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(b) Run a primary surplus equal to (1+r)*!
(c) Run budget surplus equal to (1+1)"

(d) Run a primary surplus equal to (1+1)""

Under an exchange rate adjustment, when two trading countries are at different
stages of the business cycle, with one country experiencing a boom and the other

experiencing a recession, it is ideal for the country with a recession to

(a) Stop trading with its partner

(b) Adopt an expansionary fiscal policy but a tight monétary policy
(c) Adopt an expansionary monetary policy but a tight fiscal policy

(d) Depreciate its currency to improve its output and employment levels.

The inflatien rate () in a country is higher than its target rate of inflation (7*),
given its nominal interest rate, i and the targeted nominal interest as i*. According

to the interest rate rule, the central bank should ideally-

e 0eie

= ; o5
(a) @?fﬁasaihe i above 1% 50 that the ypemployment will decrease beloy the
natural rate of unemployment

ncrease the i above i* gg { s
(b) ! hat the unemployment will increase above the

natural rate of unemploymep;

(¢) Decrease the i below i* g, _
) Dec ‘ that the unemployment will decregg &
natyral rate of unemployme,, € below the

d . - 4 SO y
(d) Increase the i above i* g, that the

. unemployment wil] ine
Natural rate of uncmplo},mcm P wil] InCrease above the
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4. A Japanese investor considers i vesting i US bonds. Consider the following
S 1nve

information-

* Spot rate: ¥110/3
« l-year forward rate: ¥114/$
* Interest rate in Japan: 1%
* Interest rate in the US: 3%
(Treat Japan as the homé country)
The covered interest arbitrage will approximately be équal to

(a) 5.64%, with capital flows into Japan - fi el

g«

(b) -5 6’4%, bapltal ﬂows 1nto the Us

AT
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7.

(a) A-III, B-I, C-II, D-IV
(b) A-II, B-1V, C-III, D-I
(¢) A-1V, B-III, C-I, D-II

(d) A-I, B-II, C-1V, D-III

_A time inconsistency problem in policy making refers to the situation in which-

(@) A central bank decides to stay and act upon its announced policy, but faces
a conflict of interest with the policies of other central banks in the world

over time

(b) A central bank decides to stay and act upon its announced policy without
any conflict of interest with the policies of other central banks in the world
over time ‘ ‘

(c) A central bank deviates from its announced policy.over time to improve the

economic outcomes and compromising one policy parameter for the other

(d) A central bank does not deviate from its announced policy over time to
im i ' .

prove the economic outcomes, and compromise with one policy parameter
for the other ' |

Assume that the exchange rates are as follows

e

* $0.90 = €1 in New York,

» €1=£0.80 in Frankfurt, and

£0.80 = $1 in London,
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The profit made by a successful arbitrageur 15 e

(a) $0.10

Psins: . i

(®) $0.11
(c) $0.20

(d) $0.15

8. The interest rate on a three-month treasury bill is 7% at an annual basis in the
US and 10% in Berlin. At maturity, if the Euro depreciates by 1% at an annual T

basis and if the exchange rate risk is not covered, the US investor has a-

B i

(a) Net%éﬁin of zero % :
?_’—'—fﬁf‘. & - =

-
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(@) Forward premium of 22.86% p.a
(b) Forward discount of 22.86% p.a
(¢) Forward discount of 5.71% p.a

(d) Forward premium of 5.71% p.a

11.

Starting from the position of equjljb:iu: y,and © =1:*, a negative

e

- e 4

12. Suppose that the velocity
$200 billion, If the nm -
demanded will be-
(a) Rise by $5 Billioﬁ -
(b) Rise by $4 billion

() Fall by $5 billion

(&) Fall by $4 billion
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13. A devaluatjq
nt .
©S place When g price of a foreign currency under a

exchange ra¢e is

- by official action.

@ Flexible,

(b) Flexib_le, increased : | ﬂj

(c) Fix;@, 'de‘creased

(d) Fi’fi‘l; increased
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SECTION B

Attempt any 6 questions out of the following 8 questions. Each question carries
S marks. (6x5=30)

Consider an open economy with a flexible exchange rate regime and perfect
capital mobility. The central bank of this economy adopts a contractionary

monetary policy. Analyse the impact of such a policy action on the economy.

Consider an economy that is in equilibrium in the current time period (t=0) and
gets disrupted by a negative permanent supply shock, say global shortage of a
critical mineral required in a major industry. Using the 3-equation model (IS, PC,
MR) framework, explain the adjustments in different variables that take place

during the next 2 time periods (starting t=0 as current).

Consider two countries: home- Spain and foreign- Japan. Suppose there is an

appreciation of Spanish currency with respect to Japanese currency.

(a) Spain exports edible meat offal to Japan. Would the volumes get affected?
How?

(b) How is a Japanese citizen planning to travel to Spain get affected?

(c)

Is there any impact on capital flows, CF, between the two countrieg? Explain

(d) Japan exports photography apparatys to Spain; would that be affected?

How?

Consider an economy where i
the Iterest rate is zero and people have pecome

indifferent between holdj
Rding money ang holding bonds. Show in this Situation:
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(@) How will the LM curve be derived?

(b) Is there a limit to the effect;yeness of monetary policy?

,vﬂ"‘w’;: .

5. Suppose that the finance minister of your country, in her budget speech, announces
a cut in the income tax rate to be offset exactly by an increase next year. If you
are a salaried person and believe in the Ricardian Equivalence Proposition, discuss

how this would change your consumption pattern and why.

e

6. Imagine that you are a global investor/trader seeking to avoid foreign 'exchange

risks.
(a) Expl@inihow you would do so in the spot market.

- () Caqgoﬁj?&

an economy with the following facts- T e

rate 3%

%i p.'.”
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(a) Show how a primary deficit emerges at the end of year L.

(b) If the government fully repays the debt during' year 2, calculate the primary

surplus it needs to run in'year 2,

SECTION C

Attempt any 3 out of the following 4 questions. Each question carries 10

marks. (3x10=30)

1. With the help of a diégram, explain how the points below the Covered Interest
Arbitrage Parity (CIAP) line imply capital outflow and points above the CIAP

line imply capital inflow. Why does the net gain from covered interest arbitrage

tend to diminish as covered interest arbitrage continues?

2. Explain the extended asset market approach to exchange rate determination.
Using this model, explain what happens to the domestic currency if the home
nation’s monetary authori}ies engage in open market sale of government securities
(only the immediate impact needs to be mentioned)

3.

Using this rule, find the value of the Nominal int

‘ Crest rate set by the C
entra
if the unemployment rate is above the natural Wips

: rate by 20 . )
is 6%, Y 5804 the Inflation rate

the target inflatj nra :
atlo :
te is 4%, the
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scribe what happens in the economy

h increased

4. Using the IS-pc

"MR :

nflati
unemployment ang °f1‘ Shock if the entral bank cares about bot
?theving its i flation target: Explain briefly what happens s &

the bank cares o,

%mltvits inflation target:

we-& (SECTION A)
1 WAFK
¥ TR A S B e @ f A A T W 1% W X

-~ i
5 T %Iamer w5 iﬁt@ o A F Y ga ¥t AW @ S A, R





{ "type": "Document", "isBackSide": false }


{ "type": "Form", "isBackSide": false }

