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1. (a) The Third Working Group on Money Supply (1998) under the chairmanship of Dr Y.V
Reddy observed that the prevailing set of monetary aggregates were not in conformity with
the largely followed norms of progressivity in terms of liquidity. Briefly discuss the major
recommendations made by the group in order to address the problem with the prevailing set
of monetary aggregates. ©)

b) “The maximum loss from buying a call option is the option price and there is substantial
upside potential for the buyer” - Explain this statement with a suitable example (9.75)
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2. a) “Equity contracts are subject to a particular type of moral hazard called the principal-
agent problem” - Explain this statement by elucidating how use of debt contracts can solve
the problem of moral hazard. (9.75)

b) Assume the market interest rate is 8 percent; determine the price and yields of the
following:

(i) A Rs 10,000 Treasury bill that matures in one year



(i) A Rs 1000 corporate bond that has a coupon rate of 10 percent and matures in one
year.

(ii1) Suppose the rate of interest falls to 4 percent. How does it affect the investor who
purchases a Rs 1000 non-callable corporate bond with a coupon rate of 10 percent and
maturity of one year? )
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3. a) Suppose the required reserve ratio is 10% of deposits, banks hold 5% of deposits as
excess reserves and public holds 30% deposits as currency.

1) Calculate the total money supply if monetary base is Rs. 30 lakh

i1) If Central Bank engages in open market sale of Rs. 10 lakh, calculate the change in money
supply.

iii) If the currency deposits ratio falls to 25%, what is the impact on money supply? (6)

b) Discuss the various challenges faced by India in implementing BASEL-III
recommendations. (12.75)
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4. a) Explain the rationale of Segmented Market Hypothesis. What are the major weaknesses
of this theory? )

b) Trace out the major differences in the degree and nature of NPA crisis in Indian banking
system during 1997-2002 and after 2008 global financial Crisis. What have been the policy
responses to this crisis in two different time periods? (9.75)
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5. a) ‘It is not merely the number of instruments that is important, but the number of
instruments exerting independent effects on the target variables’- Explain this statement in
the context of monetary policy targets and achievements. 9)

b) Discuss the effectiveness of MCLR system in improving the transmission effects of
monetary policy. (9.75)
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6. Write short notes on any two of the following: (18.75)
a) Interest rate as intermediate target
b) Risk-return profile of Put Option (Long Put Position)

c) Factors causing Financial Crisis
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