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Instructions for Candidates

short run?

8. SuPPose I[ = l8%'

Okun's law;

Where;

3. Why natural rate on employment is also called NARIU?

4.Deriveandexplaintherelationshipbetweenprice,expectedprice.andoutputfromthe
t'age setting and price setting relations'

5. How wage indexations increase the effect on unemplolment on inflation?

6. Incorporating both wealth and interest rate effe€ts' derive the aggegate demand for
- 

money in a no-risk regrestive expectations model'

7- ExDlain sacrifice ratio' If the sacrifice ration is constant' does this mean the sped of

disin{lation is irrelevant?

/

1. Wrile your roll number immediatel.r on the.receipt ofthis question paper'

2. The question paper is dirided into two secttons'

5. Answers ma-v be wri$en elth* t' i"*fiti"t i" ffindi' but the same medium should be

followed throughout the paper' 
Section A

Anempt any six questions Each question carries 5 marks'

l. Explain the gadual adj ustment ' formulation -of net invesfinent in the neoclassical

;;J;;:{l*TJ;l'H:ffi :ll['::.:::#":$::"l;:1"1ff -T:H"'ieres'ira'1e'
and a temPorary tncre

2. Explain the determination process of equilibrium in the housing market in the short run'

what are the tn"t"* 
'n"i'iti"trntt 

tt'" potition of the demand curve for housing in the

u, - u1-r 
: -0.5 (gn ioli'|)

PhilliPs Curve: II, - I],'r = - (u' - 6%)

gy = Growth rate of output

u' - Unemployment rate

Il, = Inflation rate

Assume in year 0' the economy is in medium run equilibrium' The Central Bank now

;;; i;;"the inflation late to 9o''i' bv reducing it at the rate of 3e6 every vear

;;;"; ;;-t;; l Given this information' hnd the values of inflation rate'

unemplo.vment rate, outPut growti' real money groMh and nominal money groqh in

ffirlrityei:s. ie..u-ing q'aitv theory of monev holds in median run)

N.\

s\// ffi1[=(\u



Section B

Attempl any i questions. Each question carries l5 marks

(b) Using the IS-LM and AS-AD diagrams. what happens to natural rate of unemplot.ment rvhen the
price ofoil increases? (7.5)

9) .(a)'A monetary expansion leads to increase in ouQut in short run but has no effeo on outputon median run" Explain (7.5)

10. (a)
(7.5 )

What is the polio ineffectiveness proposition (plp) furswer using apropiorate equtions?

(b)Explain the characteristics of rational
expectation ?

expectation. How is it different from the Adaptive
li+i sl

ll. (a) using an intertemporar optimizing model of cons,mption, explain how an individual's
consumption path depends on the market rate of retum and individual,s discount rate. (?.5)

(b)-Explain using an appropriate model why transactions demand for money has positive relaionship
with squaxe root of income and negative with square root ofinterest rale. (7.5) 

-

12.

(a) Suppose that rhe Phillips curve in an economy is given by the equation

[-[i =0.18-3 u,

Where

ft",:0 fl,-r +(l-o)J], 0<0<l
Further, suppose that in period , - l. the unemployment rate is equal to the naturar rate, and the
inflation rare is 0 percent.

(i) What is the natural rate of unemplo),ment in this economy?

(ii) Suppose that' beginning in period r, the authoriries bring rhe unemptoyment down to 5% and
keep it rhere indefinitely. Determine the inflation rate in periods. l,r+l,r+2,r+:*f,erd=O
and0:1

(iii)For which of the two varues.of 0 does & < 2", imply an acceleration of the price level (a
continually increasing rate of inJlation)?

(iv) For what values ofO do you obtain the phillips relation? Why not in the other cases?
(t,2,2,2.s)

(b) Suppose that the labor markel is described by the following equations

1y = p.r.1.111

p = (t+ p)w

Y:N

Here z is a variable catchhg institutional effects on w€e settin& such as
unemplolment benefits, p is the markup of prices over wages.

i) Assume initially that z = l. Solve the equilibrium real wage, unemplolment and output.

ii) The goverrunent decides to increase unemplolment benefits
2. Solve for the new equilibrium real wage.
(3.5..r )

This results in z increasing to
unemplor ment and output.



trc q' (Section A)

B-d oa c?d +r rfl AGqt r&6 qla 5 3i+, 6r tl
1.furq6ft-a;6 @q fr er6q fraer + sB-+. €-nrqts-n llfisror ff qrwr ffBet
116 FrrE AEr. fu e-srRrd Afrd fr {E.fr; qlrdffo czrrGr tr{ fr s-}fr, 3it{ frisr 6T
tsBc fr 3reqrS a-afr fr&r ff rt +i B-o q-6R ce{rBd 6{-ift tr

z. :rcqrqfu * srdr$-q srdR f F-fld 6f ftfRuT cB-qr +t TcE SfB(f 3rccrdfu d.

rrrqrs t irq a-r 6r Rrfr FrrlRa +.{A Erd +rr+ +ta-t tr
3. d-rrrR c-{ cr.fitrfi ar +t aarrnrrrrfl (NAR|U) eft rqt +-o arar tr
4. a-d-(ft frrfRUT Jit{ +tffa ftitt,T,fliief t €rffd, 3{qts.d ffrfi-d aitt r.qrra t df{ h
:FEitr +t ara SfB(' ritr ws:c frft('t

s. rrq! qa-6'-+, garrfifr w t*}d-+rft rrt cs{r+ d i* d--6re il
6. erd 3ik dql"i ({ cfirq atdt *t wfra 6{i Et', a}-fr6 tr}R-{ !-rsHrs irsfr fr
g-dr 6l T-d 

qiar ara 6tBer

7. arrr gEcra +i +cs-c fitBa't qA pT4 sEcrd Rr{ t, A fqr T€zrr:rel qe t fu
r+efifr 6t afr sn€trr+ fz

3ltfiI sT B+{; u, - utr = -0.5 (Sy, - 3%)

frfrw a-r: 11 - nu, = - (u1 - 67o)

a-o;

gy = sEzge fi TS-fu E

u,=trffi ({
n, = gar+frfr *r rr

qra frB('fu E{ 0 qtqff 3rdB FE-d-fr d tl d'^ca io rm 5arc6ft ff
c{ +'r E+ 1 t gF dA dr-S r.t6 q+ gz ff < t ser+-t 9% a+- +-q rri *r ffrq
+dr tt f€'drd-.Ert d aui gv, Ee;a aq'd T{rgfrfr cr, M ({, irrieq-c

E<.fu, drFA+ grr 1{U 3ffr de6 ts_E fi ta am 6rBqr (3ff€a a_dtu fr Tqr i'
p-a-ar Reura 6f qTa-i gs)



gE 's' (Section B)

m 3 crt't +l 3ir* frBsr rdtr lna 15 3idl 6r tl

9. (6) "dtfu6 fu6Tr t rcqIafu d rtqrca fr {qE d-e t df+-d artqq rofr it

Taqrra q{ +t$ c?Trd r& qrm t- rcw 6lB('t 0.5)

(rs) IS-LM :itr ns-no :n€i mr 5q+4 6{h, a-fr *I €r{d il6i w ilwnt Sr

vqF-+ 6 qr +qI cilrd ildr t? (7 5)

10 (qi). ffi :rc?flfidr e-Frd (ftlrg$ +-qI df,I t *gtra sfrs{ur q'r sqqt, 6{+.

rm f,rBc? 0.5)

(u; ilS:i?rd'3{qair fi GdsdBn f;r eqreqT €IBql qF r{-{-& 3{talr t fus e-6rr Ea
t? (4+3.5)

i1. (O iq?t4 fi <'o siar-+rft-+ ft-+-dq fE-d *T rq-qtrr +.re gv' sq 6lBv 6 ffffi
eqFd 6r icert+ qrn effFd 6r GIr;Irt 6{ 3itr afr'6t q;e rt qr l+-s r+n ftak

rrn tr (z.5)

(lo) (rqi irgf,d dsa *r 5q-*rr +-s. *q€ ffrB('fu Tst fi afu +r:nq t wrw sc

fi orrr sanrr+-€6itr 3fu cqla (t t wrqr se i srq {ull-flfi fqi ddr t?
(7.s)

12. (6) eEr AE('fr ffi:rslE{d€qr fr ftfrw a-fi {drfi{sr ffiBa {dRT kqr

,rqr t
lI1 -ff,=0.18-3ur

d-6r

FIer = oflr-r + (1-g) n1 0 <0< 1

F{h :rf,rdr, sra dfrq fu rdft t - 1 it, iffi a< crgG-+. cr * qqrct t' :it<

5adtfr c< o cfrTd tt

(i) gs rrto:++gr d afu-rnft fi cl-"6F-6 f{ Ft tl

1ii; ara fiBv fdi, rrdft ,t ers {q*- g(', 3tffi iffi +t 5olo a+ #n dr} d
iit{ {t $frFird 6to{ tlir'FS 6{ (rt.GIT(r {sA tl t, t+ I' t + 2, t + 3 3rdfui

i TflTfrfr f;r at fttfft-a StB('l atl e = 0 :lrr 6 = t dl

(iii) e i d arat d' $ frE-& @s u,<u,, €rq-d 6{ fr A-d TdE ({il€61fr. fr
friar d-6fr 611 ai arfiar tz



(iv)

6.{

e * fu-a a'rdt t fr-(r gq fufrw +iEu crE-d +ri tt :ra ersd fr +qi rfi
ql-e il (, 2, z, z.s)

(q) qrfl *Er'fr ryq qrdr rr sotr fr*rfafua sfut rqnr Fsqr rrqr t
w = p.z.(+)

p = (j+u)W

Y=N

ad z ra-qt tfdzr qr d*n,,d veTrct +t qosi u,;"+r !-6 Tr t, it$ fu tM anr,

p q-d-$ q1 f;ffi * ap&:rr tr

iii) cRis{ * qra fiB(' fr' z = '1 tr g.g*a srFdfuo, --d-$, ef'-ilrt :itt s.cr6d

+i 6a €rBvl

iv)Trt6R iiffi al?r {dTi *l $-sfrr 6{S tt fs$ qtunqpl5q z (6.s_{ 2 d
orar tr as R-{-d-d Erc-dft-+' rg-th, +tM:itr rerea *. fr(,6-d *IB(,r

(3.s,4)




