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Part-A 

1) a) Unit labour requirement and wages fo r Spain and United Kingdom are described in the table below: 

Wage Unit labour Requirement (in hr.) / Country 
Rate Wine Cutlery Cloth Hardware Wheat Cheese -----! Si,ain €2/hr 4 12 6 15 5 7 I-- -,,_ - · 

·-·. I United 
£3 .2/hr 3 4 5 6 2.8 

,., 
I K ' i .) L_ mgcom 

i) If the exchange rate is £0.8/€t find out the pattern of specialisation for both the countries . 
(4) 

ii ) Show the determination of the relative wages with a diagram using relative quantity of 
labour and the relative wage rate as the variables for respective axis. (4) 

iii) If the wage rate of United Kingdom increases to £4.2/hr, given the same exchange rate as 
before, how does the pattern of spedalisation change for both the countries? ( 4) 

b) \Vrite a shoTt note on ·Gravity Model'. (3) 

1.a) ~ 3fR 1a11$e.s f4;a1s<H cfi" fi;t-cr ~ ~ cfi1" 3-Tfcf~~ c=rm Ji~~{) ~ er 
~ a1fi>tch1 ~ af&1 a ~: 

~r ;Fl~~~ 
~ ~ ~ 3-llcf~~ (tier ~") 
\Vine Cutlery Cloth Hard\vare \Vheat Cheese 

! 'f\Tr,f 
I €2/hr 4 12 6 15 5 7 

<-kli$ts l,} 

I £3.2/hr 3 4 5 6 2.8 ~ °' 
.) ~ cl ls;F! 

i) ~ fa f.AJ.t.a ~ £ 0 .8 / € 1 ~ . m~ ~~TT ~ fi;nr fc!f'~~bi .flctl ~ ~ cffi' ~ ~ I 

ii) ~ :mw ~ ~ cfi'I" ~ J=IT;ff c,~ m-qa; d-13-1~ ~ cm- ~ ~ ~ tr ~r 
~ mtta, J.io1~-0 t-~ cfi1" c;~Ml 

b) •J)faeJ ~' tJ"{ "QcF ~ flq uoft ~I 

2. ;1) Consider country A that produces computers (C) and food (F) using capital (K) and 
::ilwur (L). Both industries are perfectly competitive. Unit factor requirements arc fixed and 

I 
! 



non substitutable. The technique of the production 1s given by: aKc = 3 and aKF == 
1; a1c = 2 and aLF = 4. 

ai j is the munber of units of factor i required to produce a unit of good j. 

i) \i\/hich industry is capital intensive? Suppose that it has an aggregate endowment of 100 
units of capital and 100 workers. How many computers and units of food will the economy 
produc.e? Explain with diagram. 

ii ) Given the same technique of production for both the goods, country B now opens up for 
free trade with country A when country B possesses the aggregate endovvment of 100 units of 
capital and 150 workers. Explain the direction of trade between country A and country B. 

('6+4} 

b) Export led growth in poorer nalions would actually be self-defeating-------- Comment. (5) 

2. a) ~ ~ a-~T A c{,at"i (K) ~ ~ (L) ChT ~ ~ i:fiC'16((C) -am ~ (F) 

o};T ~ ~ t1 M 3~:q1a1 'CfUR,: s.lkP-!1cift t i ~ ~ ~ 3,fq~4ihdl ~ ' I'\ 

by: aKc = 3 and aKF = 1; aic = 2 and aiF = 4. 

ai i ~j ~ ~ 3<"91~crl ~ ~ i ~ clTT ~ ~ cfil' 1irn ~I 

i) ~ m 3e;41a1 Y"1'1aia ~ t?m;:r c4l~C! ~ ~ tfRf ~ <f:r 100 ==ti- c=,-m ' ~ ~ ~'-flfy 
~ 

~~ ~ 100 ~ ~I 3ft!ic4i::i.f.'TT ef;w:q:_cli( 'ff'TT ~ ~ f$?tirft f$1lhf$~ 1!fiT 

3~q1ao1 ~ ? ~ ~ m~ -HJ-J$-11ci 1 

ii) ~ ~3:ft ell ~ 3,q1ecr1 cfi'I" m c1cficr1'")cfi cfTT" ~ ~. a-~r B ~r A ~ ~ 
~<:ffi c7llt41, ~ cflT fiAu1<:i ~ ~ Ji<i.'I~ ~~r B t' '9Tff ~ ~ 100 ~r$ ml' 
~ ~ 150 ~ g-1 ~TA~ a-~r B ~ ~ c.tll4Fl. c:f;'r Ta"~TT ~ c41&tll q;-z1 

3) a) i) Suppose a country wants to protect its 'Infant Industries' through trade _protection 
measurements. Evaluate import tariff and import quota for the same level of imports as 
protection measurement. ( 8 ) 

ii) An interesting suggestion came ihrnugh in tlK' process of t.'\ :.ilucition : ··I n:-;k~ad of prntcding 
1\~ : ndu~:trks from foreign compct i ti,Jn. u ._.:uu1 111) sh\ 1uld d} cm\ 1t.1~:b~11~ :heir pt ~)ductiori t":f 
1111port competing goods through production su~sidy ... Do you agree with the suggestion'! 
\\' h•. I 0) 
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b) Write a short note on •Jntertcmporal Trade' . (4) 

3) a) i) ~ (41R;)Q Ffi" ~ ~~T ~ 'ffi~r 3c;.£lldl 1 cfi)" c.QIYI{ wa=rr J:IN (l;' am..~ ~ . ~ ' ~ 

~ ~ i11$cil 61 Wa=JT ~ ~ ~ ~ 3m ~ m fm <li .3IT<fR, ~I~ ~ ~ 

~ 3fRffif q;)cJ cfiT cH()'lficfia-1 cFR"I 
<'\ 

m J.l<>-.i.licfio-1 ~ S1~ll1 ~ ~ ~ If2:JTi=T :mm· ,,~~ft" t;jfc-lfqtfr ~ 3a.a)J 11 cfi)' ta--1r ~ ':.,Y"~ ' ' 

~ $ m, 1Jcn ~~r ~ 3,q1acr-1 ~~g) ~ ~ 3ITTffiT t;jf8fq~ ~ 3,,- ~ 
.j 

4) a) Bangladesh produces shoes at a lower cost as compared to the world market leader, 
Cambodia in shoe production. Despite being the low-cost producer, Bangladesh is unable to 
compete 'in the intemationa1 shoe market when free trade takes place . .ln fact, Bangladesh 
does not even gain from foreign trade. Explain the above anomaly of the trade pattern with 
the help of forward falling supply curve. (7) 

b) Suppose, monopolistically competitive finns, facing same demand curve for their product, 
having different fixed levels of marginal costs, have the same but non-recoverabie fixed 
costs. Establish the relationship between the marginal cost and operating profit Show how 
does increased market size generates both \X.inners and looser among firms in the industry. 

~ (3+5=8) 

4) a) aia·c41e;u ~~cf _ ~hill{ ~ 3fcJJO'fr, chisf!B.a, ~ ~ * i:fidi" "13-ict ~ ¥ ~ 
xC{f'c;o, cfR"cif t1 ~ c.1.1141~ ~ ~ aq- cfiJ," ~ qffi .$C"41ac:fi ~ a)) tSfici3i_e. 

islfJi:>fi~~r _;-ic;1{-(i<Stl.t.1 c.t.1141{ ~ * \.lfc!l.fqtrr ~ ~ .3RTcJ=r~ ~I at.f-cicl 'R, ~~T 

~fr c:til91~ ~ ~ ~ ~I 3ffat ~ 3iR ~ gtr ~ qsn ~ ti5l'4MI fi' cZH4H 

rcf{itl" ~ 3G{lcf\i f<l~a ,~ m, 

b) ~ J'i klQ, ~ ~ffifqlff l111r, fa;;:,~ 3rql~ ~ ~ VcF t1" ~ cfsF. ~

ftrl'~ ~ :filJ.Jia ~ ~ ~ t, ~ ~ ~ mm ~ ~ ~1 ~~J-Jia 
NTJ@' Rm q~i.JJ()fo-1 ~ ~ ~ ~ ~~ q;t1 R-&IQ ~ ~ ~ .3-TicITT{ R 
~c;,)c1 :tl 3c;_'4) a1 H ~rJT e1m 4-ll f31 a ~ m ~ tf>'if 3\qn-1 ~ ~ l 

~. ;-1) A country produces two crops Barley and Maize '-'Vhich are produced b> labourers anJ 
s,,mc other factor which is specific to the respec& production of Barley and Mai~e. GiYen 



the price of barley (Pb) and maize(Pm) , the relationship of labour allocation is shO\\n a

MPLbPb == MPLmPm \Vhere MPLb and MPLmare marginal products of labour for tht t\\-o 
crops. lf Maize's price increases by 5% with no change in Barley's prices, what v.ill hap_pl.! r. 
to the labour demand for Nfaize prod uction, and the market wage rate? What will be the. 
welfate status of labour~r~? Explain with logic. (7 J 

b) "Desirability of Custom Union depends on whether it mainly leads to trade creatioc er 
trade diversions" ---------- Comment. , 8) 

5. a) "C'cF ~r cJ lhtfr•i'i ~ c,trr ·J-icfcht cf>f 3,q1~a-1 ~ t ~ fq:;- ~~cti'i oq"T q,{§, 
..:, 

~ ~ ~ fcf; ~ ~ J-icfcfil ~ ~ 3,9l~ai t- Tmr ~ 6, ~ 
3,q1Q.a ~ ~I ~ ((Pb)~ J.tcfchl (Pm) cf;1- ~ st cf;}J.ta1 CR,~ ~Jckdi qi! ~ 

, MPLbPb = MPLmPm c);- ~ if- }4{91lll -;rmr ~I MPLb crm JvfPLm cJ lhtfc{f cf;' ~ ~ 

~IJ.tirl 3-<"91~ ti ~ cHcf<=hl c;'r <h)J-frl ~ 5% ~ ~ ~ :if' ~ ch'lJ-i?i 31qftafa<:1 
(., ~ 

ITT, rTT' J4cfchl 3,Yl4i! t' mv ~ ~ ml' cflff ~ ~ ~ J1" rAJic~f) ~ cf;T cflf1" 

~rm? ~fActil ~ c:t,()'lffOI ~ cfm ~? ~ '2fi' ~ ffJ-1$31$ll I 

b) chfe.J!l ~ ~ ai&o-tillctl ~ ~ q{ ~m ~ ~ ~ ~ ~ ~ * &41Y i{ 
.::> 

WiJ-(101 ~ e<:JTCrR ~, F:};¾fch) 3-TT{ ~ ~ 6'' ---------- R:cquft cfit I 

Part- B 

6 .. a) Assume that an economy is cunently at full - employment. The government of the 
~ economy has undertaken an expansionary fiscal policy of a pennanent nature. Explain the 

same with the help of a DD-AA diagram, clearly bringing out the rationale behind the impact 
of th js expansionary fiscal policy on output and exchange rate in the perfectly flexible 

exchange rate and perfectly mobile capital environment. 
l<' ) 

b) The Japanese yen (¥) gives 20°/rJ interest rate against 10% interest rate of dollar ($, 

deposits and the expected rate of depreciation of the yen is 10%. \Vhat \\ iH happ~n to r:1c S i: 
the foreign exchange market? By what rate yen deposit need to depreciate to bring in the 
~quilibrium in the foreign exchange market? ...,.__ ('5) 

6. a) ~ ~ fcl;' 1Jcfi' 3-T~c.!.lcif-m ci~J.llci-! ~ ~--l)JfJII". ~ ~ ~ ~ I fH chH ~ 

JT~c-llcffm Jq 1TcF f~ ~-fct cRt Ta h-i l-{ ~ ~~ ~ &1 DD-A/\ 3-lmsr cfT 

;gi~rn ~ ~ ~ ~ -am ~ ('>1 m~ fafcAJ.izi a1 ~ ~ ~~rtc;r ~ 
q:z.rhn ur ~ . ~ ~f(1infl {1314:fl~·h~ ~ cliT ~ 3,q1acr1 ~ ~ ~ ~ 

1i ~ c;JiT ~ cJrr I 



b) ~1q1cr11 $1(¥) 20% m ~ ~ f 5i!Sffcfi ~ (£) aJ:IT 10% ~ c:-{, ~ ~ 

~ 3iq;fi(Y.Uo1 ~ ~ ~ 10% ~, fctt~fl" ~ ~1"11{ * ~ cFT cR:TT ~ ~ fr 
t'\ 

~ ~ * ficj/loi ~ ~ ~ fcqQ" ~ ~ cf;T ~ c;{ ~ 3ia~~<-loi ITTa1T -tjl~Q ·: 

7. a) Show that with imperfect asset substitutability, the central bank can use sterilized 

· intervention to hold the exchange rate fixed as it carries out the expansionary monetary poiicy 
10 ach ieve domestic obj ectives such as full employment. l8} 

b) How was inflation got imp011ed from abroad (US) to other countries under the Br~tton 
\Vood fixed exchange rate system which was characterized by lopsided macroeconomic 
power vested on United States? ( 7) 

7. a) c;~lt<t fcf;-~ qf{,Hqffi ,;rtm:~ c);' m, 4,?J.!.J ~ ruFa?iJi<-1 ~ q;)-~ r~ 
~ ~ fo-lt:.4foi ~a;M cfiT ~ cR" flchcil f cR-11fcti ~ ~ {)'5fJ1l{ ~ ~ 

~~m ~ ~ m t- fi;llr mfa,~a c1-m=ac.h o=frfrr cJ1T cffi<t ~ t , 

b) tca=r as ~ Fclfaic1-i.t1 c;,r ~ , f"1t1cfh fq-~~ ,B<-1i:fc-1 m 31iff{i:fi1 ~ f:rl)%a 
~ ~ 

~ ~ ~Tfctc:I" ~ m, cf;' ~ a~rr ~ J-ia1fc:R)Ri ~~r (~) ~ 3,rn ~ 
..:> (', 

8. a) The severity and breadth of the 2007-09 crisis have led to initiatives. to refonn both 
national financial systems and the international system. Describe some of these measures, 
which hav~ sought to fill gaps in existing regulatory frameworks while also paying more 
attention tothe macroeconomic causes and consequences of banking problems. (7) 

b) What is financial trilemma? 

c) How does market determined exchange rate acts as an automatic stabilizer? 

(3) 

t:3 ) 

1 8. a ) 2007-09 cfi" ~ ~ -at3fr«ir c,'-11" fa.f-c-11{ ~ -{1tsti4 Rn.fl.a c;JOlifitt4f ~ 

.3-i2Ft11StJ4 ~m CJo=fT i-t ~ ~ ~ ~ chi" 61 ~ 3q1<-l1 ~ ~ ~ cfiT ~ 
..) 

. cnt fvr;;:~r;r ~ m--mJwrr $ mcfi' 3-IT~ ~T ~ q~OIIJ:11 qr mz ~r~ 
l?.tr<ri ~ cfi {TT~ ~ fafi!iitJ-tch ~ ~ 3ifl{lc>t er;)-~ ~ ~ ~ ~f 
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l-

Ql. Explain the Harris-Todaro model ?f rural .. urban migration, and discuss any one 
policy that brings about frill employment in the economy as wen as eliminates the urban 
informal sector. 0 5) 
Q1 . ;r,i1 &-flut-~mir t;lctlflit ~ ~-rl1$sl J .. ff5~ cfi1' f!J:1$413-TT, 3m ~ 1J"m ~ ~ 
um ~ 011 Jr~cllcFFm "R qut {~JlJII{ ~ ~ 3iR' m~ ~ TIT~ ~mil' Jlof!qu1ftcfi C"\ 

ITT q-;f ft cH I Cri cf, { (1~ 6° I ( 1 5) 



. , ·nment efforts. birth rates have tended to remain high . 
Q2. Discuss why, despite go\ er . in 

d loped a11d developing economies. ( 15) 
under eve 

OZ. tltlt cITT° f<1:; ~Hi/ill. t wimt t ~. 3lfilcfiRiCT 3-fr:r ~~fuq 

:ir.,~311 it f&,., 11iRUIT ~ ;;r.-l-f c."{ ~ tf I ( 15) 

E I . 1 w 1· nt,,,.. 11· 11.1✓ ed c·i·edit contracts at;€ a marnage of convenience in rural 
Q3. .xp am 10 ""' "' · . 

markets. 
I • (1 S) 

~ ~ ~ lJi:f, 

( 15) 

Q4. Sharecropping is an economically inferior contractual system to fixed rent system. 

Yet it emerges as a way to share not just output of productive activity but the risk 

associated with it as well. Elaborate the above statements. ( I 5) . 

04. ~ m * iill$c;l.fl ~ fch~l.l/1 s;io11Jl cRI' <jAa-il *' 'QcF JfcR. 

ttfck~k-J-icfi c;i □ 11~ B"I ftR- m ~ 3,q1c;q; J1fc:lfuru cfiT 3,q1c,crl '61 ~ &1Pch ~ 

w.r ag 31)R]}J:1 cm- m DT2'JT ~ ~ ~ Jt 3m 3ffifr ti 3q{1cta fclq~ofi cF)' 
..J . ' II '?ll 

mfrlrl ~I (15) 
(. 

Q5. a) [n each of the given cases, the money may be lent in the lon11a1 market, at 10% 

rate of interest with no fear of losing any money. Calculate the minimum rate of interest 
~ ' 

at which a lender will lend R~. 1,000 on the informal market: 

i) With probability 1/2 _the loan will be repaid with interest, and with probability 1/2 ' 

that only the principal will be repaid. 

ii) With probability 1/3, the loan will be repaid with interest, with probability 1/3 

only the principal will be repaid, and with probability 1/3 the loan will not be . 

repaid at all. (3.3) 

b) Casual labour markets 
create externalities that ever~body ends up paying for: 

employees th.ro ugh bad t ·r 1 nu n Jona status and employers through hiring of inefficient 
hbour. Explain. 



Q5.3,) ~ ~ dfT:!' ',k :llcfi J-HJ-i<4~ *, ~ 3ia1iq=a1f{cb iiki1l-t R 1000 ~ ~ 
~ ~ ~ h arar ~, GH1ch1 fttrn' 3i1ffid--f ~ ~ ~ .·mut '-~ 3-@"ffi" &tlJkf 

10% i41 '1f c:t 61 ~ 5ia·tiq=a1~c6 · ~1'5-IH ~ iS.Q-fof ~ a-1o-1aJ.f ITT·· cf;)- aio ,~1 
cf;)~ Q: 

i) ~1clcTT 112 ~ mtr wrr ~-4101 ~ m~ i!<=h1J.I1 ,s11Qa11, 3-tR ~~ 112 -$ m~ 
~ ~ ~ i.lchf-lO 311Qdll I 

~ .:, , 

(ii) ~ ~ is:.Ql3i ~ m ilcfilQ -am, ~ ~ -llcfiifQ ' ~ -~ ~ fit6-lch()i .:, , " 0 ' "l(.."" j, .::) 

tr a; ~chi~ ~ ~ sf;R~f; 1/3, 1/3 'Qcf, 1/3 6"1 . (3,3) ~ 
, 

~ ) 3-ttchffJ-J<fi ~ ~1o1H1 * ~ ~ ~ l<AJ-i101 ~ ~, ~cr-6 . ~~.fr -911' ~a1fl1a-i 

ch{~! qSru t: g{l<i.i 416i01 ~ ~ ·* J,lt,~ ~ - ch~-a,ftlll ~ ~ ~~R1 

~ ~ ~ if." ~~~ ~ f<rlzi'!cfcil ~I ~J.f~IC'l . . , (9) 

Q6. Discuss th~:role of inclusive investment and producfrve base in. µ11~ers tanding the 

sustainability of economic development~ What does the etnpirfcal evidence .say . in this 
. , ' 'i' ' • 

rega!d? .. . •·i. • --•. · (15) 

a6. · :rof~ rakhi-H ~ ~ ~ ~J-1$1·~ ~ {1<81&~~ ~r ifit ~3fttJa~ Jm-lR 
~ ~¾1 ~ tftrr ~l -~~d,5icn4 ma-"<f ~ ~ H cflIT :~e;a,-~ t? .. : (15) 

Q7. Discuss the roots of the U.S, finan~ial crisis in mid.-2007. Also d~scpss the broad 
, , 

policy reco~meru;!ation to fix the serious·; flaws _ip. the economy 11~ ~rder:tq ·a,\toid potential 

fu ture {iises, - (15) 
. ., ' 

07. 2007 ~ Rt-<r it 3-J.J.'.!R;.f;'1 FckJf-4 ~ -~ ~ ''CR ~ ~l ~ -- ~fclc;4 

if."~ ft~ -~ mtr JT~&aqfm *. at~ ~,ftP.ri, q;r ~ m .~ ·mtr RH-cfc=t 
~ \?fq,11'{:n q°{ 3fr ~ q:;t, Ii ~ ' ' (15) 

I ' 

Q8. Discu ss the ~ffects of globalization on _th~ poor .in developing ,economies . ( 15) 
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SECTION A 

1. (a) Consider a portfolio consisting of n assets all having a rate of return with meanµ, variance 
a2and covariance 0 0 2 . Show that portfolio variance cannot be reduced below Oo-2 no matter 
how large n is made. Elu~idate with a diagram. (7) 

(b) You can only invest in two securities: ABC and XYZ. The correlati,on between the returns of 
ABC and XYZ is 0.2. Expected return s and standard deviations are as follows: 

rlj S_e_c_u_ri_tv,__ _____ :Jlf P· Return 
ABC 0% '----- - --- - ··- ----· - -

\ Std. Dev 
I 20% 

I 

I 
_____ j 



xvz _____ 1 _15_% _ __ _ 

What is the expected return and standard deviation of a portfolio that invests 60% in ABC and 
40% ln XYZ? (3) 

(c) Show that for a present value P of a perpetuity that pays an amount A every period 
beginning one period from the present is given by A/r where r is the one period interest rate. 
(5) 

( 3-f) 1Tcf; q) llhl ~ <.11 ~ fch.11 { cR" GH-1 ~ ~3fl" n q R ~ q f8 ~ fl fJ::cH ffi a f8n-1 ~ fi"m 
qf{ftqfa m1t<'.f µ,,;Ffi{OI cr2 (fm fi$ 1.H4{01 0cr2 

I~ mtr ~Ril.fi(>'! cnT ~ m ~ I R;{gjlj 

~ q7eq:,lf~-4~ ~,Ffi{UI 0cr2 ~ ~ cfiJ:f a=rtf ~ ~ flchcil ~ ~ n fchc1crll m ~ 
~o-11<-ll ~ I T!ch" -a.rrq:;- ~ ~ ft:)-~~ ~ I 

(~) 3TT1:f ~ CJ ~~fa;qj ";R" ~~T cfR" ~ t : ABC CT~ XYZ I ABC rf~ XYZ ~ 
c/fa Ch c4 ~ ~ fl ~ft ~ U O. 2 61 3-1 o-i J-11 Tui ci <;! fci lh c4 CTtrr m Tel ii c>i ai Tui cl-01 ~: .::, 

... _ . .,, .... ... , ___ 
• Security Exp. Return Std. Dev 

ABC 20% 20% 
xvz ~ 15% 25% 

'QcF 412.lhlR>llll ~ 3-la1J-11Faia t;if°8lhc4 (fm m Rli:.lc>io-1 cRlT 6 oTT' ABC ~ 60% ~ .::, 

XYZ ~ 40% fa:ra~r ~ i I . 

(~) R;.m1il fcri" 1Jcf> ~~1fzt('"c1(perpetuity)~ aAJ-ticrl m t- fi;nr ~ cfr~J-tlcrl ~ 'CfcF ~ <\ 

~ 3-ITT3i )l,llcfi ~ ~ ~ A ~ a-ia1c11irl cITTc=rr ~ ~ Air c;am fe;m ~ ~ ~ ~ ' 

fVcfi ~ ~ ?;{ t I 

2.(a) Find the price of a 10% Government coupon bond that pay:s annual coupons, matures in 
exactly 2 years, and has a face value of $1,000. The yield to maturity is 4.09% p.a. compound

ed 
annually. The bond has just paid its annual coupon, hence you need to price it assuming that 
t he first coupon that you will receive is due in exactly one year. (5) 



(b) Elaborate the relation between price, yield, coupon and time to maturity for a bond. (7) 

(c) Explain the market segmentation hypothesis for term structure of interest rate. (3) 

(31) 10% fl-Cchl=t'I ~ ma=s ~ 4i'IJ-ta ~ ~ ~ q\~c.h ~ a:ia1a1a-1 ch-ta1 ~ fqt$c: ~ ..::, ~' ~ ~ 2 ~ ~ q~qcfq ~ 6 e1m $1000 ~ ~ ~ {&<ii 5 1 qf{qcfc:1c11 ~ ~ 
4.09% t;1Fc-\ct~ ~ ql~cf> ~ I ma=s ~ ~ cH~c.h q:;q-;r q;-r ~ ~a1a1cr1 fcfim g 

" ..::, .;j 3,ci": 3-1 I q ch'1 ~ J.i I cri 8 ~ cfil J•frt ~ 31ra~~ ct-i<i I ~ fcf; ~ ~ ~ 3m ~ ~ ~ 
~ 

ctlfcict * Vq;" ~ ~ ~ 6 I 

(~} 1TcFi ma=s ~ ~ ch!J-ki,3"CNr, ~ Btll qf{qcfq -~ f!J.i.Q ~ tR:f m- cRT Tm~~a 
q;tl 

3. (a). The spot rate curve usually slopes upward as maturity increases. Provide reasons for this 
kind of shape. (5) 

(b). What is the difference between CML and SML? Derive the CAPM equation. (3+ 7) {,.'! 

(31) ~ a't ~ cnT d<"'!loi tfJ-tla-..Qci: tloikJ.\<:fi ~ i ~ qftqcfclcil ~ ~I ~ ~ 
2n" ~ ~ ~ ch 1 -to I ii a 1 $ :i'.! I 

(~ CML 't!cf SML ~ ~ ~ 3RR" ~ CAPM tla--ftcfi-< 0 1 cfiT ~ q;t I 
SECTION 8 

4.(a) . What is cross hedging? Explain the circumstances when hedging can lead to a worse 
outcome? (3+3) 

(b) What is intrinsic value and tlme value of an option? (4) 

(c). A four month European call opti on on a divi dend paying st ock is cu rrent ly se lling fo r 5. The 
stock price is 64, the stri ke price is 60 and dividend of 0.80 is expected in 1 month. The risk free 



111terest rate is 12% per ~rnn um tor al l ma turit ies. What opportunities are there fo r an 
arbitrageur? (5) 

(3:r) ~ gf:;iJl(hedging) ~r ~? qf~Jf'.tifci.z:fl cfiT crot;::r q:;z ~ ~Ria , ,©{Iii q~OIIJ-1 cf;T 

~ chxa~ g I 

~) ~ ftlq;(>'q ~ f!J-lll ~ ~ ~3-f ,faq; (intrinsic) ~ cRTI" ~ ? 

('ff) 1Ji:n ~~r ~ak11a-1 fclch qz {fc:11 "i1R cH~o=i, l)._{1fq4o=i ~ ~q:,(>'q c1~cA1cr1 * s ~ 
~ ~ ~ ~ I fclch ~ 64, f?l$ch chlJ•frl 60, c=rm 1 J-l67tA * 0.80 chT Qifffl~r 
3-lojcHlfiilci ~ 1 ~m qf{qcfc1a1 ~ ~ '5l)ro)cH ~ ~ ~ ,2% t1 
3i{Rl~-5i{(arbitrageur) c);- fu"Q" ~ sTcrm t? 
5.(a) On January 30, you are managing a bond portfolio worth $6 million . The duration of the 
portfolio in 6 months will be 8.2 years. The September Treasury bond futures price is currently 
108-15, and the cheapest-to-deliver bond will have a duration of 7.6 years in September. How 
shou ld you hedge against changes in interest rates over the next 6 months? (5) 

(b) What is meant by 'Cheapest to deliver' bond? (3) 

(c) Suppose that the Treasury bond futures price is 101-12. Which of the follow ing four bonds is 
~ 

cheapest to deliver?(7) 

,.,_OM• 

Bond Price Conversion factor 

1 125-05 1.2131 

2 142~15 1.3792 
--- ·•· ·-·- ····- _, ... ••· ·---- .... 

3 115-31 1.1149 

4 144-02 1.4026 

(31) 30 \Jlirlq{l cn1 3lN "Qcf;" ~ l{ltlh)Qlfl h51ttcfil cfilcHci · $6 1/-lfc.illirl 6 , cfiT W-T cR" 

~ ~ I 6 cHf$cA * q)tq;1fc4<-11 cfil" 3fflitt 8.2 ~ ~ I ftk-i~H t;rfr ~ :Hfae;ll ch'lJ-fri 

c1 ~ J.J 1irl ~ 1os-1s t c=rm {-!fc--11 ~ wm-~ fi:1a~~ Jr 1.6 ~ ~ 3fflitt ~ 1 ~ .:) ('\ 



(<f) :a@f * ~ (Cheapest to deliver) ;;fr,:g ~ 3iT'l <Fm 'l1d-1$1A j!/? 

(tr) ma=rr fa;;-~~ ~rat\.[j ~J-frr 101-12 ~ 
1 

fu-lJ..o-1Riru -;:-rn- V -.+-.+ --,4-,. 
() cf --t 1 '\ itj lo-Sf! 6-1 ~ 91la-\ 

m ~ t ~ (Cheapest to deliver) t I · 

Bond Price Conversion factor 

1 125-05 1.2131 
·-········--···· 

2 142~15 13792 
3 115-31 1.1149 
4 144-02 1.4026 

I 

6. Suppose that the standard deviation of monthly changes in the price of commodity A is 0.3. 

The standard deviation of monthly changes in the price of a futures contract on commodity B 

(which is similar to commodity A) is 0.2. The correlation between the futures price and the 
commodity price is 0.9. 

(a) What hedge ratio should be used when hedging a one month exposure on the price of 

commodity"'? {3) 

(b) Suppose you are a producer 'of commodity A and expect to produce 1 mil lion units of this 

commodity in one month. Each futures contract represents 42,000 units of commodity B. What 
strategy will you opt in order to hedge the risk? How does your answer change if the correlation 
between future price and the commodity price becomes perfect positive? (8) 

(c)Explain the relevance of 1tafling the hedge' adjustment while hedging an exposure. {4) 

~ n\i 'efFcJ A ~ cfi'ttHf! Jt iHl~cfi q~q<4~ ~ ~ RliH4cri 0.3 ~I ~ B tf't ~fa¢.q 

~ fef C\, ~ 4?I cFfrt CFt- c:1 , fifi dfi 9 f{ q ~ irl cfiT ,;r.Fff'q" ~ i:.i ~ irl ('5ft ~ A ~ f1 '.Ft I irl ~) O · 2 ~I 

qf"ff 6h'!J-fr1 am ~fci~ll ~ ~ ~ fi~~~u 0.9 6 I 
.,:) 

(sf) cR.IT t;if(hedge) 3faj,%-l 3q<flJI fc1i<TT ~ • ::i'fq" ~ A if;r cl,'1J•kl tr,[ 1T<fi 

~ t 3ti ffitR ~ ~ (hedging) ~ :J,TI:T I 
(5) 



! 

(~) ~ ct,1" JffCf ~ A cl1" 3r41~ch 6 ~ ~ ~ ~ ~ ~ t 1 tR~,ao=; 
$ifil$.ti1 ~ 3,%:!,i-l il'iT 3i~<Hli-l ~ t I r;i('i! <fi ~fcliSlJ -iifcle;I ~ B <li'r 42000 ~ 
cf1T ~ ~ ti ~lffiJ-i $" ~ ~ ~ tr 3-Tftf cR:1T ~Uia-llfa ~ t 3TT9cR 
3tf{ ~ qfh~r'ac1 ~ ~ ~~ ~.tt <=h'tcHc-1 cit:rr ~ i:fncHc-1 ~ if'Rf ~t;fi~tr ~: 
ttcrt k<Ac:h ~ t I 

(~) 2:fil'a1 c." µ (tailing the hedge) ~ t;llfin'lcfic-11 ChT fzi~:qo-t ~ ~ gR;ia 1 c:iiT 
Jta-i(c:F(OI ~ ~ I 

SECTION C 

7. (a) Exp lain the different ways in which a firm can repurchase a stock. (6) 

(b) . Consider a company with the following market value balance sheet: 

Asset Value 5000 Debt 1500 
Equity 3500 

I 

The return on debt ay,d equity is 10% and 18% respectively. 

(i) . What is the overall cost of capital? 
~ 

{ii). If the firm issues an additional 500 of debt and uses the cash to repurchase 500 of its 
equity, would the overall cost or capital change? If the expected return on debt rises to 12%, 
what ·would be the return on equity? 

(iii ). If the company decides to repay all its debt and replace it with equity, how will this alter 
t he return on equity? 

(3+4+2} 

(3f) ~ aflchl ~ fcla:qa-1 ~ GH,A 1Jcfi ~ 'Qcfl Wen cf>T ~:~ ~ :ficf>M1 6° l 

(~) Tu=thr\~ffikt ~,'511{ ~ ~ ~ t- mtr V<:f; tj;qJI "CR ~ill{ cfit I ~ ..::, 

I l_Asset -~alue ! 5000 Debt 1500 - -----:i:----~ - --- --!--~ •:.:_ _______ _ ---- - 1 
i Equity 3500 J 

- -



(iii) ~ ci;qo-11 3-fCfo=fl" ~ "3ftUT cf,l" trdr~atc-llai ~ cf>T ~or1<-1 ~ 6 c=r~ .fiJ.lc-lc--ll ct-~ ~ 
~ m~ ~ q~&kn ~ ~ flJ-11(>',4 ~ ~RFh(">i cf,l" ~ 9~e1mc-1 ~ I 

8. (a) Financial leverage does not affect the risk or the e~pected return on the firm's assets, but 
it does push up the risk of the common stock. Elaborate numerically using the concept of betas. (8) 

(b) Under traditionalist view, the weighted average cost of capital does obtain a minimum for 
an intermediate level of debt-equity ratio. Discuss the arguments in favour of this statement. (7} 

(3-T) -fchft-4 ~8~01(leverage) ~ ~ q'1fiqffi ~ 3iaj,J.-11Toia <;italfiN m 31lm'IJ.1 cnt 
1;l~1fcla ~ ch{Jl ~fch<A ~ t11cH1a1fc.1ch ~ '511RslJ.i en)- t{cfcfiT ~ ~ ~ ~ ~ 

, cnT 3q~)a1 cfi«T ~ a1fu'k11.?..1 ~ * c.?..11g,41 ch'IG1£t \ ~ .;:) 

(~) q,-iq~q-; ~ ~ 3-ic·d1c-1 ~ ~ mf«:r ~ <41a1c-1 ~-flJ41(>'.q ~1q1c-1 ~ 
~ ~ t- fi;.ni <r-4<AatH m-ca-~ t I ~ ~ ~ 1:1"~ R ~ efif faai.1a1 q;t "' 
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m3.T ~ ~ ~ ·. 

I .Answer any Three : 

-'i) Distinguish between Giffen and inferior goods. 

:·ii) Distinguish between nominal and real Gross Domestic Product. 

: iii) \\r'hat is the _price elasticity of Demand. 

•.iv) What .are features of Perfect Competition? 

'1 , Ti$'~~ ~~-~~~ Rn~Q: 

(i) frlltf95 ry (1~ frr9 ~ ctr cffiJ~ ~ ~ ~ l 

(ii) 4!~<r> fi~1 q1~fl~¢ ffcITTrf ·tl~Ci ~ (GDP) I 

(iii) iriTf cBT - ~ cfiff ! I 
(rv) 'J,OT QRl lilfTR1I ctf ~~ fc;rof I 

Section A 

5X3 

I 

C 



. . bl 
1 ~ of scarcit)' and choice vvith the help of production po 'b·l· 2. (a) Explarn the p10 en s 

ss1 1 1ly Curve. . (b) Explain Law of variable proport10n. 

2. (31) ~~- c;~ ~ ~ fP-l{lli ¢1 '3 <'Y L<Fi ~ cfw "$1" {H'51llcil ~ qUf-;, cfR I 
(6f) -cr~cid.:i~~c1 ~jq1a) cB" ~ c#r UJl{..'<-11 crR I 

(8,7) 

3(a) Explain derivation of demand curve for a no1n1al good with the help of indifference cw-ve. 
(b) Explain determinants of demand. 

(8,7) 
3. (31) ~ fill-11R:I cffg cB" ~ '3c;lfil1cil cfw fc1!;!6\ti 01 c#t fli31lltll ~ "BPT cfw cnT ~ 
~I 

(<if) lWT cB" ~ ~ ctfr cl.11{..clll ~ I 

4. What is .monopoly? How is the equilibrium of firm determined under monopoly? 

(15) 

4.· -~ cfm ;t? ~ ~ ~ ~ "CfB cpT ~-1-1c1.:i ~ ~ f-1"~ 6YaT t? 
Section B 

5. (a)'Expla{n income method for estimation of National Income. 
(b) If (i) Marginal Propensity to Consmne= 0.8 \!I' 

· · (i) x~AFld ~ WJTT1 = 0.8 

,, 

1];1lcn cpT l=fR:mffi cfRI 

/ . 

·" I 
.' , 

6. (a) How doe$ fiscal policy help in bringing an economy out of recession? Explain. (b) \Vhat are the function of money. 

\. 

( 10,5) 



7 \Vdte short notes on any t\\·o 

( a) Macroeconon1ics issues 
(b) Tenns of rfradc 
(c) Circular F1ovv of inco~e in a two sector n1odel 

(i) m ~~ia l1~~11f?{ ~ ~ 
l 

(ii) clll4lx W-1" I~ t 
I 

! 

(iii) <TT-~-::f\[j +-11'5<:1 "B 3Tm cnT ~4?1ll s:lcll6 I 

(7 .5, 7.5) 
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( d) All questions cany equal marks 15 k 
, mar seach 

~~~cf, '3l=n ~ %, >ffi ~~ 15 '3ffi°cfil" i·1 
1. Provide an ov:rview of the Macro economic 

developments 1n the Indian econom f 
d . . y ram a me 1um term persp~ctive and review the problem 

areas that need pohcy attention. 
~l<dtl:f ~ ~ ~ i:61~:.=t ~ ~ ~ ~ 
f£lc.f,l(-f c.f,f ~ ~ f£1q <0 1 ~ ~ ~ t1'·H41 'q@ ~ 
~~ cfilfSi~ ITT"CR 'i\RIJR1 ~~c6t"~~i ? 

2. !3hagwati and Panagaria are of the opinion that 
1f the labour reforms are implemented they 
would accelerate the growth in formal sector 
employment. Do you agree ? Give r easons in 
support of your answer. Briefly state what other 
benefits, if any, do . you see from t h e 
implementation of labour reforms ? 
~Jjqct) '3tr{ q;;:p1R_;q1 cffi" 91:.=t_:.=tl % fc6 ~ J3;fq~Th~ ~ m ~ m ~ 0-f1qi:.t1R:c6 ~ if <PP 11 <if ~ , cFTT . 
'3rr:f fli?9ct ~ ? ~ ~ cfi Bl1$:f if ~ ~ I 
B~ if~ Fcn- cp:JT ~ "§:qm ~ cf51 £tf•;=-P-F-t B ~ 
~~,~~if, ~~i ? 

3. How far do you think indirect r~formf ~ sducl~ ~1 
exchange rate r eforms and lowenng o 1~ us 13 

tariffs impacted Agriculture growth?. L1st sotm.~ 
of the c hallenge s that need t o be me .. i 

agricultur e is to b e taken forward ? . 
-3~ cfllT WRIT~ fct fcnB' ~ clcn ~Gil-1£1 ~ ~~ 
~ -3:fl~lr'lch ~ 9?1~ ~~~--drr~~~~ ~ fc1chlf1 cm- ~ icn<-11 • '2.'~ ~ ~ ? ~ ffi" fcn;;:,-fcn;;:r ~ffi lTT cpf ft I 9;:, I cf)0 Cf?I -:mcT~ . 

2 

8714 

~. r in· tegration of domestic industries with GPN 4 "Greai.e . . • 1 bal Production Networks) must form an essential 
~ of the Make in India initiative." Discuss. 
"~cflct;=,- (~1isl~ Sils¾R ~eq~) cf;~~~ cf; 
~ ~cf5lcb {0 1 cm itco ~ ~ ~ cbT ~ '3-f P!cu4 
~ Gl;:,i;:iT m7TT I" clilMI cf5lfzyj~ I 

S. Do you agree wid~ the viak· ew tha~ thei:e is_ m
1
uch 

less scope for In 1a to m . e maJor gains m ow
skill or low-tech products because it is likely to 
face an incumbency disadvantage relative to 
China and other low-cost producers in Asia? 
Give reasons in support of your answer. 
cF-JT '31N ~ U<-1" ~ fii?½d ~ ~ cqror cb1 cn9"-clft~IB "lfT 
c611-<:1 cfrilcb ~ Z3Nlcn it ·~ ~ c6l° ~~T ~ cn9" 
i, c:fi?ffch 'cTA" '3tr{ ~ ~it~~ qM '3Nl&c:hl 
cfi ~~if~ cb9"11:() 9?T <.-il'·MI ~ ~ ~ i ? 
~ ~cfi qeyif ~~, 

6. "It is n o t t he amount of exports, but the 
t echnological content and sophistication of 
exports that m atters." Critically examine the 
above s tatement in light of the claim that both 
in manufacturing productivity and product 
complexity India is far behind global leaders. 
"~ ~er c6t l:fBTT ,..,ttt, ~ ~ ~ ac:f541cfil ~ 
~ G1£!Tffi 9?l" qRl:i:p {Oj ~ v'fl" 1-TT<-Fl" -rn-m i I" ~ ~cm- ~ if~ f21f:,9fu1 ~ ~ '3Nl&chcil ~ 
~ ~ ~R:~cti if ~ q)g i, ~ efcr cf) ~ if 
'3q<)=m en~~ ~1~""'1=q;:,1r9cf5 ~ c:61P12l 1 

3 P.T.O. 
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7. Discuss the impact of Foreign Direct 
. Investments (FDI) and Foreign . Portfolio 

Investments (FPI) inflows o~ Indian economy. 
List some of the policy options that the 
government needs to pursue to boost more 
inflows? 

·. < ~)-(fil~ ·~ q-{ ~il s.tetl~ ~~T (~ tt ~) 
--. ~ ~~fr" <ilelbl~it1 ~~T (~ · ~ ~) ~ ~ ~ 

._, : · _.- &11&41 }!lilfGi~ I ~ ~ ~ fefcbw'f c6T ~ ffi cfilt"Gltt 
,;. •· ·,-f31'9c6l· tl(cf->I~ cffi" 'Wff~ c6t '3~ ~ cslq,iql ~ ~ ~ 

. '3Ticf~ltcbd I ~ ? " 

·, , . . 8. ·· Analyz~ the "services led growth" hypoth~sis of 
· ----_,:,~·- the-Iridian economy ? Discuss the nature of 

· ·.· : service sector ·contribution to manufacturing. 
: -- ~;; __ , ·.·:. :in <ffilf_. '~ cf> "wrr '3TI~lftd fie[~" qf<c:fi~iil 

,.; '-. - ~~:,~ q;f-~ fcr~~tSi'1f" -~ <<-? ·-~Pl'1T 0 i ~Ff>~ WIT~~ 
.. -4lJi~l.-f -~ ~ q;f Fcf~efl~ 0 1 4'P,tt ·1 

3000 
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SECTION A (~ ~) 

1. (3.) \\-hat are forward rates? InYok.e the comparison 
princ iple to deriYe the formula for a one-year 
fonvard rate . (3) 

(b) Consider the follmYing nYo mutually exclusive 
proj ect A and B : 

Cash FloW's (S) 

P:-o~ ect C o C l C 2 C3 

+60 +60 0 
A 100 -

0 0 +1 40 
100 -B 

. IRR for each project. 
(i) F ind the approxunate 

(ii) \Vhicb proj ect shou 

and why? 

choose ld the coIIlpanY 

8757 
, 3 

(iii) 1 t 
the NPV of project A, proj ect B Calcu a e . 

d 
th incremental investment proJ ect an e o/ 1 O°lc nd (B-A) for discount rates of O ;,o , o a 

20%. 

h NP V functions for the three (iv) Plot t e 
. t ·11 a discount rate- NPV p lane. proJeC s 1 

(v) Show that the circumstances in which you 
would accept the project in (ii) are al so 
those in which the IRR on the increm ent3 l 
investment is less than the opportunity co~t 
of cap ital. ('.2+2+ 3-r 3+'.::) 

(qi") ~~~t ? ~~~{c~~~~ 
cfiB ~ ~ "¥Rf Rt~I~ ~ ~ cITT'. I 

("{cf) H+=--i@Rqct it-~ ~ 9R41'5-1 .. H A ·3TI< B i:rz i'q~, 
cITT:: 

~mt16($) 

9lWfoFll co C l Cl C, I 
A -100 +60 +60 0 I 
B - 100 0 0 ,--}40 I 

(i) ~ qfwhl-1-11 ~ ~ ~j'l lHa IRR Jllo ~ , 

p. T .t_• 



8757 
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(ii) ~ q;) ~ ~ q;) 

~? ~~~ 

( iii) 
0%, 10% ~ 20%,tt\!csif'f;~~-A 

~-B 'Ti NPV ~ ~ f%r ~ 
(B-A) cITT 7fORr ~ 

1 

(iv) NPV 'liT BR "Jtaj;,i'llaif <i:- ~ ~ \le_ G{ 

NPV~ ~ ~~, 

( V) ~ fcl, 3lJlr fir-, ~ "if 'l fl'</);,,'l! (ii) i'fi\ 

~cfil< ~ ~ ~ qf.g~~cf ~ W IRR iMr c'fil 
' ~ 

~ 

~ C1PTc, "ij° cfi+f t I 

2. 
(a) Differentiat e between Macaulay duration and 

modified duration . (5) 

(b) Consider the four bonds having annual payments 

as shown in the table below : 

End of year Bond Bond Bond Bond 

payment A B C D 

Year l 100 50 0 0 + 1000 
-

Year 2 100 50 0 0 
-

Year 3 100 + 1000 50 + 1000 0 + 1000 0 
-

8757 
5 

b ds are traded to produce a 
The on 

15% yi eld. 

. ice of each bond. 
(i) Determme the pr 

. n of each bond (not 
(ii) Determine the durat10 

the modified duration). 

(iii) Which bond is most sensitive to a change 

in yield? 

(iv) Suppose you owe $2000 at the end of 2 

years. Concern about interest rate risk 

suggests that a portfolio consisting of the 

bonds and the obligation should be 

immunized. If VA' VB' V c and VD are the 

total values of bonds purchased of types 

A, B, C and D, r espectively, specify the 

necessary constraints to implement the 

immunization? 
(10) 

(<n) ~ 3l<!fu affi: ~ 3lsfi:r 'fi <If<[ oTffi: cfil' I 

(.r) 'TIS\ <IT lT{ ~ -if ~ ~ 3!:P!R ~ :l1JtfR 

cfTR~~w~~ : 

P.T.o . 
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3. (a) () 
Distinguish 

between capital 
market line and 

3 

8757 

(5) 

A 
security market line. 

B C D 
a 1 100 50 ii) 

Consider an oil drilling 
venture. 

The price of 

0 0+1000 
a 2 a share of this venture is $875. It is expected 

100 50 0 to yield the equivalent of $1000 after one 

a 3 100+1000 50+1000 0+1000 0 
year 

but due to high uncertainty
about how 

much oil is at the drilling site, the standard 

deviation of the return is 40%. Currently the 

risk free rate is 10%. The expected rate of 

return on the market portfolio is 17% and the 

standard 
deviation of this rate is 12%. 

(i) Calculate the expected rate of return 

predicted by capital market 1line. Also 

comment whether it is efficient to invest in 

(5) 
ii) this venture. 

? 
(b) Individual A is planning to invest in a mutual fund. 

This fund invests 10% of its funds at the risk free 

(iv) H Tg f aTYa 2 q 3 S2000 

rate of 7% and the remaining 90% in a diversified

market portfolio which has an expected rate of 

return equal to 15%. The beta of the fund is 0.9. 

One share of the mutual fund represents $100 of 

asset in the fund. What is the value of the share 
VA VR Vc TR Vp A, B, C ar DeT 

based on CAPM? (5) 

P.T.O. 
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() (i) Yoit aIsTR FTST AR AtTtA ATGTR FTT 
SECTION 

B (TaUS a) 

4. (a) A company 

has a $20 
million

portfolio 
with beta 

of 1.2. It would like to use 
futures 

contract 
on the 

(ii) 
S&P 500 to hedge its risk. The index 

futures price 

$1000 3F7 TA Tie 
is currently 

standing at 1080, and each 
contract is 

for delivery of $250 times the index. What is the 

hedge that 
minimizes 

risk? What 
should the 

company 
do if it wants to reduce the beta of the 

(5) 
40% rd uirT T 10% portfolio to 0.6? 

(b) Explain what is meant by basis risk when the 

(5) 
futures contracts are used for hedging. 

(c) Suppose that you enter into a short futures 

contract to sell July silver for $17.20 per ounce. 

The size of the contract is 5000 ounces. The initial 

margin is $4000, and the maintenance margin is 

$3000. What change in the futures price will lead 

I 75 h3 AYH 10% H 7% t iltea TT 
to a margin call? What happen if you do not meet 

the margin call? (5) 

7 7t 1.2 C T $20 AfeqT I 

$100 Fry T 
aAAArT 

I CAPM 

P.T.O 
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(b) Suppose that the risk-free interest rate is 10% per 

annum with the continuous compounding and the 

dividend yield on a stock index is 4% per annum. 

Ey ? 
The index is standing at 400, and the futures price 

for a contract deliverable in 4 months is 405. What 

(4) 
arbitrage opportunities does this create? 

(c) Explain carefully the meaning of the terms 

convenience yield and cost of carry. What is the 

relationship between futures price, spot price, 

(5) 
convenience yield and cost of carry? 

3HH- AI TR 5000 ÈI ARTy Hta $4000 (375 t HT T $15 fa HTTISTRUT TTA S0.24 

5. (a) The spot price of silver is $15 per ounce. The 
5. 

storage costs are $0.24 per ounce per year payable 

quarterly in advance. Assuming that the interest 

rate is 10% per annum for all the maturities,

calculate the futures price of silver for delivery 

4% T IT 400 T7 aST &, ar 4' Ta 

in 9 months. Explain the arbitrage opportunities 

when the price is not equal to the theoretical 

(6) 

price. 
P.T.O. 
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() (i) 

AHF4Pu ? (ii) frt ar t T faa S15, S17.5 $20 

6. (a) ) What is the difference between a strip and a 
6. HT arad ai 37 S4, $2 

strap? (3) $0.5I arAI f ahaTs TATR TATÀ 

(1i) Call options on a stock are available with 

strike price of $15, $17.5, and $20, and the 

expiration dates in 3 months. Their prices are 

$4, $2, and $0.5, respectively. Explain how 

the option can be used to create a butterfly 

spread. Construct a table showing how profit 
i-THTT YTAIT aT RI S19 t $20 

varies with stock price for the butterfly 

(5) spread. 

(b) The price of a non-dividend-paying stock is S19 

$20 TT 3 T q4 E HTT 
and the price of a 3-month European call option 

on the stock with the strike price of $20 is $1. 

The risk free rate is 4% per annum. What is the 

price of a 3-month European put option with the 

(3) 
TH itGry f ftt Eis T AT $30 3itr $35 FT 

strike price of $20? 

with the strike price of $30 and S35 cost $4 and 

S7 respectively.
How can the options be used to 

(4) 

(C) Suppose that put options on a stock are 
available 

create a bear spread? 

P.T.O. 
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SECTION C (aus a) 
Miller-Modigliani's 

proposition on debt policy. 

(6) 
8. (a) Discuss the 

traditionalist position in response to 

8. 

7. (a) Explain with the help of an illustration 

dividends are paid. (4) 
b) The common stock and debt of NS Limited are 

(b) Explain, with an example, the Miller and valued at S 50 million and $ 30 million, respectively. 

Modigliani's proposition of irrelevance of dividend Investors currently require a 16% return on the 

common stock and an 8% return on the debt. If 
policy. Clearly outline the underlying assumptions 

NS Limited issues an additional $ 10 million of 
of the proposition. (6) 

common stock and uses this money to retire debt, 

(c) 'Debt-equity proportion does not affect the what happens to the expected return on the stock? 

Assume that the change in capital structure does 
currency-risk borne by equity holders but it 

not affect the risk of the debt and that there are 
increases the spread of percentage return.' Explain. 

(5) no taxes. (5) 

(c) Explain the following 

f GAT ? 1) Law of conservation of value 

(i) Weighted average cost of capital (2+2) 

(T 
AfT sitr $30 AHAIAATi af4TT HTATT 

P.T.O. 
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(e The marks of each question are written alongside the questions. Three 

890 100 Four ) The use of non-programmable calculators is permitted. 

Five 930 100 
1. 1. (a) "A fall in the infant mortality rate will bring down the fertility rate in a society." Discuss. 

7 

Six 950 100 

Seven 960 100 

(b) Suppose that Rakesh and Sheela are the 
heads of a nuclear family, making their 
fertility decisions. For simplicity, assume 
away gender bias and issues of child survival. 
The following table details the costs and 
benefits (in rupees) of different numbers of 
children 

Eight 960 100 

HT 
() Based on the information in the table, how many children 

would Rakesh and Sheela have in order to maximize their 
net benefit? 2 

(ii) Now consider another identical nuclear family with Mohan and Rita as the heads. Rakesh and Mohan are brothers and the two couples form a joint family. Both couples have exactly the same costs and benefits of having children as in the table. Now suppose that 50% of the cost of upbringing of each child can be passed on to the other family. Each couple's decision is independent of the other couple, and is based only on its own welfare. Now how many children will each couple have ? 

3TT TT (577 H) z5T fearT T T 
Additional Cost 

Number of Total Benefits 

Children 

100 500 
One 

100 750 
Two

3 
3 2 

P.T.O 
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(b) Show diagrammatically, that in casual labour 

markets, both workers and employers are 

(iii) Does the fertility choice differ in the above 
cases ? Explain. 

at a disadvantage the former due to low 

nutritional status and the latter due to hiring 

9 

3 

of low productivity labour. 

Briefly discuss the Harris-Todaro model of rural- 

urban migration and explain any one policy that 
moves an economy towards an efficient labour 

allocation. 

2. 

15 
4. (a) Show that in an economy with extensive 

possibilities for perfect crop insurance, fixed 
rent tenancy must be dominant, irrespective of whether the potential tenants are risk-

3. (a) In the presence of information asymmetry 

between lenders and potential borrowers in 
averse or risk-neutral. 

9 3. 

safe borrowers may drop out of the credit 

market if interest rates are too high. Explain 
6 

the informal rural credit market, only the 

T E, aTE THfem fe5trarR fH-sfdepET 
your answer. 

5 
P.T.O. 
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(b) The following table gives default risks for 5. What is the
rationale of environmental 

regulation ? Why do prescriptive regulations 

dominate 
environmental regulations worldwide, 

even though economic incentives are considered 

preferable ? 

various loan sizes in an informal rural credit market. Suppose that the rate of interest in this market is 18% per year, and that in the formal sector (with no default) 10% per year. 
15 

Loan size 
6. (a) Provide one explanation of interest rate 

determination in rural credit markets when 
Loans defaulted 

T 
the default probability is independent of the 

amount to be repaid. Further, discuss the 

factors which are likely to affect the 

repayment probability of a loan extended in 

9 

(%) 
50-99 5 

100-149 10 

150-199 20 
a rural credit market. 

200-249 25 

250-300 
300 

30 

50 

(i) Calculate the maximum loan size that will 

be offered in the informal rural credit 

market. 

(b) Explain how, among the poor, inequalities 
in the asset market magnify into labour 
market inequalities. 

(ii) For what minimum rate of interest will loans 

in the 250-300 category be offered? 6 6 

6 
7 

P.T.O 
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7. How did the tremors of fault lines work in the 
7. 

US financial sector to nearly destroy it in the 

vear 2007 ? Suggest reforms in the US financial 

sYstem which might minimize the detrimental 

effects of a crisis in future, on the world economy? 
8,7 

8. Discuss the processes through which global 

economic integration affects the condition of the 
poor in developing countries. What measures 

could help the poor ? 15 

8 3000 
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HTT 

(a) What are the changes in the banking system deposits, I. 

currency holdings and the money stock for an open 

market sale of 10 crore rupees ? 

P.T.O. 
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Given that

() Required reserves ratio = 10% 
yield 4 percent, but investors expect this yield to rise 

to 5 percent next year and to 6 percent year after. 

(ii) Desired excess reserves ratio 5% 

( Which of the three models of term structure is 

(iii) Desired currency to deposit ratio = 25%. 9 relevant in this case ? 

(b) What are the many ways in which options differ from (ii) Is the yield curve upward sloping, flat or 

a future contract ? 
downward sloping ? 

6 
(ii) What is the yield on a three-year bond ? 

What is the principal-agent problem in equity (6) 

9 contracts ? How can it be solved ? 

f T 
(a)

3ATTIT T4 = 10% 

(in aifsa sfaficm 3TRT&T 31TTA = 5% 

- TT AI 3T 2 TTITT TTfkeA 
(ii) atA 1 H TTA = 25% 

(b) a- 4 faTa afsta , af7 fAANTEi 

(a) Suppose 
investors prefer one year 

bonds to three year 

bonds and will purchase a three year bond only it they 

expect to receive an 
additional 2 per cent over the retun 

from holding one year 
bonds. Currently one year 

bonas 

P.T.O. 
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Discuss the efficiency of the following instruments as 

(a) 
(i) 

4. 

intermediate targets to achieve the objectives of 

Monetary policy 

Interest rate (b) 

(ii) Money supply. 

(6) Graphically explain why an investor who purchases a 

(a) Differentiate between exogenous and endogenous money 3 

8 callable bond requires a call premium. 
supply curves. 

(a) 
Explain the ways in which banks have developed several 

(b) 

mechanisms to overcome 
default risks and other 

1 

information asymmetries. 

(a) 

(6) 

(b) 

P.T.O. 



7 8970 6 
8970 

5 Discuss the impact of the following variables on the 

(a) 
() 

money supply in the Indian economy 

() Rise in C/DD ratio (c) (b) 

Rise in TD/DD ratio (t) 

(ii) Rise in non-borrowed reserves (H) (a) What is meant by asset securitization ? In what way 

(iv) Rise in excess reserves holdings of banks (ER). 8 can asset securitization reduce the cost of funds for 

(b) How is Basel III an improvement over Basel II ? 7 
an Issuer ? 

(a) 
(b) Jan Tinbergen claimed that it is not merely the number 

HT 
of instruments that are important but the number of 

( H/iST TTa a (¢) 
instruments exerting independent effects on the target 

Gi) st/33i TT z () 
variables. Elucidate. 

(iit) -3TR fru qfs (H 
(a) 

(iv) fafia fyi dfesra zs(ER) 

(b) 

Explain the rationale for the expectations hypothesis ? 

8 

(b) 
6. (a) 

What are the theory's major 
weaknesses 

Briefly discuss the reforms 
undertaken in the 

Govemment 

1 (6) 

P.T.O. securities 
market in India. 



8 

Write short notes on any two of following 

S+T S 
8. 

( Public determinants of money supply 

() Primary/Direct securities in India 

(ii) Liquidity premium. 

( 

(ii) 

(iin 

8970 8 
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