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Answer the following as directed :
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Under Keynes’ psychological law of
consumption, the relationship between
consumption and income is

(i) [SIRE
linear
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() STpifes
proportional
(iii) IR S S-S e
linear and non-proportional
(iv) SRRF Ars Aponfes
non-linear but Proportional
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(Choose the correct answer)
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positive or negative. e
(Fill in the blank)
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The slope of LM curve depends upon
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income elasticity of
money demand for

(i) o AT o e oy

interest elasticity of demand f
money e

( Continued )

(3)

(i) @R oM S W o] e
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both income and interest elasticity
of demand for monery

(iv) @R B8 =
None of the above
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(Choose the correct answer)

(d) SRgERA A & 38 ?

What is meant by devaluation?
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Write short notes on any four of the
following :

(@) @9 dSH

(b)

(c)

(d)

(e)
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Ratchet effect

SR L]
Paradox of thrift

LM @R &
Properties of LM curve

T sfeerel
Capital mobility
T 99 e [ =9

Nominal vs. Real exchange rate
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3. (a)
(b)
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Why does the ratio of consumption to
accumulated saving decline over time
until retirement? What happens to this
ratio after retirement? Explain in the
light of the life-cycle hypothesis.
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What are the determinants of business
fixed investment? Suppose an invention
renders much of existing production
techniques in a sector of the economy
obsolete. What would happen to the
stock prices of firms and to investment
in the sector? What does it infer about
‘q’ theory?

( Continued )
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4. (a)

(b)
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How do changes in government
spending and taxation shift the IS
curve? Explain the short-run and
long-run macroeconomic effects of such
shifts using appropriate diagrams.
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Discuss the relationship between
interest rates and equilibrium output
in the goods market. How does this
relationship form the basis of the IS
curve? Illustrate your answer with an
appropriate diagram.
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Analyze the conditions under which the
LM curve becomes perfectly elastic or
perfectly inelastic. What are the policy
implications of a flat LM curve and
a steep LM curve?
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Explain, with the help of diagram,
how equilibrium output is determined

in an open economy.
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Describe how changes in the price &3 / Or

level can affect the LM curve. How
(b) ARTNYT FTOR  SRANRS! Tf?rca[ &+ & 2

do inflation and deflation impact
the money market equilibrium? RO OR. FETAeN. IR PR3 R
EHCEI oA W | 2+6=8
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What is meant by disequilibrium in
FCE 7 S SRER YR{Ra$q 9K o[ { @i

balance of payments? Discuss the

o1 PRI I 0 4+4=8 causes of disequilibrium in the balance
How do the IS and LM curves determine of payments.
the general equilibrium? Describe any
two factors that shift the equilibrium ik
position. ]
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(b) 1S-LM wgs dfeid dor 52 3 R8y Tiftg
TPl (AT S T AfeY s
AET @ TR OOR W Rfer eq
FALTEOR ¢S 89 @, (ed | 2+2+4=8

What is the crowding-out effect in the
IS-LM model? How does it limit the
effectiveness of fiscal policy? Show how
the magnitude of the crowding-out
effect depends on the interest sensitivity
of money demand and investment.
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