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INSTRUCTIONS: Attempt any four questions. All questions carry equal marks.
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1. (a) Explain steps involved in the estimation of national income with the help of the income method.
(b) Differentiate between final and intermediate goods.
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2. (a) Explain the consumption function in detail. How can the savings function be derived from the
consumption function?
(b) What will be the change in income if the change in investment is Rs. 1000 crores and MPC= 0.757? Also,
find out
the value of multiplier.
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3. What is net export function? With the help of diagram, Explain, the factors responsible for the shift in the
net export function and its impact on national income and output.
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4. (a) Suppose you have following information about an economy
C=150+0.8Yd
=100
G= 200
T=50
NX= 20
Find the equilibrium level of Income and the value of multiplier. Calculate the new equilibrium level of
income if government expenditure increases from Rs. 200 to Rs. 300.
(b) Balance budget multiplier
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5. (a) What is open market operation and how monetary authority uses it to regulate money supply?
(b) What are the components of money supply?
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6. (2) Explain how do commercial banks create credit in multiple banking systems?
(b) Suppose there Is a fresh deposit 0f10,000 in banks and the legal reserve ratio is 0.5. How much is the
total deposit creation?
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