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Consider an economy that produces only three types of fruit: apples, oranges & bananas.
The production & price data are as follows:

Firms 2015 (Base Year) | 2016 (Current Year)
Prices Apples Rs. 2 per unit Rs. 3 per unit
Banana Rs. 3 per unit Rs. 2 per unit
Oranges Rs. 4 per unit Rs. 5 per unit
Quantities | Apples 3000 Units 4000 Units
Banana 6000 Units 14000 Units
Oranges 8000 Units 32000 Units

a) Find nominal GDP in the current year & in the base year. What is the percentage
increase since base year?

b) Find real GDP in the current year & in the base year. By what percentage does a real
GDP increase from the base year to current year?

¢) Find the GDP deflator for the current year & the base year. By what percentage does
the price level change from the base year to current year?

Define velocity of money. Discuss the role of velocity of money in the quantity theory of
money.
What do you mean by money multiplier?

How does open market purchase of securities by central bank of a country affect money

supply?
Discuss the process of credit creation by the commercial banks.

Explain the impact of an increase in the money supply in the short run & in the long run
in an AD-AS model.

Explain the difference between expansionary and contractionary fiscal policy. When would
the government use expansionary and contractionary fiscal policy?

What do you mean by business cycle?
Explain the difference between economic development and economic growth.

Explain the fallacies in each of the following statements.

a) GNP is always greater than GDP

b) NNP is always greater than GNP

c) Personal income is always greater than national income
d) National income is more than NNP
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