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Instructions for Candidates

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

2. Attempt any Five questions.

3. Each question carries equal marks. The distribution of marks for each part of the
question is also given.

4. Answers may be written either in English or in Hindi; but the same medium should

~ be used throughout the paper.
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1. (a) Differentiate between Exogenous and Endogenous money supply curves.

What impact will a rise in the required reserve ratio have on these

curves ?

(b) What is the residency criterion used in the Financial aggregate of the IlId
Working Group of the RBI ? Why are the postal deposits considered a part
of Liquidity Aggregates ?
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(c) Define Adjusted Reserve money. What impact does it have on the process
of deposit creation ? (5,5,5)
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(a) The principal Agent problem in Equity Contracts explains why debt contracts
are more prevalent in financial markets than Equity Contracts. Does this
solve the Moral Hazard problem ?

(b) What are the main causes of financial crisis in the financial markets and
under which conditions is recovery possible ? 8,7)
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(a) Explain the leveraging aspect of Futures market.

(b) Show the risk/return profile of counterparties in an interest rate swap
transaction.

(c) Explain the profit/loss profiles of long call options. (3,4,8)
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(a) Discuss the asset classification and provisioning norms of a bank in the
context of NPA’s. '

(b) How have the capital adequacy norms changed in recent years ? How is
Basel III an improvement over Basel II norms ? (7,8)
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(a) A coupon bond maturing in one year has a face value of Rs. 1000 and a
coupon rate of 8%. If the market interest rate is 6% at the time of purchase,
calculate (a) price (b) current yield (c) yield to maturity of this bond. What
effect would a rise in the market rate of interest to 10% have on its price
and yield.

) Provide reasons why risky bonds sell at lower prices and return higher
y
yields than risk free bonds. (6,9)
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Show how the Expectation Hypothesis and Segmented Market Hypothesis are
extreme versions of the Preferred Habitat Hypothesis. How do all these hypotheses
explain the shape of the yield curves. (15)
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In Monetary Policy, it is not merely the number of instruments that are
important, but the number of instruments exerting independent effects on the
target variables. Elucidate.

Discuss the multiple indicator approach used by RBI for monetary policy
formulation.

Discuss the lags in the operation of monetary policy. (5,5,5)
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8. (a)
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Discuss the Liquid Adjustment Facility as an instrument of liquidity management
in the economy.

Discuss the recent developments and reforms in the government securities
market. (7.5,7.5)
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