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1 Vo \"  Instructions for Candidates

1.  Write your Roll No. on the top immediately on receipt

of this question paper.

2. This paper has 8 questions, out of which 5 have to be
done by the student.

3. Each question is of 18 marks.
4. Please attempt all parts of a question in one place.

5. Answers may be written eithér in English or Hindi;

but the same medium should be used throughout the

paper.
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(a) Explain public determinants of money supply.
What are changes in deposits, currency holdings
and money stock for an open market sale of
Rs. 500000/-? The required reserve ratio is 15
percent, desired excess reserve ratio is 10 percent

and desired currency to deposit ratio is 25 percent.

(12)

(b) Distinguish between the M, suggested by the
Second Working Group of the RBI and M,
proposed by the Third Working Group of the
RBI. (6)
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(a) Identify and list positive outcomes of the reforms
undertaken by banking sector in 1990s. Enumerate

certain issues in banking sector that are still left
to be addressed? (12)

(b) Differentiate between monetary and liquidity
aggregates as proposed by the RBI Third working
group. (6)
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Write short notes on any two of the following : (9%2)

(a) Cash Reserve Ratio and Statutory Liquidity Ratio
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(b) Differentiate between Base Rate system and
MCLR system. 6)
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6. (a) What do you understand by Nominal Income
Targeting? Briefly explain the effect of nominal
income targeting when (i) Aggregate Demand

increases and (ii) Aggregate Supply increases.

(12)

(b) ‘The more volatile the components of aggregate
demand are, the stronger is the case of an

intermediate money target.’ Critically examine the

statement. 6)
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2. (a) A Principal agent problem is relevant in many
situations like corporate governance, law firms,
screening etc. How do you see this problem in
financial markets? Do you think that the problem

can be fully eliminated by financial intermediaries?

What are the other tools to solve this problem.

(12)

(b) Discuss the restrictive covenants that are directed

at reducing moral hazard. ©®
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(a) What do you understand by Financial Crises?

Discuss the factors that cause Financial Crises.

(12)

(b) How can economies of scale and diversification

help explain the existence of financial intermediaries?

(6)
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(a) Discuss how Preferred Habitat Hypothesis
explains the term structure of interest rate?
Further, Explain how the Preferred Habitat
Hypothesis is a combination of the rationale for

and Segmented Market
(12)

the Expectations

Hypotheses.

(b) Define yield curve. What is held constant along

a yield curve and what is allowed to vary?
Explain. (6)
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(a) Classify the major policy targets identified to
conduct monetary policy. What are the various
monetary policy instruments used for achieving

(12)

these targets?
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