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Instructions for Candidates

1.

Write your Roll No. on the top immediately on receipt of this question paper.

2. All questions carry equal marks.

3. Attempt any five out of six.

4. Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.
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1. (a) Explain in detail the three determinants of money supply in the economy?

(b) Explain the difference between the Exogenous and Endogenous Money
Supply Curves. Explain the four Unconventional Monetary Policy Measures
of RBI. (9+9)
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2. (a) If the required reserve ratio is 10%, the desired excess reserve ratio is 5%

(by

(b)

(b)

(b)

and the desired currency to deposit ratio is 25%, what are the changes in
deposits, currency holdings, and the money stock for an open market sale
of Rs. 100,000 by the Central Bank.

() What do you understand by reserve money and explain what the sources

of change are in reserve money?

(i) Explain the difference between the liquidity risk and inflation risk with

suitable examples and diagrams. (6+12)

Central Bank’s choice of intermediate targets depends upon certain
characteristics. In light of this statement, explain why it is difficult to choose

between Money Stock and Interest Rate as intermediate target.

The objective of the Financial Reforms of 1991 focused on creating a more
resilient banking system. Explain the major banking sector reforms that took
place in 1991. (10+8)

Futures contracts a leveraged products. What is the role of margin and daily

settlement in futures contract? Explain with the help of suitable examples.

A trader buys a Call Option on a stock with strike price $1000 and with an
option premium of $50. Show how the payoff for the trader varies for the
option expiring in 2 months. Will he be better off if he becomes the seller
of the Call Option? Explain. (9+9)

How does Preferred Habitat Hypothesis explain the term structure of interest
rate? Expectation and Segmented Market Hypothesis could be represented
within the Preferred Habitat theory through the premium. Explain.

The transmission mechanism has long been a matter of concern for the Central
Bank. In light of this argument, compare the different lending rates and how
they evolved? (10+8)
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6.

(@) ‘It is not merely the number of instruments, but the instruments exerting
independent effects on the targets that matter’. Elaborate this statement,

using diagrams, for short-run and long-run effectiveness of monetary policy.

(b) What do you understand by CBDC. Explain its feasibility and operational
challenges. (9+9)
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