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Instructions for Candidates

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

2. Attempt any four questions.

3.  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) How can National Savings, Private Savings and
Government Savings be calculated? What will
happen if government deficit increases?

(b) What precautions should be kept in mind while
calculating national income?

(c) What is GDP deflator? How is it different from
consumer price index? How does CPI inflation
overstate the increases in cost of living?

(d) With the help of data given below, calculate the
rate of inflation for each year from 2014 to 2017,
considering 2013 as base :

Year | 2013 2014 | 2015 2016 | 2017

CPI | 600 | 615 | 650 645 | 660
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(d) Given the following in.fo.‘r'mation ;
Consumption C = 100 + 0.75Yd
Investment I = 200 — 8i
Govergment Spending G = 150
Tax T = 0.2Y

Money Supply M = 400
Real Demand for Money L = 0.4Y — 2j

(i) Comﬁute the IS and LM functions and
equilibrium level of income and rate of

interest.

“(ii) If the government spending increases by
50, explain the changes in the IS curve
with the help of the multiplier formula.

(6.,4,4,4.5)
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6. (a) How does an increase in autonomous spending
affect the equilibrium level of income? Explain

using 1S-LM analysis.

(b) Under what circumstances can the LM curve be
vertical? Use suitable diagram to explain.

(c) What are the factors determining the slope of an
IS curve?
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Year | 2013 2014 | 2015 2016 | 2017

CPI 600 615 650 645 660

2. (a) How is the rate of interest determined by the
demand and supply of money (assuming no banks
in economy)? What happens to the interest rate
if

(i) Nominal income falls

(ii) Central bank chooses for expansionary

open market operation.

(b) “What are determined in bond markets are not
interest rates, but bond prices. In this context
distinguish between expansionary and contractionary
open market operations. How do they affect the
balance sheet of central bank and bond prices and

interest rates?

(c) The following financial market data is given for
an economy (in rupees): Currency = 5000;
Reserves = 1000; Deposits = 10000.
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(i) Calculate size of money multiplier
(i) Monetary Base

(iii) Money Supply (7,6.5.75)
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5. (a) Examine the impact of a contractionary fiscal
policy on dutput & interest rate under two

assumptions :
(i) Interest rates are kept constant

(i) Money stock is kept constant

(b) What is liquidity trap? Is monetary policy

ineffective in this case?

(c) Explain why the income tax system or social
security system are considered automatic

stabilizers?

(d) Consider the following Keynesian model:

Suppose full employment output (Y*) = 1000,
Actual Output (Y) = 1100, Government purchase
of goods and services (G) = 200, Transfers
(Tr) = 20 and Taxes = 0.20Y. Compute (i) Actual
Budget Surplus and (ii) full employment budget
surplus. . (7,3,4,4.5)
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(a) Explain the concept and causes of Hyperinflation?
Suggest policies that the government can use to
control Hyperinflation.

(b) Comment on the following statements. Justify your

answer. !

(i) The Inflation Tax is always equal to

seigniorage.

(ii) An increase in the rate of interest leads to

an increase in the price of bonds.

(c) Calculate the money growth rate required to
finance the budget deficit of Rs. 10000 in an

economy. Given the following information :
Income (Y) = Rs. 1,00,000
Nominal Money Supply (M) = Rs. 80000

Price Level (P) = Rs. 20 (7,6,5.75)
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4.
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(a) In the Classical Model, an autonomous decline in
investment leads to a fall in the overall demand in
the economy. Explain, with the help of a diagram,
whether you agree or disagree..-’

(b) How 1is the labour demand curve derived under
classical model? (10,8.5)
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