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SecrroN e (urs u)

l. (a) Describe the circular flow of money in a three sector

economy.

cfdFm fcttr { fsffiq Erqrfr d rcil{ +i Afr
qffi( Bqr qrdr tr 5

(b) Explain thc Baumol-Tobin transsctions demand for

mon€y.

Ersfm-effi +{-{rT t gfl s+ qtr ar sqsr{gr ro

2. (a) Whst is the irpact ofAutonomous Spanding on the level

ofrate ofintcrcet (r) and level of income (y)?

ere d (t (r)* Rfi *t crq * mrfylc( €r{fr
qq 6I igl jrqg t? lo

2886 2

F{q RqM t Sqr * yflR + eqrq +} mar$g 
'

(i) li.dcRrft

6iyffi ro

(b) What does the "Neutrality of Money" mean?

'gn * il?rsrdf 6r Rr ![d t? 5

5. (a) Dctcrmine the equilibri"m rcal ratc intcrcst and rcal

exchangc rate in a large open cconory.

CInr qrRf{6, qrq (( ilqr cRRk6 EP{Tq (t fi
F{qf Effi q{q*q d Mrur dFrCr 7

@) Discuss the cfrectivcness of fisoal policy in a smll o,pen

coonorny mdcr flcxible cxchmgc.

ffidfqfrTq * qqrrI( s6*A g-fr o{f{{tqt d
{rrdfrc ffi d cqtsfi-ildr cr E+fi dfuqr 8

or (w.0
(a) How docs the large open ocmomy diffcr from a small

opcn cconomy?

!tr Et& gfr q{qqttr t fr\f gff u{qatvr qt
fuqt? s

@) What arc the effecS ofexpansionary fiscal and monetary

' policies on exchange ratc and net Gxports in a large open

economy?

2886 7 P.T.O.

I

1

(

I

qr+,fr{ A*q q+{fiqr { m* g-*q c-qr€ 6r q"h
dfqq I b

@) Show how the nomiaal suprply of moncy depcnds on the (
nryply ofhiglr powercd moncy, thc cunency dcposit ratio

md thc rcecrrrc ratio.

s{ilqs fr *ft m * {qqrr fr ffi ua wtq qs,

gn qql qJcrd qt{ omkc rgvm y{ fr{{ 6,(dr

tl . 
l0

or (wrfl
(a) How is cquilibrium &finod in 6c finmcial markcts ia the

classicsl framcvffl(?

I
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Cslculatc:

quHr dfug :

(a) The equilibrium level ofincome and rate ofinterest.

srET i5r H-str{ K( ilqI qM * Rr 8

(b) With the hclp of multiplier, find thc change in equilibrium

inconr ifthe governrnent cxpcndittr,c iaoreascs by 100.

qft m6rt arc d Eia r00 Etfr t + gqc' dr r6r{dr(

+ q;c{ qrq d qMa qil Hrc frtqsr 4

(c) How muoh inoreasc in monry supply is rcquired o increasc

the equilibdwr incomc by 250?

rEil{ snq t zso rct * Efa A+ * fat m *
qr$ { ffi EE ff qrssffir tr S

@) How can "Crowding out" be 'accorunodated'?

"mrsisrr oTrs-s" 61 +t 'ffirdfr(' Bqr qI {-6-fl

tr 5

or (uwr)

(a) Examine the effectiveness of monetary and fiscal policy

in the following cases :

(D The Liquidity Trap

(ii) The Classical case.

P+r RqM q +fr6 ffiT {-"r6}frq *fr ff vqrsfi-mdr

er trtqrur *FqS :

(D ir{iftn nrriT

0i) rfrF6il qrqil r ro

(b) Distinguish betweer the Keynesian and:the Classical

Aggregate Srryply Curves.

qffirfi dqr yffid F6-f, qrTti seii + iirs srd+(

dftsr 5

srcnox B (ws <)

3 . Given the following informatiur:

Consunption ' C=200+0.75Yd

Taxes : TA= 200

Investnent : l=200-25i

Government Expcnditr:re : G=200

2886 3
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Srcnox c (wc r)

4. (a) Explain the determinants ofNatural Rate Unemployment.

rr{fr*- fi-q,rnt <r + ffi *} qqsrsgr 7

(b) What are the causes of "Wait Unemployment'?

"e-frfud tM" * wr 6Rur t? J

or (orq4) 
{

(a) Explain the effects ofmonetary expansion in :

(i) The short run

(ii) The long nm.

I

62 886 P.T.O.
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fra qa-* fr'r{ t ,

EFffi : C=200+0.75Yd

i5't : TA=200

Ftfu : r=200-25i

rr6,rt qq : G=200

q-{d{f{ : L=0.5Y-50,

ilqql;I q{ qlftr : M=900

{s H{ : P=3

(a) Detcrmine thc equilibrium income and rate of intercst.

qrq * q{ 6trr rEilT qrq 6'r hqftur dftqt
(b) If the Government expenditure increased by 150,

det€rmine:

(i) The change in the level ofincome

(ii) The shift in the IS curve.

qR lrc*rft 6d d rsod gE +fi t d hqf{q dftq: (

(i) qM + Rr t q{flr4

(ii) rs{fi d qft-ddcr 5

(c) Ifthe increase in govemmert expealditure is accompanied

by an increase in taxes by 150, what is the change in the

level ofincome?

qfr vr+rt ud {, ol rko, rso * Ui6 gi d 0 *
* wt { *r qMq ti 6+5+4

or (wr<t)

The following equations describe an economy:

C = 100 + 0.8Yd where C stands for consumption and Yd for

disposable income

T = 0.25y whcre T stands for tax andy for income

G = E50, where G stands for government expenditwe

I = 750 - 50r, where I stands for investsnent and i for rate of

L = 0.2y - 25i where L stands for dernand of resl balances

IvI/P = 500, where M stands for nominal money supply and P

for the price level.

frq d-s{"T \16 q+q{sr +1 sFfd o.rff B ,

c = 100 + 0.8 y4 qdt c Gtr( * fuS CE YdgdE qrq +
idc t
r = 0.25),, wd r fi * ftg aqrr qrq + fuS t
G: 850, qd G (.6rt qq * frS t
I = 7s0-50,,.,r6iIfrayr + ftg rqr iqre q,1 (t + frS

E

L = 0.2y - 2s,, w6i r. qr<f+o {q-d-{ * nFr + ftA t
M/P = 500,q6iMqrqqrd d gfrr ffi * ftq ffir r{q
wr * itc tr

Demand for Money

Nominal Money Supply

Price [rvel

L=0.5Y-50,

M=900

P=3

(i

(

I
/
I
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