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Time : 03 Hours

01. Briefly explain the following concepts,
i) Goods market and money market
ii) Microeconomics and macroeconomics
iii) Autonomous investment and induced investment
iv) Unemployment and underemployment
v) Inflation and deflation.

02. i) Briefly explain the development of macroeconomics analysis.

(05 x 04 :20 Marks)

(06 Marks)
ii) Explain the marginal efficiency of capital

(06 Marks)
iii) Identify the macroeconomic variables. Do you agree that these variables are inter

related among them? Give reason for you answer. 
(0g Marks)

03. a) The following details are describe an open economy (All values are in million
rupees/
Income
MPC
Budget deficit 30
Import
Export
APS

800
0.8

50
60
0 .1

Investment 50
Tax 60

Calculate the fol lowing
i. Equilibrium level of income

(02 Marks)
ii. Consumption function

(02 Marks)
iii. Saving function

(02 Marks)
iv. Multiplier

(02 Marks)

v. How much should government spend to increase the equilibrium level of
national income up to 1010 mil l ion.

(02 Marks)



vi. Calculate the impact of a decrease
level of income.

vii. Indicate all details in a diagram.

What do you mean by the fiscal policy?
policy.

(06 Marks)

What is meant by Keynsian revolution
(06 Marks)

How do you differentiate the cost push inflation from demand pull inflation
(07 Marks)

Explain the determinants of Keyn,sian consumption function.
(07 Marks)

The following equations are related with a closed economy without government
interference. (All data are in million rupees)

Consumpt ionfunct ion (C )  :  100+0.8 Y
Inves tmen t func t i on  ( l )  :  150 -6 r
Demand function of money (L) : 0.2Y -2 r

:  150

(02 Marks)

(02 Marks)
iii. General equilibrium level of income and rate of interest.

(02 Marks)

iv. Consumption and investment in general equilibrium level of income
(02 Marks)

v. Draw IS , LM curves in a graph
(02 Marks)

(Source : Central Bank of Sri Lanka Annual Report 1996 - 2007

Using the Phillips curve, comment on whether the macroeconomics objectives are achieved while

the trade-off between the variables inflation and unemployment in accordance with the above data

given for the period of l0 years starting from 1997 to 2006
(10 Marks)
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h)

2

in investmentby 50o/o on the equilibrium

(02 Marks)

(02 Marks)

Briefly explain the objectives of fiscal

04. a)

b)

c)

a)05.

Money supply

Find out the following :

i .  IS equation

ii. LM equation

b)

Year L997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Inflation 9.6 9 .4 A 1 6.2 t4 .2 9 .6 6 .3 7.6 11 .6 13.7

Unemployment 10 .5 9.2 8.9 7 .6 7 .9 8 .8 8 .4 8 .3 7 .7 6 .5


