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i5Tfi a ice fiEFT

I      =H3TFT-T]ai±iREaatlIft¥TTTiRERER 3FTTr 3Tgivrm I

2.     rfuri.i} 3fqTHqTT¥ I

3.    i5E¥aia5ffiTfari.ai3iRrm I

4.     EH H-TIT lit i3iR 6fa@ qT fa ian ¥EF a]rm ¥ rm, afa5Tdi Gird i=T imaF ¥EF it in

1.     (a)    The Reserve Bank ofa country undertakes an open market operation and
sells government securities worth $100,000 to the banking system.  This
transaction leads to a reduction in bank reserves, as the buyers pay for the
securities using funds from their bank a.ccounts.
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In this economy:

•  The required reserve ratio is  10%.

•  Banks  aim  to  maintain  excess  reserves  equivalent  to  5%  of their

deposits.

•  The public prefers to hold currency equal to 25% of their bank deposits

(i.e., the currency-deposit ratio is 0.25).

Assume there is no change in other monetary aggregates, and the system is
initially in equilibrium. Calculate the total changes in:

(i)  Bank deposits

(ii)  Currency holdings by the public

(iii)  The overall money stock in the economy, resulting from this open
market sale.

(b)   Give a brief account of the determinants of supply of money.

(c)    Why did the Third Working Group on Money Supply (1998) recommend a
revision  of  the  monetary  aggregates  in  India?  What  were  its  major
recommendations, and what are the key features of the revised monetary
and liquidity aggregates?                                                                                 (4+5+9)

2.     (a)    Monetary policy reforms in India post-1991 have aimed at strengthening the
monetary transmission mechanism and enhancing the overall efficiency and
resilience of financial markets. Critically examine how reforms in money
markets  and  capital  markets  have  complemented  the  monetary  policy
framework.

(b)   Futures contracts differ significantly from forward contracts in terms of trading
structure, countexparty risk, and margin requirements. Critically analyse how
the mechanisms of clearing houses, margining, and mark-to-market accounting
in futures mitigate credit and market risk. Use a payoff diagram to illustrate
the implications for long and short positions in volatile markets.          (9+9)
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3.     (a)    Suppose the yield on a 1-year governmentbond is 2.5°/o, and the yield on

a 5-year bond is 4.5%. A central bank announcement causes an increase in

short-terln liquidity needs for commercial banks, making 1 -year bonds highly

desirable. As a result, the. yield on the 1-year bond drops to 2.00/o, while the

5-year yield remains unchanged.

(i)  Using the Segmented Markets Theory, explain why the 1-year bond

yield changed but the 5-year yield did not.

(ii)  Using the Preferred Habitat Hypothesis, explain what could make the
5-year yield change despite investors having maturity preferences.

(iii)  Suppose the Fed wants to lower the 5-year yield by 0.5°/o. What kind
of policy action (based on Preferred Habitat Theory) should it take?

Justify numerically or logically.

(b)   An investor is considering to purchase a long-term corporate bond. Analyse
how default risk, and inflation risk could affect the investor's expected return

and decision-making. Discuss how these risks interact and how an investor

might manage or mitigate them when making a long-term investment.

(9+9)

4.     (a)    Despite being  an  essential  component  of the  Indian money market,  the

Commercial Bills Market has remained underdeveloped. Critically evaluate

the factors responsible for its stagnation and suggest how reforms in the

ecosystem could help in revitalizing this market.

(b)   Critically assess the evolution of India's monetary policy framework in the

post-reform  period.  In  your  response,  discuss  the  rationale  behind  the
transition to the Multiple Indicator Approach and the subsequent adoption of

the  Flexible  Inflation Targeting  framework  in  2016.  Explain how  each

framework sought to address the prevailing macroeconomic challenges of

their respective periods.                                                                                        (8+10)

P.T.O.



7557

5.     (a)    Compare and contrast paper-based and electronic payment systems in India,

explaining  the  RBI's  initiatives  in  each  and  analysing  their  impact  on

transaction volume and value.

(b)   Critically analyse the rationale behind the need for CBDC in India despite

the country's robust digital payment ecosystem. Include at least three distinct

arguments  from the text and assess whether they justify the adoption of

CBDC.                                                                                                                               (10+8)

6.     (a)    During a period of high economic volatility, characterized by fluctuating

consumption  patterns  and unpredictable  money  demand,  the  Fed  faces

difficulty maintaining macroeconomic stability. It must choose between

adopting a money aggregate target or an interest rate target as an intermediate

target. The Fed also receives political pressure to avoid sharp interest rate

fluctuations, but economists within the Fed argue tha.t a money target could

help  absorb  shocks  from  shifting  consumption  trends.  In  light  of the

aforementioned situation, answer the following :

(i)  Critically evaluate the advantages and disadvantages of using a money

aggregate target versus an interest rate target as an intermediate policy

tool under such conditions.

(ii)  In  the  context  of political  pressure  to  avoid  sharp  interest  rate

movements and internal arguments favouring monetary aggregates,

which intermediate target would be more appropriate for the Fed, and

why?

(b)   Differentiate between SWAP and Forward Rate Agreement (FRA) using
numerical example.                                                                                                 ( 10+8)
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(iF)ianedtFTREasSqTiHRa.qRqffltFen€3itffiHOIT@chioo,Oooife

qu ifl wh Hfingiv in €i =H fa-fa a ife RE ¥ ed wh a, EaffiT
iiaan 3ri as iiTfi a €]] qT wh ed rfugiv ii its gTRIT ed €.I

EH 6T- ¥ :

•  3TTEFRE RE  qu 10% €[

• ffi tFTr aeq at GFTRrfu i± 5% i± a{Ta{ HRE RE a]TT T5]T ¥i

• iH]aT  6FTfr as fflRlfu i}  25%  E} a{TR ¥=T RE]T Tri ed a  (Th,

gr-rm qu 0.25 €)I

qFT jtPe iaT a]T life Hgiv a. Eat qRI ffi €, 3ife nd g5 ¥ giv a
€i q5a qRqffi a iiuTIT qm :

(i) as GFTrfu

(ii) irm RT Ir an

(ri)  6T± ¥ qa tit tEfaT, iri EH @ aTi5TR th ian i± `+{t`"i<qou in €]

(.iF) gr ch eniF i± fitffi 5T RE fiiRT ¥i

(TT)  gET 8ITRT ql ae ed H¥ (1998 ) i alRT ¥ ire HIf a rfuFT a iarfu
ed a7 iH@ Hgr ice EFqT fi, air ifife life 6ir a{aaT Hgiv fl gr
fiaqffl€ tfqT ¥i                                                                                              (4 + 5 + 9 )

(iF)  aiTRT a 1991 i± aiE ife ffi quTRf tFr ed ife ch fa ch q5gr iFen Sire
t

iaiha rd fl HHa iRlaT 3ft{ tli\tli`m agl]T €i <itilchtiriic+ich 5q. a fiaTh iifir

fat F rd 6it iS rd a. ¥rfu i ire ffi rfu ch tra BqT aim ¥i
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(-a) tmaET givT gil ch, fro life 3ft{ rfu 6ma¥qEFaTdi ii fas a life
6T5deif a RE itr ffi ¥i tiHM`It4|IHch 5T a iawh irm fit tmaET ¥ i±
i5TH, TTFan 6it FTqs-€-HT5t tiETrm i± ri ife 3fi{ qTiffll iin ch Era
EFF ed ¥i tiick rd. a di 3it ira ias a fifas ch irfu i± itr VEF.
i3ife 6Tha tFT wh jrmi                                                             (9 + 9 )

3.     (E) =TFT rm iaT I rfu ed ire q{ Hffro 2.50;0 €, 3ft{ 5 rfu ire TR Hffro

4.5% ¥i irfu as E} in a qiitlit€iq, ffi fi 3icliq,iittq, iTREen 6iiq:!¢ict„iiat ¥

g± an €, fife 1 rfu ife aRIfha qfrfu a ch ¥i HRullHtqbH, 1 rfu ife
T{ ± 2.00/0 t]tF fiT{ iHrm ¥, fflfaT 5 rfu Hfro erqRaffa t5aT €]

(i) life fflen{ iadr t5T wh ed gg, HFE]TFT fit 1 rfu ire Hfha ¥
qRafa ffi galT, ffi 5 rfu Hffro ¥ qRI iti €ani

(ii) Tth RIFT vRchouru t5T wh ed gg, fflqHTET iaT ire tfr qRqtFqffl
REffirf ffi i± qTqqF 5 rfu Ffha ¥ EFqT TRI a iTEFi]T €i

(in) i]FT rm ia its 5 rfu Hfha ch 0.5% 5T tFtiT iTT5iIT ¥i ch ffa Tffl{
tfi ffi RE (Trfu armH ifro a 3rmt tR) ffi rfu? ti.`pHlcuch IT

ffi 6q- a 3ife iie qENiri

(iF) ¥EF ifro Q`iti.ct]Irtlch ae ire iith TIT fi" E5{ T5T €1 fiwh rm ia
life irm Sit gHFffi rfu fife tfi ctife RI Sir iife a} ch tsa
iFTfiiT tF{ ed ¥i ed qENtr iaT a ira ca q{FT{ iin ed ¥ 3it qEF ifro
Qh,I.4ch,rtlch ifu ed HFZT 3¥ Era rfu Th 5F EF{ tTqffl €I                  (9 + 9 )

4.      (.EFT)  anrfu gr qTiffll iFT ¥qFT alTE[HEF qEEF ch a fflE]ng, qTGTfha iaF qTffl{ tifarfu

T5T ¥i $ 5E{tq ifr ft far fflca 5T 6im`itillHcb Tar trm 3ft{ BHTF
ap f± qTRRqian fa a g€IR EH aTffl{ ch E± ed i tra TEE tF{ ed
€`1
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(iF) grit a qTE th arfu S elRa th tire itfa wh a ifro i=T 3im`mllcvch

Tgiv api wh 3i]t ¥, 2Oi6 ¥ Tat ae giv 3ft{ GHa aTE ae
© F± ch a 3Tqri i} its a ed q{ ed qrmi tTa ed iaT
HaiF wh a wh- wh Hqq EPr fry qitfEFT rfe se tFT iFTrmT ian

iinl                                                                                                                   (8+10)

5.      (iFT)  `]Tm ¥ tFFTiff-enalfa  aife  €acrilRch  g=TanT HUTTffi th g5]T Eife, Hdr ¥

6TR@3H€ a qEdi a iFTen qENtr 3ft{ aT-ir a qiaT Bit RT TIC 3ri ira t5T

fair qrmi

('F) in a iTG]g ien :I-qTRRqfan ri i} qTaiF rna a titRE di amEqiHT
i± Eta i± rf iFT tlHldlti+iuch iawh irmi qTa a tFT a iFFT th fflaiT-Halt

rf rfu ap Sir Tgiv ap fir HT a tire ch wh a rfu 5ed
¥,                                                                                                                                                 (1o+8)

6.     (E) 3a  enffa  rfez{aT di  6Trfu a iha,  iwh. T3tTR-aap wh 3Tldr RE

air RIHrfu gr in ch fain arfu a, ds ch qTqtF rfu RRT a]TT ed ti

ae 5T iTTqlT iH{aT T[SaT €i S {Efi-T€Hqffi aca i± 5T a ¥iH g=T enH ata qT

q7i5T €t aca a wh Er rfu azFT 5{aT ini its T[{ qTi5T i={ ¥ ha 3aR-aaTET

a ri i± iir <I¢ii\it]ch €aTET th in a, ffi iis ii aftFT tirfffi t5T rf € ia

¥tF g=T aca RE i5tla Hpe a ch ri HEE# a 6Tqife ed ¥ TEE iF{
tTEFtlT €1 3qgiv iae i± HEFi¥T ¥,  fiHrtlRqtl t5T 3i]I rm :

(i) to ias i} aEa {EF q€Hiffi ffi 3qt5{OT ifr. RI S viF g=T HIT aca SIFT

gE HTi5T €t aca tFT wh ed a ira 3ft{ rfu tFT tMm`Itir»uch Tgiv

qPrPel

P.T.O.



7557 8

(fi) aTiFT i={ ¥ ha T3aR-Tap a ed E} itr `Ictl^Ircich EaTq 3fi{ iHfa Hrh.
i} qua $ 3Tfalfa fiiH i} ifeS a, iie i} iir rfu-HT q€Hqffi Fen rfu

3qF in, 3ft{ q#?

(.RT) iRFqTRE © ffl ch ed th air ire tE Fife  (FRA) i} rfu 3fFT
rml                                                                                               (10+8)

(500)


