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 Answer all the questions. Marks COs 

Q.1 

Explain the effects of increase in government expenditure on 

equilibrium output and interest rate. What happens to both output and 

interest rate when there is a decrease in government expenditure? 

20  4 

Q.2 

Explain the circular flow of income and expenditure in a four-sector 

economy, which includes households, firms, government and external 

sector. 

20 3 

Q.3 
Explain the causes and consequences of inflation. Is hyperinflation 

good for the economy? 
20 3 

Q.4 
Discuss the methods of measuring gross domestic product (GDP) of a 

country. What are the challenges in measuring GDP?  
20 3 

Q.5 
Is expansionary monetary policy effective to increase output when the 

economy is in liquidity trap? Explain your answer. 

 

20 4 
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