Sl. No. 6697

Unique Paper Code: 12271302

Name of the Course: B.A(H) Economics

Name of the Paper: Intermediate Macroeconomics- 1
Semester: 111

Duration: 3 Hours Max. Marks- 75

Instructions for Candidates

1. Write your roll number immediately on the receipt of this question paper.
2. The question paper is divided into two sections.
5 Answers may be written either in English or in Hindi, but the same medium should be
followed throughout the paper.
Section A

Attempt any six questions. Each question carries 5 marks.

1. Explain the gradual adjustment ~ formulation of net investment in the neoclassical
approach. Explain how the increase in the expected output; a decrease in real interest rate,
and a temporary increase in investment tax credit affect the rate of investment.

2. Explain the determination process of equilibrium in the housing market in the short run.
What are the factors that determine the position of the demand curve for housing in the

short run?

Why natural rate on employment is also called NARIU?

L)

4. Derive and explain the relationship between price, expected price. and output from the
wage setting and price setting relations.

h

How wage indexations increase the effect on unemployment on inflation?

6. Incorporating both wealth and interest rate effects, derive the aggregate demand for
money in a no-risk regressive expectations model.

7. Explain sacrifice ratio. If the sacrifice ration is constant, does this mean the speed of
disinflation is irrelevant?

8. Suppose IT; = 18%.

Okun’s law; U — U1 = 0.5 (g — 3%)
Phillips Curve:  Tli— Tl = - (U - 6%)
Where;
g, = Growth rate of output
u, - Unemployment rate
[1; - Inflation rate

Assume in vear 0, the economy is in medium run equilibrium. The Central Bank now
decides to reduce the inflation rate to 9% by reducing it at the rate of 3% every year
beginning from year 1. Given this information. find the values of inflation rate.
unemployment rate, output growth. real money growth and pominal money growth in
different years. (Assuming quality theory of money holds in median run)




Section B
Attempt any 3 questions. Each question carries 15 marks,

9) (a) “A monetary expansion leads to increase in output in short run but has no effect on output
on median run” Explain (7.5)

(b) Using the IS-LM and AS-AD diagrams, what happens to natural rate of unemployment when the
price of oil increases? (7.5)

10. (a). What is the policy ineffectiveness proposition (PIP) Answer using apropiorate equtions?
(7.5)

(b)Explain the characteristics of rational expectation. How is it different from the Adaptive
expectation? (4+3.5)

1. (a) Using an intertemporal optimizing model of consumption, explain how an individual’s
consumption path depends on the market rate of return and individual’s discount rate. (7.5)

(b) Explain using an appropriate model why transactions demand for money has positive relationship
with square root of income and negative with square root of interest rate. (7.5)

12

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

I, -1T% =0.18 -3 u,
Where
nei=9H1,|+(l-9)H, 0<8<1

Further, suppose that in period 7 - 1, the unemployment rate is equal to the natural rate, and the
inflation rate is 0 percent.

(i) What is the natural rate of unemployment in this economy?

(ii) Suppose that, beginning in period 7, the authorities bring the unemployment down to 5% and
keep it there indefinitely. Determine the inflation rate in periods. £,/ +1.1+2 ¢+ 3 when =0
and 0 =1

(ili) For which of the two values of 6 does w < un, imply an acceleration of the price level (a
continually increasing rate of inflation)?

(iv) For what values of 6 do you obtain the Phillips relation? Why not in the other cases?
(1,2, 2,2.5)

(b) Suppose that the labor market is described by the followin_g equations

W=P.z.(1u;u)
P =(1+wwW
Y=N

Here z is a variable catching institutional effects on wage setting, such as
unemployment benefits, u is the markup of prices over wages.

i) Assume initially that z = 1. Solve the equilibrium real wage, unemployment and output.

ii) The government decides to increase unemployment benefiys. This results in 7 increasing to
2. Solve for the new equilibrium real  wage,  unemployvment and output.
(3.53.4)
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