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() ffs T ? 

()HT 34 ? 

(ET)4TT t (MPS) FI? 

5x3-15 1. Answer any five parts in brief 

(a) What do you understand by Terms of Trade ? 

Section A 

(6) What is a Giffen good ? 

What is the precautionary motive for holding money ? (c) 

5 (a) Explain the meaning of consumers' surplus. 

(d) What is income elasticity of demand ? 

6) In what sense is perfect competition allocatively 

10 efficient? 
What is Marginal propensity to save (MPS) ? 

(37) 37H4AT feR () 3f4 ATI ) Why does the Marginal Product of a factor decrease as 

f more of the factor is employed? 

(34) AT9TR R ? 
P.T.O. 
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Section B 3. Show the income etffect and the substitution effect of a fal in 

the price of x for a consumer who spends his income on two 

5. If the saving function of a two sector economy 

goods r and y and has convex indifference curves, given that 

15 
S -30+ 1/3Y 

both x and y are normal goods. 

find the consumption function, and the equilibrium level of Income5 TT 3H KTHTAI ah 3-T (convex) , x 

and Output if autonomous investment is 10. What will be the 

value of the multiplier in this economy ? 5+5+5 

(a) Show the equilibrium of a monopolist using a 
4. 

10 diagram. 

S =-30+ 1/3Y 
(b) What is the relationship between the short-run average 

cost curves of a firm and its long-run average cost 

5 
curve ? 

(37) Taf7 FETYAT VAÍËTHRI HJA 
6. Explain the relationship between GDP, GNP & GNI. Do you 

think GDP is a good measure of economic welfare ? 10+5 

P.T.O 



(6) 6497 

YH q TUE (GDP), FT TIZA (GNP) 

7. Write short notes on any wo 7.5+7.5 

(a) Comparative advantage theory of trade (a) 

(b) Functions of money 

(c) Aggregate Spending Function. 

(H) 
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6 

6497 



S . 74Y 
PTC SconoMs 

Name of the Coursc HUPToAdopt3 Year-UG-Programme . 

Semester'Annual Semester VI 

Indian Economic Develop1nent: Historical

COLLEG 
Name of the Paper 
Perspectives and Current Issues -|I BAND ANDHU 

LIBRARY 

Linique Paper Code 2271601 

Medium of setting the question paper: English and Hindi Delhi- 
New alkaj Duration 3 Hours 

Maximum Marks 15 

Instructions for Candidates
1. All questions carry equal marks. 
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2 

3. 

used throughout the paper. 

2. fe r UTT I 

Critically review the macroeconomic developments in India after the global economic 

orisis in 2008. Discuss the factors that can explain these macroeconomio developments. 
Q1 

Labor regulations in India are supposed to be highly restrictive as compared to several Q2 
emerging economies of the world". Do you agree? Give reasons for your answer. Discuss some 

important economic effects of the key labour legislations in India. 

Q3 On the eve of second world war, then, India remained an important asset in the 

economic balance sheet of British Imperialism." Discuss. 



ufiu a- RET|" TI ATGu 

Q4. "During the period between 1890 and 1947 the commercial crops experienced more grOwth 
than the subsistence crops in Indian agriculture" Elaborate this statement and discuss its impact 
on food availability and famine during the period in India. 

What do you mean by food security? In what ways the agricultural price policy can be an 

effective instrument to ensure sufficient returns to farmers along with promoting investment,

Q5 

technology and productivity in Indian agriculture and thereby achieving food security in India. 

"The economic reforms as initiated since July 1991 failed to deliver a faster, equitable 
and labour intensive industrial growth in India" Do you agree? Give reasons for your answer. 

What suitable policy options would you suggest to achieve faster, equitable and labour intensive 

industrial growth in India? 

Q6 

Q7. "The recent growth pattern of Indian Economy has seen sluggishness in output and 

employment growth in the manufacturing sector, in spite of a period of relatively high growth 

rate of GDP". Explain this statement in context with dualism which is prevailing in Indian 

manufacturing sector. 

The services sector in India has outperformed other sectors but its pattern of growth puts Q8 
some concern for its further growth on sustained basis", Discuss. Suggest suitable policy 

measures for achieving sustainable growth of the services sector. 

2 
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Q1. The following table gives details of coste and benefits (in Rs.) of different numbers 
of children born to a couple X: 

Number Total Benefits Additional 
of Costs 
Children 

500 100 

2 750 100 

3 840 100 

4 890 100 

930 100 

6 950 100 

960 100 

960 100 

a) Assuming X to be a nuclear family, calculate the optimum number of 
children it should have to maximise its net benefit. 

b) Consider another couple Y that lives in a joint family with couple X. Both 
Yand X have the same costs and benefits of children, as given in the table 
above. Now suppose that 50%% of the upbringing costs of each child can be 
passed on to the other family and that each couple makes independent 
decisions, taking only its own welfare into account. In this situation, how 
many children would each couple have in order to maximise its own net 
benefit? 

c) Explain, with diagrams, why larger joint families tend to have a larger 
number of children per couple. (1,2,5) 

ii) Discuss with a numerical example, how the rate of interest would be set in the 
informal rural credit market when the risk of default is exogenously given. (7) 

ATT (FU H zat : 



500 100 

2 750 100 

3 840 100 

890 100 

5 930 100 
950 100 

960 100 

8 960 100 

(1,2,5) 

rET? (7) 

Q2. In the context of the Harris-Todaro model of rural-urban migration, explain how 
urban policies designed to reduce the size of the informal sector end up enlarging it. 

(15) 



(15) 

Q3. 1) Show that in an economy with extensive possibilities for perfect crop insurance, 
fixed rent tenancy must be dominant, irrespective of whether the potential tenants are 

risk-averse or risk-neutral. (8) 

11) Discuss, citing cases, why land contracts with a clause for eviction may be widely 

employed. Further explain, why tenant laws that confer permanent use rights on a tenant 

who has farmed a plot of land for some years might have counterproductive effects on the 

security of a tenancy. 4,3) 

(8) 

STBHTa 7 HHd ? (4,3) 

Q4. i) Discuss how inequalities in the asset market magnify into labour market 

inequalities. (5) 

ii) Consider a monopolist lender who lends to borrowers on a repeated basis. The loans 
are informal and are not backed by written contracts. The lender has no way to recover a 
loan if the borrower chooses to default. The lender, however, threatens to cut off credit in 
the future to any defaulting borrower. Borrowers discount the next period's earnings by a 
discount factor of 0.5. 

Borrowers use the loan in cultivation, where the pruduction can be done using one 

of two techniques-first technique requiring initial working capital of Rs. 100 and 
producing net output worth Rs. 300; the second technique requiring Rs. 500 of working 

capital and yielding net output of Rs. 1000. 

a) Find the amount of loan the lender will advance to each borrower every period in 
order to maximise his own profits. How much is the scheduled repayment and the 
implicit interest rate? What are the profits? How much does the borrower earn 

every period from this deal? 

b) Suppose now that the lender can keep some of the borrower's asset as collateral, 

which he will seize in case of default. The present value of this asset to the 



borrower is Rs. 300. Recaleulate the optimal loan, the repayment amount, implicit 
interest and the lender's and borrower's profits in this case. (10) 

(5) 

5yaT 7T T HdT -cT Ahoil À 100 3T ai HRiA% Rit 

holn 500 q 7YRÎTT YGiT TNA UEJ 3i 1000 T 2IT 

379Ic 34T 13TI 

HUGTHT U fdoit ufT 3H1AH TT? 31HA 

f ATAT ? 

(10) 

05. Explain, with an example, why interlinked credit contracts are a marriage of 

(15) Convenience in rural markets. 

TCT (15) 



Q6. Discuss the role of inclusive investment and productive base in understanding the 
sustainability of economic development. What does the empirical evidence say in this 
regard? 

(15) 

Q6. 312 TaH FUrAT HAY À HHTdeft Faer 3N 3E4TC 3ITUTT 

(15) 

Q7. Trade policy is politically contentious because it has important domestic 
distributional consequences. Discuss the effects of globalization on income inequality in 
the light of conflicting viewpoints of economists. (15) 

Q7. ATTT IG TIGA 

(15) 

Q8. Anal yze the world of high-trade theory and the consequences that have led to its 
rethinking. What alternatives are being suggested to control the damage to poor 
Countries? (15) 

Q8. 3q ATY Msia aAaT 3ir 37 uUTH YAaar 

(15) 
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1. (a) Briefly explain the Third Working Group (1998) recommendations on compilation 
of financial aggregates. Is there any departure from previous method of compilation? If 

SO, why? 

(b) Explain the endogenous money supply curve. What effect will a rise in the required 
reserve ratio have on (1) exogenous money supply curve and on (11) endogenous money 
supply curve? 9+6) 

2 (a) How does a commercial bank with market power suffer from imperfect information 
and adverse selection problem? Discuss the strategies adopted by the banks to counter 
the problem. 

(b) Discuss the major causes of financial crisis and their impact on aggregate economic 
activity. (10+5) 



3. (a) What do you mean by derivative instruments? Discuss the profit/loss profiles in long 
call options contract, using a suitable diagram. 
(b) How does profit and loss in equity position of an investor in futures contract depend 
on margin requirements? What is the degree of leverage in the futures 

(10+5) 

(a) autTC5 

4 a Suppose a bond that matures in one year issued by a corporation has a rating B. 
Given this rating, there is a 90% chance that a firm will pay its obligation in full and the 
bond holder will receive $1050 at the end of one year. There will be a 10% chance that 
the firm will be unable to meet its debt obligation. If the bond holder wants to earn 5% 
rate of interest at the end of one year 

i) 
(in) 

What price will he be willing to pay to purchase this bond? 
What price will the investor be willing to pay for a default free government 
bond that promises to yield $1050 at the end of a year with a rate of interest 
of 5%? 

(ii) What are the values of yield to maturity for both types of bonds given the 
assumption that both bonds do meet their obligations? 

(b) Examine the impact of the following changes on the interest rate a firm pays for 
loanable funds. 

(1) An increase in liquidity risk of the firm's bond. 
(i1) An increase in inflationary expectations. 
(iii) An increase in firm's default risk (6+9) 



(i) YETRTf a sderst qrai 

5. (a) Using Expectations Hypothesis and Segmented Market Hypothesis, explain different 

shapes of yield curves. 

(b) The interest rate on a one year government bond is 4%, the rate on a two year 

government bond is 7% and the rate on a three year government bond is 9% 

(i) Describe the shape of the yield curve. 
(1) Use the expectations hypothesis to determine the market's forecast of the one 

year rate next year. 

111) What is the market's forecast of the one year rate after two years? (10+5) 

) 

6. (a) Basel llI is not a negation but an enhancement of Basel II'. Explain this statement in 
reference to capital requirement norms. 

(6) Why is asset securitization considered a financial innovation? What are the benefits 
offered o the issuers of loans? (8+7) 

7. (a) Discuss the role of money supply as an intermediate target to achieve the objectives 

of monetary policy. 

(b) It is not merely the number of instruments that is important but the number of 
instruments exerting independent effects on the target variables'. Explain this statement 
in the context of monetary policy instruments and targets. (7+8) 

ofory 
8. Write short notes on any two of the following (7.5+7.5) 

(i) Appropriate banking structure that promotes fast and inclusive growth 

(ii) Principal-Agent problem in equity contracts 

(iii) Lags in operations of monetary policy 



(i) 
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