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General Instructions:
1. Answer the questions as directed. The break-up of the marks is given wherever necessary. 
1. Simple calculators and a rough sheet are allowed during the examination.
1. Answer all the questions of a ‘Section/Question’ in one place in continuation.
1. Answers should be brief and to the point. 
 ____________________________________________________________________________
Q:1 		India’s GDP growth estimated at 7.4% in FY26: Government data
Excerpts from ET dated January 8, 2026
India’s economy is projected to expand at a better-than-expected 7.4% in FY26, compared with a 6.5% rise in FY25, powered by rising investment and a manufacturing surge, data released on Wednesday showed.
The world’s fourth-biggest economy gained pace as the year progressed — despite steep 50% US tariffs — as the government launched a series of reforms and pared GST to support demand. The first advance estimates show the economy will cross the $4- trillion mark in FY26. Nominal growth is seen at 8%, well below 10.1% estimated in last year’s budget.
“India’s growth momentum has sustained despite elevated global uncertainty due to tariff tensions, riding on accommodative monetary and fiscal policies, robust corporate balance sheets, and favourable developments such as above-normal monsoons and low crude oil prices,” said DK Joshi, chief economist, Crisil.
Low inflation has allowed the central bank to cut rates by 1.25% in 2025, which helped revive credit and power demand.
The estimates place FY26 growth slightly above the Reserve Bank of India’s projection of 7.3%. The World Bank and the International Monetary Fund have forecast that India will remain the world’s fastest-growing major economy, but their projections are lower — 6.5% and 6.6%, respectively.
The economy expanded 8% in the first half of the current financial year. Based on the first advance estimates, growth in the second half is estimated at 6.9%.
Growth in gross value added is expected to accelerate to 7.3% in FY26 from 6.4% a year earlier.
Farm growth is expected to moderate to 3.1% in FY26 from 4.6% in the preceding year but manufacturing is seen growing at a faster 7% pace against 4.5% a year earlier.

Services growth is set to breach 9% after a gap of two years. It’s seen surging 9.1% in the year, compared with a tepid 7.2% in the last fiscal.
“Growth in manufacturing assumes that corporate profits would continue to be stable, which will set a foundation for higher growth next year,” said Bank of Baroda chief economist Madan Sabnavis.

The high US tariffs have not impacted exports to the extent feared. Exports growth is estimated at 6.4%, slightly higher than 6.3% in FY25. The statistics ministry is set to release a revised GDP series with 2022-23 as the new base year in February, replacing the current 2011-12 series. “This may impact the level and growth of GDP due to a more updated base and methodological improvements,” Joshi said.
Investment boost
The high growth is seen powered by an acceleration in investment, riding on high public capital expenditure. Gross fixed capital formation, a measure of investment, which accounts for 30% of GDP, is estimated to increase to 7.8% in FY26, up from 7.1% in FY25.
Private final consumption expenditure, which accounts for nearly 60% share in GDP, is expected to grow 7% in FY26, marginally lower than 7.2% in FY25.
“We expect the government to maintain capital expenditure growth at a moderate pace in the forthcoming budget,” Joshi said.
The marginally slower private consumption is compensated by high government spending--government final consumption expenditure is projected to rise 5.2%, significantly higher than the 2.3% growth recorded a year earlier.
“Key factors leading to strong consumption demand are strong services growth, low inflation, income tax cut announced in FY26 budget, and GST rationalisation,” said Paras Jasrai, associate director at India Ratings and Research (Ind-Ra). Sabnavis said private investment will pick up in FY27, adding to the overall total. Early signs of this are being seen.
Slow nominal growth
Nominal growth, however, is seen at 8%, well short of the budgetary assumption of 10.1%. The 60-basis point gap between nominal and real GDP in FY26 will be the lowest since 2011-12. 

A. The article discusses about accommodative fiscal policy interventions to support the economy. Evaluate different fiscal interventions and their impact as per the article. Critically diagnose the roles of capital vs. revenue expenditures in fuelling the growth in the economy.
B. There has been a mention of 1.25% rate cut in 2025. Examine the implications of this in the economy. Could you discuss other ways, RBI could infuse liquidity in the system. Also, examine the importance of base year which is expected to be revised in 2026. Assess why there was a need of revision in the base year.
C. Examine the impact of following situations on the AD-AS equilibrium:
(i) Tariffs by US; (ii) GST rationalisation; (iii) Above normal monsoons; (iv) Low crude oil prices; (v) Policy rate cut

D. Critically examine the statement: “Slow nominal growth: Nominal growth, however, is seen at 8%, well short of the budgetary assumption of 10.1%. The 60-basis point gap between nominal and real GDP in FY26 will be the lowest since 2011-12.” 
[CLO3: 4 + 5 + 5 + 1 = 15 Marks]
Q:2 
A. An economy is characterized by the following equations-   	
Consumption Function (C ) = 100 + 0.75Yd;	Investment (I )= Rs. 500 Crores;		          Tax (T) = Rs. 300 Crores;	Government Expenditure (G) = Rs. 350 Crores;	                     Exports (X) = Rs. 250 Crores;	Imports (M) = Rs. 300 Crores

Determine the national income at equilibrium. Suppose the government aims to increase the GDP to a full employment level of Rs. 3000 Crores, then how much new investments should be attracted to the economy?						         
[CLO1: 3 + 2 = 5 Marks]

B. Assume the following model of the economy:
Consumption Function C = 150 + 0.8Y;		Investment I = 200 – 4i;	
Money Supply Ms = 500 Crores;	Transaction Demand for Money Mt = 0.25Y;		
Speculative Demand for Money Msp = 150 – 5i, where ‘Y’ is the national income and ‘i’ represents Interest rates.

Determine the Goods market and money market equilibrium equations. Also, determine the value of ‘Y’ and ‘I’ at simultaneous equilibrium of goods and money market.
[CLO1: 1.5 + 1.5 + 2 = 5 Marks]

Q:3 Analyze the implications of following macroeconomic situations:

A. A foreign firm acquires a controlling stake in a domestic company for $50 million. Also, the foreign firm repatriates the annual profits to its home country. Analyze how it will impact the BOP.

B. Assuming a fractional reserve banking system with a 20% statutory reserve ratio, explore the process of credit creation and money multiplication in a single-bank model, given an initial deposit of ₹1,000. Explain how each step contributes to the expansion of the money supply and theoretically how much new credit and deposits could be created. 

C. Impact on the exchange rate if there is rapid increase in price levels in UK while the price levels in India are constant.

D. Consider this situation:
The country of "Prospera" is experiencing strong, above-trend GDP growth of 6.5% for the last four quarters. Consumer confidence is at a 10-year high, retail sales are booming, and businesses are reporting near-full capacity utilization. However, recent data shows the inflation rate has accelerated to 7% (well above the central bank's 4% target) and the current account deficit has widened significantly as strong domestic demand has led to high increase in imports.

Analyze the phase of the business cycle Prospera is most likely in. Then, evaluate the critical dilemma facing its policymakers: if they use contractionary monetary policy to cool down inflation, what is the likely secondary impact on the other key economic indicators mentioned in the situation, and why? 

[CLO2: 4 + 5 + 2 + 4 = 15 Marks] 
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