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                  Attempt All the Groups 
 

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

1. ‘Consumption is irreversible’ is implicit in which of the following hypothesis? 
(i) Absolute Income Hypothesis (ii) Relative Income Hypothesis (iii) Life Cycle Hypothesis 

(iv) Permanent Income Hypothesis 
2. What is Ratchet Effect? 
3. Who propounded the theory of Rational Expectation? 
4. According to the neoclassical growth model, an increase in growth rate depends on (i) Increase 

in savings ratio; (ii) Decrease in savings ratio; (iii) Increase in MPC; (iv) None of the above. 
Choose the correct alternative. 

5. What is warranted rate of Growth? 
6. What is the crucial difference between the Keynesian & Classical theories of money demand? 
7. Arrange in ascending chronological order the following consumption hypothesis in which they 

appear in economics literature: 
(i) Absolute Income Hypothesis 
(ii) Permanent Income Hypothesis 
(iii) Life Cycle Hypothesis 
(iv) Relative Income Hypothesis 

 
8. What function of money is utilized when a portfolio of assets are valued in dollars?  

 
9. According to Permanent Income Hypothesis, what will be the relationship between permanent 

income & transitory income? 
 



10. The average number of times that a dollar is spent in buying the total amount of final goods & 
services produced during a given time period is known as (i) Gross National Product; (ii) 
Spending Multiplier; (iii) Money Multiplier; (iv) Velocity. Choose the correct alternative. 
 

 
Group – B 

 
Answer any two questions: 

 
11. Explain Absolute Convergence in Solow Model?            4 
12. What is random walk? Explain how Professor Hall used this concept in explaining households’ 

consumption behavior?              4 
13. Explain in brief the theory of Real Business Cycle?            4 
14. What were Keynes’s three conjectures about the consumption function?  4 

Group – C 
Answer any four questions: 

 
15. What is Life Cycle Hypothesis? What are the differences between Absolute Income Hypothesis 

and Relative Income Hypothesis?                                    3+5 
16. What is Fisher’s theory of optimal inter-temporal choice? Explain this model with the help of 

diagram?                                                    3+5 
17. Explain the difference between portfolio & transaction theories of money demand. According to 

Baumol – Tobin Model, what determines how often people go to the bank?  4+4       
18. Might a policymaker choose a steady state with more capital than in the Golden Rule steady 

state? With less capital than in the Golden Rule steady state? Explain your answers.   4+4 
19. Why expectation is regressive? Establish the demand for money with the help of regressive 

expectation approach.      2+6 
20. What is meant by life cycle of an individual? Explain the Life Cycle Hypothesis to reconcile the 

short-run & long-run behavior of consumption expenditure.  3+5 
21. In Solow Model, how does the savings rate affect the steady state rate of growth? How does the 

rate of population growth affect the steady state level of income?                            4+4 
22. Critically examine Domer’s growth model?                           8 

 
 
 
 

 
 


