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2.  Attempt any 5 Questions.
3. Part of the questions are to be attempted together.
4. All Questions carry 18 marks

5. Answers may be written either in English or Hindi;
but the same medium should be used throughout the

paper. -
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1. (a) Differentiate between the classical and the
Keynesian approach to wage and price adjustment.
What is the unified approach bf macroeconomics?

)

(b) (i) From the following data, calculate private

savings and government savings :

" GDP = Rs. 8000

Net factor paymeﬁt from abroad = Rs (-)100

Consumption = Rs. 2500

Government Purchases = Rs.. 1500

Interest payment on government debt = Rs. 250

Taxes = 2800

Transfers = 1200
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() ARl ¥
C= 406 + 0.8Yd
I = 1400 — 100i,
Tx = 500
G = 500

L= 0:20% ~ 501

M = 1000

(i) rduE TE H WA TS A (2)
(i) TAGH aF o GO A R (2)
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(ii) Does the price index help to measure the
inflation rate? With the help of the data given
below, calculate the rate of inflation for each

year from 2014 to 2016 considering 2013 as

the base year

YEAR CPI
2013 : 6(;_.0
2014 . s
2015 65.0
2016 64.5

(3,6)

2. (a) (i) In classical theory, what are the factors that
do not affect the level of output and

employment? (6)
(1) Suppose that in an economy:

C =100 + 0.8Yd

P.T.0.
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I1=70
G =200
TR = 150
tl= 0.20

(a) Calculate the equilibrium level of income

and multiplier in this model? (2)
(b) Calculate the budget surplus. (2)

(c) What will be the new equilibrium level of

income and the new multiplier if t increases

to 0.25? )

(b) (i) Suppose full employment output (Y*) = 1000,
Actual output (Y) = 1100, Government
purchase of goods and services (G) = 200,
Transfer Payment (TR) = 20 and Taxes =
0.20Y (20%). |

Compute (a) actual budget surplus and

(b) full employment budget surplus. (2)
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(ii) Briefly explain balanced budget multipl_ier?

3 W@
@
). ()

(4)

Explain the differences among the nominal
interest rate, the real interest rate and the
expected real interest rate.” Which interest
rate concept is most important for the
decxsxons made by borrowcrs and lenders?

Why?

Given the Nominal interest rate of 10%,
calculate the expected real interest rate when
the expected inflation is 4% and 5%.

| (54)

Justify the statement that bond prices and

the rate of interest are negatively related.

Give reasons for your answer. Suppose a

bond that pmmlscs to pay Rs 100 in a year
and the prices of a bond are Rs. 90, Rs. 95,
and Rs. 98. Calculate the interest rate on the
bond for a year at different levels of prices

of the bond.

¥l 0,



6458 6

(i) Assume that all individuals do ‘not hold

currency and that the reserve ratio (R/D) is

0.25. Also, assume that the monetary base

equals Rs.300 crore. Calculate the amount of . -

(a) Reserves
(b) Checkable Deposits

(c) The monej} supply

(d) The money multipl’ic_r._ (5,4)

4. (a) How alnd why does -the".mu;lti-biier and the interest

sensitivity of a-ggrégat‘e demand affect the

slope of the IS c-urve?.'E_xpla‘.in with the help of a

diagram. )

(b) What explains the fact that the increase in income
is smaller than the increase in autonomous
spending A times the simple multiplier aG? Explain

with the help of a diagram. 9)
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(ii)
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YEAR - CPI
2013 , 60.0
2014 - 61.5
2015 65.0
2016 64.5

6458 ) - 0
5. (&) () De-fi-né ‘the money multiplier. (2)
(1)) Which of the following transactions are

included in India’s GDP? Give reasons in

support of your answer: (2)
(a) Interest on national debt.

(b) Commission charged by a real estate

agent.

(iii) What are the automatic stabilizers? 2)

(b) In a three-sector model :

C = 400 + 0.8Yd
I = 1400 — 100i,
Tx = 500
G =500

L = 0.20Y - 50i

1l

"M = 1000

P.T.0.
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(i) Find the equation of the IS Curve. (2)

(i1) Find the rqquation of the LM Curve. (2)

(iii) Find the simultaneous equilibrium for the
IS and LM Curves, showing output, rate

of interest, consumption and investment.

(3)

(iv) Find the IS equation for where government
spending increases from 500 to 800. Also
find the new output, rate. of interest,

consumption and investment. (5)

6. (a) (i) What is crowding out effect and when does

it occur? In the face of substantial crowding

out, which will be more successful, fiscal or

monetary policy? “(5)

(if) What is the full employment budget surpius‘?

(4)

' 4
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(b) (1) What is the difference between GDP Deflator
and Consumer Price Index? Caléulate the
GDP Deflator if Nominal GDP = § 3280, Real
GDP = 1840. . (6)

(ii) SUppolse that a person’s yearly income is
$1000 and its money. demand function is given
by: M4 = $ Y(0.35-i), calculate the person’s
money demand when the interest rate is 5%
and 7%. Show diagrammatically the effect of
change in income on the money demand curve.
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