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The Federal Reserve seeks to simultaneously achieve
a target unemployment rate of 4% and an inflation
rate of 2%. However, the economy is currently
experiencing both higher inflation and higher
unemployment than desired within the short-run AD-
AS framework. In response, the central bank
implements an expansionary monetary policy by
increasing the money supply, shifting aggregate
demand rightward. Despite this intervention, only one

of the two objectives is attained.

(a) Using the Tinbergen Rule, explain why the central

bank cannot achieve both targets simultaneously.

()

(b) Analyse the limitation of monetary policy within
the short-run AD-AS framework, particularly when
policy instruments primarily affect aggregate
demand. (8)

7554 11

TRewdl & wed v wa o forg el = fewor
FHiforg, 3 Gl SiRaw - URieel MR -dge ( trade-
offs) T Yo BRI ¢ Wie (FRAs) 3R =91 &

el (interest rate futures) ¥ THIWQ (9)

(@) == Y o SR - e Aree, A Semeehea
S Pt a0 S T 3 gk ¥ T (options)
Tl (futures) ¥ B BT 31 sl § R T
(asymmetric payoffs) S et <t =R g 3R
e SR & geanm TR &R (OTC) s
w qE T W w3 (9)

() WE g @ wfewid (exogenous) SR 3wt
(endogenous) gRERIT o SRS el HirTgl
TAF A W G YR 9w F R e e et
el =1 fEewer SR (9)

P.T.O.




7554 10
RaerEwT T AW 7, 3R TEeh wiw 7950 1 Rewse

W 7940 W IU & IR 180 RN ¥ 9,000 W

gRaea et Bl

(i) o7 ot = affd T WEE SR T
Wi (current yield) @t TR SRR
)

(i) Rwhse s & fwne @ (discount yield)
Tt U SIS (2)

(iii) Rl (yields) & gorm MR R i
Hiog 7 seuferer Fawr & Rw =9 @
I Ve T (3)

5 (W) WRES wicacd D UCHIRAl 3R e FMoR IR
T AT BT X AR N R - TR =
W W9 (fixed-for-floating interest rate swaps) i

AR iR HIOY| SEe IR Uedl =t &

- e

o

—tar

ezt

———— e =

e i U e s S S S VI

*

7554 3

(c) Briefly explain the different lags associated with

the implementation of monetary policy in India.

(%)

2. (a) The introduction of Central Bank Digital
Currencies (CBDCs) represents a significant shift
in monetary systems. Discuss its potential effects
on the traditional banking system in India,
highlighting both opportunities and risks, along with

measures to manage them. (8)

(b) The growth of payment systems reflects broader
financial sector development. Discuss the evolution
of payment systems in India and analyse the
regulatory framework, highlighting the roles of the

principal institutions involved. (10)

3. (a) Discuss the distinguishing features of Commercial
Paper (CP) and Certificate of Deposit (CD) with
respect to structure, regulation, participants, and
risk. Applying your understanding to the Indian
context, determine which instrument more
effectively serves short-term corporate financing

needs and explain why. )
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7554 4

4.

(b) Provide a brief account of the effectiveness of
the monetary policy transmission mechanism in
India during the period February 2019 to January
2020. In your answer, evaluate both the “inner
leg” and the “outer leg” of transmission, and
discuss the role of institutional reforms such as

the external benchmarking system. )]

(a) Discuss the evolution of the lending rate
frameworks of the Reserve Bank of India from
the PLR regime to the MCLR system. In your
answer, analyse their effectiveness in transmitting
monetary policy signals, evaluate the limitations
inherent in each framework, and explain how these
limitations led to subsequent reforms in the interest

rate setting mechanism. €))

(b) Ravinder, a fixed-income investor, is comparing a
coupon bond ‘and a discount bond in the secondary
market. The coupon bond has a face value of
£1,000, an annual coupon rate of 8%, a maturity

of one year, and is priced at ¥950. The discount
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bond is available at ¥940 and matures at ¥1,000 in
180 days.

(i) Calculate the annual coupon payment and

current yield of the coupon bond. @)

(i) Compute the discount yield of the discount
bond. )

(iii) Compare the ‘yields and evaluate which
instrument is preferable for short-term

investment. 3)

5. (a) Critically evaluate fixed-for-floating interest rate
swaps by interpreting them as portfolios of forward
contracts and as combinations of cash market
instruments. Analyse the implications for each
party under rising and falling interest rate
scenarios, and compare the associated risk-return
trade-offs with those of forward rate agreements
(FRASs) and interest rate futures. Use numerical
or diagrammatic illustrations to substantiate your

answer. - %
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(b) Discuss how options differ from futures in terms

of risk-reward profiles, margin requirements, and
their use by investors. Explain the role of
asymmetric payoffs in options and examine
why institutional participants may favour
OTC options. Use diagrams to support your

explanation. )

6. (a) Critically compare the exogenous and endogenous

approaches to money supply. In your answer,
analyse the determinants that cause variations
in the money supply curve in each case.

)

(b) Why did the Third Working Group on Money

Supply (1998) propose a revision of monetary
aggregates in India? What were its key
recommendations, and what are the main features

of the revised aggregates? 9
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