable diagram to explain. 2

(8) (s) ul4

Part A is

andE:

(A) (0

(,,

(B) 0)

(rr)

(,rr)

I

(i0 2ot3 +1 qqn q{ qrt gq *n f<q {S

ffi + frHs t 2ol4 t 2ol7 n-o qfii*

tn-slfr q1 <r an elfqq :

s{ sqitqaT {€ (f,6t*,

2013 60.0

2014 61.5

20 t5

mrc 64.5

m1 66.0

Pan A is compulsory. Do any three out of parts B, C, D

andE:

(A) (r) Do you agree with the statement that 'bond pd€es

and rate of interest are negatively related' ? Give

reasons for your answer. 2

(r, Calculate real interest rate given that rate of growth

of real GDP is 7%, nominal interest rate is 14%

and money supply increases at l6yo per year.2

(B) Explain the concept and causes of Hyperinflation ?

Suggest policies that the govemment can use to control

Hyperinflation. 7

P.T.O.

65.0
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(C) What is High Pow€red Money ? To what extent does

High Powered Money affect the Money Supply in an

economy ? '7

(D) (, Civen the Quantity Theory of Money, assume that

income is 1000 units and money supply is 400

units. Also assume that velocity of circulation of

money is 5. Calculate the aggregate price level.

what will happ€n to the price level if money

supply rises to 600 units ? Explain. 4

(il) How are the costs of expected inflalion different

from the costs of unexpected inflation ? 3

(E) (, Explain the stalement that'financing a large deficit

with seigniorage can only lead to high inflation'.5

(r,) With constant levels of velocity of money and

GDP, the government raises money supply by 5%.

Assuming a real rate of interest of 80/o, calculate

the nominal rate of interest. 2

qrrr,A qfrqrd tt,{rtt e, c, D qs E i i ffi ft{
* vm tfsq :

(A) 0) HT srFr Eq s',{r t wm t ts' sfrtid
61 slqd etn qM << fr fqq+( qq*r

ttal tr q,nq vcr{qr

(,,) srRfust qrq <{ o1 'rorrl qTqq qf(

qrq<fu+'cop gk < zx, llfud qrc <( 14%

oft grr ffd qld <{ 16% stc{d tr
(B) -e{fr gqr-ffi1fr o1 qqqron qi s.nur e"trf}t

qfr stfr ql fFikd o.,{i + frs sson 6Rr

qqfl* qri srd frtflit 4l E{rs flHr
(c) sq vrffi 5fl Hl t I S-fl 1Fd ol rq vk

gn is-€ 6q ir6 YEIrFdd q,,.ra t ?

(D) (,) 5il 6,r cftqq fudid + eiilk qH fffcr

fq onq tooo $z t u+R 5<l 1ffi oo nll-a

t nw gn s't qen iq s t d es-e 6fuf,

H{ q1 rrurfl olfqq r qR tqr fftl ooo E-+r{

A q* t fr qlqf, gt t t*-o-<r qk*cn

3{rw ?

tio erJqrt'ro 5qr-gli1fr 6-l vi{FI 3Te-srRrd 5fl-
r+1fr B vqrq t l*.'s n-s'R fifi t ?

(E) (' {s q'q-r fl qfi qlfsq : qB v{-dTt

sA d qtl-itsq EI{r l1rl o.{i t fra W-
wlfr t-< tfr tr

(r,) cDP uln gcr sr rdr +rl ft9r{ t, vr6-R

Esl 1Fd i sx. q1 Cfd o,rfr t, sTFk6
qrq E{ ax t, fr lTfu6 qrq <{ q1 

'ruHr

6',Ir.{ql

P.T.O.
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