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1. (a) What prompted the Third Working Group on Money Supply (1998) to
recommend a revision of India’s monetary aggregates? What were its key
recommendations, and what are the main features of the revised monetary
and liquidity aggregates?

(b) Differentiate between exogenous and endogenous money supply curves.
Discuss various factors that change the supply in money curves. (9+9)

2. (a) How do options differ from futures in terms of risk-reward, margin treatment,
and investor use, especially considering options’ asymmetric payoffs and
institutional preference for OTC options? Use diagrams where appropriate.

(b) Interest rate swaps can be interpreted either as a portfolio of forward contracts
f or,as a combination of cash market instruments. Analyze the structure and
; ﬁ__mctioning of a fixed-for-floating interest rate swap, highlighting the
' implications for each party under rising and falling interest rate scenarios.
Compare this with the risk-return profile of FRAs and interest rate futures.
Use numerical or diagrammatic illustrations to support your analysis.

(9+9)
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Ravi, a fixed-income investor, is evaluating two debt instruments available in

the secondary market. One is a coupon bond with a face value of 1,000,
and the other is zero coupon bond. He is particularly interested in the coupon
bond that has the following characteristics :
» Face Value: 1,000
» Annual Coupon Rate: 8% (paid annually)
* Time to maturity: 1 year
* Current Market Price: 950
He also sees a discount bond maturing in 180 days, available for 940 and
maturing at 1,000.
Ravi wants to calculate :
(i) Annual coupon payment of the coupon bond
(i) Current yield of the coupon bond
(iii) Discount yield of the discount bond
(iv) Based on the yields, which bond is more attractive in the short term?

Critically analyse the evolution of the RBI’s bank lending rate systems from
the PLR to the MCLR with reference to their impact on monetary policy
transmission. In your answer, evaluate the shortcomings of each system and
how they influenced the Reserve Bank’s subsequent reforms. (8+10)

Give a brief account of effectiveness of the monetary policy transmission
mechanism in India between February 2019 and January 2020. In your
answer, evaluate both the “inner leg” and “outer leg” of transmission, and
comment on the role of institutional reforms such as the external benchmarking
system.

Compare and contrast the instruments of Commercial Paper (CP) and
Certificate of Deposit (CD) in terms of structure, regulation, participants,
and risks. In your view, which of the two better supports the needs of short-
term corporate financing in India, and why? (9+9)

Discuss the evolution and regulatory framework of payment systems in India,
highlighting the key institutions involved and their respective roles.

Evaluate how the introduction of CBDCs could impact the traditional banking
system in India. In your answer, consider both potential benefits and risks,
and suggest measures to manage those risks. (8+10)

The U.S. Federal Reserve is aiming to reduce unemployment to a target
level of 4% and maintain inflation at 2%. Currently, the economy is at a point
in the short run aggregate supply and demand set up, where both inflation
and unemployment are higher than desired. The Fed decides to increase the
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money supply, shifting the aggregate demand curve rightward. Despite this,
the economy only achieves one of the targets — either unemployment or
inflation, but not both.
(i) Using the Tinbergen Rule, explain why the Fed fails to achieve both
targets.
(i) Identify the policy limitation using the SRAS-AD framework and discuss
why having multiple instruments that affect only AD is insufficient.

Give a brief account of the lags in the implementation of the monetary policy
in India. (12+6)
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