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MECE-004 : FINANCIAL INSTITUTIONS AND

MARKETS

Time : 3 hours Maximum Marks : 100

Note : Attempt questions from each section as per

instructions given.

SECTION - A
Answer any two questions from this section. 2x20=40

1.  Discuss the relationship between money supply,
inflation and interest rates using Fisher’s
Hypothesis.

2. What is a financial asset ? Explain the three
approaches to the 'risks” associated with financial
assets.

3.  Explain the supply of money through the money
multiplier process. What would be the effect of
an increase in money supply on the equilibrium
in money markets ?

4. Explain the Capital Asset Pricing Model (CAPM).
How is the Arbitrage Pricing Theory built upon
the CAPM ?
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SECTION - B
Answer any five questions from this section. 5x12=60

5.  Explain the nature of options as a derivative.
How does it help in risk management ?

6.  Discuss the role of stock markets in the economy.

7.  Explain the relationship between Risk and Return
of a portfolio.

8.  What is a Customs Union ? How does it work ?
In what way is it different from an Optimum
Currency Area ?

9.  What is expected utility function ? What are its
important properties ?

10. Write short notes on :
(a) Functions of Merchant Bank

(b) Futures Markets

11. Whatare the important links between options and
loans ? :

12. Explain the Modigliani Miller Hypothesis.
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