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Note :  Answers may be written ¢ither in English or in Hindi; but the same medium should be

used throughout the paper.
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Attempt any fwo parts from each question.
Each paft carries 7.5 marks. |
All the notations have their standard interpretation.
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1.  (a) Explain using AS-AD model how the output eventually returns to the natural level in the

medium-run, in response to a contractionary monetary policy.
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(h)  Out of the following expansionary fiscal policies, viz, an income tax cut, increase in government
spending. and an increase in investment subsidy. which do you think is the best for increasing
output and why ?

(¢) () What are Wage-setting and Price-setting relations ? How is the equilibrium rate

of unemployment determined in the labour market ?
(if) In price-setting relation, what is the value of nﬁark-up and feal Wage when perfect
N competition exists ? | : 5+2.5
(1) AS-AD Wiea & wWerdl ¥ wHERd fF fF9 wER éidgtH%lﬁ oifge Hifa
& URUTTEEY SR WeAw el § o STy 3T Yrpfaer &R &l I

FT B

(a) Frafafea Tty Sifgdl W femr S .
Wﬁﬁﬁ,wﬁmﬁq@,ﬁaﬂwﬁq@rmﬁaﬂﬁ
T @ wAE A IaEd W den 'Y WA9 = ¥, T A ?

(F).(z’) Toreh-frefter & wma-fraf @E w ¥ 2 oW aeR W SR
# gqad X R yer fruifa @ & 2
) T wfremst @ fefr § s o wee § Te-om @ anf
TRl % o WA BW ¥ 2
() ()" Prove fhat wage indexation increases the effect of unemployment on inflation.

(f) Suppose p = 0.03 and z = 0.03, what is the natural rate of unemployment, if

a = 1 ? (The notation used is standard) ‘ . 5425
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(b) Suppose n. = 18%; Okun’s law .: U —. U = - 0.5 (gy, - 3%)
Phillip;s Curve T (u, 6%_).

Assume in year 0. the economy is in medium-run equilibrium. The céntral 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, construct a table for the values of inflation rgte (%),
unemployrﬁent r.ate (%), output growth (%), real money grthh (%) and nominal ‘money-
growth (%) in diffe'r.ent years. (The notatién used is standard)

(¢)  Show that Adaptive Expectation hypothesis “allows us to relate expected, unobservable

variables to actual, observable variables”
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What do you understand by stagflation ? Show how a sudden and a significant increase

in the mark-up over cost can lead to stagflation in an economy. : (2+5.5)

What is the nature of controversy between Lucas and Sargent and the traditional approach -
regarding disinflation ? How has the traditional approac':h been supported by Taylor and

Fischer ?

Explain why the trade-off between inflation and unemployment, as suggested by A. W.

~ Phillips, does not hold in the medium-run.
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(¢) A nation loses control over money- supply under fixed exchange rate reginﬁe with perfect
capital mobili.ty'(aﬁd constant prices), thus making m_onefary policy completely ineffective

in changing output. However, fiscal policy is fully effective in such case.” Do you agree ?

Explain.

(b) - What is the difference between expenditure-switching and expenditure-reducing policies
under fixed exchange rate system ? Also give one reason why devaluation may not lead

- to an improvement in the trade balance. 6+1.5 -

(¢) (7))  Using demand and supply curves of foreign exchange, explain how the equilibrium

exchange rate is determined in the foreign exchange market.

(i) How can you explain the depreciation of Indian rupee vis-a-vis U.S. dollar from

Rs. 59/$ to Rs. 68/$ during July-August 2013 and its slight recovery to

Rs. 61/ $ thereafier using the above ? | | s
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(«) How does domestic money supply vis-a-vis the foreign money supply determine the exchange
rate in ‘mdnetary approach to exchénge the deténnination’ ? wa doesa Balaﬁce of

Payment deficit arise. accbrding to the Monetary Ap.proach under a fixed exchange rate

regime ? - ' _ 54+2.5

" (h) What is'meant by a managed floating ex{change rate system ‘7 H§W does the poliéy of
lganing against the wind operate ? | ’ 4435

(¢) Briefly explain how foreign exchange risk leads to need/(;pportunity for hedging
and speculation. Find the Covered Interest Arbitrage Margin when the -annual rate

of intc:l'éSt in the U.S, is 8 percenf and 6 percent in India. The spot rate is Re. 1/$

and tllé one-year forward rate is Re. 0.96/$ (India : home country; U.S.: forelign

country) | | 5425
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