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Attempt any four questions. All questions carry equal marks.

1.

In the Romer model, assuming A = 1 and ® = 0, what happens to the growth rate and
the technology change overtime (by showing the time paths) in response to a one time
increase in the productivity of research? (A and ® are the usual notations) If this
economy is characterized by a labour augmenting production function of the form,
Y = K* (AL)! % where A is the technology variable, show and explain the impact of
the above change on the per capita income, by first deriving this economy’s per capita
income level at the steady state?

Show and explain the cross-sectional characteristics of the consumption function by
clearly explaining the three assumptions that Friedman considered in his Permanent
income hypothesis. Using the adaptive expectations approach to get an estimate of
permanent income, show how the shift parameter explains the difference between
permanent income and lifecycle income hypothesis.

“The total return on a bond is the sum of the market rate of interest at the time of
purchase and the capital gains.” Extend the statementto derive the individual’s
demand for money curve under the no risk model for demand for money. How does
this model change when the risk consideration is included, explicitly into the
determination of demand for money? Explain.

In the New Keynesian models of business cycles, show and explain how rational
profit maximizing decisions by business firms can have adverse consequences for the
society. In this context, explain the importance of sticky marginal and menu costs for
the occurrence of recessions. Discuss a few reasons to explain nominal and real wage
and price rigidities in the above model.

Based on the example of the conduct of monetary policy, bring out the restraints on
policy makers. Assuming that the monetary policy is credible enough, discuss the rule
that Central Bank should follow to achieve the inflation target. Mention two
instruments of the Central Bank for the conducting of monetary policy.



6. Consumption is equal to output minus investment. In the Solow model with no
technological progress, what is the savings rate that maximizes steady state
consumption per worker? Show this point in a diagram describing the model. If the
economy’s actual savings rate is below this savings rate, then explain the transition
process to reach the above-mentioned steady state? Will this economy continue to
experience faster economic growth forever with the increase in savings rate?
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Unique Paper Code  :12271401
Name of the paper . Intermediate Microeconomics |l
Name of the course : B.A.(H) Economics (CBCYS)

Semester TV
Duration : 2 hours
Maximum Marks 175

Instructions for the candidates:

Attempt any four questions.

All questions carry equal marks (18.75 marks each).

Note: Answers may be written either in English or in Hindi; but the same medium should be

used throughout the paper.

1. Consider an economy with two goods - X and Y - and two agents - A and B. The utility
functions of A and B are given by U,(X,Y) = XY and Uyz(X,Y) = min.(X,Y).Their

initial endowments of X and Y are given asiw, = (5,3) and wy = (3,7).

(i)
(if)

(iii)

(iv)

Draw an Edgeworth box indicating the endowments and preferences of A and B.
Calculate the competitive equilibrium allocation of X and Y and equilibrium
relative price. Are these allocations Pareto efficient?

Calculate the utility levels of both the agents at the competitive equilibrium
allocation. Who is envious of whom?

Suppose the social welfare function of this economy is given by
W(U,,Uz) =U,Uz. What is the welfare of this economy at the competitive
equilibrium allocation? What is the welfare if the social welfare function is

Nietzschean?

(4+5+3.5+6.25)

A FEge - XY — 7 & Atsawarei - A T B aet uF srdsee W Guw S AT B #
STRaT weq RE aFr 2 U, (X, Y) = XY T Ux(X,Y) = min. (X,Y). 37 afeas [feat
Ffa v gw, = (53)7 wy = (3,7).

(i)

A 7 B ¥ gt 7 srfamm=i & 2917d g0 UF usrad aia a9



(i) X FY & IAeT&8T Ieqaa Aaved T Teqed H qre] HHT AT HIor0| F9T7 F Araved g2
TAT 27

(i)  wfAeTdt aeqaa smaved ¥ AT AfFATSH F ITARGAT Tq¥ AT Hiforw) Frer e Toar
ER?

(iv) == A & sreferaea s S e w1 W(U,, Ug) = U,Up 21 SIeTsEt avgas

AV GT T AFAGEAT T FATT F4T 87 Af@ ATHTSIF Fearr w4 Nietzschean g ar

FETIT T 87

(4+5+3.5+6.25)
. (A) Consider an economy with three agents- A, B and C who are choosing between three
alternatives on public expenditures for a bridge to be built in the city where they live. The
expenditure levels are denoted as P, Q and R. A, B and C want to use a rank order voting

mechanism to choose over the alternatives. A, B and C’s preference ordering over
P, Q and Ris given as follows :

Table 1
A B C
P Q P
Q R R
R P Q

()  Which alternative will be chosen given this ranking?
(i)  Which alternative will be chosen if another alternative S is introduced in the

following manner:

Table 2
A B C
P Q S
Q S P
R R R
S P Q

(iii) If agent B is a dictator, which alternative will be chosen?



(iv) If agent C is a dictator, which alternative will be chosen from Table 1 and
Table 2?
(B) Explain the implications of Second Theorem of Welfare Economics for taxation policy
of a competitive economy.

(12+6.75)

(A) T sreferedT oX fa=w Fifsre Srad i1 stfvwat - A, B 3 C € ST & o199 R # 3910 S et

TH A & AT 47 6 qF [aaedl § § 999 72 2 8l o980 g s #A: P, Q a REVA, BaC =

fAseal § o F99 T g FIe FA gaa waraErer (rank order voting  mechanism) T I9aRT
FAT AT &l P, Q@R T A, B & C & srfaram & (preference ordering) 3 w=h1e &:

arfeft 1

1| O T >
o m O W

QO ™ - O

() =% Fqaw Fear fFweT A7 JTUa?
(if) =f= vF o= e S & e e & AT SITaT € A7 FIaT [@d6ed F47 ST

aTfft 2
A B C
P Q S
Q S P
R R R
S P Q

(i) =¥ 3ifiepdl B U ST (dictator) 8, @ 1T fadsed AT STQT 2
(iv) af srfyrar C us srfamma (dictator) g, a7 |TRuft 1 2 & FF-Fi=e fashed 3= JTur?
(B) ux wiavusl srfeaaear § Free Aifd g Fedmr F qdam F qEe JHT F [Afgarat #r
qHATTT

(12+6.75)



3. Suppose a shop owner (S) wants to hire a daily wage worker (W) to manage his shop
while he is away for a vacation. The shop vields a benefit of B(x) = 90x — 5x2 — 50,
per day where x is the number of hours of work put in by W per day. (The benefit
function measures the monetary benefit to the shopkeeper and is thus measured in
rupees). The worker gets a disutility of c(x) = —0.5x, (measured in Rs.) for working
for S. To compensate for his effort, S is ready to pay W a fixed wage rate of Rs. 10 per
hour along with a lump sum amount of Rs. A. Suppose that the opportunity cost of W’s
efforts is zero and S cannot monitor the number of hours of work by W when he is on
vacation.

() Write the participation constraint for this problem.
(i) What will be the optimal amount of effort (x*) required by S from W to maximize
his net benefit (benefit net of the costs) at the given wage rate?
(iii)  Show that A will be equal to zero if W works for x* hours per day?
(iv)  Calculate the net monetary benefit of W at x*.
(3+5+5+5.75)

AH AT & v e &7 A1 (S) ST sraawter it Aafd § R il FaedT T g UF a6
it wfaw (W) & Taer =Jmear g1 g  giafas a9 B(x) = 90x — 5x2 — 50 9T grar
g gl x gfafes W g 1 & &0 0 quat §ii §edr 21 (T ATH oA SHRIET A8 T &I
AAT & JAT FOA0 § AT AT §)l AWE FOS T A wA # squAtmar (disutility)
c(x) = —0.5x, (FTTT § AT TAT ) FHAT &1 I9F A Fi eAfaqfd Fd gq, S 39 UF Raw qfer A%
Ty wiaever 10 &, fif o J9rgdl &7 &l TR g1 AT A orT 1o W 3 SATE1 o0l STasT AT 7 & qT
S 3o+ sraeRter ¥ rafer ke W T F =7l it AT ael w5 TedaT 2|

(i) == swe Eq afawier gfaeee (participation constraint) frfErm)

(i) = g A9 & T S g7 0T Rae a9 (Armat & [ae arm) feswas T agW
STUTerd YA T T2 AT (XX) FT1E?

(i) IRzefE afe w ufafe x+ gue Brf Har g O A H1HH I BRI

(iv) w o Faa Aifgs am x TR IE Biorgl

(3+5+5+5.75)



4. (A) Two friends, A and B, like to meet up in the park at a scheduled time for an evening

out. B likes to be punctual and wants to show up on time. A is not strict about his timing

and may make delays. B dislikes waiting and he would rather arrive late when A is late.

The following is the payoff matrix for this simultaneous move game :

Player A
Punctual Late
Player B Punctual 55 -2,5
Late 3,-2 45

(0 Find all the pure strategy Nash Equilibria for this game.
(i) If the game is played as a sequential game where player B moves first,
what will be the SPNE of this game?
(B) Find all the pure and mixed strategy Nash equilibria of the following game :

Player Y
Left Right
Player X Top 1,1 2,3
Bottom 3,2 0,0

(10+8.75)

(A) @1 =, A 7 B, a1 &1t [Rfea 07 97 a | {eEr 996w 79 g1 B 99T i qraeal 1hee
FAT & F HHT T Tg 9T AT2aT 5| A I THT F a1 § T%d 7gl & F 3 F ahar gl B & weitear wzar
TERE Ael & F ST A T A1 TETE A1 98 &€ | A7 Sgaw qaw=n Feferfea arioft § @ g =1
o (simultaneous move game) & e 3T g €:

et A
qHT T A
e B | AT 55 -2,5
T 3,-2 4,5




() =& & gt 9 Torifa o geqer 1 A
(i) =@ =8 9 1 TF FAEAAR @ & X 9 GdqT STl g gl WGATSr B 98 a1
T2, 91 28 @1 w1 SPNE T gRmm?

(B) Fefarfea e gg it q& 7 = Torifa Ser geqadi & S1a Hifore:

ICEIEIRE
ataT T
et X | T 1,1 2,3
= 3,2 0,0

(10+8.75)

5. Suppose that a monopolist is operating in two different markets in two separate cities.
The inverse demand curves for both the markets are given by P,(Q,) =200— Q, and
P,(Q,) =170 — Q,. The monopolist faces a constant marginal and average cost of
Rs.50 per unit.

()  What is the profit maximizing quantity and price in each of the markets?

(i)  Calculate the amount of profit that the monopolist makes in each of the markets.

(iif)  Calculate the mark up in each of the markets and show that the mark up is
inversely related to the price elasticity of demand.

(iv) What will be the amount of output produced and price charged in each market if
the monopolist is forced to follow the marginal cost pricing rule? Without
calculating, write the amount of profit generated under marginal cost pricing?

(5+3.75+5+5)
AW AT & T THITeramET a1 ST qgl § &T ST aSRl | F F W@l 8| 39 a1 g Taars
|7 @® #wAee P(Q) = 200— Q, 7 P,(Q,) =170 — Q, 3 wHEwRT Fit o Hwra 7
AT AT 50 F. I TS &
(i) T TSI | & T it AT SATARAH FLA ATAT HHT T T 7 372
(i)  UHITEFET ZRT T ST | ST A7 ¥ 0T FHife)
(iii) ¥ s # AT (mark up) it orET FIST qur guatzu B arherT /iR i fa F= T

=T =7 9 (inversely) awafeera g1.

6



(iv) 3% uwifasrT i AFa-ama-fma [ w1 9 #3729 gq ared &3r ST qr e fi
AT T AT FT gr? &7 ot &, Heea-ama-eg [ S fofa § @ i /e
forfem

(5+3.75+5+5)
6. (A) The inverse demand function for a commodity is given by P(Q) = 160 — Q.Two
firms operate in this market with different cost functions. Firm 1’s margnal cost
function is given by: MC, =30 and firm 2’s marginal cost function is given
by MC, = 50.
()  Find the equilibrium price and output of both the firms in the Cournot game.
(i) Derive and draw the best response functions of both the firms and clearly indicate
the equilibrium.

(iif) Find the Stackelberg equilibrium price and quantity if firm 1 is the leader.

(B) Consider a monopolist who faces two markets with the following demand curves:
Q =60—2Pand Q =100 — 3P and a marginal cost of 12 per unit.

() Find the optimal two-part tariff when he can distinguish between the two
markets.
(i) Find the optimal two-part tariff when he cannot distinguish between the two
markets and wants to serve both the markets.
(9+9.75)
(A) TF FE B T AR FAF P(Q) = 160 — Q & | TAN-SAAT AN FAAT ATAT AT FH 29

TS § FF FAT 5| FH 1 FT ST AW BAT: MC, = 30 § TATFH 2 T HAT AR
AT MC, = 50 8l

(i) Fle @ | AT FHI 6 Feqad TAET HAT F ITTE AT D0

(ii) I FHT % qATT TITL FAFT 0T AT HITT TAT Feqea H1 eqga: Hfega Hiform)

(iii) =TT T 1 STURTHT § T EEFART TeqeAd § Teol = T o AT AT FI191T7 |

(B) TH THEMRHER W (IR I N & < ORI & I H=a1 § oFd A7 9%
Q=60—2P @ Q=100 — 3P & qUT U AN Ufd 3HTS 12 B |

(i) STF9g 3T I AR & A& [AHE HT T AT AR 13- R 7 Bl AT HIor |

(i) ST 98 =7 M SR F 7 FA9E T F Th T TAT A1 § F17 FAT AT A1 3299 {3- 91
I T AT T |

(9+9.75)



Unique paper code: 12271602
Name of the paper:  Development Economics Il

Name of the course: CBCS Core — B.A. (Hons) Economics

Maximum Marks: 75

mester: VI
Semeste Time: 2 hours

Instructions for Candidates

Answer any 4 questions.
All questions carry equal marks.

Answers may be written either in English or in Hindi, but the same medium should be used
throughout the paper.

et & fore fAd=r

gt 4 usii &1 IR A |

Tuft usii & i THH B |

Ty BT IR fed! Sryar il Areqd & fora S wavd § WReg 9l Uil &1 SR U &) Jred

o g a1fey |

1. Fertility choices that are privately optimal may not be optimal socially. Discuss this
idea with reference to a situation where the state provides free public education. Can
there be excessive fertility if the dominant social mode is one of joint family?

gatelet 2fFd [Aded ST sl dil W §5edd gl, ATaeqs gl [ THolh &9
¥ ocad gl 30 R & Wedt 7 wdf Y FEl o HFd Wdsiteieh et
Yo T §1 A 9@ Ao fauT §gFd 9REaR # & uw g ar F@ur
HcTTF Yolelel &THAT @1 Hehcll 72

2. ‘Without the existence of a surplus in the agricultural sector, it is difficult to create
growth in the industrial sector’. Critically analyse this view in the light of a relevant
model that links economic development and agricultural surplus.



FY 8T 7 AT & 3aca F e, M@ a7 7 gefr wer wfoa
g1 38 TIREHIT 1 3T faehrd va Y TRV &1 3798 # Siser are v
qrafe HAisel & Yahrer # fILATuT Y|

. What is Marshallian inefficiency? Elucidate this concept in the context of the two
dominant forms of land contracts that prevail in the developing economies. Which form
of land arrangement will be preferred by a risk-averse farmer under conditions of
uncertainty?

AT AT FaT 82 fashraelier et & sared off& 3refael & & wogw &l
& TG H U NGYURUT I TS HY| fARadar fr fufa #& fEa-aea
fohdTeT GanT o TaedT & ThE &I HT TrATHbar & STwan?

. How do interlinked transactions generate efficient surplus if a loan is partially repaid in
the form of labour? Assume the rate of interest charged by the lender to be higher and
wage to be lower than the market rates. Will it be a more preferred contract if labour is
subsidised while the rate of interest is the same as in the market?

e Tohdll 0T & 3IAH &7 & 47 & T & AT ST g, o HeR-Foaftd
TSt A AT fohd JhR 3ceed Fcl 82 RUTGIAT GaRT 9T 7T ST
Sl &Y & 3TAH TUT ASGY &, SR H Teliod FASIQY &k ¥ HHA AW |
T I HTUH GHEIGT e g G AH T Hiews &1 ST § STafeh saref
e SOk H AT g7

. What are the major components that need to be analysed to estimate the quality of the
environment? How does the use of economic incentives compare with command and
control policy as efficient solutions to environmental problems?

q?II‘IETUT@TdAUIddI I ITATA 9Tl & TIT fohet foreT goq@ el & faeeivor
Fel ol AT §? YATRONT FHEAIN & HAT FHA & &I H FHATS
ar AT AfY & Y 3fAF N &1 3UAET HT gar g2

. How is the deep global integration of the WTO regime different from the shallow
globalisation of the Bretton woods system in the formulation of domestic policies in
the developing world?



faerrerelier faea # ee] Tt & AT & ST gg8 JuTell & 3Yel dediehioT
U SecgLIT ATHT ol TGN dfRdeh ThiaoT fhd g foeet 7




Question set for New course

This Question Paper contains three pages Roll.
NOcovieeiee,

Unique Paper Code : 12277608

Name of the Paper  : Environmental Economics

Name of the Course : B.A. (Hons.) Economics - CBCS-DSE

Semester : VI

Duration : 2 hours hours and additional one hour for down loading

question paper and scanning and uploading copy of the answer sheet
Maximum Marks 275
Instructions for Candidates

Answer any four questions. All questions carry equal marks. Answer may be written
in Hindi or English but the same medium should be followed throughout the paper.

3nfiear) & fag fAder
fooeel Wt TR 92AY BT IR < vl 7oA W M 37 & 37 &<t ar it o forar <
ThdT g Wfded 3 IR @ AT U & Aread P71 Ut fosar ST anfgy

1. How do environmental goods differ from marketable goods and why do
economists try to impute prices to environmental goods? Distinguish between
hedonic and household production approaches and show how they are used to

measure demand for environmental goods.

wafRvig =gy fauvg =gt ¥ 9 ypr M= 2t § 3k sreferrwit
vafaRoiig a¥g3il @ Feal BT ATHe (impute) o] B &7 Feifeb 3R e
(eT3HEIeS) 3Ted fepivn & W fang Hiford 3ik fewred fas g siafa
YafaRoT a3t @ el &1 b fsd YR fasar Srar 21

2. Design a ‘best practice’ contingent valuation study incorporating all the six

main components in case of clean Yamuna water in Delhi. Identify the



problems of the contingent valuation approach and describe how they can be

overcome by using the experimental markets approach.

feoett A Taes a1 @ U & ATl A Wil 88 T gl B A Bd g
T HafdH 30 GIEIh eied 3naad feured SIfchl| safEie
Hedich TLBIVT 7 37 aTeit FHRTM B ygaH bieid iR Jwegy fis
TN ITSTR EfRBIOTHT 3TN P 3= DA &R BT 11 qepar B

Critically analyse the double dividend hypothesis and show that the magnitude
of the double dividend from an emission fee is partially offset by the dead
weight loss which may arise due to the interaction between emission fee and

income tax using appropriate diagrams and equations.

AT AT B URBEHAT BT AT S HU I faeaiwor w¥ 31k 3fea sm&
3R FHION &1 3TN B 22ATE h I Yeh A YT BM a1 ale
SRRl T IRATOT 3TIHR 3R IS Qeb P @i 3ia:fhar & HRUT 3=
BN a1l 32T T B BROT HifE HU A FHST 8 1A

‘One of Coase’s conclusions is that under some conditions, it makes no
difference to efficiency whether the polluter has a right to pollute or the victim
has a right to clean air’. Describe these conditions? With example of a car
factory (the victim) and a refinery (the pollutant) show how the Coase’s
conclusion holds good. Discuss how the presence of free-riding and private

information leads to sub-optimal outcome.

BieT B fspuf ¥ F v I8 ¢ 1% B ol B dgd, 39 919 J e W B
%P T8 Ugdife Yeud Bl YEuUT B Bl AfBR wiE ¢ ar Wifgd b
TS gaT &1 ATUBR U g1° S 2Adf BT gui HIfeid? R Hhaedt (Fifga)
3R T RBIgRt (Igu®) & 32101 & gRT Gamsd {6 Pist &1 fAww fasdaan



&l g1 Tt B 6 [:¢[ew gt 3R sl et & RoT f6d TR
39-gead RO 9T 81 & |

The magnitude of damage per unit of emission changes with the distance
between sources of pollution and receptor. In the case of two sources of
pollution and one receptor show how a uniform emission fee results in
inefficiency. Develop a suitable method of taxing pollution that overcomes

this inefficiency problem.

Afd gfie 3ol A B arelt aifd &1 afmTor, o o1 Jidil 3k e @ d
B I wIfdd gar B YEEUT & Q) Hial 3R T RAeR & AW A
feaTsd 6 ThaI 3AoH Qeh fhd UPR 31%erdr Ic~Tdhedl &1 UguuT
B A B T T 3ugeh fafd fdafa HIfSA St 59 & & JHwT Bl

TH |

Describe the model of voluntary agreement between an environmental
regulator and a polluter in the presence of legislature highlighting their
strategies and payoffs. Explain the conditions of minimum acceptable
voluntary abatement offer and maximum acceptable voluntary abatement offer

for the regulator and the polluter respectively.

faafderdr 3uffd & v yews 3R va waferor fFame @ dia, 336t
WG 3R QBRI (pay-offs) Pl IAMR &d gU, WfBH FHSA &
Afdsy &1 quia Hifed | fFame 3R Jeue & fag s Jaaq e
wWiBs FHew uwa 3R iftear e Wids Fiee awaa &
ordf Pt e Hifad |



SET A

Name of the Paper: Financial Economics

Name of Course: B.A. (Hons.) Economics — CBCS — DSE
UPC: 12277612

Semester — VI

Duration: 2 Hours Maximum Marks: 75

Instructions to Candidates:
e Use of scientific calculator is allowed.
e Attempt any four questions out of six.
e All questions carry equal marks. Subparts of a question carry equal weightage.
e Answers may be written either in English or in Hindi; but the same medium should be
used throughout the paper.

wanfiat §q smegaen
o dATfAF Hohelex HT ITAT ThAT ST Hehcll B
e T FH T gl IR U & 3R QAT
o T WeaAl & IR 3 &1 U U o Fofl 3NN T 3ieh-HR sTe] o
o JoR fE=Cr & a1 36 & U S Thd § Wed W IR A T g1 ATEIA &1 39T fovar
Sttt =gl

1. (a) What are forward rates? Invoke the comparison principle to derive the formula for a one-
year forward rate. How does the arbitrage argument justify the use of the comparison principle?

(b) Suppose that you take out a four year loan of Rs.10000. The bank requires you to repay the
loan evenly over the four years. Suppose the rate of interest is 10% a year. Find the annual
payment that is sufficient to repay the loan. What is the interest paid for the last year?

(c) Calculate the present value of an annuity that begins payment one period from the present,
paying an amount each period for a total of n periods. How does the answer change in case of

perpetuity?

(a) ®@s &¥ (forward rates) &1 §? doiell & RAged H AT F TH-IUT BRAS & &
st Gcdewl HAT| RIS T, Joiell & Aged 1 fhd TR JFawerd Se3rdr 82

(b) AT NfST & 3T 10000 &. FT Th IR-IET FKOT ofd gl db I 3 T Ig 39T+ & &
39 SEHT Gl IR anf H SR & & HY| AT AT & sarer e widay 10% &1 For
& GRYITATe el §] TRie aritieh $[aTclel AT hfSiv| 3ifeas ay gq 3rer fohar aram sarer &
22



(C) T U TGSE I AAATT A AT T [STHF T 3T & Teh a¥ H URES gl &
$H TR HT $PIAA Fel N IAAA Toh giam §1 TG & HHST H Fg oer fohdd o aRafelea
gl SiTem &7

2. (a) Describe the Markowitz problem. How does it lead to the two fund theorem?

(b) How is CAPM expressed as a pricing model? Derive the certainty equivalent form of the
CAPM.

(c) Assume that the expected rate of return on the market portfolio is 23% and risk free rate is
7%. The standard deviation of the market rate is 32%. Assume that the market is efficient. Write
the equation of the capital market line. If an expected return of 39% is desired, what is the
standard deviation of this position?

() FTpifGesT FATAT &7 JUIA HITAT| SHY & N HT JAT hd FdR 9o grer 87

(b) CAPM & w& HHAI-RAUROT Alser & & H 59 g gad Far sar 8?2 CAPM &
fARTAd-Jea & AT HfSv]

(c) 7t AT & e & déwiforlr W gfdwer H JARid ax 23% § aur SfEH-IFd & 7%
g1 SR 1 Al fawelet 32% g1 &l ST & SoR Horer 81 Yot SToiR X@m &1 Ffehor
Tl 3 39% FT JcaTRid 9fdwe aifod ¢, df 39 ufd H Ade [Gges Far gem?

3. (@) A4 month European call option on a dividend paying stock is currently selling for Rs.6.
The stock price is Rs.65, the strike price is Rs.60 and a dividend of Rs.0.90 is expected in 2
months. The risk free interest rate is 12% per annum for all maturities. What opportunities are
there for an arbitrageur?

(b) A call option with the strike price of Rs.50 and a put option with a strike price of Rs.45 cost
Rs.2.50 and Rs.3.50 respectively. Both the options have the same maturity. Formulate a strangle
using the two options. Draw a diagram showing the variation of the trader’s profit with the asset
price.

(c) “For an investment asset, the convenience yield must be zero; otherwise, there are arbitrage
opportunities”. Explain the statement.

(3) T STHI S dTel Fleh W Th 4 AE & JUUT i [dhed 3167 6 & 7 & w1 wia
& HIAT 65 F. §, TN AT 60 & ¢ AT 2 AE H 0.90 & HT HA TR ¢ STEH-FFd
SAST &Y Tl gRUSFA3 8 12 % Wiy g1 HecRuvleiehall & T8I FT AT g2



(b) 50 &. dT YgR HAT dTel Teh il [&dhed T 45 &. &I YgR HIAT el Teh Y fdeheq &
AT FAM: 2.50 . 3.50 F. &1 gt [epedl A IRUFIATT AT §1 57 & Qapoar Fr
WETIAT § Tk FEaTel & HAUT drioiv| aRaFdfea it HIad & @y <oy & oret 7 aRdade &
gelleT aTell Th 3G SA8T|

(c) ‘T TAaer qREFFTIca & GiauT ofetr T gloll AT, IHeTUT HecRUUlT HTET 3Uclet] Bt
&1” 39 HUF F GHATSU|

4.(a) Define marking to market, initial margin and maintenance margin. A trader buys three
September futures contract on silver. Each contract is for the delivery of 10,000 ounces. The
current futures price is 200 paisa per ounce, the initial margin is Rs.7,000 per contract, and the
maintenance margin is Rs.5,500 per contract. What price change would lead to a margin call?

(b) Explain what is meant by a perfect hedge. Does a perfect hedge always lead to a better
outcome than an imperfect hedge? Explain your answer.

(c) Suppose that a put option on a stock with strike price Rs.42 and Rs.48 costs Rs.5 and Rs.8
respectively. How can the options be used to create (a) a bull spread and (b) a bear spread?
Construct a table that shows the profits for both spreads.

() STSIR & TTY 37ehe], URTEHF HATfoled T IWIWTT ATfoleT H IRIMAT ST v sy =iy
W el AR wgad 3egeey Tdedr 81 Yeds 3ejee 10,000 3iE & f&awor 39 &1 adae
TgEE HAT 200 dF uid 3w &, IRFHS AfSia 7000 & 9fd egeey @, qUr IEX@nd Aol
5500 & Ui 3fefeetr g1 AT H 1 IRacle glel & Hlfolel hiol g2

(b) qut g7 & &1 AcTd 8, FASST| FAr qUf g7 & AT IYOT &7 1 BT gk JOIH ored
grar 82 379 3ccR I FHSSU|

(c) AT NTAT & TR FAT 42 T 48 &. dTed Flh W Y Ahod i HAd HAA: 5 F. T 8
%. ¢l 3o1 fOedt & (a) aoifsar 9@ (bull spread) @ (b) #&f3ar &R (bear spread) fFa TR
it fhT ST Hehd 2 alell SHRT & sl & giiel arell weh @IRON S=rgv|

5.(@) What are different payout methods? How do companies decide on payouts?

(b) ‘Leverage increases the expected stream of earnings per share but not the share price’.
Explain with the help of an example.

(©) Explain four ways in which a company repurchases its stocks.

(a) TafdeT sparcreT faferr @ €2 Sufadl s W fhE v Aol o 872



(b)  oats ¥ 9fd R T T GARIT Fal6 96 STl ¢ We] AW HT HAT 7611 39 Teh
3CTEUT &1 HeIdl ¥ FASSU|

() & IR R @ avia fIfST Saw Fufaar 39 e @ g @dedr gl

6. (@) A company X will need to purchase 4 million pounds of frozen apple juice concentrate in 2
months and decides to use frozen orange juice concentrate futures available on NYMEX for
hedging with each contract size of 52,000 pounds. Standard deviation of frozen apple juice
concentrate is 0.027, standard deviation of frozen orange juice concentrate is 0.036 and the
coefficient of correlation between the two is 0.728.

I.  What position a company will take to hedge the risk?
ii.  How many contracts a company will take if it does not differentiate between frozen apple
juice concentrate and frozen orange juice concentrate?
iii.  Find the minimum variance hedge ratio and calculate the optimal number of contracts.

(b) Briefly explain the concept of immunization. What are its shortcomings?

(c) Consider a stock option on a March cycle. What options trade on (i) May 1 and (i) June30?
Explain your answer.

(a) T Hue Xaﬁzmﬁ@a%4ﬁmﬂmaﬁ§¢waﬁ@ﬂﬁﬁmmm
WW?@W%@NYMEXWWW%@@'UW%W@#&@WUi FT I Lo HT
fofer #cll & STl 9 3EIewY T 36K 52,000 W3V §| A & STH §U IH F Alefoh faererst
0.027 &, W%aﬁg@mmmﬁw 0.036 &, TUT 51 GIeil & AT HgHFawH 0N
0.728 &1

I SNRH & 8T e & Frden Far FAfT oah?

i. A FFEN AT F @ T R & W & 7Y QNG G F AEch aF 95 e efeew
dam?

i, FYAIH YEROT @S 3Id AT FIAT T 3Hefeetll i gScdr AU AT 0T HIfSAT

(b) SfCRENAIOT T IAUROT HT &Y H FHASTST| FHT FAT H{AAT 572

(c) Frd 9% W T Wik [Ahed W faar Hifawl () 1 75 7 (i) 30 ST a1 et Aepent &
SR §E? 3197 3ccR I THSTSTY
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et ¥ e
o AAF Hhosholex HT IUAT BRI ST Fehell B
e T: H U gl IR MaAT & 3R AU
o TN YRSl & RIS 3k &1 Uh U & T IUHDN FT 3F-HR KT 2
o Ioal fEwdr # a1 36 &/ U S & § W] W IR H Teh g1 ATEIH &7 3997 febvar

ST arfeul

[EEN

. (a) Explain the annual worth method with the help of an example. How does it differ
from the NPV analysis?

(b) Using the two methods of evaluating investment decisions: the IRR and NPV
methods, evaluate the two flows associated with harvesting trees to be sold for lumber: (i)
(-1, 2) cut early and (i)

(-1, 0, 3) cut later. Assume that the prevailing interest rate is 10%.

(c) Consider two 5-year bonds. One has a 9% coupon and selling price Rs. 110, the other
has 8% coupon and sells for Rs 95. How will you construct a 5-year zero coupon bond
from prices of the above coupon bearing bonds?

(a) @S Hea fafTr &I Th 3cEY0T dI WA ¥ FHAssUl I NPV faeewor & e
TR et g7



(b) fRder wreeth Aol &1 Aearrea awer v oY A=, IRRa NPV fafedi $r werar
¥ el T FwlEh Thsl & T Sl § TR al Jargl &1 Hedichad HIST: (i) (-1,2)
STedl @rer STy (i) (-1,0,3) sTg # @rer Sv| Al aifae foh gafad sarsr a3 10% g1

(c) @ 5-ad¥tg seEr-udl W fauR RST, v & 9% Hua § dur kg FHAd 110 & 2,
X # 8% HuaT § U fahg HAT 95 & g1 T IWIFA al HUAURT T
HIAN q Th 5-a9g eI-HUA T TF fhE TR FATCN?

. (a) In Markowitz Portfolio Optimisation Model, the efficient frontier of risky asset must
necessarily include the ‘special portfolio’ having least variance. Elaborate.

(b) Find the duration D and the modified duration Dy of a perpetual annuity that pays an
amount A at the beginning of each year, with the first such payment being 1 year from
now. Assume constant interest rate r compounded yearly.

(c) Consider a world with only two risky assets, A and B, and a risk-free asset. Stock A
has 200 shares outstanding, a price per share of Rs.300, an expected return of 16% and a
volatility aof 30%. Stock B has 300 shares outstanding, a price per share of Rs.400, an
expected return of 10% and a volatility aof 15%. The correlation coefficient pag = 0.4.
Assume CAPM holds. Calculate the expected return of the market portfolio, volatility of
the market portfolio, the beta of each stock and the risk-free rate.

(2) ATRifdCST & NERTRT geecenor Aise #, SNT@AYT yRwFalcd 1 Hae dar &
FAGH FEIOT arell faY GiEwifer’ 3raRISea: A@fFAfIT gl @iiRul 3§ wUT &
SEEIE

(b) T THr amREd TgSEr @ afr D g HAMUT af Dy AT AT S o gcde af
& URFH H T AR A S I HIA &, TAT FH TR HT TUH 3T 39 § Th a9
# ghm| A AT B aiffe el areh R sarer &3 r g

(c) ™ W frg W faar Hifow FEH Faa ar Hf@aAqr aResafcaar, AT B & aur
U Af@A-AFd aREFafca 81 e A 200 2RR §@RT g, 9 fRR Hred 300 €. 8,
TTRIT Ufater 16% & aur 3feuRar (volatility) o 30% &1 €&t B & 300 9RR &RT £,
gfd R HAT 400 & & SR gfdwa 10% g aur 3fRRar ¢ 15% g1 dgaseey
IUTE pag = 0.4 &1 AT AFT F o7 CAPM & g1l 1 SR GiEwhifor & SR
i, aToTX ArEmIferr @ 3R, s Teid & der o Sf@H-HFd el dr A0
Hrfav|



3. (a) A4 month European call option and European put option on a non-dividend paying
stock is currently priced at Rs. 4 and Rs.3.25 respectively. The stock price is Rs.41 and
the exercise price is Rs.40. The risk free interest rate is 9% per annum for all maturities.
What opportunities are there for the arbitrageur?

(b) Consider an investor who buys a call option contract of 100 shares costing Rs.3.75
with the strike price of Rs.55. Suppose that the stock price rises and the option is
exercised when the stock reaches Rs.62. A commission to be paid by investor to the
broker is given below:

Rupee amount of Trade Commission*

<Rs.2,450 Rs.25 + 3% of rupee amount
Rs.2,450 to Rs.7000 Rs.40 + 1.5% of rupee amount
>Rs.7000 Rs.100 + 0.5% of rupee amount

*Maximum and minimum commission is Rs.35 for the first contract. Also, investor pays
0.8% commission to exercise the option and further 0.8% commission to sell the stock.

(i) Calculate the total commission paid by investor to the broker.

(i) How will this impact the net profits to the investor?

(i) What will be the total commission paid if investor purchases nine contracts of 100
shares each when the option price is Rs.2.50?

(c) The spot price of gold is Rs.20 per ounce. The storage costs are Rs.0.6 per ounce per
year payable monthly. Assume that interest rates are 9% per annum for all maturities,
calculate the futures price of gold for delivery in 9 months. Also, explain the relationship
between futures price, spot price, convenience Yield and cost of carry.

(a) SITeTRr T ST o &Y ATl Ueh ¥ieh W 4 AG & U JUUT Fiel fdehed T Th
QU e fdemeq fT AT HAA: 4 T T 3.25 T g1 Flh HT HIAT 41 T § U [@epoy
39T Hed 40 & 81 SNOA-FFA sA6T &I Tl aRueracsit & 9fadad 9% &1

e UUTeTehall g &1 A 3T &7

(b) T faRr W IR ST ST 100 WRT &7 T e &heq geetr @liear ¢ Sraeh
HHAT 3.75 T. § AT 39T FIAA 55 . &1 AT NS o Tl AT HIAT ol @ ddT
ﬁWWWN%&TW%Wﬁ?@[WGZFW@m%I IGEMED
EaRT 3MMefdU &l & JTel alell 3Ted faFe TR &

SO Hr AR T A 3TeT™

<2,450 . 25%.+ % H TR &1 3%
2,450 & 7000 %. 40 %. +%. #7 TR &1 1.5%
> 7000 %. 100%. +%. & TR Fr 0.5%




* YA el g HhaH T goldd 3Med 35%. g1 Adver 0.8% 3ed fashed &r

3T & g &l & Ul 38 AR 0.8% 3HTed Fidh &l adel g &aTl &

(i) faereR @RT JMGfdT &I & ST aTell Fel 3G I I HIfST|

(i) STT RAeF F Faer TTH W FIT YT gEI?

(i) afE Faees 9fd 3egeEetr 100 RRT arer 100 efoetr WG § o fawed & Hrea
2.506.%*a‘r§$r3ﬁ‘|aﬁaxrmﬂws’nﬂ?

(c) AT Fr acATeT FrAd i 31 20 3. &1 HUSRUT aeTd gfa 3t gfday 0.6%. & S
f& A1 al 2T 81 AT NTST & @l gRuFaansit g sarer v 9% ufd a¥ g, o 9
AT # fqeRoT g AT AT TG HIAT AT HIGT| T HA, TiC AT, Fhaer
AT AT T 9T & HAET oo I JHSATST]

4. (a) “As the delivery period for a futures contract is approached, the futures price

converges to the spot price of the underlying asset.” Explain the statement.

(b) An investor wants to invest Rs.800000 in different stocks with different beta. The
portfolio of beta is given as 1.223. Assume that the investor takes a position in S&P 500
futures having a value of Rs.9,000 with 4 months to maturity to hedge the value of the
portfolio which is currently trading at Rs.9,025 with the current lot size of 25 (one futures
contract is for the delivery of Rs.25 times the index). The index turns out to be Rs.8,505
in 4 months and the futures price is Rs.8,525.

Given the above situation, explain the strategy followed by the investor.

Calculate the hedge value.

Calculate the number of contracts required to hedge the portfolio and explain its
significance.

What will be the position of the investor after 4 months?

If beta of the portfolio reduces from 1.223 to 1.1, how will the number of contracts
change?

(c) A4 months call option with a strike price of Rs.100 costs Rs 6.50. A put with same
strike price and expiration date costs Rs.7. Construct a table that shows the profits and
payoffs from straps. lllustrate with the help of a diagram.

(@) “SH-SI T FgEd ey @Y AT 3EfY Ree el 8, d9-38 wgEd drAd
Iedfeiied AREFTIc I Tle AT S IR AAGT gleh &175H HYUT I FHAATSV|

(b) Teh TAARNF 3TET-37T SIeT Tl 3eldT-37eldT Tk & 800000 . A ¥ =g 2|
tn'éq#ﬁznasré’lamﬂsﬁmgw%lmaﬂﬁv%ﬁaﬁmmﬁﬁm%zs 3. T
FAATT 3R 25 aTel GIEHIT &1 g7 #¥el g 9000 . AT T 4 AE GRUeFdar afer



arel S&P AT Iefeetl F RAfA odr & (T arder eleetr gadhie & 25 I TR &
faeROT &< 8)| HoAhieh T AT 4 ATE a1 8505 &. §icl & Ul FAH HIAd 8525 . glall
gl

i 3WFd Bufd A fAges & e # aassel

ii. g AT & AUET Hifav|

jii.  AIEwIfoR B g A g INTARTH e[dll T HEA Y AUET fAT T_T FHRT
HEcdl I GHASSUI

iv. 4 7 7 g dr Rufa a2 gef?

V. g diEmer #r der 1.223 & TR 1.1 g e €, o Jefeel i aedr R
YR qRafdd gr Sireefr?

(c) 100 &. YR HIHT aTer 4 HAE & T Hidl dehed T HIAT 6.50 T. &1 3T TR
AT T FATCA A arel Tk qe fadhed T HAT 7 T ¢ THoH & g arel oneit
gfahel @Y geiiey arell Teh ATRON §A18T| T R T Feradar & g2iisu|

5. (@) A company X will need to purchase 35,000 barrels of crude oil sometime in April. Oil
futures contracts are traded for delivery every month on NYMEX stock exchange. The
company decides to use May contracts for hedging and takes position in 35 contracts with
each contract size of 1000 barrels and futures price of Rs.70 per barrel. The company
decided to close out the position on May 10 and at that time, spot price and futures price
are Rs.72 per barrel and Rs.71.10 per barrel respectively.

Calculate the effective and total price paid in rupees per barrel.
The company decides to use a hedge ratio of 0.8. How does the decision affect the way in
which the hedge is implemented and the result?

(b) Assume that the risk free interest rate is 7.5% per annum with continuous
compounding and that dividend yield on a stock index varies throughout the year. In
January, August, September and November, dividends are paid at the rate of 6.25% per
annum. In other months, dividends are paid at the rate of 3% per annum. Suppose the
value of the index onJuly 31is 1,475. What is the futures price for a contract deliverable
in December 31 of the same year? Also, explain the arbitrage opportunities if futures
price is relatively low or high.

(c) “A box spread comprises four options. Two can be combined to create a long forward
position and two can be combined to create a short forward position”. Explain the
statement with the help of an illustration. Construct a table that shows the profits from the
box spread.



(2) TF FFIer X & 3T H fRdr AT 35,000 KT Fear da Wlgar Sl HTaRIehdr
uselt| wfaaAre RAeRoT 89 de & wgEd 3efeedl @ saraR NYMEX s tFads W
glar &1 FFel gfSier 8 #S & Ieleeul & 3UANT Fer T foAvfa weeh & o 35
Igeett 7 Rl ol § ST 9@ Jefeey & MR 1000 e § dur wgEd Hred i
& 70 % &1 FET 3ol RAfS F 10 7S @ S wa @ FAvty X § aur 39
AT Flic HIAT TUT FIIH HA HA: 72 F. d4qr 71.10 & 9fd K g

i % Ui e F geIEr g el HH N AVE HIAT
ji. FFPN 0.8 & g eI FH YA HeA HT AR FIA &1 g1 I a9 v ey &
& gur oA & I [Aviy e yer wenfag aar 22

(b) 71T ST fr SfEF-IRT sarer X FReaw whafe & aryr of a¥ 7.5% §
e Faahish W oA offees a9 gRafda gl 81 Stefadl, 3rred, fAdeer g Famrk &
AT 6.25% 9fd a¥ &r ex & RU I §1 37 AL & omerer 3% ufday fr 3 & w
ST §1 AT AT fF 31 STell$ &l Faehich &1 A 1,475 g1 38 a¥ 31 G@ey &t
fIeROT T STeT arel 3efeetr &1 Fed AT 41 §2 I Tl HIAT URThd dR |
T a1 3Tg § dl 3ecRUule G & A FHSSU|

(C) “Teh Sl YR H AN fadhed g1 a1 & FATAT Feh U eLar arenl wged Fufa
RS & ST Fehell & AT &7 &I HATAT ek Teh Heddm arell argel [&afa giora & o
bl 81”30 T T 6 GerIar ¥ gHESISU| 59 Se9-R & Ured ot & geifer arelr
T Aol Sarsv|

. (a) “The value of the firm is unaffected by its choice of capital structure.” Explain with
the help of an example.

(b) “The dividend policy is irrelevant in a world without taxes, transaction costs, or other
markets imperfections.” Explain with the help of an example.

(c) Borrowing creates financial leverage or gearing. Financial leverage does not affect the
risk or the expected return on the firm’s assets, but it does push up the risk of the
common stock. Explain.

() “Teh ®H HT AT 3R YT AT AT &1 817 Ueh 3GTe 0T -l Hgraadl &
SEEIEN

(b) ‘&, FEAALIT SR T ST T 3 Iquidrafi & IRa faea & amerer A
39 g1 U 30T ST BT ¥ JHSATST|




(c) 3T & R 3cdtera a1 TR 3cqet gl &1 ey 3cdield & &l
aREFfeadl W @A a1 geafia gfdwe #F wiid 78 #Xdr, Weg AT &WiF &
@A @ Fer S &1 FHsnsv|
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oEl & fau Ader:
1. Tt 9esT & e A gl (18.75 3i)
2. gl IR gear & 3a¢ S|

3. Ul & IR ST AT By TRt TR emer A QS Weq @l 3
HAIEGH T €1 glell AR

Q 1: “Portuguese Estado da India functioned mainly as a ‘redistributive enterprise’ in the Indian

Ocean.” Do you agree? Give reasons in support of your answer.

“QelaTTell TEATGT &7 31337 & HET §9 A fgq AGER # 'TATGaRoT 3eqaq & &7 H Fd
frar” & 319 FEAd 2 39 3 & FAST H T& A

Q 2: “Relationship between the ruling authority [State] and merchants was marked by a great
deal of diversity across the Indian Ocean.” Analyse the above statement in the context of Indian
keling and Gujarati merchants’ relations with the Portuguese rulers of Malacca in the 16
century.
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feee AR & TYd AT (=4 aur a9kt & d«el & 3rde [fayar O
Hlelgdl AT H HATRT & JlIllell ATHRl & TTY HRAT Hiclar T JERIA
SAIRAT & HHl & Hogdl H 3uad HUA W T S|

Q 3: Elucidate the importance of the port of Dabhol in the Western Indian Ocean trade network
during the early 17" century. In this context, discuss how the Asian merchants and rulers
responded to the European attacks on Indian ships pertaining to that port.

3T FAgdr erdredr # ufRaAl-fgg AGNNR AR Hallel (sicash) H grHlel §eeNg &
Agcd ) T9SC HY| 39 T & T N & 39 9o ¥ g IRAT STadiar 9.
TG gHCl BT TRIAG SATREAT FAT AEHT F FHEF FAT AT ES|

Q 4: The Asian rulers and officials of the early modern period (1500-1800) authorities had
generally been supportive of maritime trade, some of them however, imposed severe restrictions
on such trade in their respective regions. Discuss.

" 3 MY @Il (1500-1800) & TRIAS A&h IR AUSRT AT AR
AR & FASS ¥ 3R A araiRal &1 Taerd axd 3, g $o &H & et o
T IR W F3 Tfadeey o[@m Gu J1" 7=t fife|

Q 5: “From the late sixteenth century on, the portfolio capitalist was a characteristic feature of
the Indian political economy both in northern and southern India with some subtle differences.”
Discuss.

"HIGTgdT ATSAT & ITRY b, YIEHITerAl Yolardr 3o AR ol oRa # $o ggdA
HRT & WY AR ToTailicer HTegaedr 7 Teh fAfse f&aRvar & " w=f Hifed |

Q 6: “As aresult of increasing global interaction, both the cities of the Netherlands and the courts

of India, developed new but different ways of consumption.” Discuss.

"3fRaF TUF de & BIEIRY, AlCIels & TIRT IUT IR & TA-g@aRT o, 3T fir
oAdieT 3T U (il @ faema fhar” ==t Hi
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whenfiat % o Ada

1. o e &1 Ra T W 39T 3fgsheien ford |

2. TR IR weal & 3aX SIS | el geaAt o 3 (18.75) TATT ¢ |

3. 8 W &1 IR TCY 3var el AegH H for@r S Fehdl § e Gl weal r
3R U & ATETH H glelr d1fgv |

1. Provide an overview of the macro economic development in the Indian Economy from a

medium term perspective and review the problem areas that need policy attention.

AGA A & IRUET H ARNT Hdegarwr A gee e T @
acllehad Y AT 3 FHEEAT &l AT e W S sAfdera earer

3TITHRAT &l

2. Bhagawati and Panagaria are of the opinion that if the labour reforms are implemented
they would accelerate the growth in formal sector employment. Do you agree? Give
reasons in support of your answers. Briefly state what other benefits, if any, do you see

from the implementation of labour reforms?



HIG U TITRAT B I § R IR A GURT F A AT Sar & v @
o &F & AR & gefdr 1 a1fd S F41 AT HeAT 82 39 3R &
TANT 7 aF &1 AW QURT & Sramaae ¥ 3 o, afE s g dr e

SITEAT Y|

How far do you think indirect reforms such as exchange rate reforms and lowering of
industrial tariffs impacted Agricultural growth? List some of the challenges that need to

be met if agricultural is to be taken forward?

3T AT ST § foh 3cTeT gUR o fafdey eX & gur qur e
Yohl & FAT g1 T PV fGhrT R R 7T 62 I FY A 3 Fgrar el
g A e At Fo g A gEeey w7

. “Greater integration of domestic industries with GPN(Global Production Networks) must

form an essential part of the Make in India iniatives” Discuss.

GPN (Felldel WISale aAcasdl) & WY e[ 3edrl &1 318w & 3R
THIEOT, A T 33T Fr UgeT &7 Teh gy fear giar =nfge”, ==r &)

“It is not the amount of exports, but the technological content and sophistication of

exports that matters” Critically examine the above statement in light of the claim that
both in manufacturing productivity and product complexity India is far behind global
leaders.

g faTd @ AT 6T 8, Afehe AT dr e aeelt ik aftser § S

AT IW@AT &' 3WFT TS HI 3H &d & oo H g TldcH s i

TS F 3curcehar va 3cure JAfeddar gt H aRa 3R a3t & g 16y
gl



6. Discuss the impact of Foreign Direct Investment (FDI) and Foreign Portfolio Investment
(FPI) inflows on Indian Economy. List some of the policy options that the government

needs to pursue to boost more inflows?

gcgeT facelt Ao (Uwdinmg) awr faceht oXdwiforar foaer (vwdieng) &1 sRd™
FfegaeyT W UsA YHTa WX wET B O F AlfEIT Geheul 1 Gl AR w S
WHR & F9T & 3idvaE des & AT 3maas g2
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ALL QUESTIONS CARRY EQUAL MARKS. ANSWER ANY FOUR (4) QUESTIONS,
iy oeaAT & SRR 3R 8 | fhesl IR (4) 92T & 3R &IfST|

1) a) Define ‘Adjusted H* and discuss its relevance in the Indian context.

b) Suppose a bond that matures in one year issued by a corporation has a rating B. Given
this rating, there is 80% chance that a firm will be unable to pay its obligation in full and can
only pay 10% on its face value and only 20% chance that it can meet its full obligation. If the
market rate of interest is 5%, then answer the following questions:

(1) What price the investor will be willing to pay, given the face value of $1000 and coupon
rate of 15%?

(i) What price the investor will be willing to pay for a default free government bond that
promises to yield the same amount at the end of a year?

(1i1) What is the after tax yield for B-rated bond and default free government bond if the tax
on interest income from B-rated bond is 38% and for default free bond it is 20%? (18.75)

%a?) FARIST H & IReT &Y 3R aRdT dea7 # gl gafedr a4
|

) AT difele fp T R garT Rl fhT 310 U ay & 9ROUFg gl atel dieg hr
%ﬁwahsﬁiﬁwaﬁmﬁg@m%wﬁﬁswwﬁqﬁm@mﬁaﬁ?
T I A H @AY gt 3R U ifFT oI W FaA 10% F AT I
TRt & 3R Faer 20% e & R 9 3 qUt aificd @ QT X Fear B AR
ST &1 SR X 5% &, dF ieeTien@d weat &1 3% &

(i) 3R HeT $ 1000 3R 15% T FHueT &I & 75 § o eeh fhed Hog &1 et
Y FI IR gm0

(i) T9eeh T I S T H THTART uf\r &oT @I dlel el ater fSiee Herd
WHRT dieg & fow [ ehdlell Fed STl el & fAT IR g

(i) TIRE dg AR Rwee B Taadic dg F T FIwa Moz F=r & afly -
s §ies T TN 3T W IR 38% ¢ 3R Bhlec HT dies & T Ig 20% 87 (18.75)

2) a) Analyse the impact of asymmetric/imperfect information on banks’ loan decisions.
Further discuss their strategies to counter this problem of asymmetric information.

b) Explain why you agree or disagree with the following statement:
‘Buying a put is just like short selling the underlying asset. You gain the same thing from either
position, if the underlying asset price falls. If the price goes up, you have the same loss’’. (18.75)



2) &) dbi & KT AU W IEAATBUT SAERT F gHa FHr fdeewer Y|
wmﬁamﬁs?aﬁwla?rawqm T & [T 3T WEaAr W ==
I

g) 9d10 foh 3T et e ¥ TgAT 7 39gAT F4T g

Je WedAT dhdd 3idided IRTUR I 99« Sl g & gl Iie ided aRau
F Frag R & ar 317 R Ry ¥ & 99 afe o &1 3y foaa 5
g, cl 3TIhT 3T &1 JhdreT giar & " (18.75)

~

3.a) ‘Equity contracts are subject to a particular type of moral hazard called Principal-Agent
problem’. Explain this statement. How have debt contracts emerged as a feasible alternative to
equity contracts in partially solving the problem of moral hazard?

b) Briefly describe the four areas in which BASEL 11l is an enhancement over BASEL 11. (18.75)

) 3fFAdT I Th AV FhR F aAfded @R & el § 98 HfAe-veic
HJ-N-QI FET ST & sﬁa?aﬁa?r—amﬁﬁml RIS ®T § Afde @R #r
AT & gol A & AT HOT 3]aY {Far geell & faw veh Fenfad fashed &
T H Hd 3 87

@) 3 IR & W TEIT H gulel H, [T s [ sga 1 JEeT g (18.75)

4. a) Explain how the expectations and segmented-markets hypothesis are extreme versions of
the preferred-habitat hypothesis. Give an example to illustrate your explanation.

b) Compare and contrast the factors which led to the two banking crisis episodes in 1997-2002
and the decade from 2008 onwards. (18.75)

) AT 3R Tisd aOIR AT IRFousAT THEIG- A I TREeTAT h TRA
TEROT FT g1 39 SATEAT I TASE el & [oIT T G807 &

) 3o SR H Tl 3R e HT fSeh HROT 1997-2002 H 3R 2008 & g H
ZeF 27 SfReT Tee & TINOT "Red gul (18.75)

5.a) Critically examine how the MCLR system is an improvement over Base rate.

b) Briefly discuss the transition of the recent Monetary Policy Framework from Monetary
Targeting and Multiple Indicator Approach to Inflation Targeting in India. (18.75)

5.3) ATeATdelcAe i Y fh MCLR f&ed 30 3 W H{ gur 2|




g) R # Ffow Fedh0T 3R TehIfeh Hehdsh T fSeshivl ¥ FEEAITT Taiiehior &
forw grer €7 & At AT e & TpaAT ) Fdar | (18.75)

6. Write short notes on any two of the following: (18.75)

1) Policy Rate Corridor
i1) Asset Securitization
ii1) Certificate of Deposits (CDs)

6. ffaf@d & & fdr & X oy feoqoh ford: (18.75)

NGUGES HINBR
i) 9T QﬁﬂﬁWUT
iii) AT T TATOT IF (TE)



