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Attempt All The Groups 
 

Group – A 
Answer any five questions:       2x5 = 10 
 

1. What do you mean by liquidity of money?  
 

2. How money eliminates double coincidence of wants?     
  

3. What are the basic features of a bond? 
 

4. How does bond price vary with rate of interest? Explain briefly.    
   

5. In calculating national income accounting identity for an open economy, we add 
Consumption, Investment, Government Expenditure and Export/Import. 
Conceptually, all these components are different. Then how can these be added?  
 

6. What is transfer payment? Explain with example.   
 

7. What are the components of aggregate demand in a closed economy with 
government? 
 

8. What is average propensity to save? Show that APC+APS = 1. 
 

9. What do you mean by consumption function? 
 



10.  What is the shape of the aggregate supply curve in classical model?   
      

 
Group – B 

Answer any two questions: 
 

11. Suppose in the present pandemic situation, there is excess amount of liquid cash in 
the hand of the public to buy masks & sanitizers. Then how does it affect the market 
for bonds? Explain with reason.  4       
 

12. Discuss the concept of circular flow of income with its importance in economic 
analysis.        4 
 

13. What is Say’s Law? Explain briefly. In this context, briefly explain the neutrality of 
money in classical theory.       2+2 
 

14. Distinguish between (i) Gross Investment & Net Investment; (ii) Autonomous & 
Induced Investment.       2+2 
 

Group – C 
Answer any four questions: 

15. (a) Explain the following concepts: (i) Cost of Capital; (ii)  MEC 
(b) What are the main factors that determine the slope of MEC schedule? 
(c) When does it appropriate for a firm to take up an investment project? Explain 
with the concept of Present Discounted Value.   2+2+2+2 
 

16.  Assume that GNP is Rs.1200, personal disposable income is Rs. 1000, Government 
budget deficit is Rs. 70, consumption is Rs. 850 and trade surplus is Rs. 20. 
(a) How large is the saving? 
(b) What is the size of investment? 
(c) How large is government spending?    2+2+4 

 
17. What is Balanced Budget Multiplier? Explain briefly. Show that in SKM, balanced 

budget multiplier is unity.       3+2+3 
 



18.  Calculate GNP at market price & NNP at factor cost from the following: 8 
 
Government final consumption expenditure = 47 
Private final consumption expenditure = 260 
Gross domestic capital formation = 94 
Net exports = -6 
Net indirect tax = 43 
Net change in stocks = 11 
Net factor income from abroad = -3 
Consumption of fixed capital = 39 
 

19.  GDP is an well established measure of a country’s economic well being. Do you 
agree with this view? Argue.     8 
 

20.  Let C = 35+0.80 (Y-T), I = 70, G = 65 & T = 0.10Y where C is consumption, I is 
investment, G is government expenditure & T is tax.   2+3+2+1 
 
(i) Find out the equilibrium level of output. 
(ii) What is the amount of tax revenue at equilibrium output? Does the 

government have a balanced budget? 
(iii) If I rises to 90, what will be the new equilibrium output? 
(iv) What has happened to government budget now?  

 
21.   Suppose that a country experiences a reduction in productivity, that is, adverse 

shock to production function.  
(i) What happens to labour demand curve?  
(ii) How would this change in productivity affect the labour market – that is, 

employment & real wages – if labour market were always in equilibrium? 
(iii) How would this change in productivity affect the labour market if unions 

prevented real wages from falling?  
Explain the above cases with diagram.   2+3+3 
 

22.   (i) A bond paying an annual coupon yield of Rs. 9 matures for Rs. 100 on 30th 
December 2021.  What is its price on 15th December 2020 if interest rate is 8.5 per 
cent? 
(ii) What are two basic features on which the classical model stands? In this context, 
briefly explain what do you mean by classical dichotomy.  2+3+3 
          
 



 
 


