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MECE-004 : FINANCIAL INSTITUTIONS
AND MARKETS
Time : 3 hours Maximum Marks : 100

Note : Answer any two questions from section - A and

five questions from section - B.

SECTION - A

Answer any two questions from this section in about
500 words each. 2x20=40

1.  Critically examine the Quantity Theory of money.
Discuss the Fisher hypothesis regarding interest
and inflation.

2.  Explain the Capital Asset Pricing Model (CAPM).
How does the Arbitrage Pricing Theory build
upon the CAPM ?

3. Discuss debt and equity as means of raising
finance in the capital market. In this context,
discuss the Modig Liani-Miller hypothesis.

4.  Discuss the relative merits of fixed and flexible
exchange rate systems. Explain the concept of
currency convertibility.
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SECTION - B

Answer any five questions from this section in about
250 words each. 5x12=60

5. Discuss the main functions of a Merchant bank.

6.  What do you understand by ‘duration” as used in
the analysis of fixed-income securities ? In what
way is the so called ‘modified” duration measures
a modification of the Macaulay measure ?

7. Describe the flow-of-funds accounts of a nation
and discuss their significance.

8. Discuss the role and functions of Securities and
Exchange Board of India (SEBI).

9.  Explain how have volatility in the Indian markets
changed after introduction of derivatives trading.

10. Explain the role of arbitraguers and speculators
in a futures market. What type of risks do they
face and how can they minimise these risks ?

11. What is a Custom Union ? How does it work ?
In what way is it different from an optimum
currency area ?

12. What is an expected utility function ? What are
the important properties of an expected utility
function ?
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