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MDE/M-20 7050
FINANCIAL ECONOMICS–II

Paper–205
Option–(i)

Time : Three Hours] [Maximum Marks : 80

Note : Attempt five questions in all. Question No. 1 is compulsory.

Select one question from each of the four units.

COMPULSORY QUESTION

1. (i) Define risk.

(ii) What is holding period yield?

(iii) What is efficient frontier?

(iv) What is industry analysis?

(v) What is relative strength index?

(vi) What is hedging?

(vii) What is exercise price?

(viii) What is vega?
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(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

UNIT–I

( –I)

2. XYZ Ltd. operates a large readymade garments in the textile

industry. Assume that its common stock can be purchased in

the beginning of 2016 at Rs. 40. The dividend per share would

be Rs. 2 for the next three years. It is estimated that at the

end of 2019 the stock will be sold for Rs. 55. What is the

rate of return of XYZ’s stock?

XYZ

XYZ
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3. What is a bond portfolio? Explain duration and immunization.

UNIT–II

( –II)

4. Stocks L and M have yielded the following returns for the past

two years :

Year Return % of L Return % of M

2016 12 14

2017 18 12

(a) What is the expected return on portfolio made up of 60%

of L and 40% of M?

(b) Find out standard deviation of each stock.

(c) What is the covariance and coefficient of correlation

between stock L and M?

(d) What is the portfolio risk of a portfolio made up of 60%

of L and 40% of M?

L M

L  % M  %

2016 12 14

2017 18 12
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L M

L M

L M

5. What is efficient market hypothesis? Explain various types of

efficiencies.

UNIT–III

( –III)

6. What are call and put options? Explain Binomial option

pricing model.

7. Explain how futures are traded and settled on the stock

exchanges.
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UNIT–IV

( –IV)

8. Mr. A is having units in a mutual fund for the past three years.

He wants to evaluate its performance by comparing it to the

market.

Fund Market

Return 70.60 41.40

Standard deviation 41.31 19.44

Risk free rate 2% 2%

Beta 1.12 —

Find out Sharpe and Treynor indices and comment.

A

70.60 41.40

41.31 19.44

2% 2%

1.12 —
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9. Write a detailed note on the flows in multinational financial

system.
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