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First Paper
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(Macroeconomic Principles)
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Candidates are required to give their answers in their own words as far as practicable
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I—— The figures in The margin m’:ca?e SJull marks

Section —-A

Answer any five questions

1. Calculate the Net Domestic Product at factor cost (NDPg) and
National Income (NI) by Income and Output Methods on the basis of the

% (in crores)

(a) Value of Output 2400

(b) Value of Intermediate Consumption 1200
(¢) Subsidies 30
(d) Indirect Taxes 180
(e) Factor Income earned abroad 30
()  Factor Income paid abroad 60
(g) Rent 120
(h) Interest 15
(i)  Profits 45
(j) Wages 330
(k) Depreciation 150
(1) Mixed Income 360
(m) Employer’s Contribution to Social Service scheme 30 4

2. A hypothetical economy consists of three firms A, B, C. The value of
A’s sales is T 100/- of which ¥ 40/- comes from B and ¥ 60/- comes from C.
Value of sales of B is ¥ 350/- which consists of T 200/- from sales to C and
¥ 150/- to final consumers. C sells to final consumers for ¥ 500/-. Find the total
value of final output in this economy and total value-added by the three firms.

3. Suppose the value of MPC = 1, What will be the shape of the
consumption function if there is no autonomous consumption ? What will be the
value of MPS ? Under usual assumptions, are the consumption function and
saving function parallel to each other 2 When they are parallel, what will be the

values of MPC and MPS ? 1+1+1+1

4. If Government raises tax rate, how will that affect Investment Demand
function ? Would national savings increase if government introduces social
security schemes ? 2+2

5. An underdeveloped country A and a developed Country B, both devote
a similar share of GDP to investment. Country A experiences growth rate of 7%
while country B experiences growth rate of 3%. How would you explain this
peculiar situation ?



3

6. What is the labour-force status of each of the following :

(a) On losing job, a person was looking for another job but now has
given up hope of finding one.

(b) A postgraduate person sends out applications in search of a job.

(¢) An office worker falls ill and is thus absent at workplace for two
months.

(d) A highly educated lady keeps herself engaged in bringing up her
child and finds no time to apply for a job of a teacher. 1+1+1+1

7. (a) If Cash Reserve Ratio is 10% and Cash Deposit Ratio is 80%
what would be the magnitude of money multiplier ?
(b) If CRR is 20% and new deposit is ¥ 100/- fill in the following

table when all banks engage in deposit expansion : 2+2
Liabilities Assets
Deposit ? Cash Z100/-
1 Loan ?

8. In a hypothetical economy, consumers buy only two goods : Sandwich
and Potato Chips. Prices of these goods for 2014, 2015, 2016 are given below.
Compute CPI for each year when consumers buy 4 Sandwiches and 2 packets of

Potato Chips. Calculate the Inflation Rate during 2015 and 2016. 242
Year Price of Sandwich (3) Price of Potato Chips (?)
2014 20 10
2015 25 12
2016 40 15
Section - B

Answer any five questions

9. What are the components of Aggregate Demand (AD) ? Other things

being constant, if Price level increases, how is that reflected in AD curve ? What
change will take place in AD curve if Government Expenditure or Tax Rates

change 7 4+1+1



10. (a) Distinguish between :
(I) GDPMP and NNPFC
(ii) NI and PDI (Personal Disposable Income).

(b) Establish a relation among Private Saving, Private Investment,
Government Budget Surplus and Net Export. 4+2

11. How can Government policy regarding International Trade and Foreign
Investment raise productivity and living standard ? 6

12, Consumers generally choose their consumption levels keeping in mind
both current income and long-run income prospects — Explain. 6

13. Do you agree with the view that paying higher wages to workers might
be profitable for the firm ? 6

14. What is ‘money illusion’ ? State the Central Bank's balance-sheet with
the help of one single identity. 2+4

15. Is inflation like a tax on holders of money ? Is it a cost to society ? 343

16 “Investment is flow, not a stock” — Explain. Investment depends on a
number of factors — what are these factors ? 2+4
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