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Instructions for Candidates

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

2, This paper has 7 questions, out of which 5 have to be
done by the student.

3. Each question is of 18 marks.
4. Please attempt all parts of a question at one place.

5. Answers may be written either in English' or Hindi;
but the same medium should be used throughout the
paper.
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(a) “The efficacy of monetary policy depends on the
magnitude and the speed with which policy rate
changes are transmitted to achieve its ultimate
objectives.” Examine this statement by giving
an overview of Banks’ Lending Rate Systems

as refined by the RBI since the early 1990s.
12)

(b) What is held constant along a yield curve and

-§

what is allowed to vary? Explain. (6)
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2. (a) Explain why the yield curve may be upward sloping
or downward sloping according to the segmented
markets hypothesis. What are this theory’s major

weaknesses? (12)

(b) Briefly discuss the sources of changes in Excess

reserves. (6)

3. (a) How much total banking system deposits, Currency
holdings and money stock increased when the Fed
purchased 100,000 in bonds from securities
dealers. If the required reserve is 20 percent,

currency to deposit ratio is 25 percent and desired

excess reserve is 5 percent. (12)

(b) Differentiate between Monetary and Liquidity
aggregates as proposed by the third working group
of the RBI. 6)

4. (a) Explain the concept of asymmetric information.
How does it lead to the problems of adverse
selection and moral hazard in financial markets.
How does collateral help solve the problem of

moral hazard in debt contracts. (12)
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- (b) How can the existencé of asymmetric information
provide a rationale for government regulation of

financial markets? ()]

(a) How would you explain nominal GDP targeting?
Briefly outline its effects in the context of (1)
increasing aggregate demand and (ii) increasing

aggregate supply. (12)

'(b) What are the general benefits of Central Bank
Digital Currency (CBDC)? How would CBDC

address the specific needs of the Indian economy?

(6)

(a) What is meant by financial crises? Explain
how increase in interest rate and asset market

effects on balance sheet trigger financijal crisis.
(12)

(b) How do transaction costs affect the behavior and

decisions ‘of investors in the financial sector?

' (6)
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7.

g

Write short notes on any twe of the following:
(9%2)

(1) Various functions of money
(il) ‘Priority Sector Lending’ by commercial banks

(iii) Clearing Corporation,of India Limited
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