Monetary Theory and Banking in India-C010505T

Question 1

English: Define Money and explain its primary functions in an economy.

Hindi: & (Money) P URHTNT BT quT SriciawyT H 39 UTfie S| & e
PIfoT|

Answer (English):

Money is defined as anything that is generally accepted as a medium of exchange, a measure
of value, a store of value, and a standard of deferred payments.

Primary Functions:

¢ Medium of Exchange: Facilitates transactions and eliminates the double coincidence
of wants inherent in a barter economy.

e Measure of Value (Unit of Account): Provides a common denominator to express
the prices of all goods and services, enabling standard accounting and comparisons.

Answer (Hindi):

g1 a8 dis W axg & o fafwa & Areqw, g & AU, Yo & o 3fR RIffd
YT & A & Y § g Wi U gt 8 |

Trifie Hret

. fafroa &1 arenw: g8 axgen g Jarsii & AH-aF B YH ST § 3R a-
fafa yunel (Barter system) @1 ARG ATIN & e AN B fAarddr &
AT BT g

. U PTHIUS (AET PI SPT3): T8 G axgaf td Jarsfi & Jedl &l T IHAME
THTS (FUT 31fS) T oad Hdl 7, S fRue-fordTd iR gan ¥Hd gk ]

Question 2

English: Explain the secondary and contingent functions of Money.

Hindi: J&1 & fg<d1ae (701 T4 ST H1ai &l GHgmy |

Answer (English):
¢ Secondary Functions:

o Standard of Deferred Payments: Facilitates credit transactions, future loan
repayments, and long-term contracts.

o Store of Value: Allows individuals to save purchasing power across time in a
liquid form.



o Transfer of Value: Enables shifting purchasing power from one person or
region to another.

o Contingent Functions: Provides a basis for the credit system, aids in the distribution

of national income among factors of production, and equalizes marginal utilities for
consumers.

Answer (Hindi):
. fodia® (Tﬁ'U[) FY:

o  RIFIT Y FT HI7 T8 B Gaeh a-¢, Hiasa F forwdl & YA iR
Si@ifere srsel o1 Y §-1dT 5 |

o ToF T TT7: I8 Aiadl B! U Ha-Tfad B akd U J Hids & ferg
PRI T o gfawr a3

o Lol BT GRAIRU: Ug oha-fdd Dl Th T I GER R T Ueh Al o
TR fad o) FIoAT YU 11 3 |

. TSP PTU: T5 YYU1 TR YU BT YR 3, AP 31T & [Iav01 # 7ag
HRAT § 3R IuHirsht ot drd IuTIfar &1 Sqferd Har gl

Question 3

English: State the components of Reserve Money (M,) and Narrow Money (M, ) as defined
by the RBI.

Hindi: HRA1g Roid S (RBI) §RT TR SRR TaT (M,) Td Sobivl Ja1 (M) &
geh] Bl e PO |

Answer (English):
¢ Reserve Money (M,):
M, = Currency in Circulation + Bankers' Deposits with RBI + 'Other' Deposits with RBI
e Narrow Money (M;):

M; = Currency with the Public + Demand Deposits with the Banking System
+ 'Other’ Deposits with RBI

M, represents the most liquid form of money available for direct transactions in the economy.

Answer (Hindi):
. SRTE GaT (M,):

M, = Taa B &I + 3REIHTS & U ol B ST + SHRETSTS & U '3 ST
¢ w%(ﬂ/]ﬂ:



M, = SIFIdT & U H&T + ST YUIet o ORI HiTT ST (Demand Deposits)
+ SRHTSMTE & U '3 STHY
M, SITaRIT T Ugel oH-¢ & oY IuaTs Tad ava G [ offel 5|
Question 4

English: Differentiate between Broad Money (M3) and Narrow Money (M, ) in the Indian
context.

Hindi: YR Jed # fowgd 9aT1 (M) T Tbivi gar (M,) T SfcRk WY Sifo|

Answer (English):
e Formulation:
M, = Currency with Public + Demand Deposits + Other Deposits with RBI
M; = M, + Time Deposits with the Banking System

e Liquidity: M, is purely transaction-oriented and highly liquid, whereas M; is less
liquid because it includes fixed term deposits.

e Policy Focus: The RBI monitors M5 as the primary indicator of total monetary
liquidity and potential inflationary pressures in the economy.

Answer (Hindi):

o I HIEA:

M, = SIFAT & U G&T + TR 14 + RS o IR 3" STHTY
M; =M, +WW$WWW(TM6 Deposits)

. TR M, JUid: TF-¢ TR 3R 3fcdd O &, Sididh M, H rafd (Thers)
SHT M B9 & HRUN aReldl HH glal g

. ifoTa ggw: RateS siforawy B Hot Hifte aRadl 3R GERpifd &1 ARt
& fore M, & T Q@ AT g |

Question 5

English: Explain the composition of M, and M, monetary aggregates in India.

Hindi: YRd § Mfe® =0 M, Td M, b Gch! B! GART|
Answer (English):
o Aggregate M,:

M, = M; + Post Office Savings Bank Deposits



It expands M; by incorporating small household liquid savings held with the postal network.
o Aggregate M,:
M, = M; + Total Post Office Deposits (excluding National Savings Certificates)

It is the most comprehensive measure among traditional aggregates, encompassing both bank
deposits and post office savings balances.

Answer (Hindi):

. TS My:

M, = M, + STHER IId b STHTT
g M, § STHeR! H T} 113 R DIt ad 131 ! Shiedr sd1 5 |
. A M,:
M, = M; + STWRI B HeI SHIY TP §9d U - NSC Bl BIghR)

I URURS Hifadh Tl § Yo AU A &, o d 3R STHER aIH1 &1 SoHTg
A B B

Question 6

English: Discuss the changing relative importance of currency versus bank deposits in India's
money supply over time.

Hindi: 79 & 1Y YR &1 G&T SATYfd # FH¢! (Currency) M b STHISH & Fgad
TUféieh Tgd Bt fadem SIf|

Answer (English):

o Expansion of Bank Deposits: In early decades after independence, physical currency
formed a predominant share of money supply due to low banking penetration.

e Structural Shift: Following bank nationalization (1969/1980), branch expansion, and
financial inclusion drives (e.g., PMJIDY), bank deposits grew substantially faster than
cash in hand.

» Digital Penetration: The proliferation of electronic clearing, NEFT/RTGS, and UPI
has accelerated deposit turnover and institutionalized money balances, making bank
deposits the dominant driver of M.

Answer (Hindi):

o S THTSH BT fATaR: WA & 3T =i § & gaursi & srua &
HIRUT T 3Mfd H WA Tdhal () BT 3urd Jad 1w Tl



. OIS SGATa: dPl b APIBRI (1969/1980), TTHIUT TS B fawdR 3R
forita TR STl ¥ §% STarsii & Fed! & ga | id afS g5

. fSfRrea yumE: SoaeiFe YTdH, SIRCISITY, TIRUWwhe! 3R gulens & TuR A
d TS o -G Bl ae I a1 &, o 31e M, H o ST 9ad gg8
PEEACERIEE]
Question 7
English: Define High Powered Money (H). Why is it called the monetary base?
Hindi: 3= fad HaI (H) P GRYTNT DT | 39 Afgew MR (Monetary Base) i el
ST B2
Answer (English):

High Powered Money (H), also denoted as Reserve Money (M), is the total liability of the
monetary authority (RBI) and the government.

H=C+R

Where C is Currency held by the public, and R is Bank Reserves (cash in vaults and balances
with RBI).

It is called the monetary base because commercial bank reserves serve as the fundamental
foundation upon which banks expand secondary demand deposits and create multiple credit
in the economy.

Answer (Hindi):

S IRT GAT (H), TR SMRA&rd GaiT (m,) e €, Ffckah TITRIch=om (SMReitans) SR
WHR B! o ¢Fdl gict 5|

H=C+R

T8l ¢ ST & UM GG § 3R R 9l & U Fbal SR P (dlec B J SHRSISMTS b
g 541 B

= Hifge SMUR IURIT BT 91T § i Tg) I8 NMUYRYA Thd! § o aa R
T S 70T STHTSHT BT favdR #Rd g 3R NI &1 Hs AT (AT B g

Question 8

English: Explain the primary sources of changes in High Powered Money in India.
Hindi: YRd ¥ 3= Yfad g1 & uRdd- o Trufie didl & e Sifo|

Answer (English):



According to the balance sheet approach of the Reserve Bank of India, changes in H arise
from:

e Net RBI Credit to the Government: Open market purchases or financing
government deficit via treasury bills increases the monetary base.

e Net Foreign Exchange Assets of RBI: Purchase of foreign currencies expands
domestic high-powered money.

e RBI Credit to Commercial and Cooperative Banks: Refinancing facilities and repo
lending inject reserve funds into banks.

o Net Non-Monetary Liabilities of RBI: An increase in RBI's capital reserves
absorption reduces H.

Answer (Hindi):
YR Rord 9 & gaq-0d (Jai 3fie) IuRH & S8R 3 Xfad ga1 J uRad- &
T I 8
. WOR Bl Y ARAIATE ATG: ISR 1 YUl Bt TG AT Corl [l &
Y T AT ST H Dl ST g

. IARETSNTE P 5 AN gor ufewufmai: facsh gar Wi W R aeR &
3= Qi a1 1 3Mufef gt 31

. TIOfRI® T TepR! SHl &I RIS [rG: YU B 3R AT Jfaersit gry
! &I sifaled HeR e g1

. IARNINTE P Y WR-MfEP JFATE: FLHT §F H1 30 Yot J SR Fg
ISR & H § o 37t ]

Question 9

English: Explain the Money Multiplier (m) and state the formula connecting M and H.
Hindi: G&T 0% (m) B THIATSY TUT M 3R H B Siie- aTd G BT S@I Do |
Answer (English):

The money multiplier measures the maximum amount of broad/narrow money that can be
generated by commercial banks from each unit of high-powered money.

1+c¢
c+r

M=mxXH = m-=

Where:

e ¢ = C/D is the currency-to-deposit ratio held by the public.



e 1 = R/D is the reserve-to-deposit ratio maintained by commercial banks (CRR +
excess cash).

A higher reserve requirement or higher preference for cash leakages lowers the multiplier
value.

Answer (Hindi):

T T[0T T8 1T § f 3= Xifad Ja1 &1 Udd 3hls & SATYR TR arforfode dfd
TUTTel! P fbe=it aT Syl BT o PR Fabell 3|

1+c
c+r

M=mXH = m=

A4

o
e ¢ = C/D ST ST GEI-SHT U g
« r=R/D ! BT RIEA-SHT 3T § (CRR + AR Tl |

SR U TT ST §RT T} 1@ DI MG g TR &I 0T T HH °e Sl |

Question 10

English: What are the key components of a formal Financial System?
Hindi: T 30=TRe faiia yomelt & U9a g SH-9 ]2

Answer (English):

An organized financial system consists of four interconnected pillars:

o Financial Institutions: Intermediaries like commercial banks, development banks,
NBFCs, and insurance firms that mobilize savings.

o Financial Markets: Organized platforms (Money Market for short-term liquidity,
Capital Market for long-term equity/debt).

o Financial Instruments: Contracts representing monetary claims (shares, debentures,
commercial paper, treasury bills).

o Financial Services: Advisory, underwriting, custodial, clearing, and payment
settlement mechanisms.

Answer (Hindi):
TS Gfed faxfta yomeh & IR T IRER IS 9 B &

. fo<ia IR gery T S aiftifus 9, faer 9@, THeuwdt 3R st
HUfat S St Bl Jerkd 7




. ot aeiR: T wiet uikeufal o1 R B (Ui Hal SToiR Td
SrdapIfere Yol aoiR) |
. fo<fta e foxfta 2ra o= ard vua (@R, feskr, aiftifious o, Tort faa) |
. fo<ita QHTQ Wiﬁﬂ, ST (underwriting), HEIST 3R YA fAueH
JaTq|
Question 11

English: Define Financial Intermediaries and explain their role in resource mobilization.

Hindi: fa<iig geg=f (Financial Intermediaries) D1 GRUTIT HITOTY qUT FTeA \_{],E'Ief |
I YfFepT WY HIfST

Answer (English):

Financial intermediaries are institutions that channel funds from surplus economic units
(savers/households) to deficit economic units (investors/producers/government).

Role in Resource Mobilization:

e Maturity Transformation: Converting short-term retail deposits into long-term
commercial loans.

e Risk Pooling & Diversification: Spreading small individual deposits across a
diversified lending portfolio, reducing investor default risk.

e Lower Transaction Costs: Utilizing economies of scale to evaluate and monitor
borrower creditworthiness affordably.

Answer (Hindi):
foxfia geoy 3 GG § S SRV 3184l (S alsi/aRaR)) T o9 Thd B 39 b1
qTell 3H1RaT (FA® !/ [SdTCH|/ARBR) 9 Ugar & |
GETET Jer7 7 YiHPr
.  URUSAI FUROT: a1 BT STHI3H BT s s Sienfiis wui &
el

. oiiRaw &1 fafadhieror. saasdaiet &y & fafya &3 # fHaw &R Aafadaa
SIRGH B HH HAT|

. Q-3 AN § HH: VA B ST DT ATH ISTHR It &3 W B ofig 3R
AR B

Question 12

English: Define a "Bank" as per Section 5(b) of the Banking Regulation Act, 1949.



Hindi: ST faf o= Sififam, 1949 &1 4RT 5(b) & SER "d&" &1 TRUTT FHIfTT|
Answer (English):
Under Section 5(b) of the Banking Regulation Act, 1949, "Banking" means:

e Accepting, for the purpose of lending or investment,

e Deposits of money from the public,

e Repayable on demand or otherwise, and

o Withdrawable by cheque, draft, order, or otherwise.

An institution must perform both deposit acceptance and lending/investment to legally
qualify as a banking company in India.

Answer (Hindi):
S fafem= sifaifaam, 1949 H 4RI 5(b) & AR s &7 31 3:
. YR A T fafaeq (Row) & I 9,
o ST Y GET B Y WIHR DAl
o SR OR YT 3{=9YT Ufdqd (aTa¥ & A1) g, qaT
o T8 9w, ST, 31T a1 317 fohelt bR I FABTe St b |

foraft oY Tey1 3 forw ST § S| AFT SR FBU1/AAR 63T, S U 1Y QRT -1 fafere
U 3fart g1

Question 13

English: Explain the primary functions of Commercial Banks.
Hindi: A0 deb! & TS B B! SARSAT Do |

Answer (English):

e Acceptance of Deposits:

o Demand Deposits: Current accounts (mainly for traders, without interest) and
Savings accounts (with check facilities and interest).

o Time Deposits: Fixed deposits (FD) and Recurring deposits (RD) repayable
after a fixed maturity.

e Advancing Loans and Advances: Providing funds via cash credits, bank overdrafts,
discounting commercial bills of exchange, and term loans.

Answer (Hindi):

. SHE WIPHR HIHT:



o T GFHTG: ATE WA (AUTRAT & fore, WHrad: sarel-3fgd) SR sad @I
(A gAY I TS Figd) |

o TG warg: fhaRs fEutiore (FD) SR Siraddf 5T (RD) S FAfa srafdr gt
TR I BN S

« BUITd 3R T: TFH¢ TR (Cash Credit), §F ATAFHY (Overdraft), TR
fau=t Bt et (Discounting of Bills) 3R ol 01 ye= o

Question 14

English: Outline four secondary or agency functions of Commercial Banks.
Hindi: AUIRI® d®! & gl IR fgcdTaes Srar Toid! S 1 o gifo |

Answer (English):

e Collection and Clearing: Collecting cheques, drafts, dividends, and interest warrants
on behalf of customers.

o Execution of Standing Instructions: Making recurring payments like insurance
premiums, utility bills, and loan EMIs.

o Purchase and Sale of Securities: Acting as a broker/agent for purchasing shares and
government bonds.

e General Utility Services: Providing safe deposit lockers, issuing letters of credit,
bank guarantees, and foreign exchange facilities.

Answer (Hindi):
o« TUGY TE URNY: T6H! &1 3R J I, S0, ATHI 3R TS T JUGT
S

o RIT ATERN BT TE: TEH! & A IR st Hiftam, faote-ur & fae ok
01 fbrd! &1 Faffa Y|

o wfayfoaal 1 wa-fawa: Tes! & U IR, T 3R WBHRT gfayfadl & Blie-
[EEERGH

o M ITANT WaTE: AR AT, IR UF (Letter of Credit), S TR 3R
fae=h gar faf g Tam|

Question 15

English: Describe the structure of the Commercial Banking system in India.
Hindi: YRd # a1fUifeues sfd yumre & il &1 qufH iferl

Answer (English):



Commercial banks in India are broadly classified into Scheduled and Non-Scheduled
Banks:

e Public Sector Banks (PSBs): Majority stake owned by the Government of India
(e.g., SBI, Punjab National Bank).

e Private Sector Banks: Majority equity owned by private individuals/institutions
(e.g., HDFC Bank, ICICI Bank).

e Foreign Banks: Operating in India as branches or wholly owned subsidiaries of
foreign parent banks (e.g., Citibank, Standard Chartered).

o Regional Rural Banks (RRBs): Jointly owned regional institutions serving
agriculture and rural enterprise.

Answer (Hindi):
YRd § aIfIicde S&! &1 G U ¥ Sr_fad 3R AR-gfrd d&i § &t T 6:
. TA® &3 & dF (PSBs): SH g RWER YR WRHR & U gl §
(S T, dieaeh) |

. ot & & S A iz IR goh fsht ozt & ug eid & G
LS ERICIERITIECEY

. fae=h 9: o fach 9@ @t wrRarstt a1 guf @i arelt Terre Hufl & U o
& R & (O Rt |

. &g Infior §F (RRBs): THI0T 3R FHY &7 &1 BT <7 & e wiftd Ry de |

Question 16

English: What are Regional Rural Banks (RRBs)? State their ownership pattern and
objectives.

Hindi: 8310 U0 866 (RRBs) FT 82 3% W@ UfeRed 3R IE¥41 BT Iwehd HIfoTd |

Answer (English):

Established under the RRB Act, 1976 based on the Narasimham Working Group
recommendations, RRBs cater to rural credit needs.

e Ownership Pattern: Equity is shared between three entities:
o Central Government: 50%
o State Government: 15%
o Sponsor Commercial Bank: 35%

e Objectives: Provide institutional credit and banking services to small and marginal
farmers, agricultural laborers, artisans, and rural micro-enterprises.



Answer (Hindi):

RREH At & Rl wR sReiRet sifefad, 1976 & dgd urior faia
SMAIHATSN BT QT B P o b RITTT Y TS|

. TN ST 37! QORYTRAT o= el & fauTiord gid &:
o B WBR: 50%
o HefUd I WDBR: 15%
o TP (W) qOIfI® deF: 35%

ST TRITTT 0T 3R b JaTd Uy BT

Question 17

English: Explain the three-tier structure of Cooperative Banks in India.

o

Hindi: HRd ¥ GgPRI S Bt B-IdRT Te1 BT IH8U|

Answer (English):
The rural cooperative credit system features a federal three-tier organization:

o State Cooperative Banks (StCBs): Apex financial institutions operating at the state
level; interface with the RBI/NABARD to mobilize and refinance state funds.

o District Central Cooperative Banks (DCCBs): Operate at the district level; federate
primary societies and provide a bridge between the apex bank and grassroot societies.

o Primary Agricultural Credit Societies (PACS): Operate at the village level; provide
short-term crop credit and agricultural inputs directly to farmers.

Answer (Hindi):
YTH0T GEHRI TG JUTTet b1 Ueh -1 il g1l &

. T GEPRI §F (Apex Bank): IsT TR W Y d S 1618 3R 3RfTams
o o R R g i faaRka sRar g

. forem negadf geeRt 99 (DCCB): ST TR R & Hd § 3R WUfHs
IiRfaat aUT I YedR! 9 & & U BT 1Y IR g |

. Ui Y arE "fifaat (pacs): 7 R R ) feamt sik o o

3PIeIh B BUT 3R Te-dIe Iuds BRIl 2

Question 18



English: Explain the process of Credit Creation by Commercial Banks with a brief numerical
example.

Hindi: U W& TReNeTd 3a1e-0l & 1Y difoifouds s gRT URa Joid @1 Ufehar &
HHATRT

Answer (English):

Credit creation occurs because banks loan out a major fraction of primary deposits, retaining
only a statutory fraction as reserve:

1
Cash Reserve Ratio (CRR)

Total Credit/Deposits Created = Primary Deposit X

Numerical Example: Suppose a bank receives a primary cash deposit of 31,000 and the CRR
1s 10% (0.10):

1
Total Deposits = 1000 X 010 - 10,000

The bank retains X100 and lends X900, which gets re-deposited in the banking circuit, leading
to 39,000 of derivative deposits.

Answer (Hindi):

T oI 3o THa BT § Fife s UTfies ST &1 Ueh FfSd St Wit Rerd
TGH AN AR B S YA 2§

1
¢ RI&d 3IUId (CRR)

J&THG G890 fe 9 BT 21,000 1 UTfiies ST fArer 8 3R CRR 10% (0.10) B:

ol RA/STHT oI = WIS ST x

. 1
Pl OHIT = 1000 x 010~ 10,000

§& 2100 JHHR 2900 IYR T 7, S T: ST 99a & THT 1 7T Ieh F1T § 3R
29,000 P T STHIY I BT g |

Question 19

English: What are the key limitations on the credit creation power of commercial banks?
Hindi: TOII® S &1 IRT gor fad Bt I TS &1 82

Answer (English):

e Volume of Primary Cash Deposits: A smaller initial base of primary cash deposits
curtails expansion potential.

o Statutory Reserve Requirements: High CRR and SLR set by the central bank
directly reduce lending capacity.



e Cash Drainage / Currency Drain: Preference of the public to hold transactions in
physical cash rather than bank deposits leaks liquidity out of the banking loop.

e Availability of Creditworthy Borrowers: Economic slowdowns reduce demand for
profitable, bankable investment loans.

Answer (Hindi):

o  UTYFAPH THd} SHT B HET: URMNS 9T S S1d=1 HH g, I fowaR &t
& Ht Ia-t &t Wffrd grm |

. QUIA® IRFET MTIHAT: X §F §RTCRR 3R SLR I &% 9 J S|
P UM YR S A 1 5 H g1 St 2

« F®d) REE (Currency Drain): Ife AT 96 & U1 1@ & Fold 81 H g

3G UG Bl g, dl IrE IR ¥ ST 8|

. Ty Sur®datsn &1 Iudsudr: # & Iy IarTufadl 3R samaiial grRT

U0 D] HT YTl

Question 20

English: How is the total volume of Bank Credit and Money Supply determined in an
economy?

Hindi: forat srforaen §f d& TrRa &1 g A1 T a1 Syfed &1 e {6y TeR gt
82

Answer (English):

The determination of total money supply and bank credit depends on interactions among
three key economic actors:

e Central Bank Policy: Determines high-powered money (H) via repo rates,
CRR/SLR, and open market operations.

o Commercial Banks' Behavior: Set portfolio choices, excess reserves holdings (R/D
ratio), and credit underwriting margins.

e Public Behavior: The public's currency-deposit preference (C/D ratio) dictates the
degree of cash leakages outside the banking channel (M = m X H).

Answer (Hindi):
S ol 3L 3R §F Irg &1 FuRor 39 v e gew! & IR fohdr R
Rk erarg:

. H41g g F Aifd: Y e, CRR/SLR 3R G I6IR $t fsansit gr1 3= 2faa
&I (H) &1 91 T AT




. TIOIfSU® Sl BT HATER: e Rord T St Ughi 3R F07 faavor &
Hifca|

o Al BT HAGR: Sl §RT T 3R S STH BT U (C/D ratio) T BT,
oY &1 701 THIId 1T 8 (M = m x H) |

Question 21

English: What is a Development Bank? State four distinguishing features from Commercial
Banks.

Hindi: &g 9% (Development Bank) T %? IO St 3 SR CARB PR S0 arelt
IR fARITATE Sarsu

Answer (English):

A development bank is a specialized multipurpose financial institution dedicated to providing
medium- and long-term finance to industrial and agricultural projects where commercial risks
are elevated.

Distinguishing Features:

e Term Structure: Provides long-term project finance; commercial banks traditionally
prioritize short-term working capital.

e Sources of Funds: Relies on government grants, bond issues, and refinance from
central institutions, rather than accepting demand deposits from the public.

e Developmental Role: Underwrites equities, promotes new entrepreneurship, and
offers managerial consultancy.

o Profit Motive: Prioritizes socio-economic national development over purely
maximizing commercial profit.

Answer (Hindi):

fIHr d% T faRIv fovita T € o S SR STuRYd aian uRareHrsl & 7aem
w4 dideiferss foxita Tgrad ueH &dr g

FIoNRIE 351 & Sfav:
. B Pt AR g8 SHPIfid YSivTd 0T <1 §; STafeh aIfifoud s Siedrafe
HTIRA Goft R HiEd gia g
o IV & Wd: ST Y T SHE TH & o WBRT 3eH, S8 3R gAfad IR
R wA el

. o Yftrer: Tu STl B ao-ie! IaTe, TaerdT 3T 3R o
HeTgdT ¢l




. IeRY: Had AAHTH TTH HHAM & ToIT JHTG -3 I 3R AR
o &1 WAt T

Question 22

English: What are Non-Banking Financial Companies (NBFCs)? How do they differ from
Commercial Banks?

Hindi: TR-SfH7 faxfia Fufat (NBFCs) a1 82 3 aifoifuss St T frg U fia g2
Answer (English):

NBFCs are companies registered under the Companies Act engaged in lending, hire-
purchase, leasing, and securities acquisition without holding a full banking license.

Differences from Banks:

e NBFCs cannot accept demand deposits (savings/current accounts); only select
NBFCs can accept term deposits.

e NBFCs do not form part of the payment and settlement system and cannot issue
cheques drawn on themselves.

e Deposit insurance protection of DICGC is not available to NBFC depositors.
Answer (Hindi):

TASUGYT (NBFCs) UAT SifAIf0 & ded Usiigd d TRuTd § ot foer gof sfds argdia
& B A, TS, frran-spg iR ufayfadt # fawr &1 w1 ardl g

&1 @ faFar

o TSI B SHIE (F9d 9 976 9Tl WPR Ag] R Ahdl; hdd o
3{fIPHd Hufar g Jrafd S & ! |

o T YA T Fuer gomelt o1 3 181 € SiR 30 A1 ¥ 9 oIk} 78] dx
|
o P! SIS TR DICGC T STHT TREUT SUAY ol aidll
Question 23

English: Explain the policy framework governing the allocation of Institutional Credit in
India.

Hindi: YRd H IRINTd GG & 3fTded &I A B a1l TifavTd e & 9Hs8u |

Answer (English):

Institutional credit allocation is directed by the RBI and the government to prevent credit
concentration in speculative avenues:



e Priority Sector Lending (PSL): Mandates domestic commercial banks to allocate at
least 40% of their Adjusted Net Bank Credit (ANBC) to agriculture, MSMEs,
education, housing, and weaker sections.

o Statutory Reserve Requirements: SLR locks bank funds into approved government
securities, funding public infrastructure.

e Credit Delivery Targets: Specific sub-targets for small/marginal farmers (10%) and
micro-enterprises (7.5%).

Answer (Hindi):

TRITT TG FT e Fearoi e R Jferd famr g SiRetens & ot gr1
fAERa g ®:

. UTYTEar T & Y BT (PSL): T TR b & fod 3o ot U BT
(ANBC) BT HH 9 HH 40% PV, THIHTH, FRI&M 3R FHSR a7 Bl &7 SH-ard
gl

. AU TRAGT SFUT (SLR): SH1 & 49 61 T ¥ UFT Wt ufayfaat o
9w R, o TR AT aiernai & u= fierdr g1

. Iu-aed fulRor: 31 g Wuid feamt (10%) 3R ger It (7.5%) & fa
3{fard Pier 99 BT

Question 24

English: Explain the credit conflict between the Government and the Commercial Sector (the
Crowding-Out Effect).

Hindi: TRHR T4 TS &F & d1d IR & chRd (HI3TST-3M3C YHTE) BT STRAT

P

Answer (English):

The conflict arises when heavy fiscal deficits force the government to borrow massive funds
from the banking system:

e Resource Pre-emption: High Statutory Liquidity Ratio (SLR) and massive
government bond issuances absorb bank loanable funds.

e Crowding Out: Less credit remains available for private enterprise, investments, and
industrial modernization.

o Interest Rate Hardening: Elevated public borrowing drives up market yields,
making credit expensive for private firms.

Answer (Hindi):



g T 99 S BIdi! ¢ Td ST 81 HTeT TRT HRA & ol IRBR TR MR difeT1
TRt & YIS A & B A #:

o TGATYAT BT Yd-ARRIGUT: 3= THUASIR (SLR) 3R IRBHR a1l Bl YR fasht
bl b T ¥ B WHRI Wd § g A B

. ﬁﬁﬁaﬁWﬁW(Crowding Out):ﬁ\—rﬂw&lﬁﬁ?m%mﬁw
Bt YR I g el g

. oS &1 gie: e AT 31 811 T SR H &1 38 9¢ St 7, o

TR AN §¢ S g |

Question 25

English: Discuss the problems of Inter-Sectoral Disparities in bank credit allocation in India.

Hindi: HRd & S IRG 3fTde H 3R-85 S/GHATSN (Inter-Sectoral Disparities) Pt
Tarsff @t f[ade-r S|

Answer (English):

e Industry vs. Agriculture: Historically, large manufacturing units cornered the lion's
share of commercial credit, while agriculture (employing nearly half the workforce)
faced credit rationing.

e Services Imbalance: High-margin modern services (IT, telecom) secure easy
institutional credit compared to unorganized rural trade.

o Inadequate Long-Term Farm Credit: Much of agricultural finance remains short-
term crop advances rather than long-term capital formation (irrigation, storage).

Answer (Hindi):
. IO I $Y: TRURS =U J 73 fafuior S &1 Ire &1 9a9d o971 figw
fore, STafes =1 1 STl SHTETET B! ASATR G aral HiY & Iuférd XgT|

o 91 AT U SRAGA: Tiod YD JaT &7 HI SRAF ° FHUT 7 STl &, STaifeh
ST d UTHIU BRI ! 07 el el U

. drdmifers i A # Tt HN Ira T i i=r YT sfeudhiiad wac H U1
H1 81T 8, STaid R W1 (RiETs, Sice Wikel) & o Sreaiiies urd &
e 3|

Question 26

English: What are the Inter-Regional Disparities in the distribution of institutional credit
across India?



Hindi: YRd ¥ IRITTT 9199 o faaror I sfar-a=1g fawrdrsif (Inter-Regional Disparities)
&I I @Y 82

Answer (English):

Credit-Deposit (C-D) Ratio Skew: Economically advanced Western and Southern
regions (e.g., Maharashtra, Tamil Nadu) report high C-D ratios (exceeding 80%)),
while Eastern and North-Eastern states often record C-D ratios below 45-50%.

Capital Flight: Savings mobilized by bank branches in less-developed rural regions
are often deployed as advances in metropolitan business hubs.

Infrastructural Deficits: Regions lacking power, transport, and industrial corridors
attract negligible commercial bank credit.

Answer (Hindi):

HRI-SHT 3T (C-D Ratio) B SRIga: 3% U I U< Ui 9 afémof

0 B RI-STHT ST 80% T 31 I8 7, Safe ydf 3R gaier Isaf § g
45-50% 9 i HH WA B

Yol T UaraH: IS iR amior st & Sers 13§ s9dl &) HeRI & a9
MRS TR H 9w R foar smar 3|

gfard) e 5t w: oF &3 § wed, faore ofik I 81 8, 98t A

d HU1 & I HavId g

Question 27

English: Explain the disparity in credit availability between Large Corporate Borrowers and
Small Borrowers (MSMEs).

Hindi: 95 HTIRT IYRBAI 3R B SYRBASA (MSMEs) & d1d IR STAKIAT Bt

AT I JHSMSY |

Answer (English):

Collateral Requirements: Large corporations easily pledge real estate, factories, and
receivables, whereas small borrowers lack formal, unencumbered collateral.

Information Asymmetry: Corporates maintain audited financial statements and
credit ratings, whereas small borrowers operate with informal accounting records.

Transaction Costs: Banks incur higher administrative and appraisal costs per rupee
when handling numerous small loans compared to a single mega-credit corporate
facility.

Answer (Hindi):



« STHMA (Collateral) P JHET: I HIURE TR A F SHA, A 3R IR
R4t 3@ 2 §, Siaf Bie Al & Uy yaid see Uiy T8) giall

. I BT HUTE: T HUFE & U ifes fada faawor sk Hige e g,
STafdh BIC I BT -G SHITIRS Sgiardl d gial |

. VRIS ANE: $8 BIc BUN i o, TIaR0T 3R el § oo &1 ufa o T
T T3 PIURE HUT P! I H 954 3 ST |

Question 28

English: State four traditional Central Banking functions of the Reserve Bank of India.
Hindi: YR Rod 9 & gl IR URURS Ho1g dfcs T Bl BT I Bifoi|

Answer (English):

e Monopoly of Note Issue: Sole authority to issue currency notes in India (excluding
one-rupee notes and coins, which are issued by the Ministry of Finance).

o Banker to the Government: Manages the accounts, receives payments, handles
public debt, and grants advances (Ways and Means Advances) to Centre and States.

e Banker's Bank and Lender of Last Resort: Holds statutory cash reserves of banks
and extends emergency liquidity against approved collateral.

e Custodian of Foreign Exchange Reserves: Regulates and maintains foreign
currency assets and gold reserves under FEMA.

Answer (Hindi):

. e AT &1 THIfUeR: YR § S e 310 o1 THaH [3fde ifieR (21
& e 3R Ryaw! o BisH, S fad HAad Ik} Ha1 )|

¢ PR BT dBT: Hg 3R I BRI &b WId GHTTAT, I FUT BT JSe= BT
3R 3T | (WMA) ST

. do) BT dF Td 3ifAH HBUCET: IS db! BT AR B 3/ Uy TG
3R Gehe & JHY ATUTdhTe faha TgrrdT ¢l

. fa=N go1 iy o1 IRerd: < & [9a=h gar HeR SR Wl HeR &1 yeyH Td
TREUT BT

Question 29

English: Differentiate between Quantitative and Qualitative methods of credit control used
by the RBI.

Hindi: 3RET3MTS §RT T UG (4507 & AETHS UG OIS SUMT H 3R Ja1sy|




Answer (English):

e Quantitative (General) Tools: Regulate the total volume and cost of money in the
entire economy without discriminating between end uses (e.g., Repo Rate, Bank Rate,
CRR, SLR, Open Market Operations).

e Qualitative (Selective) Tools: Direct and channelize the flow of credit to specific
sectors or restrict speculative uses without altering overall money volume (e.g.,
Margin requirements, moral suasion, credit rationing, and direct action).

Answer (Hindi):

. UETES QTR SUT: 3 3fcqawy] B URa &1 Hdf BT 3R ST! arTd Bl
dfd ovd €, faer fod fagiy & & Yeura fhe (S Y41 &R, §& <R, CRR, SLR,
G dTSR D1 fbany) |

UMD (FIATHD) IUT: A IR &I Hdl JH1 DI Fad foH1 3D ST D
= o BRa §—TeaTon & Aba & 3R WUt &3 ) gemar 3a § (S HifoH
Hramt, Afae gara, IrRa P =) |

Question 30

English: Explain Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR) as
instruments of credit control.

Hindi: IRG 01 & 1A} & =0 H o SRIAT 3UTd (CRR) TG de1fds avard
3{UTd (SLR) o] ST
Answer (English):

o Cash Reserve Ratio (CRR): The statutory percentage of Net Demand and Time
Liabilities (NDTL) that commercial banks must maintain as cash balances with the
RBI. Raising CRR directly curtails banks' lendable funds.

o Statutory Liquidity Ratio (SLR): The percentage of NDTL that banks must
maintain in liquid assets (cash, gold, or approved government securities). It ensures
bank solvency and directs funds into government bonds.

Answer (Hindi):

o AP AR ATUTT (CRR): §! B! A Y& STHISHT (NDTL) HI 8 SAard
UfIRId S 36 A U H SREI3MTS & UMY STHT W1 USdl & | CRR S J Sl
@) F0T I DY & R U STl 3

o QYT TR SFUT (SLR): NDTL $T 98 Uf=Id St §ab! &bl 30 Il okl
Rufral ([dat, T a1 SAfed WReRT ) b 70 H 3G USdl ¢ | I8 Sl
&I TR YT AT g |

Question 31




English: What are Open Market Operations (OMO)? How are they used to manage market
liquidity?

Hindi: Gd §TOIR &1 AT (OMO) TT §? SToIR aRadl & UaeH B 3a1 fohg UHR
SUINT faaT SITell &2

Answer (English):

Open Market Operations refer to the deliberate sale and purchase of government securities in
the open market by the RBI.

e To Absorb Excess Liquidity (Inflationary Conditions): The RBI sells government
securities to banks; commercial bank cash balances flow into the central bank,
shrinking banks' lendable reserves.

e To Inject Liquidity (Sluggish Growth): The RBI purchases government securities,
releasing cash liquidity into the commercial banking system to support credit flow.

Answer (Hindi):

T SR &1 foparsfi § M= Sei S gRT IR H BRI fayfad ot et el
AR B AR

. Sifafie aaar IEH & I (@ERwifa & T59): SRAISS 96! B WBRI
gfaryfaat ST §; dl BT Tt ReSHTS & URY Tl S 8, s B e Bt
& T S 8 |

. Wadl e[ & e @& & THY): AR TR ¥ ufayfant @daar 7, o

.

SPI & UM 5 dhal Ugadi g 3R U1 &I [aR a1 g

Question 32

English: Explain the functioning of the Liquidity Adjustment Facility (LAF) through Repo
and Reverse Repo Rates.

Hindi: Y01 &% T Ra¥ X1 &R o H1HH J IS JHEISH AT (LAF) BT BV
THEs|

Answer (English):
The Liquidity Adjustment Facility (LAF) allows banks to adjust daily liquidity mismatches:

e Repo Rate (Policy Rate): The interest rate at which the RBI injects liquidity to
commercial banks against pledged government securities. Raising repo rate makes
bank borrowing costlier, discouraging credit expansion.

e Reverse Repo / Standing Deposit Facility (SDF): The rate at which the RBI absorbs
overnight surplus liquidity from banks. A higher rate incentivizes banks to park idle
money safely with the RBI rather than extending private loans.



Answer (Hindi):

T TGRS AT (LAF) 9b1 Bl 30 ¢ dRadl & Sriga ol Hefid & |
H&Iﬁ@?l?ﬂ%:

o Y01 R I oR): T8 N R O W SRE3MTS db! Bl BRI Ufayfadt &
oo SUBTed BUT Sdl g1 YU & Ig- T TT9R H KU1 7 81 9rd & |

. frad ¥t/ wurdt s gl (spF): 98 IR O R §& SuAr SR ¢
REANSATS & U THT Rl & | T8 &R Te- IR a4 SRIH HR U1 ¢ & Joig U=l
RT3 & U JRI&T TG TRiE Hd ] |

Question 33

English: Explain three selective credit control instruments used by the Reserve Bank of
India.

Hindi: HRd1T Reld s gRT IUANT fhT SIH ardl I T TS IRg o7 Jret ot
R B |

Answer (English):

o Fixation of Margin Requirements: Altering the difference between market value of
pledged collateral and loan advanced; raising margins on speculative commodities
(like food grains or oilseeds) deters hoarding.

o Rationing of Credit: Setting ceilings on credit exposure for specific sensitive
industries or borrowers.

e Moral Suasion: Persuasive communications, periodic meetings, and official
directives issued by the RBI Governor advising banks to align credit expansion with
national priorities.

Answer (Hindi):
. WIS SrmaRadarsii # ufkad=: TRa! 3@t Juftl & SoR Iod 3R feu o ard

B0 o S DI R Tl HdaT=id axgaf (3, faee) IR Aol dgrax
T aToll 3R STHIRERT bt ot ]

. 9RE B IR TS 99 I a1 &3 & o d BT Dt ifmaH dr g
PR ST

. ﬁﬁﬁ?m(Moral Suasion): W@TW%HTW@W@H@WW
doT B SHIU=TRS FU A arg &1 fob 3 AP Wil & SgaR B0 3 |

Question 34

English: Highlight the major phases of Indian Monetary Policy since Independence.



Hindi: TAd1 & 971G Y YR Aifad i & TIE 9RO &I J@ifdd Hiforg|

Answer (English):

Developmental & Planning Phase (1950s—1960s): Accommodated Five-Year Plans,
characterized by subsidized credit, interest rate controls, and deficit financing.

Social Banking Phase (1969-1990): Followed nationalization; heavily relied on high
statutory reserves (CRR/SLR), direct credit controls, and subsidized priority lending.

Deregulation & Market Phase (1991-2015): Post-Narasimham Committee; phased
out automatic monetization, lowered CRR/SLR, deregulated interest rates, and
introduced LAF.

Flexible Inflation Targeting (2016 onwards): Adoption of headline CPI inflation
target of 4% + 2% governed by the Monetary Policy Committee (MPC).

Answer (Hindi):

e v faerRITeH® TRUT (1950-1960 BT SRH): TIaS(T Tor13fl &
fauivor, ST g3 fg=ur 3R O1e & faaior iR 3nemia|

HTHTTOIE oSBT TROT (1969-1990): TSRV & §1& 3= CRR/SLR, RS
T TRG PHICT SR SISl &=f & HIR faf-HT H1 3R]

IERIBIUT TRUT (1991-2015): RAFH T & d1 T8l IRg =01 JAT,
CRR/SLR T eld, saTol a1 o7 FAUR0T 1ok R ST 3R LAF &1 LI3ma|

AT R agdidRur (2016 T IdHM): Hifad Hifd wfifa (Mpe) gRT
JUHII Hed bidh (CPI) SYTR 4% + 2% HETEhiTd o1 fafeied e aa
HT

Question 35

English: What is the Monetary Policy Framework Agreement (2015/2016) and how does the
MPC function?

Hindi: Tifge S ST TG (2015/2016) FT § IUT Hifge =ifa afffa (vee) foea

[of [aY
UhR BT Bl g2

Answer (English):

The framework statutory agreement amended the RBI Act, 1934 to mandate primary focus on
price stability while keeping in mind the objective of growth:

Inflation Target: Target headline CPI inflation at 4% with a tolerance band of +2%
(range of 2% to 6%).

Monetary Policy Committee (MPC): A 6-member body consisting of 3 RBI
officials (including the Governor) and 3 external government-appointed experts.



e Decision Rule: Decisions are taken by majority vote, with the RBI Governor holding
a casting vote in the event of a tie.

Answer (Hindi):
RTINS AT, 1934 H TRNYT IXb GERWITA FIA01 HI UTUiies fafde deg a=m
.

o HERWIfd A& Y1 ST Jed Jadbic (CPI) HTUTRT GERWITA B 4% W
ST AT (RN AT +2%, T 2% H 6% & ad) |

. Hifge Ay JAA (MPC): 6 T B AR R 3 e ARElemE A (TaR
i) $iR 3 Wi IRy &% WRBHR gRI FAgad gid 8 |

. frofa uftean: Fofa 9g0a @ 813 §; A0 RIeR 81 W SRSNSNS TR & U™
IBlUIRED (Casting) die &l G@Wﬁﬁ?ﬂ%l

Question 36

English: Define Interest Rate and explain its basic economic determinants according to the
Loanable Funds Theory.

Hindi: 15T &R B GRYTT PIOTT qUT HU™ARG HIY RGid (Loanable Funds Theory) &
IR 39b Y& FuRe] &l gH=u|

Answer (English):

The rate of interest is the price paid by a borrower to a lender for the use of capital/funds over
a specified time horizon.

According to the Loanable Funds Theory, the equilibrium interest rate is determined at the
intersection of supply and demand for loanable funds:

e Supply of Loanable Funds: Arises from domestic private savings, business
dishoarding, and bank credit creation (sloping upward with interest rates).

e Demand for Loanable Funds: Driven by industrial investment demand, household
consumption borrowing, and government budgetary deficits (sloping downward with
interest rates).

Answer (Hindi):
TS &R 98 H § Ol SUREd! gRT BUGTT ! Yol & JUUNT & dad T Figd I97a
3rafer & frQ gepra SiraT B

HURG HIY RIGid & TR T TS &R BURKRG SIS ! AT 3R TYfd Bt
T ¥ T Bl &




. BURY B B ATYfe: T8 G B aaId, ARG FAfepg Bt & e
3R & TG Yo ¥ &1 § (TS &X Fe WR 3MTYfd Feal g) |

« BURRY BN B} HT: I8 e Haw, safemTd SUHIT Y 3R TSR &
SIS °1C BT gfd & I Bl § (TSl &R ge UR TR It ©) |

Question 37

English: What is a "Bond Rate" (Bond Yield) and how is it related to bond market prices?

Hindi: "8 X" (31 JIeS) 31 § dUT SUPT S & SO Yoo o 1Y o1 e gl g2
Answer (English):

The bond rate or yield reflects the effective annualized return earned by an investor on a debt
security relative to its current market price.

Annual Coupon Payment

Current Yield = Market Price of the Bond

Inverse Relationship.: Bond prices and bond yields move in opposite directions. When market
interest rates rise, existing bonds with lower coupons become less attractive; their market
prices fall until their effective yield aligns with prevailing market interest rates.

Answer (Hindi):

IS &R U1 WSS (Yield) I8 AMNE UfAwh § St Teh e &) di & acHH SToTR He
¥ 3MYR W YT gl g

S e — aT%v H U (STTST) YT
divS DI JOR Yo

fagdia Tae: S Bt BIAdl 3R drs dics § gHRN Ieel Yo BlaT g | 5a SrfegawyT o
TS X Sl 8, A IR §18 & SeIR Jed IR Si1d § i I7apt qHTd) Ties =18 SToiR
R P RER B TP |

Question 38

English: Explain "Bill Rate" in the money market. Distinguish between Treasury Bills and
Commercial Bills.

Hindi: %1 SR & "fad &R (Bill Rate) @1 JHIZT| ¢oRl fad Td anftifcds foa o sfar
WY BT
Answer (English):

The Bill Rate is the annualized discount rate at which short-term negotiable money market
debt instruments are bought and sold before maturity.

Differences:



e Treasury Bills (T-Bills): Short-term debt issued by the Central Government via RBI
(91-day, 182-day, 364-day) to finance temporary cash mismatches. Zero sovereign
default risk.

o Commercial Bills: Short-term trade bills drawn by sellers on buyers to finance
commercial inventory movement. Involve credit risk based on the commercial parties
involved.

Answer (Hindi):

ﬁﬁaaﬁ'wa@(mswum)R%WWWWW@@W
gRuedT ¥ Ugd JaT SToIR & Wil SR Y-/ S 7 |

. oonl fd (T-Bills): % PR DI 3R T RIS GRTSRT fbT S aral
3eTehTiere FBUT U (91, 182 3R 364 fa); 378 ois faia siiaw =7t gidl

. gIfoiSus foa: smial gR1 A & foe! R BRIGR & 9 fod oF ard
RS g1/, 378 caraaniie Siiad i gar gl

Question 39

English: What are Bank Deposit Rates and Lending Rates? Explain the concept of Net
Interest Margin (NIM).

Hindi: S ST €3 T4 F07 &3 &1 82 Y STST [T (NIM) 1 S[aURUN B AT
Answer (English):

o Deposit Rate: The interest rate paid by commercial banks to depositors on savings
and term deposit accounts.

o Lending Rate: The interest rate charged by banks on advances extended to borrowers
(determined using benchmarks like external repo-linked benchmark rates).

e Net Interest Margin (NIM): The measure of a bank's spread profitability:

Total Interest Income Earned — Total Interest Expenses Paid

Total Earning Assets

Answer (Hindi):
. ST G: 98 ST &2 il S S 3R 1afd [idi IR AEH| &l gbd gl

« U SI: T8 TS & Sl 5 AEH| B! feT S arel BUN R TP § (dad o
CIRECICELICEAS S]]

o X[ SATST | (NIM): T8 §F &1 1S ST ATHYedT BT UHH 6:




3T Hdl ST 3T — JH T T Hol TSl T

NIM = . =
S 3MT-Hoidh URGUfai

Question 40

English: What is meant by the "Administered Interest Rate" structure and why was it
deregulated in India?

Hindi: "URNRId ST Gr" (Administered Interest Rate) U T &7 TR  qT HRa o
34 fafaftd (gaa) i feean mam

Answer (English):

An administered interest rate structure is an operational system where deposit and lending
rates are fixed directly by the central bank and government rather than determined by free
market forces.

Reasons for Deregulation (1990s):
o Fixed rates caused financial repression, yielding negative real returns for savers.
o Distorted resource allocation and caused inefficiency in credit deployment.

e Deregulation allowed competitive pricing, improved monetary transmission, and
enabled banks to price loans according to borrower risk profiles.

Answer (Hindi):

UMY SIS &R YUITCH! 98 SaRAT § ST8T S| 1 STHT 3R F0T <=} T FAeR0r IR Bt
AT 3R 3G GRT A GIhR W He §P 3R IRBR GRT [T A & |

4T (Deregulate) HV7 & PN
o T TAAHAIS B AR D1 AT 8 AHRIAD dRddd Tiaha e ol
. TSl &7 PRI 3MTde gIdT T 3R S| bt arHvedr gedt off|

. W B IOIR MYRG HA F o &7 & ufaegyf 981, M ifadi &1 sr o
BT 3R SIRIH & TR ST I TR B e Ha|

Question 41

English: Define Inflation. Distinguish between Demand-Pull Inflation and Cost-Push
Inflation.

Hindi: Hﬂ@ﬁﬁ (Inflation) BT TR BT | AFT-URT (Demand-Pull) Td AFTA-SIHT
(Cost-Push) H?l@ﬂﬁ T 3R Wy Difoe|

Answer (English):



Inflation is a persistent and sustained increase in the general price level of goods and services
in an economy over a period of time, causing a erosion of purchasing power.

e Demand-Pull Inflation: Occurs when aggregate demand for goods and services
outpaces aggregate supply ("too much money chasing too few goods"), driven by
monetary expansion, high government deficit, or consumer booms.

e Cost-Push Inflation: Triggered by abrupt increases in the cost of production (e.g.,
wage spikes, crude oil shocks, import tariffs, raw material shortages), shifting
aggregate supply inward.

Answer (Hindi):

o forsht srforaw & axgaft SR Yarsfi & I Yo TR H g1 ard! FRaR 8l
ad g 8, Fore g1 1 sha-xifad ue At g

o  H-URT GERwIfd: 9 S A0 SSOaR & $d IdTe &HdT ¥ S gl
S 8 (" axgslt & Ui 31 g1 GreT); I8 1Ic & Soic a1 1 fawaR 9
gl &l

« ANTA-SIfd GERWIT: S9 IdTed dNTdl (e dd & G, Joigel 8 gla, o
AT B T T e HR) B g & HRUN TYfT I Uies T S g

Question 42

English: Explain the Fisher Effect and differentiate between Nominal Interest Rate and Real
Interest Rate.

Hindi: TR YT (Fisher Effect) P THITT TYUT Fichfdd 4TSI G2 (Nominal) T
JRAfdP TS &R (Real) H 3R WF HIfoT|

Answer (English):

o Nominal Interest Rate (i): The stated monetary interest rate paid on a deposit or loan
without adjustment for purchasing power changes.

o Real Interest Rate (r): The interest rate corrected for the impact of inflation:
r~i—m (where 7 is the inflation rate)

o Fisher Effect: Formulated by Irving Fisher, it posits that the nominal interest rate
moves one-for-one with expected inflation over the long run to keep the real return
constant (i = r + m*®).

Answer (Hindi):

. Hikfdd TS &R (i): & T1 HUT 3y § Ifcarad ucier st &, fors
TERBIfd &1 DIg U™ T8l gidT|

o AIEIA® TS &3 (r): HI-Xfad H daald aq JHAINI a3




ri—-m (G@Tnﬂ?{lﬁﬁﬂ?%)

. iR guTE: R FRR & AR, e H aRafds Se &R & RR @ &
foTQ Wi i ST &R UATRIG GERWIfd i &R & 3(JuTd | et AT gedl & (i =

r+m®)l
Question 43

English: How does Inflation adversely impact Creditors and Debtors?

Hindi: &R BUGTATSH (Creditors) T GGRI/SUREGAISA (Debtors) ! [hd THR
guTfad el &2

Answer (English):
Unanticipated inflation creates arbitrary redistribution of wealth:

o Debtors (Gainers): Borrowers repay loans in currency that possesses lower real
purchasing power than when the loan was originally disbursed.

e Creditors/Lenders (Losers): Lenders receive the agreed fixed principal and interest
back, but the returned money buys fewer real goods and services.

If inflation is anticipated, creditors charge higher nominal interest rates incorporating an
inflation premium to offset this loss.

Answer (Hindi):
ST GERWITA & BT TTHMT GGl BR1l &

o SAERAUREAr @UT): F1 A arel I & H YA Fd & o] aRdfae
e BT Ad 99T B ga-T H# 9 P sl gl

. BURMIVAE®R (BT 36T aTd): HUGISH P do! MY S=RIRT Ay et
2, g 39 WIS ST G- aTell axgsii &t AT Ue Sirdt 8|

i arifd &1 Y-S 1, A1 BRIl Ugd ¥ &l SHfU® Fidh b 1ol &2 a9 B ad
gl

Question 44

English: Explain the concept of "Inflationary Expectations" and how they fuel the wage-
price spiral.

Hindi: "Hﬂ@ﬁﬁw PRINIEIE (Inflationary Expectations) DI ATURUN I THTSY TUT
Tg {5y TR ASIgl-Hed Ishogdg &I o ol &2

Answer (English):



Inflationary expectations represent the subjective beliefs held by households and businesses
regarding future inflation rates:

e Wage Demands: If workers anticipate high future prices, they demand higher
nominal wages to protect real living standards.

e Cost Passing: Employers concede to wage hikes and subsequently raise their output
prices to preserve profit margins.

e Wage-Price Spiral: Higher consumer prices trigger further wage demands,
embedding self-fulfilling inflation deep into the economic fabric.

Answer (Hindi):

TERBIaBRT TamRms § SR yfaw & 4o 3fg &1 A 39 ST 3R Il &

. Toigd) g P ART: 519 FEAIRI &1 AT © b Hiasy & 7gmg aeft, A 9 s
ST WR &1 §-1E T8 & g e HAoigd! A & |

« TG DI AT TSHT: ST TG §5 HOIGL! AT B aYer o [aTd SO aegaii
F M 3R FT3d B

. TOIgH-Yed Th: ¢ gU & G M I B! AN UaT v &, o 7S
397 1Y B! YT H3 aTel Tghogg B St 5 |

Question 45

English: What are the adverse economic effects of persistent high Inflation on Domestic
Savings and Capital Formation?

Hindi: TS S9! T4 goht A0 R FROR = GaRwifa & ufdgd e gyl o
fqaa- BT |

Answer (English):

o Erosion of Real Savings: Low or negative real interest rates discourage households
from keeping financial assets in bank deposits.

o Diversion to Non-Productive Assets: Households park funds into unproductive
physical hedges like gold, real estate, and jewelry rather than productive financial
instruments.

e Uncertainty in Investment Planning: High, volatile price levels cloud future cash-
flow projections, discouraging long-term industrial investment and stalling capital
formation.

Answer (Hindi):



. TIAP TUCI BT &RUT: 9 TSl & JIRWITA G HH 81 91l 6, df Al bl dab
H U7 ¥ IR ©1eT gl 5, ooy o sral o fiRmae ot 81
o TG URUTRAT & UATa=: T U1 4 ST 1 IR H T & Ford
T, SMyNUTT 3R ST H FRfd T a7 B
. o d sfféaan: 9o sifRuRdr & HRUT UTdt GATh &1 9t SIHH T
Hie gl of1aT 3, Fora) fefepiferes shenfiie Fawr 3ik doft fmfor 3 ST g
Question 46

English: Explain how the RBI uses interest rate hikes to anchor Inflationary Expectations in
an economy.

Hindi: 3IaRIT & GERBIAHRT TR & FHHd H- 8q SRaETSMTS S1ol & Jfg

&1 fHg THR SUANT ST 22

Answer (English):

e Transmission Channel: When inflation expectations surge, the Monetary Policy
Committee increases the Repo Rate.

e Dampening Demand: Commercial banks pass on rate hikes to loans and deposits;
elevated borrowing costs curb credit-financed consumption (automobiles, housing)
and corporate capital expenditure.

o Signaling Credibility: A firm hike signals central bank resolve to maintain
macroeconomic price stability, resetting market psychological expectations and
preventing wage-price escalation.

Answer (Hindi):

. fiforra TeRr: 59 7EE Pt IR g vl 8, oY Hifees Hif afifa Y e A
g PR A RI

. AT H B 9B T HU A R 2 8 R STHIE (EMI) 9 ST & 3R
JUHIFT T g HIURe [ AT us S g

. fAygiadr &1 H93w. Ted Afge Har IoR &) I8 WY Yobd <d & fb Heig
d% o FRRaAT & ufd 1R 8, R A-ase Tam=img id g1 ot § |

Question 47

English: Explain the difference between Headline Inflation and Core Inflation in India.

Hindi: HRd H %Sﬂli"l H?I?q'ﬂﬁ (Headline Inflation) Td DR Wﬁf (Core Inflation) |
3R WY BT |

Answer (English):




e Headline Inflation: Measured using the comprehensive all-commodities Consumer
Price Index (CPI-Combined). It captures the entire basket of goods and services,
including volatile components like food and fuel.

e Core Inflation: Calculated by stripping out the highly volatile categories of Food
and Beverages and Fuel and Light from the overall index:

Core Inflation = Headline CPI — (Food + Fuel)
It provides a clearer signal of underlying long-term demand pressures.

Answer (Hindi):

. TSR GRIEPITA: I8 IS UG Hed a1 (CPI) TR TR Fguf
Torpifa B, o 1o ok $44 oI Srfiies SRR gees o wnfird g B

. BR YERWIA: 6 $ GIHid Y IS SIR-IGId alel Wrel Uerdf 3R
YA D1 Hal DI geT a1 orar 7, 9 U YaH B HR GERB I Hed o:

PR GIRBIA = TS CPI — (T + $er)
g fHITRIT | HTT & IRAdd SIdeplieis ga1d ol ot g

Question 48

English: What is Monetary Transmission? State two major bottlenecks in the Indian banking
system that delay it.

Hindi: A5 eR0T (Monetary Transmission) Il %’? R Sfds gomeht & Eﬂﬁ oTYT
STeH aTcll & T Sl &l Ieaid difoTg |

Answer (English):

Monetary transmission is the operational process through which central bank policy rate
adjustments (Repo rate) are passed down through commercial banks into retail deposit and
lending rates.

Bottlenecks in India:

o Rigidity of Fixed-Rate Term Deposits: A large chunk of bank funds consists of term
deposits locked at high fixed rates; banks resist cutting lending rates until these
deposits mature.

o Competition from Small Savings Schemes: Government-backed small savings
(PPF, Sukanya Samriddhi, Post Office deposits) offer administered rates, constraining
banks from reducing deposit rates freely.

Answer (Hindi):



Tifge Favur 98 Ufshar & fS% gRT Hoid d &t 301 &R § fT U sgara anfofous
dai Bt ST 3R HUT &R I Ugdd 6|
YRT T T5E &Te:
. Ay ST B FSRAT: db! F UG THISH HT TS 3T Ugd I 99 I &=
R b BT @, o1d deb 3 URUS Tl 81d, S 3T BT <X ge & §<d T

. Y FUd AeEe § ufaemet: SR ok didiew okft WReRt domrs iR
e aTd FRR =T &% SR S (U ST &8 §gd HH ol B UK |

Question 49

English: Explain how high inflation impacts a country's Foreign Exchange Rate and Trade
Balance.

Hindi: 3 GETEhiTd bl ¢=1 i fadRit fafa e Ud AR S &1 fid ThR
guTfad el 82

Answer (English):

o Export Competitiveness Loss: Persistent domestic inflation makes home-produced
goods expensive in foreign markets relative to competitors, dampening export
volumes.

e Surge in Imports: Imported goods become relatively cheaper, increasing consumer
and industrial import demand.

o Exchange Rate Depreciation: A widening trade deficit, coupled with purchasing
power parity (PPP) dynamics, creates downward pressure on the domestic currency
(depreciation of the Rupee against foreign currencies).

Answer (Hindi):

. Trafa ufoegef & wft: ee aoR & 78S 9e7 @ fad it o gAR IdTe HEA B
S €, o fafal &yt fiRrae ot 31

o ITTdl | gfg: [AGRM IHM SMUeHd I¥a1 T & HRUT TG J did gf giat
gl

. 7 P Yo H RTEC (Saqeuq): UR 91el §¢1 3R Ha-Xfdd THdT (PPP) &
Rygidl & SR fae=h gaT1 SR § ®Re Ja1 (39Y) &1 Jed TR S 3|

Question 50

English: Differentiate between Bank Rate and Repo Rate in the context of RBI's monetary
management.



Hindi: GMG‘I'I_&E & Aifad Uaee & e & db (Bank Rate) Qaﬁ aX (Repo Rate) |
3R WY ST |
Answer (English):

+ Repo Rate:

o Short-term liquidity injection mechanism (typically overnight to 14 days)
under LAF.

o Strictly requires collateral of approved government securities.
o Acts as the primary anchor for daily money market rates.

o Bank Rate:
o Long-term lending rate under Section 49 of the RBI Act.

o Does not involve direct collateral/repurchase agreements; used for discounting
or rediscounting eligible bills of exchange.

o Currently serves as a penal rate aligned with MSF to penalize reserve defaults
(CRR/SLR shortfalls).

Answer (Hindi):
. Ut &Y (Repo Rate):

o TAAMTY JHRSH YfAUT (LAF) o d8d Seddbiicid (1 9 14 faT) ararar
T PR Pl R B

o 3P o1 BN ufayfad ! fRat @1 sifard it 31
o T8 &% Gg1 IR &1 J&= ifavd @ gl

. a.a'TaT(BankRate):
o SRS HAFTIH BT YRT 49 & T8d GradIAD GHad B! SMUBING a3
gl

o Y yfaufadt &1 g wmEiiar Tet S, afcws foet oY 98 W AR

AT gl

o TIHM T I8 T ¥ U ¥ §P| IR CRR/SLR IY TR ¢SS STl T
BT MYR B



