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I.  Answer in one sentence each 

 

1. Define money. 

 

2. If Legal Reserve Ratio is 20% and initial primary deposit is Rs. 300 crores, The 

money creation by the banking system will be: 

 

a. 1500 crores           b.  600 crores      c. 1000 crores        d.  1200 crores 

 

3. When there is a recessionary trend in the economy, Central Bank should: (Choose 

correct answer) 

 

a. Reduce Legal Reserve Ratio Requirement       

b. Sell Government bonds in open market 

c. Increase Bank Rate 

d. Reduce taxation rate 

 

4. What is high powered money 

 

5. Define banking 

 

II. Answer in around 60 words each  

 

1. In an economy the credit creation by the banking system is estimated as Rs.200 

thousand crores from the primary deposit worth Rs. 4 thousand crores. What 

could be the Legal Reserve Ratio? 

 

2. Explain the ‘bank of issue’ function of Central Bank. 

 

3. State the meaning of: 

 

a. Fiat money     b, Credit money     c. Limited legal tender money 

 

4. Define money supply. Why is it considered as a stock component? What are its 

components? 

 

5. How does Central Bank function as a lender of last resort? 

 



 

 

II. Answer in around 75 words each 

 

1. What are the major functions of money? Explain 

 

2. Define money supply. How it measured in India. 

 

3. A large increase in Foreign Direct Investment has increased the money supply in 

the economy and creates an inflationary pressure? How can central bank sterilise 

the economy from such fluctuation. 

 

4. How does central bank function as banker to government? 

 

IV. Answer in around 100 words each 

 

1. Explain the functions of central bank as- 

 

a. Banker’s bank and  b. the currency authority. 

 

2. Economy faces decrease in aggregate demand and a recessionary trend. 

Economists suggest an increase in money supply, credit creation and Investment 

to rectify the situation. Explain the role of Central Bank to solve the problem. 

 

3. Briefly explain the credit control measures (Monetary policy measures) of the 

central bank of a country. 

 

4. How does commercial bank create credit and contribute to increase in money 

supply in an economy? Explain with numerical illustration. 
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