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'Note:— Answers may ‘be_ written either in Englzsh or in Hzndt, but the same medzum '

should be used throughout the paper.
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Attempt any. five questtons All questzons carry equal marks.
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(a) What are the instruments of monetary policy? To achieve a certain number of
targets requires at least the same number of mstruments as targets having
distinct influences on them. Dlscuss
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(b) Discuss the Principal-Agent problem in the case of equlty contract. What are
the various tools to solve this problem in the case of equity contract?
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2. (a) Explam briefly the expectatxons hypothe51s How could future interest rate
- be forecast usmg expectations hypothesxs"
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What are the various determinants of money supply? What are the ¢hanges in

. deposits, currency holdings and the money stock for an open market sale of

Rs. 500007 The required reserve ratio is 10 per cent, the desiréd excess
reserve ratio is 5 per cent and the desired currency to deposit ratioiis 20 per
cent.
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Explain the risk and return characterlstlcs of options when the optlon pnce is
Rs. 3 in the following two cases: — :

(i) In the case. where investor has long a put option’

(ii) In the case where investor has short a call option. -
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Discuss the sources of changes in reserve money and in money multlpher
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What are mtermedlate targets in monetary pohcy" Crltlcally examme the
choice of money stock and the interest rate as intermediate targets? -
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Preferred habitat ‘hypothesis explains the generally upward slopmg‘ yield
curve based on the empirical evidencé. Discuss.
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‘5. (a)
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Explain why an investor who purchases a callable bond requires a call
premium. Give two reasons why risky bonds sell at a lower prlce than default
free bonds.
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(b)
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Suppose investors prefer one year bonds to three year bonds for 'an*additional
3 per cent as compared to one year bonds. At present one year bonds yield is

5 per cent, but investors expect this yield to rise to 7 pef cent next year and to

9 per cent the year after. - _ g

(i) Is the y1e1d curve' upward sloping, ﬂat or downward slopmg‘? lee‘
reason. '

(ii) Calculate the y1eld onathree year bond. - ' R
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7. (a)

(b)

(11)@3??%3?%‘1(3‘133&%%‘&! | | T+8

What are the various categories of financial innovation? Discuss asset
securitization as a financial innovation.
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Discuss in brief the recent money market reforms in India.
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Discuss the causes and consequences of f1nanc1a1 crisis.
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Derive the money multiplier where money is defined as broad money.
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8. Write short notes on any two of the following: —

(a) Interest rate swaps .

| .(b) Basel III norms for the banking Qector |

. (c) Operating procedures of monetary policy.
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