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[This question paper contains 8 printed pages.]
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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 seven 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.

P.T.Q.
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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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Assume the permanent income is calculated as the

-average of income over the past 5 years :
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- Answer the following :

(i) If you have earned $25,000 per year for the

past 10 years, what is your permanent income?

(i) Suppose that next year (period t+1) you earn

$35,000, what is your new permanent income?

(iii) What is your consumption this year and next

year?

: (iv) What are your short-run MPC and long-run

MPC?

P.TA0.
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Differentiate between the Keynesian and Monetarist
views on the output-inflation-unemployment
relationship. What policy recommendations stem from
each school of thought? '
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How does the slope of the aggregate supply curve
vary between the fixed-money-wage and variable-
money-wage models in the Keynesian framework?
Explain with the help of suitable diagrams.
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. Discuss the key differences between Classical and
Keynesian theories in terms of labour supply, wage
behaviour, aggregate supply, and policy implications.
How do these differences influence their respective
views on unemployment and economic fluctuations?
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SECTION A (@E 1)
(Attempt any 5 questions out of )
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Define the natural rate of unemployment and explain
its significance.
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 What is the difference between adaptive and rational

expectations?
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How do hquldlty constramts and myopia influence
consumptmn behaviour?
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Explain the Tobin’s q theory of investment. How does

the value of q influence a firm’s decision to invest in

new capital?

B.T.Of
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Using IS-LM and Aggregate Demand- Aggregate
Supply schedules, expilain the effects of an increase
in the money supply when the price level is flexible in
the Keynesian model.
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Differentiate between the short-run and long-run
Phillips Curve as per the Keynesian theory. What do
they imply regarding the trade-off between the
inflation rate and the unemployment rate?
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Discuss the Life-Cycle—Permanent Incorﬁe Hypothesis
(LC-PIH) of consumption.
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SECTION B (wie )
(Attempt any 5 questions o-utl of 7')l
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Explain the determinants of business fixed investment.

How do interest rates and expectations influence

investment decisions?
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Explain the flexible accelerator model for investment.
Explain how a temporary investment tax credit is an

effective countercyclical policy measure.
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 “There is a trade-off between' inflation and

unemployment in the short run but not in the long
run.” Analyze this statement with reference to

Friedman’s theory.
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