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(a) Define the concept of the money multiplier. Derive the expression for the M3
multiplier in the Indian context. (6)

(b) Consider an economy in which the required reserve ratio is 15 percent, and
banks voluntarily maintain an additional 5 percent of deposits as excess
reserves. Assume that the public holds no currency. If the central bank
undertakes an open market purchase of ¥500,000,analyze the impact on
total banking system deposits and the resulting change in the overall money

supply. (3)
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Discuss the determinants of money supply. 4)

While the Second Working Group of the RBI incorporated post office deposits
into monetary aggregates, the Third Working Group chose to exclude them.

Critically examine the rationale for this shift in methodology. (6)
Distinguish between : (6)
(i) M2 as defined by the Second Working Group and the Third Working
Group
(i) Required reserves and excess reserves
Discuss in brief the recent financial sector reforms in India. (6)
Explain the concept of leverage in futures markets. (&)
Describe the risk-return profile of counterparties in an interest rate

swap. S)

Explain the profit and loss profile of a long call option with a table and
suitable diagram. &)

Find the current market price of Coca-Cola stock assuming dividends
grow at a constant rate of 10.95%, Do = $1.00, and the required return is
13%. (3)

Distinguish between discount yield and yield to maturity? Which is a better
measure and why? Calculate the discount yield and yield to maturity of
treasury bills that matures in 365 days with a face value of Rs. 5,000 at the
following purchase prices.

(i) Rs. 4500

(i) Rs. 4000 (12)

Explain why an investor who purchases a callable bond requires a call
premium. Give two reasons why risky bonds sell at a lower price than
default free bonds. (6)

In the long-run, an output target is a “quixotic” goal for monetary policy but
price level target is achievable. Explain. (6)

Differentiate between money supply and interest rate as intermediate targets
of the monetary policy. What properties should the variable have to serve as
an intermediate target of monetary policy? (6)
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Briefly discuss the transition of the recent Monetary Policy Framework from
Monetary Targeting and Multiple Indicator Approach to Inflation Targeting
in India. (6)

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

(a)
(b)
(©)
(d)

(=)

(@)

(=)

()

(%)

(=)

Money market and capital market

Operating procedures of monetary policy
Monetary aggregates and liquidity aggregates
Price Earnings Valuation Method

HST AU (money multiplier) Tl JTURUT 1 GRHIYT HIOTQ1 WRAT Faef § M3
TUiE & forlg @S (expression) T FTI (6)

Th Q?(ﬁ Jdgee W) TR ?ﬁﬁﬂ s 3aggenr AR SIS (required reserve
ratio) 15 W@ ®, 3R doh WSt ¥ T @ JfARad 5 Wiwa sifaRed WeR
(excess reserves) F w A @A B AT A R e @ U A =T (currency) =&l
21 af ®Ea 9% 500,000 H '(g?:ﬁ TR @A (open market purchase) el g,
el SR HUTell ST TR U 3R ORI AT AR W aReme qRade o faeoer
EAIS I (8)

o MY & Fefel o =t Aiim (4)
Wafeh ARAE (RBI) & TR H @E = SIHER A1 i Al @=9d (monetary

aggregates) ¥ WA forar o, MR T WE A I= e FA A [Awed T
FEYUTR § T gTAd & e F G [Saer i) (6)

frfofaa & d s T ik : (6)
(i) T WE IR TN FE WE T aGRAwT M2
(ii) 3maeger WSR (Required reserves) IR fRea Wer (excess reserves)

WRT W B & foig 89 & gUR ot |ed W = it (6)

qrFel SToR (futures markets ) A IAreT (leverage) T FAURM &l SARAT

EaEL (5)

N W = (interest rate swap) A wfcrge (counterparties ) & iRe - wfewe
WIS ( risk-return profile) T JUIF HISTT (5)
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(31) T ‘ST Tt SiEE (long call option) & T 3R BT MRS Tl Tah diferahl 3R
IqgFd NG & Y AT (5)

(T) RIHT - hIel Tk T TAAH TR Fed AT HIST, T8 A §Y foh A1a 10.95%
I R X ¥ wear B, Do = $1.00, 3R 3mawdsw Wwet (required return) 13%
£l (3)

4. (=) Rerse dice (discount yield) ﬁ?ﬁ@{ﬁ?ﬁﬁcﬁ (yield to maturity) N 3R T
Y ? I 1 J5R AT 2 3R T 7 To foier Y feemise dies 3R Aies @ A=Ak
AT FR S 365 A A aRaea B 2 iR R sifera W Fefaaa
@dT Al W 5,000 T B
(i) 4500 TR
(i) 4000 T (12)

(@) =g fof va e St e &Y arg a= (callable bond) @edl 8, I¥ i
MR A sTawaear F Bl 21 & R 9y iR iR W dt, Rwiee qerd dte
F IO W B T W FA e 8 (6)

5 (%) e ¥, difvew AT & g siScye @isw v “stamafaew” (quixotic) Wed @
AR A TR A&d W A A 2| AR g (6)

(@) HAifgw e & wegadt e (intermediate targets) ®EH NEL S’I'I"flcﬁ IR =T RN
F q AR ol AfEE AT ® AeEmE ded B T A T w @ o W
(variable) ﬁa&mﬂwéﬁaﬁ?? (6)

() W= ¥ g e (Monetary Targeting) 3R Tg’—?l%?—@ %ﬁ?’ﬂﬁ‘ﬂ (Multiple
Indicator Approach ) ¥ I A& (Inflation Targeting ) ht IR BT & Hfgw
Afd T & FHRAT W Fed A = g (6)

6. TrfoRem # ¥ forsil o\ w wfer oot forRaw (FAF 6 3AF)
(%) ¥ SIS SR T e

(@) wifsw AT Y oo fRae (Operating procedures )

(w0

(

LIECH = 3R A g=ad (Monetary and liquidity aggregates)

)
)

N 3ot #eieh fafer (Price Earnings Valuation Method )

(1800)



