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(b) Under what circumstances does the Central Bank

employ the unconventional monetary policy
' measures? Briefly explain.any three unconventional'

monetary measures. (g+7)
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(a) List out the new monetary and liquidity aggregates

as per the.Third Working Group of the RBI.

How did the Third Working Group eventually

treat the liabilities .of non-banking financial

institutions?

(b) On the purchase of certain commodities, suppose

the Government of lndia makes a cash payment

of Rs. 50 crores to the public out of which, the

public keeps Rs. 10 crores in the form of currency

and deposits of Rs.40 crores with their banki.

Further let us suppose that after accepting these

deposits, the concerned bank just keeps Rs. 8
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7. . (a) Cornpare and contrast the degfee and nature of

' the banking crisis that tgok place in two separate

' episodes, i.e., 1997-2O02 and in the aftermath of

'. 2008 Global financial crisis.

(b) How will Basel III affect the profitability of banks?

(8+7)
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(a) In the long run, an output target is a quixotic goal

for monerary policy, since it cannot be attained,

whereas, in the short run, monetary policy might

be able to achieve either a price level target or an
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crores as reserves with the RBL

output target but not both." Explain.
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wdrking of prime Lending Rate sysrem,
Benchmark Prime Lending Rate system, the Base

Rate system and the Marginal Cost of Funds based

Lending Rate sysrem.

(b) What is multiple indicator approach? Elaborate the

. 
operating framework under Augmented multiple

. indicator apprbach implemented.in 199g,

( l0+5)
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- trf the RBLnow buys treasury bills worth Rs.90
. crores froh 'the bank, then hori much of money

supply will be generated in thereconomy solely on
accouni of open market operations?

Would your answer get modified in case the
quantum of High powered money in the economy

rnstead increases b! Rs. 90 crores via banks,
borrowings of an equivalent amount from the

RBI? 
( l o+51
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(a) What is asymmetric information? Hory does

adverse selection affect interest rate in case of a

bank with rnarket Power?
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(b) Briefly explain the views of the 'Ihird Working

Group on the

(ii) Residency (10+s)
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.(a) The issue of transmission from the policy rate to

banks' lending rates has been a matter of concern

for RBI. [n this context critically examine the
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(b) Illustrate the determination of prices and.yields

for.bonds listed. and bonds not listed!on the

secondary-bond market. Which ones are less -

. liquid'and what is the implication to interest

charged? ( l0+5)
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(a) What is a yield:curve? Which theory asserts thai

long term interesl rates are an average of short

term in(erest rates during the life of the longer

term assets? Illustrate various forms of yield

curves in this context.
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adjustme4ts that need to be riade to arrive at a

faiqly general model of money multiplier in the

Indian context. (6+9)
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3. (a) Assume an Asset XYZ that expire5 in one month

. and has a strike price of Rs. 105. The option

price is'Rs. 2 and the current price is Rs. 105..

Compare and contrast the risk- reward profile of

a long call position with a short call position with

the help of a table and graphs.
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4.

(!). Consider two coupon bonds with face value of

Rs. 1000. coupon rate of lOYo, maturing in one

year and the following probabilities. of default,

respectively:

(i) l0%o.

(ti) 20%

Assuming market interest rate of 8 o/o, calcu'late

yield to maturity in case the two coupon bonds

are default free. Also calculate the default risk

premium on each of these. (9+6)
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(a) What is liquidity risk? Illustrate diagrammatically

how this is factored, in the derermination of

interest rates on bonds issued by small and large
dftsr

gorporations.
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