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i i i . ©ŝ Sd Oi°253 23® a S ea°Sz3 e g 2»d8. 
i v . ©3-^d S^ag 0<§253* ®toci253ca3 88253* g$(3* a s o g C0tZ5?®. 
V. ®503 Sl°253© 2^23333 «6c3 OtOgZS® e2 |J0323G3 235023 $®25) 

6. 
i- §<rC> 929023*29<3,G3* 15(3253*23 80(3*0303253* ©233*03 ©tzS®®̂  a25J<33®25)03 253(5253 zB6«S303253 23,25) 

e03253©«i3 253d253*253. ( ( 3 2 5 3 - ^ 04) 
ii. ®S eO330325303 253d CftlS g$(3° 92Se323)*29©ci e3®©9*»-e6 ©̂ 253(30325)* ©$253253* 8e3°23d 25)d2S3*253. 

(C5«5<fi 05) 
iii. oegSca Oead 5350253 2533(303 tgg § (3°2533@©'§(333 g29a2s*z§©(J 2SJ3&c3253*«s®zs>3©03 esszaBefo 

25)d253*253. (CZSg-^ 06) 

7. 535023 ea$50253* ®253x® 25253253* (03) ®2533©0325)° 8e3°23d 253d253*253. ( C 2 ? - ^ 05 0>l@2si) 
i . 503«3Oo(Dod Slg®253d 

i i . o§ g $ ( ^ estocg® 
i i i . e®d25j*823 c$°0®253 8253032325303 

i v . gdsa ©eo<3 e z g o o a 
V. £©(3(3233 2r>333©03* CD-Cg©$2JJ ©©2325)300 aZQ© §$(3* §(3°g® 

Vi. 2Q2325) g$(3° g®3-€&©3$' 25)33303. 

* * * * * 

2 



University of Colombo - Sri Lanka 
Third Year Examination in Arts - 2018 

(End of First Semester) 
ECN - 3158: Monetary Theory and Policy 

Time: Two (02) hours only 
Answer four (04) questions only 

1. How do you define money? (04 Marks) 
ii. Explain the evolution of money to the present form. (06 Marks) 

iii. What is e-money? Examine the importance of e-money in a modern monetary 
system. (05 Marks) 

i. Explain the building blocks of the classical theory of demand for money. 
(05 Marks) 

ii. Explain how the relationship between the demand for money and interest rate is 
described in the Keynesian theory of money. (05 Marks) 

iii. Why people increase the demand for money during inflation? (05 Marks) 

3. 
i. Explain the major monetary policy instruments used by the central bank. 

(06 Marks) 
ii. Explain how monetary policy tools are used to achieve price stability objective using 

examples from Sri Lanka. (09 Marks) 

4. 
i. What are the determinants of money supply? (05 Marks) 

ii. Consider the following information. 
Required reserves (Rs) - 300 million 
Currency in circulation (C) - Rs. 1500 million 
Checkable deposits (D) - Rs. 3000 million 
Excess reserves (ER) - Rs. 150 million 

Calculate the money multiplier of this economy. 
And, 
If high powered money is increased by 50 million, calculate the supply of money in 
the economy. (10 Marks) 
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5. Explain the results of following activities on money supply. (03 Marks each) 
i. Suppose that the Central Bank sells Rs. 100,000 worth treasury bills to non-bank 

public. 
ii. Central bank decreases the Statutory Required Reserves Ratio from 12% to 10%. 

iii. Commercial banks reduces their excess reserves. 
iv. Public withdraw money from commercial banks. 
v. Central Bank reduces the standing lending facility rate. 

6. 
i. Discuss the three criteria of choosing target variables of monetary policy? 

(04 Marks) 
ii. Describe any two transmission channels of monetary policy you have studied. 

(05 Marks) 
iii. Critically discuss the effectiveness of monetary policy in the last five years in Sri 

Lankan. (06 Marks) 

7. Briefly describe any three (03) of the following. (05 Marks each) 
i. Treasury bonds 

ii. Narrow money Supply 
iii. Expected Inflation Rate 
iv. Real interest rate 
v. Transaction money demand of liquidity preference theory. 

vi. Modern quantity theory. 


