Paper / Subject Code: 97081/ ECONOMICS: FINANCIAL ECONOMICS

Time: 2:30 hours [80 marks

N.B. 1) All questions are compulsory.
2) The use of simple calculator is allowed.
3) Draw neat diagrams wherever necessary.

Q.1 — Attempt any two of the following. 20
a) Explain the concept of discounting. Find the present value of Rs. 50,000 which Mr. X is
supposed to get after 3 years when the market interest rate is 10% compounded semi-
annually.
b) Discuss the relationship between bond prices and yields.
c) Explain briefly the Markowitz model and two fund theorem.

Q.2 — Attempt any two of the following. 20
a) Explain the idea of Security Market Line.
b) Explain the concept of beta of an asset and the beta of a portfolio.

¢) What is Capital Asset Pricing model? Discuss its relevance in investment decisions.

Q.3 — Attempt any two of the following. 20
a) Explain the meaning and types of financial derivatives.
b) Write a note on Stock index futures and Interest rate futures.
c¢) Explain the term of arbitrage. Discuss about Hedgers and Speculators as participants in the

derivative market.

Q.4 — Attempt any two of the following. 20
a) Explain the relationship between capital structure and the cost of capital.
b) What is a dividend policy? Discuss the type of dividend policies.
¢) Explain the Modigliani-Miller theorem.
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