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   CO BL 
Q.1(a) What do you understand by financial stability? [2] 5 3 
Q.1(b) What are the reserves of commercial banks that are held by the central bank? [3] 5 3 

     
     

Q.2 What are adverse selection and moral hazard problems? Explain how the two are 
different? 

[5] 1 4 

     
     

Q.3(a) Define what a financial market is.  [2] 5 2 
Q.3(b) Who are the participants in the financial markets? [3] 5 3 

     
     

Q.4 What is monetary policy? What are the objectives of monetary policy?  [5] 5 5 
     
     

Q.5(a) What is monetary base? [2] 5 3 
Q.5(b) Explain how open market operations changes the central bank’s balance sheet? [3] 2 5 
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