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ST. JOSEPH’S COLLEGE (AUTONOMOUS), BANGALORE-27

B. Sc. ECONOMICS- VI SEMESTER

SPECIAL SUPPLEMENTARY EXAMINATION: MAY 2017
ECS 6216: Financial Institutions & Markets
Time: 3 Hours                                                                 Maximum Marks-100
ATTACH THE QUESTION PAPER WITH THE ANSWER SCRIPT
This question paper has ONE printed page and THREE parts

PART A- Answer any TEN of the following:                                              3 X 10=30
1. Distinguish between risk and uncertainty.

2. When can you classify a decision maker as ‘risk averse’? Represent a risk inclined individual’s utility function with the help of a diagram.

3. Mention the drawbacks of using the expected value rule.

4. Briefly explain St. Petersburg paradox.

5. Give the meaning of the terms ’portfolio’ and ‘portfolio weights’.

6. What is diversification of portfolios?

7. Briefly explain Markowitz hypothesis.

8. Define leverage.

9. Briefly describe the functions of money market.

10. Distinguish between spot market and futures market.
11. Graphically represent the pay-off to a holder of a European call option.

12. Briefly explain the role of SEBI.
PART B-Answer any FIVE of the following:   
                                         5 X 5 = 25
13.  Explain Friedman –Savage hypothesis.

14.  Describe the measures of risk aversion with the help of examples for each case.

15. Justify the use of the NPV rule via Fisher separation.

16.  Consider an economy in which the risk free return is 2 percent and the expected rate of return on the market index is 10 percent. The variance of the return on the market index is 20 percent. Two portfolios A and B have expected return 5 percent and 10 percent and variances 20 percent and 50 percent respectively. Calculate the Beta coefficients of both the portfolios. What are the proportions of market risk and idiosyncratic risk for the two portfolios A and B?

17. An 8-percent interest rate five-year bond yields 6%. Assume annual coupon payments and that the FV of the bond is 1$ and compute the following:
a. If the yield remains unchanged, what will its price after one year?  

b. What is the current price of this bond? Is it being sold at par, premium or discount? 
18. Describe the main features of forward and futures contracts. How do forward and futures contracts differ? 

19. Explain the different methods of raising equity.
PART C- Answer any THREE of the following:                                       15 X 3 = 45
20. Examine the Modigliani Miller theorem in the presence of information asymmetry and tax.

21. Describe some methods of project evaluation. Which is the best method? Give reasons to support your answer.

22. Compare and contrast the CAPM and APT.

23. Describe the components of Indian money market and explain the instruments of money market.

24. Examine the role and structure of Indian capital market.
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