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Q1.Attempt the following - (15)

1. The liquidity trap occurs when the demand for money:

A)is perfectly interest elastic

B)is perfectly interest inelastic

C) Means that an increase in money supply leads to a fall in the interest rate

D) Means that an increase in the money supply leads to an increase in the interest rate

2. Which of these policy measures will make the IS-curve steeper and shift it to the left?
A)A decrease in money supply B)a decrease in government transfer payments
C)an increase in lump sum taxes D) an increase in the income tax rate

3. The goods market and the money market are linked together by
A) Monetary policy B) fiscal policy C) interest rates D) the labor market

4. Demand for money for precautionary motive is
A. For making speculative purchases.

B) For handling emergencies in the future.

C) To make anticipated expenditures.

D) For fulfilling day to day needs.

5. Any position that is to the left of (and above) the LM-curve indicates that there is
A)Excess demand for goods and services B) excess supply of goods and services
C)Excess demand for money D) excess supply of money

6. A decrease in the interest rate will increase the level of investment spending since
A)The cost of borrowing will decrease  B) the value of government bonds will decrease
C)The return on private saving will decrease D) all of the above

7. Which one of the following is the most important determinant of speculative

demand for money?
A) Income  B)Interest rate C) Profits D)Prices

(D



8. When the general level of prices is rising, we call that:
A)Deflation B)inflation C)elevation D) none of the above

9. The precautionary demand for money is:
A)An idle balance B) An active balance
C)Directly related to interest rates D)inversely related to income

10. A reduction in the money supply is likely to:
A) Reduce the interest rate B) Increase the interest rate

C) Increase inflation D) Decrease deflation

11. The low point in the business cycle is referred to as the

A)Trough B) boom C) Expansion D) peak
12. The Phillips curve shows the relationship between inflation and what?
A) The halance of trade B) The rate of growth in an economy

C) The rate of price increases D) Unemployment

13. When aggregate economic activity is declining, the economy is said to be in
A)a contraction B) an expansion C)atrough D) aturning point

14. According to the Phillips curve, unemployment will return to the natural rate when:
A) Nominal wages are equal to expected wages

B) Real wages are back at long-run equilibrium level

C) Nominal wages are growing faster than inflation

D) Inflation is higher than the growth of nominal wage

15. When aggregate economic activity is increasing, the economy is said to be in

A)An expansion B) a contraction C) a peak D) a turning point

Q2. Explain rﬁodern theory of interest with the help of IS-LM Model. (15)
OR

Q2. Define inflation and explain causes and types of Inflation. (15)

Q3. Discuss Liquidity Preference theory of interest. (15)
OR

Q3. Discuss Samuelson’s Business cycle. (15)

Q4. Attempt ANY TWO (15)

a. Classical theory of Interest.
b. Aggregate Demand
Philips curve

d. Consequences of inflation.



