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Attempt any four questions.
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Ql. (a) How is natlonal savings estimated? Explain the uses of private savings?

(b) . Why do three methocjs of natlonal income accounting yield same measure of GDP?

Expla in.

{c) From the followlng info nation, calculate GDP, Private Disposable lncome and Private

Savings:

Consumption= 4500

Compensation of EmploYetls= 6300

Re ntal lncome of Persons-i)00

Proprietor's lncome=900

Corporate Profits=700

Net lnterest= 400

tndirect Eusiness Taxes= 500

Consumption of Fixed Capital= 1000

Transfers received from Government=350

lnterest Payment on Government Debt= 200

Direct Taxes= 700 (6.7s, 6,6)
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Q2'.(a) Explain how equiribrium is 
.etermined in the money market. what happens to theequilibrium rate ofinreresr i, the forJowing siruations? Use suitable diagrur. '' 

'- "' -"-

i. Increase in r:ominal income
ii. lncrease in ntoney supply

(b) In a courrtry, the velociry of money is constant. Real GDp grows by 5% per year, the
rler-s1[ qrgws by l4% per year and the nominar interest r-ate is I i gz". wtrai rs rire ,Lutrnteresl rate? Also, state thr iisher Effect.

(c ) what is High Porvered llroncy?'r'o what extent does High powered Money affbcl rheMonel'Supply in an econoniy',) (8,4,6,75)

e 2 ( rD sq-{rE fu E-fi il,Gr,r fr riqoq a* ftqfftd fu-m qrdle' ffifua Rrfrrit tqM +1€gmr 6i 6lBrT tr'kl t? fu ,iniu 
"r 

q+n #,
i.ffiqldqflofl"qqqE

ii. tr{fr1ofl{ffifrqR

(O Cfi t{I fr. t$ d r?' t: t r t r Ereifuqr rrm-fr qtq s-orq i qft Ed s % e1 dE *A *
En -rrsR i r q 

",i, 
qh ES a' ER^o)-A p ft 1m+n # qM Er i ;; {, ;*d; ;# hflr fu sB{ B. fu-{R v$-ft # rn w.ie o1&q r

C0 Fi *q Tfr Eqr tr o{ qrES q-fi ffi B{?fu .-dBn 
C grj ffi 61 fu -€ 

E{ il6qqtB-d 6-{S tz ( 8,4, 6. 7 s )

Q3. (a) Cornment on the f'ctitlring sl telnents. Justifu your answer.

i. 'fhe Inflarion I'ak is always equal to seigniorage,
ii. An increase in the rate ofinterest leads io an iicrease in the price ofbonds.



(b) Suppose a bond pays $ 1000 in onc year.

i. Calculatc thc plicc ol'thc bond whcn interest rate is 5o/o aad l0%o
ii, What will bc r.ire of inlerest if thc pr.ice oibond is $500 and 5800?

(c ) Explain the i:npa:t of hyperinflari.,n on the economy? Does hyperinflation die a natural
death, or a stabilizaticrn progra:n is rc(ruired? Provide elements & cosls ofsuch programs,
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Q4. (a) lrxpiait 
",1;crirer a n$r enYir',,r rnental protection law that requires llrms to reduce

their em iss ions o r' Ilo liutants (an exrr!,c.ous event) rvill shift the short run aggregate supply or
aggrcgate dcrnar;,1. \\i hat arc rne prriic), options available lor the macroecononriit wor[ing
with lhc gcr'cnrr:L'ri 1o mininrize e 'rr;i. r of these events on the economy? Explain using
suitable diagrarn

(b) The ltrllou in,1 inl rrntoliol pct tx rr.! to a classjcal macroeConomic model.
Reai oulpu I = I (,r)(,

Money sto(:k : t,t)l)

lncome velocitr. !)l rnonev = l5
i. wrat arc rhc allg*rate dcrnantl a:ri aggregate supply schedules? Roughly sketch them.
ii. If the mone1, slock increasc to l00rl, how will the'schedules shift?

(c) Explain hori" lnc,rme |ax Svslc., works as an "Automatic Stabirizer,'. (10,4,4.75)
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Q5. (a) ExpLain lhe ellcii L,i'investntent subsidy on equilibrium interest rate, consumption,
invcstment anil ( t)!). .- ,- .r.rilahLe ,lra!'ratn. Compare the results with other fiscal policy
measures.

(b) Cernsider thr: ltrllo-,r'in,: lS-l,M model ol income determination:

C= 100+0.8Yd
I=400-50i
G-500
T = 0,25Y
Md = 0.40Y - Stt i
Ms - 1200
P:2
(i) Write down the IS- 1.1\ I equations. Solve the equilibrium level of income and inleresl rate

(ii) Find out llt:rlget sur1rlus and saving investment gap corresponding to equilibrium level

of income.
(iii) Derive the tiscal i!n(l r'ronelar)- pr:licy multiplier.

(c ) . \\that is I ;i:uidrtr -l r:, r'l ls nron.-tar1.', policy ineffective in this case? (7,8,3.75)
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t-400-50i
c=500
T = 0.25Y
Md = 0.40Y - 50 i

M' = 1200

P=2
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Q6. (a) What do vou rnd(::sirnd lx t'olicy mix? [n an economy, il]ustrate the effects of a

policl mir oI e.l:rilil) ;,)n: 'Itl)ut lr1]!l inleresl rate.



(b) Examini: thr imlract 01'a contraclicrnary fiscal policy on output & interest rate under two
assumption5 |

i, l lturL st rates are kept cainstant

ii. l.lr.rncv stock is kept consmnt

(c) Explain lrc inrportant steps in the B'orking of the transmission mechanism. (7,7,4.75)
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