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Answer any five of the following questions.
(Different parts of a same question should be answered serially)

1. a) What is Investment Multiplier? Explain Investment Multiplier with graph. 3
b) Explain paradox of thrift. How can it be averted? 3
c) y = C + I + G ,C = 500 + .8 Y ,I = 280 and G = 300 4

i. Solve for equilibrium Y, and C.
ii. Suppose G increases by 100, by how much does Y change?

2. a) What do you mean by investment? How is it different from capital? 2
b) What are the alternative methods of investment decision making? 4
c) Consider the following project proposals: 4

Project-1 Project-2
Cost: 22 22
Return in 1st period: 20 18
Return in 2nd period: 25 30

According to Present Value criterion, which project should be taken when the interest rate
is 12%?

3. a) Define IS curve? How can you derive the IS curve? Comment on the slope of IS curve. 4
b) What will be the probable effect on IS curve due to an increase in tax? 6

4. a) What is LM curve ?What does it mean if you are not on LM curve? 4
b) Suppose the.central bank decides to conduct an open market purchase of bonds. What 6

sort 'of monetary policy is it? What will be its impact on money supply and LM curve?
5. a) How can you define balance of payment? What are the causes of disequilibrium in balance 6

of payment?
b) Briefly discuss the methods of correcting disequilibrium. 4

6. a) What does aggregate demand curve show? When do you move along an aggregate 4
demand curve and when does it shift? Explain graphically.

b) How does the shape of aggregate supply curve determine the effectiveness of an 6
expansionary demand management policy?

7. Short Notes (Any three) 10
a Policy Accommodation in Action
b Types of Unemplovment
c Measures to Control Inflation --
d Phillip's Curve


