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(b) Explain how the interest rate is determined in the
Classical Theory. (8,7)

(w) rnr{a yqff t siqr.{, +srrR d( srRR-+, q-d(t +
rgil{ mt + ftiftq * qnqr otr

7. (a) Explain the effect of investment subsidy on

equilibrium interest rate, consumption, investment,

GDP. Use suitable diagrams.

(b) Explain the important steps in the working of
transmission mechanism. (9,6)

(a) t-gm qrcr Er, rqqf,, frfu, ffSff cr frAn qffi
* yqn d qnqr *tr scgft l-€flT{- 6r n+{
dftsr

(e) Emfr{ra aa * olq + crdpi qrfr fr qner

ot'r
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l.

(500)

s=mqro frfte'q r

P.T.o.

6. (a) Explain the determination of equilibrium level of
output, employment and the real wage in the
classical dystem.

(q) qrer 6i fr fldc fuo t qre Er ++ ftiiltd *
wfi *r

EFii + ftqftfu

I
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2. g(tr{t 7 n[{el ffi lft s Yr++3-frrAfrq I

3. qrft qrt ?rqm sffi * * r

4. {serFr-q?rqlgtn ii}ff qrBff ffi qs' qtqrfr afrq, ifr-{
qrt sf,lr 6r {Trf,{ \-*. ff +;It sGq t

(a) What do you mean by balance of payments

accounts? What is the fundamental balance of
payments identity? Explain with examples.

(b) Define private saving. How is private saving used

in the economy? What is the relationship between

private saving and national saving? (7.5,7.5)

(oT) vrilT {-ga-{ qrt t snc flr (rai it 5rr<r< vru1a

6r *R-{' egm wr *t vqlE{or qF{ milsgr

(s) fi-fr a-qa q] qftnR-c oir srtqqwr t ffi cst sl
3q+rr ++ frqr irrfl *l ftfr q+< ft n$c c+c *
$-q q'qr q-{q t?

(a) Explain the determination of rate of interest by

the demand and supply of money. What happens

to the interest rate if:

(i) Nominal income increases

(ii) Money suPPlY increases

(iv) Compute monetary and fiscal policy
multipliers (6,9)

(er) ftffi& {v wr t? Hr E( qme + *k6 {R eqr&
i2

(<) ffifua qfi-+rur V+' sriqqerr qr qdT o.<i *-
sq*rr s-o-r, C : 0.8(i-0y

6{ d Er, t=0.25

htu, r= qoo-soi

((aftq{, c=soo

T+ ffis m<n<, 1=6.25y-62.51

tqfi T+ rtar€, urp = soo

C, I, G fiR d * dci { efu i +} "2" { qrqr orer

*r

(i) IS Tfi 6r rfi-otur arr frfuqr

(ii) LM qit 16r sftc'{ur ard dfrst

(iii) ssrrr al t-gd-{ trr *t qrq d rt an
dftql

(iv) {fr-s' dr 1rs6lftq +R gqsn- fr zlurar qi,

7
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(iv) avq i cR{Sr * rrqil qlt ce Napc o.s *
qrmr 0.9 * i eqr src a{edq i q<are d
iCtE qq qr qrer 6tt ?

(u) wr onc a-flr v6-fr I fr c-s t = I E)f,r i +
n"ro t oi xkt t?

(a) What is liquidity trap? Is monetary policy effective
in this case?

(b) The following equations describe an economy-

Consumption Function, C=0.8(i-t)Y

Tax Rate, t=0.25 t
Investment, I=900-50i

Government Spending, G=800

Money Demand Function, L=0.25Y -62.5i

Real Money Supply, M/P=500

C,I,G etc are measured in Rs crores and i in %,

(i) Find the equation of IS curve.

(ii) Find the equation of the LM curve

(iii) Find the equilibrium levels of output and

rate of interest.

(b) Seignorage is the real revenue from money
creation. If the government chooses a constant
rate of nominal mo'ney growth and maintains it
forever, what would be its effect on Seignorage?

(7,8)

(sr) S{r + crr ft ffi znr Enm E{ + ftuftw d qr<er

qir qrq E( tnr rttr *ar * qE:

(t) cmcrd d snc + Ek +ft *

(ii) Tir s{r$ q-.a-ff *

(s) .rt gu-< t erwh-m rree ir qR rrcon qr*f+ u<
gtr fr v* tu * y.a * *{ Et eiw * frs q{rs

r<{fr +, * Et-+r (Seignorage) w wr cqn c}rtr?

(a) What are the social cost of expected and
unexpected inflation?

(b) Write short note on following :

(i) High Powered Money

(ii) Quantity Theory of Money (7,8)

(ot) ottfuo *r ire-srFrd Tcrdfr * qrcrfro.arrt rror

t?

P.T.O.
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(s) ffift'q-d c(.{BF'nqot mrt,

(i) sq rtk qr rq

(ii) T{I qr qrar ffit

(a) Define IS curve. Explain its derivation graphically.

Explain the factors causing shift in IS curve with

suitable diagram.

(b) Suppose we have an economy described by the

following functions :

Consumption Function, C=50 + 0 8Yd

Investment, I:70

Government Spending, G=200

Transfer Payments, TR=100

Tax Rate, t=0.20

(i) Calculate the equilibrium level ofGDP and

the multiplier in this model.

(ii) Calculate the budget surplus (BS).

(iii) Suppose that t increases to 0.25. What is

. the new equilibrium GDP and the new

multiplier?

(iv) Calculate the change in'the BS. Woutd you

expect the change in the surplus to be more

or less if MPC is 0.9 rather than 0.8?

(v) Can you explain why the multiplier is I
when t=1? (7,8)

(Br) IS Tfi + qfr{rh-d eir Effi a-dR 61 iter+-{ aRr

(.IsESr 3cgffi 3It{s d TdrIrf,I i IS s-fr i €drs

fl+ qre qRqil q\ aqrer €Bqr

(q) qr+ dfrs fr aqft qrfi ffifrq-d qtnl sm qfrd

a{arselr *:

irqrhr s-ff{, C = 50 + 0.8yd

frir, r = zo

rr{6rt €d, G=200

Fncrfiq TrdF, TR: 100

r[-{ Et, T=0.20

(i) w rf's-d i t-+fi *(seqrc * t-gm <t *:
yru d rror<r mtr

(ii) {trc almc (Bs) * zrqcl 6tr

(iii) arr Afrs fr t tr.4.6( o.2s i vr<r *r ccl

rcim GDP *t rqr Wro wr it
P.T.O.
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