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Seat No.: ________                                                     Enrolment No.______________  

 

               GUJARAT TECHNOLOGICAL UNIVERSITY 
                       MBA– SEMESTER -II - EXAMINATION- SUMMER-2023 

 

Subject Code: 1529505                                                  Date: 15/07/2023  

Subject Name: Macro Economic Theory and Policy  

Time: 10:30 AM TO 1:30 PM                                      Total Marks: 70 
Instructions: 

 

 1. Attempt all questions. 

 2. Make Suitable assumptions wherever necessary.  

 3. Figures to the right indicate full marks. 

             4. Use of simple calculators and non-programmable scientific calculators are permitted.  

 

Q.1 Define:  

a) Fiscal Policy 

b) Inflation 

c) GDP 

d) Nation Income 

e) HDI 

f)  Nominal GDP 

g) NDP 

14 

    
Q.2 (A) What is Business Cycle? Discuss the various phases of Business Cycle. 07 

    Q.2 (B) Discuss the various concepts of Macro Economics. 07 

  OR  

Q.2 (B)    What is inflation? Discuss the Social and Economic impacts of Inflation. 07 

    
Q.3 (A) Discuss the objectives of monetary policy and its limitations.  07 

 (B) Write a note on the Phillips Curve. 07 

  OR  

Q.3 (A)   What is Unemployment? Discuss various types of Unemployment. 07 

 (B)   What is aggregate demand? How monetary policy influences the aggregate 

demand? 

07 

    

Q.4 (A) What is National Income? Discuss the various methods of measuring 

national Income. 

07 

 (B) Define Macro Economics and Discuss the Origin of Macro Economics in 

Context to India. 

07 

  OR  

Q.4 (A) There is huge difference between Macro Economics and Micro 

Economics. Discuss the statement with various points of differences 

between Macro Economics and Micro Economics. 

07 

 (B)   Discuss the monetary policy with its limitations. 07 

    

 

Q.5 

 

CASE STUDY 

 

Controlling Inflation without Hurting Growth 

The expected spread of food price inflation in India to more industrial categories has 

provoked a crescendo of calls for sharp monetary tightening. Such a response would 

be appropriate if excess demand were driving inflation. But the current high 
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Wholesale Price Index (WPI) inflation follows prolonged cost shocks and a period 

of very low inflation. This low base overstates inflation. Policy should rather reduce 

inflationary expectations without hurting the supply response. 

 

Supply Response 

The supply response is especially important since India is in a catch-up growth phase 

Investment is occurring to relieve specific bottlenecks. Data from India’s Central 

Statistical Organisation (CSO) shows that fixed investment has remained above pre-

crisis levels of 32 per cent of GDP. There is a sharp rise in the production of capital 

goods. Continuing high investment implies there cannot be a large excess of demand 

over capacity. Good growth and sales help spread manufacturing costs. If 

productivity rises, the price-line can be held. A good monsoon after a bad one should 

see a sharp jump in agricultural production and softening of food prices. Inflation in 

primary articles will fall from this month onwards because of the base effect and 

manufactured goods inflation from November.  

 

But wages and commodity prices are pushing up costs. Sustained high food price 

inflation raises wages, since food is still above 50 per cent of the average consumer 

basket. That procurement prices have held steady this year, after excessive hikes in 

the past few years, will provide some relief. But over the longer term, structural 

measures, such as better infrastructure and empowering more private initiatives, are 

required to improve agricultural supply response.  

 

That the National Rural Employment Guarantee Scheme (NREGA) has raised rural 

wages is a good thing, but the emphasis has been on employment and not 

productivity, although it has the potential to raise both. A wage rise exceeding that 

in agricultural productivity raises food prices. Or else rupee appreciation is required 

to let wages rise without inflation. Prices normally are sticky downwards. So, with 

monetary accommodation, a relative price change raises the general price level. 

What goes up doesn’t readily come down except for commodities. But in India 

administered prices impart an upward bias even for food and fuel.  

 

 The petrol price decontrol was required — prices will now be free to fall as well as 

rise. But the timing of the price rise, when inflation is dangerously high, is 

unfortunate. Past oil price hikes have not led to sustained inflation because they 

either followed or led to severe monetary tightening. The attempt to conserve the 

Macro Economic stimulus can be consistent with falling inflation only if it enables 

a supply response. 

Post-reform India has had loose fiscal and tight monetary policy. Direct subsidies 

created hidden indirect costs and raised debt. But inflation harms electoral prospects, 

so instead of inflating debt away, a severe monetary tightening would be imposed. 

There would be a large sacrifice of output, but little reduction in chronic cost-driven 

inflation. 

 

Fiscal Consolidation 

The government now seems to be trying a better combination: Imposing fiscal 

consolidation so monetary policy can be more accommodative. Lower debt, deficits 

and interest rates are useful attributes for a more open economy to have. But rather 

than raise tax rates that push up prices and costs, a better approach to fiscal 

consolidation is to reduce wasteful government expenditure. Plugging leakages and 

cutting allocations in areas where budgets have not been spent would create better 

incentives to spend. 
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The government has a poor record in spending effectively. Tax revenues have started 

rising again with growth, but this boom should not be squandered like the last one. 

The contribution of economic growth was 55 per cent and of spending cuts was 35 

per cent to Canada’s successful deficit reduction in the 1990s. 

 

Monetary Policy 

A sharp rise in interest rates has severe consequences. We saw the collapse in 

industry following such a rise in the late 1990s and in July 2008. Policy should rather 

follow a path of gradual rise in interest rates conditional on inflation. The knowledge 

of future rise will reduce inflationary expectations, if combined with action to reduce 

costs. 

 

A short-term nominal exchange rate appreciation reduces costs. This can be very 

useful to contain a temporary spike in oil or food prices and will become more 

effective as petrol prices are free and food prices reflect border prices. Today, the 

price of Washington apples determines that of Indian apples. 

 

The current depreciation runs counter to the attempt to reduce inflation. Changing 

one exchange rate prevents thousands of nominal price changes that then become 

sticky and persist, requiring painful prolonged adjustment. Small steps give the 

freedom to respond to evolving circumstances. But to walk with baby steps one must 

start early and coordinate action over several fronts. 

 

    

Q.5  (A) How does food inflation hurt the common man of India? 

(B). What can the government do to minimize the impact of food inflation? 

 

OR 

 

(A). What is the role of monetary policy in inflation. 

(B). Discuss the role of NREGA in rural Development.  

 

 

************* 
 


