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7. Explain the modern approach to consumption under

uncertainty.
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Instructions for Candidates

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

2. All questions are divided into two sections, A and B.
3. Attempt any five questions out of sevem questions
from each of the sections.

4. Section A has short answer questions and each
carries 5 marks whereas Section B contains long
answer questions and each carries 12 marks.
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5. Clearly indicate the section when answering any

question.

6. Answers may be written either in English or Hindi;

but the same medium should be used throughout the

paper.
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(a) Answer the following :

(i) If you have earned $15000 per year for
the past 10 years what is your permanent
income? Suppose that next year (period
t+1) you earn $20000. What is your

permanent income?

(i) What is your consumption this year and

next year?

(ii) What are your short-run MPC and long-
run MPC? ‘

(b) What are the two main theoretical objections to

the Barro-Ricardo view?
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4.

How are the equilibrium real wages and level of

unemployment determined in an economy?
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What are the similarities between the life-cycle
hypothesis and permanent-income hypothesis? How
do they differ in explaining why the long run marginal

propensity to consume (MPC) is greater than the short-

run MPC?
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Suppose the permanent income is calculated as the

average of income over the past 5 years that is:
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SECTION A (@ ©)

(Attempt any 5 questions out of 7)
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Derive the aggregate demand curve from the IS-LM

schedule.
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How does a fixed money wage influence the

aggregate supply schedule? Explain with the help of

a diagram.
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Using the Phillips curve, explain the relationship

between inflation rate and unemployment rate.
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4.

Explain why rational expectations are the most

accurate expectations.
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How do liquidity constraints and myopia influence

consumption behaviour?
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How is the monetary policy related to residential

investment?
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What happens when relatively low levels of investment

persist for many years in an economy like India?
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SECTION B (@g &)

(Attempt any 5 questions out of 7)

(1 % & % 5 997 59 Ffow)

The real trade-off was not between inflation and
unemployment but between unemployment today and

unemployment in the future. Explain.
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Explain how an increase in the money supply and
rising government spending affects the economy when

the price level is flexible.
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What are the general characteristics and criticisms of

the theory of rational expectations?
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