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Q1. The Reserve Bank of India (RBI) is purchasing US dollars from the inter-bank foreign exchange market to stabilize the Indian rupee (INR) and build up foreign exchange reserves. To neutralize the resulting increase in domestic liquidity, the RBI is sterilizing the impact by issuing bonds. Additionally, the RBI is conducting Open Market Operations (OMOs) to manage overall liquidity in the financial system. Explain the impact of this RBI action on INR Volatility, Money Supply, inflation, Interest Rates and Forex Reserves (10 Marks)

Ans 1.

Introduction 
The Reserve Bank of India (RBI), as the monetary authority, plays a crucial role in maintaining exchange rate stability and liquidity in the financial system. In the given situation, the RBI is intervening in the foreign exchange market by purchasing US dollars to stabilize the Indian rupee (INR) and simultaneously build up foreign exchange reserves. However, such interventions inject rupee liquidity into the domestic economy, potentially leading to inflationary pressures and excess money supply. To counter this, the RBI adopts sterilization measures, such as issuing government bonds and conducting Open Market Operations (OMOs), to neutralize the liquidity impact. These actions have significant implications for multiple macroeconomic variables, including INR volatility, money supply, 
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Q2. In view of the Geo-political situation world-wide, what are the products provided by banks to Corporates to hedge forex risk and interest rate risk. Explain with example as to how the MNC's doing Export, Import and External Commercial Borrowings covers their Forex Risk, Interest Rate Risk and Trade Credit Insurance. (10 Marks)

Ans 2.

Introduction 
In the present globalized economy, corporations are increasingly exposed to currency and interest rate risks due to cross-border trade, overseas borrowings, and volatile geopolitical developments. Exchange rate fluctuations directly impact exporters, importers, and multinational corporations (MNCs) dealing with multiple currencies, while interest rate volatility affects financing costs. Banks, therefore, play a vital role by offering hedging instruments that protect corporates from adverse movements in 
Q3(A) Herstatt Bank    failed in 1974. Settlement Risk for Forex Transactions were the main cause of Bank failure. Explain    its relevance in present day situation/risk? (5 Marks)
Ans 3a.

Introduction 
The collapse of Herstatt Bank in 1974 highlighted the severe consequences of settlement risk in foreign exchange transactions. The bank failed to deliver Deutsche Marks after receiving US dollar payments, causing significant global disruption. This event gave rise to the term "Herstatt Risk," referring to the time-zone mismatch in forex settlements. Even today, with highly globalized financial markets, settlement risk continues to be relevant. Despite modern safeguards, the possibility of default in cross-border transactions poses systemic challenges for global banking 
Q3 (B) Assets and Liabilities are considered to be Rate Sensitive in a Bank's/Corporate Balance sheet? How the same is managed by Central Banks, Banks and Corporates with the growing concern for reducing interest rates. (5 Marks)

Ans 3b.
Introduction 
In banking and corporate finance, assets and liabilities are termed "rate sensitive" when their value or cash flows are directly impacted by changes in interest rates. With growing global uncertainty and the trend of falling interest rates, managing interest rate sensitivity has become a critical challenge. Central banks, banks, and corporates adopt specific strategies to mitigate adverse effects on profitability, liquidity, and valuation. Proper management of these sensitivities is essential for 








