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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.

1. (a) Discuss the implementation lag and effectiveness lag in monetary policy.

(9)

(b) Define Yield Curve. Discuss the different shapes of the yield curve and

explain what each indicates about future interest rates. (9)

2. (a) Calculate the deposit multiplier and money multiplier when required reserve

ratio is 0.2, desired excess reserve ratio is 0.05, desired currency deposit

ratio is 0.25 and monetary base is 500 lakh rupees. Explain the effect on

money supply of the following :
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(i) If the public increase their currency holding to 50% of the deposits.

(ii) If monetary base is lowered to 300 lakh rupees.

(iii) If required reserve ratio were lowered to 0.1. (8)

(b) Briefly explain the major Banking Reforms in India since 1991.

Enumerate certain issues in the banking sector that are still left to be

addressed? (10)

3. (a) Distinguish between exogenous and endogenous money supply. How do these

concepts affect the shape of the money supply curve? (8)

(b) By choosing an intermediate target the central bank confronts a choice of

achieving either a monetary target or an interest rate target. Which is better?

Explain. (10)

4. Explain how the expectations and segmented-markets hypothesis are extreme

versions of the preferred-habitat hypothesis. Give an example to illustrate your

explanation. (18)

5. (a) It is not merely the number of instruments that is important but the

number of instruments exerting independent effects on the targets variables.

Explain this statement in the context of monetary policy instruments and

targets. (10)

(b) Explain the Theory of Rational Expectations and discuss its two key

implications. (8)

6. (a) Discuss various determinants of the money supply in an economy. (6)

(b) Write short notes on any two of the following : (6 marks each)

(i) Difference between Future and Forward Contracts.

(ii) Reserve Money

(iii) Time Value of Money
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