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SECTION A

 Question 1 is compulsory. (15×2=30)

1. (i) The time inconsistency problem in monetary policy arises because –

(a) Fiscal policy is always expansionary

(b) Policymakers cannot commit to future policy announcements

(c) Central banks are not independent

(d) Inflation expectations are always rational

(ii) In the ISPCMR model, the central bank’s monetary rule (MR) is derived

from –

(a) Minimising inflation and output gaps subject to the Phillips curve

(b) Maximising output growth

(c) Stabilising the government debttoGDP ratio

(d) Setting the interest rate equal to the natural rate

(iii) The government budget constraint in nominal terms implies that a primary

deficit must be financed by –

(a) Decreasing government expenditure

(b) Reducing transfer payments

(c) Increasing taxes only

(d) Issuing bonds or printing money
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(iv) According to Ricardian equivalence, a tax cut financed by borrowing today

will –

(a) Increase national saving

(b) Increase private consumption

(c) Leave aggregate demand unchanged

(d) Decrease private saving

(v) Rules versus discretion in monetary policy: a key argument in favour of rules

is that they-

(a) Allow policymakers to respond to unforeseen shocks

(b) Eliminate the time inconsistency problem

(c) Increase the flexibility of policy

(d) Always achieve the lowest unemployment rate

(vi) A financial crisis often features fire sales, which refer to –

(a) Selling of assets at depressed prices due to urgent liquidity

needs

(b) Government bailouts of failing banks

(c) A sudden increase in stock market prices

(d) Voluntary restructuring of loans
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(vii) The liquidity trap is a situation where –

(a) The demand for money becomes perfectly inelastic

(b) Fiscal policy becomes ineffective

(c) Monetary policy becomes ineffective because interest rates are near

zero

(d) The central bank loses control over the money supply

(viii) Mortgagebased securities (MBS) played a key role in the 2008 financial

crisis because –

(a) They were riskfree government bonds

(b) Their complexity and risk were underestimated by investors

(c) They were issued only by central banks

(d) They had guaranteed returns

(ix) Wholesale funding in the financial system refers to –

(a) Deposits from households

(b) Shortterm borrowing by banks from other financial institutions

(c) Longterm government bonds

(d) Equity capital raised from the stock market
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(x) In the MundellFleming model with perfect capital mobility, under a fixed

exchange rate, an expansionary monetary policy leads to –

(a) A temporary increase in output

(b) A permanent increase in output

(c) No change in output

(d) A decrease in output

(xi) Absolute purchasing power parity (PPP) states that –

(a) The real exchange rate is constant

(b) The interest rate differential equals expected depreciation

(c) The forward rate equals the expected future spot rate

(d) The exchange rate equals the ratio of price levels

(xii) In the Dornbusch overshooting model, the exchange rate overshoots its

longrun value because

(a) Prices are sticky in the short run

(b) Capital is immobile

(c) The central bank targets the money supply

(d) The economy is closed
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(xiii) Uncovered interest parity (UIP) implies that the domestic interest rate equals

the foreign interest rate plus –

(a) The forward premium

(b) The expected rate of depreciation of the domestic currency

(c) The riskfree rate

(d) The inflation differential

(xiv) Hedging in foreign exchange markets aims to –

(a) Eliminate exchange rate risk by taking offsetting positions

(b) Speculate on future exchange rate movements

(c) Increase leverage in currency trading

(d) Influence central bank policy

(xv) Beggar thyneighbour policy refers to –

(a) Adopting expansionary fiscal policy to boost domestic demand

(b) Imposing capital controls to restrict foreign investment

(c) A country devaluing its currency to gain trade advantage at the expense

of others

(d) Increasing tariffs on all imports
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SECTION B

Attempt any 6 out of the following 8 questions. Each question carries 5 marks.

(6×5=30)

2. What are hysteresis effects in the context of exchange rate overvaluation? Explain

with reference to trade and industry.

3. Explain the evolution of the debt-to-GDP ratio and derive its relation with real

interest rate, growth rate of output, initial debt ratio and primary deficit to GDP

ratio.

4. Analyze a relationships between the relative price, depreciation of exchange rate

and the trade balance in the case of J-curve.

5. Explain the concept of liquidity trap. Why does conventional monetary policy

become ineffective in such a situation?

6. Discuss how competitive depreciation (currency wars) can lead to negative

spillovers in the global economy.

7. Explain covered interest parity (CIP) and uncovered interest parity (UIP). How

does CIP relate to arbitrage in the foreign exchange market?

8. Explain the extended asset market (portfolio balance) model of exchange rate

determination.

9. Distinguish between hedging and speculation in foreign exchange markets. Provide

examples of instruments used for each.
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SECTION C

Attempt any 3 out of the following 4 questions. Each question carries 10 marks.

(3×10=30)

10. Derive the three equation-ISPCMR model graphically. Explain graphically

disinflation strategies and sacrifice ratios (cold turkey and gradualism) in cases

of linear and convex Phillips curves.

11. (a) Define leverage ratio, sacrifice ratio and securitization. Explain how high

leverage and securitization in financial institutions contributed to the 2008

financial crisis.

(b) Suppose a country wants to reduce inflation from 10% to 4% and the sacrifice

ratio is 2. Calculate the cumulative output loss (as a percentage of GDP)

required. If the central bank uses unconventional tools to shorten the

adjustment, how might the sacrifice ratio change?

12. (a) Explain graphically covered interest arbitrage parity (CIAP) in the foreign

exchange market.

(b) Assume the spot exchange rate is 80 `/$, the oneyear domestic interest rate

is 6%, the oneyear foreign interest rate is 4%. Transaction costs for arbitrage

are 0.2% of the transaction value. Compute the upper and lower bounds for

the forward rate within which no covered interest arbitrage is possible. If the

actual forward rate is 81.5 `/$, is there an arbitrage opportunity?

13. Using the MundellFleming model with perfect capital mobility, compare the

effectiveness of fiscal policy under fixed and flexible exchange rates.
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[kaM & v (Section A)

ç'u 1 vfuok;Z gS A (15×2¾30)

1- (i) ekSfæd uhfr esa ^le; vlaxfr* (Time Inconsistency) dh leL;k blfy, mRiUu gksrh gS

D;ksafd &

(d) jktdks"kh; uhfr ges'kk foLrkjoknh gksrh gS

([k) uhfr fuekZrk Hkfo"; dh uhfrxr ?kks"k.kkvksa ds çfr çfrc¼ ugha jg ikrs

(x) dsaæh; cSad Lora=k ugha gSa

(?k) eqækLQhfr dh mEehnsa ges'kk rdZlaxr gksrh gSa

(ii) IS-PC-MR ekWMy esa] dsaæh; cSad dk ekSfæd fu;e (MR) fdlls O;qRiUu gksrk gS\

(d) fQfyIl oØ ds vèkhu eqækLQhfr vkSj vkmViqV varjky dks de djuk

([k) vkmViqV o`f¼ dks vfèkdre djuk

(x) ljdkjh Í.k&ls&thMhih vuqikr dks fLFkj djuk

(?k) C;kt nj dks çkÑfrd nj ds cjkcj lsV djuk

(iii) ukeek=k ds lanHkZ esa ljdkjh ctV dh ckèkk (Budget Constraint) dk rkRi;Z gS fd çkFkfed

?kkVs dks fdlds }kjk foÙkiksf"kr fd;k tkuk pkfg,\

(d) ljdkjh [kpZ esa deh djds

([k) gLrkarj.k Hkqxrkuksa dks de djds

(x) dsoy djksa esa o`f¼ djds

(?k) ckWUM tkjh djds ;k eqæk Nkidj
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(iv) fjdkfMZ;u lekurk (Ricardian equivalence) ds vuqlkj] vkt Í.k }kjk foÙkiksf"kr dj

dVkSrh ls D;k gksxk\

(d) jk"Vªh; cpr esa o`f¼ gksxh

([k) futh miHkksx esa o`f¼ gksxh

(x) dqy ekax vifjofrZr jgsxh

(?k) futh cpr esa deh vk,xh

(v) ekSfæd uhfr esa ^fu;e cuke foosd* (Rules vs Discretion)% fu;eksa ds i{k esa ,d çeq[k rdZ

;g gS fd os &

(d) uhfr fuekZrkvksa dks vçR;kf'kr >Vdksa dk tokc nsus dh vuqefr nsrs gSa

([k) le; vlaxfr dh leL;k dks lekIr djrs gSa

(x) uhfr ds yphysiu dks c<+krs gSa

(?k) ges'kk U;wure csjkstxkjh nj çkIr djrs gSa

(vi) foÙkh; ladV esa vDlj ^Qk;j lsy* (Fire Sales) ns[kh tkrh gS] ftldk vFkZ gS &

(d) rRdky rjyrk dh t:jrksa ds dkj.k laifÙk dks de dherksa ij cspuk

([k) foQy cSadksa dk ljdkjh csyvkmV

(x) 'ks;j cktkj dh dherksa esa vpkud o`f¼

(?k) Í.kksa dk LoSfPNd iquxZBu
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(vii) rjyrk tky (Liquidity Trap) og fLFkfr gS tgk¡ &

(d) eqæk dh ekax iwjh rjg ls csykspnkj gks tkrh gS

([k) jktdks"kh; uhfr vçHkkoh gks tkrh gS

(x) ekSfæd uhfr vçHkkoh gks tkrh gS D;ksafd C;kt njsa 'kwU; ds djhc gksrh gSa

(?k) dsaæh; cSad eqæk vkiwfrZ ij fu;a=k.k [kks nsrk gS

(viii) 2008 ds foÙkh; ladV esa caèkd&vkèkkfjr çfrHkwfr;ksa (MBS) us çeq[k Hkwfedk fuHkkbZ

D;ksafd &

(d) os tksf[ke eqDr ljdkjh ckWUM Fks

([k) fuos'kdksa }kjk mudh tfVyrk vkSj tksf[ke dks de djds vkadk x;k Fkk

(x) os dsoy dsaæh; cSadksa }kjk tkjh fd, x, Fks

(?k) muds ikl xkjaVhÑr fjVuZ Fkk

(ix) foÙkh; ç.kkyh esa ^Fkksd foÙkiks"k.k* (Wholesale funding) dk vFkZ gS &

(d) ifjokjksa ls tek jkf'k

([k) cSadksa }kjk vU; foÙkh; laLFkkuksa ls fy;k x;k vYidkfyd Í.k

(x) nh?kZdkfyd ljdkjh ckWUM

(?k) 'ks;j cktkj ls tqVkbZ xbZ bfDoVh iwath
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(x) iw.kZ iwath xfr'khyrk okys eqaMsy&Ýysfeax ekWMy esa] fLFkj fofue; nj ds rgr] foLrkjoknh ekSfæd

uhfr ls D;k gksrk gS\

(d) vkmViqV esa vLFkk;h o`f¼

([k) vkmViqV esa LFkk;h o`f¼

(x) vkmViqV esa dksbZ cnyko ugha

(?k) vkmViqV esa deh

(xi) iw.kZ Ø; 'kfDr lerk (Absolute PPP) crkrh gS fd &

(d) okLrfod fofue; nj fLFkj gS

([k) C;kt nj dk varj visf{kr ewY;ßkl ds cjkcj gksrk gS

(x) ok;nk nj (Forward rate) visf{kr Hkfo"; dh gkftj nj ds cjkcj gksrh gS

(?k) fofue; nj ewY; Lrjksa ds vuqikr ds cjkcj gksrh gS

(xii) MkWuZcq'k vksoj'kwfVax ekWMy esa] fofue; nj vius nh?kZdkfyd ewY; ls vkxs fudy tkrh gS

(Overshoots) D;ksafd &

(d) vYikofèk esa dhersa fLFkj (Sticky) gksrh gSa

([k) iwath vpy gS

(x) dsaæh; cSad eqæk vkiwfrZ dks yf{kr djrk gS

(?k) vFkZO;oLFkk can gS
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(xiii) vudoMZ baVjsLV iSfjVh (UIP) dk rkRi;Z gS fd ?kjsyw C;kt nj fons'kh C;kt nj Iyl ------------- ds

cjkcj gksrh gSA

(d) QkWjoMZ çhfe;e

([k) ?kjsyw eqæk ds ewY;ßkl dh visf{kr nj

(x) tksf[ke eqDr nj

(?k) eqækLQhfr varj

(xiv) fons'kh eqæk cktkjksa esa ^gsftax* (Hedging) dk mís'; D;k gS\

(d) vkWQlsfVax iksth'ku ysdj fofue; nj tksf[ke dks lekIr djuk

([k) Hkfo"; dh fofue; nj vkanksyuksa ij lêðk yxkuk

(x) eqæk O;kikj esa mÙkksyu (Leverage) c<+kuk

(?k) dsaæh; cSad dh uhfr dks çHkkfor djuk

(xv) ^csxj&nh&uscj* (Beggar-thy-neighbour) uhfr dk vFkZ gS &

(d) ?kjsyw ekax dks c<+kok nsus ds fy, foLrkjoknh jktdks"kh; uhfr viukuk

([k) fons'kh fuos'k dks çfrcafèkr djus ds fy, iwath fu;a=k.k yxkuk

(x) ,d ns'k }kjk nwljksa dh dher ij O;kikj ykHk çkIr djus ds fy, viuh eqæk dk

voewY;u djuk

(?k) lHkh vk;krksa ij VSfjQ c<+kuk
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[kaM & c (Section B)

fuEufyf[kr 8 esa ls fdUgha 6 ç'uksa ds mÙkj nsaA çR;sd ç'u 5 vad dk gSA (6×5¾30)

2- fofue; nj ds vfrewY;kadu (Overvaluation) ds lanHkZ esa ^fgLVsjsfll çHkko* (Hysteresis effects)

D;k gSa\ O;kikj vkSj m|ksx ds lanHkZ esa O;k[;k dhft,A

3- Í.k&ls&thMhih vuqikr ds fodkl dh O;k[;k dhft, vkSj okLrfod C;kt nj] mRiknu dh o`f¼

nj] çkjafHkd Í.k vuqikr vkSj çkFkfed ?kkVk&ls&thMhih vuqikr ds lkFk blds lacaèk dks O;qRiUu

dhft,A

4- J&oØ (J-curve) ds ekeys esa lkis{k ewY;] fofue; nj ds ewY;ßkl vkSj O;kikj larqyu ds chp lacaèkksa

dk fo'ys"k.k dhft,A

5- rjyrk tky (Liquidity Trap) dh voèkkj.kk dks Li"V dhft,A ,slh fLFkfr esa ikjaifjd ekSfæd uhfr

vçHkkoh D;ksa gks tkrh gS\

6- ppkZ dhft, fd çfrLièkhZ voewY;u (eqæk ;q¼) oSf'od vFkZO;oLFkk esa udkjkRed fLiyvksoj

(Spillover) dSls iSnk dj ldrk gSA

7- doMZ baVjsLV iSfjVh (CIP) vkSj vudoMZ baVjsLV iSfjVh (UIP) dh O;k[;k dhft,A CIP fons'kh eqæk

cktkj esa vkfcZVªkt (Arbitrage) ls dSls lacafèkr gS\

8- fofue; nj fuèkkZj.k ds foLrkfjr laifÙk cktkj (iksVZQksfy;ks larqyu) ekWMy dh O;k[;k dhft,A
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9- fons'kh eqæk cktkjksa esa gsftax vkSj lêsckth (Speculation) ds chp varj Li"V dhft,A çR;sd ds fy,

mi;ksx fd, tkus okys midj.kksa ds mnkgj.k nsaA

[kaM & l (Section C)

fuEufyf[kr 4 esa ls fdUgha 3 ç'uksa ds mÙkj nsaA çR;sd ç'u 10 vad dk gSA (3×10¾30)

10- xzkQ dh lgk;rk ls rhu lehdj.k&IS-PC-MR ekWMy dks O;qRiUu dhft,A jSf[kd (Linear) vkSj

mÙky (Convex) fQfyIl oØksa ds ekeyksa esa foeqæhdj.k j.kuhfr;ksa (Disinflation strategies) vkSj

R;kx vuqikr (Sacrifice Ratio & ^dksYM VdhZ* vkSj ^Øfedrk*) dh xzkfQdy O;k[;k dhft,A

11- (d) yhojst vuqikr (Leverage ratio)] R;kx vuqikr (Sacrifice ratio) vkSj çfrHkwrdj.k

(Securitization) dks ifjHkkf"kr dhft,A le>k,a fd foÙkh; laLFkkuksa esa mPp yhojst vkSj

çfrHkwrdj.k us 2008 ds foÙkh; ladV esa dSls ;ksxnku fn;kA

([k) eku yhft, fd ,d ns'k eqækLQhfr dks 10% ls ?kVkdj 4% djuk pkgrk gS vkSj R;kx vuqikr

2 gSA vko';d lap;h mRiknu gkfu (thMhih ds çfr'kr ds :i esa) dh x.kuk dhft,A ;fn

dsaæh; cSad lek;kstu dks NksVk djus ds fy, vijaijkxr midj.kksa dk mi;ksx djrk gS] rks

R;kx vuqikr dSls cny ldrk gS\

12- (d) fons'kh eqæk cktkj esa doMZ baVjsLV vkfcZVªkt iSfjVh (CIAP) dh xzkfQdy O;k[;k dhft,A

([k) eku ysa fd gkftj fofue; nj 80 `/$ gS] ,d o"khZ; ?kjsyw C;kt nj 6% gS] vkSj ,d o"khZ;

fons'kh C;kt nj 4% gSA vkfcZVªkt ds fy, ysunsu ykxr ysunsu ewY; dk 0-2% gSA QkWjoMZ nj

ds fy, Åijh vkSj fupyh lhek dh x.kuk dhft, ftlds Hkhrj dksbZ doMZ baVjsLV vkfcZVªkt

laHko ugha gSA ;fn okLrfod QkWjoMZ nj 81-5 `/$ gS] rks D;k vkfcZVªkt dk volj gS\
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13- iw.kZ iwath xfr'khyrk okys eqaMsy&Ýysfeax ekWMy dk mi;ksx djrs gq,] fLFkj vkSj yphyh fofue; njksa

ds rgr jktdks"kh; uhfr dh çHkko'khyrk dh rqyuk dhft,A

(6500)


