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MECE-004 : FINANCIAL INSTITUTIONS
AND MARKETS

Time : 3 Hours Maximum Marks : 100

Note : Attempt questions from both Sections as per

instructions given.

Section—A

Note : Answer any two questions from this

Section. 2%20=40

1. What are the main components of a
financial system ? What are the functions of a
financial system in the process of economic

development ?

Lot-I P.T.O.
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2. Explain the Capital Asset Pricing Model. How

does the Arbitrage Pricing Theory build upon
the CAPM ?

3. What do you understand by an option in a
financial market ? What is the major insight
offered by Black-Scholes’ model on option
pricing ? Discuss the assumptions made while
deriving the Black-Scholes equation for pricing

options.

4. 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 market ?

Section—B
Note :Answer any five questions from this

Section. 5x12=60

5. Explain the concept of a derivative. List the

various functions of derivative markets.



10.

11.

12.
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Distinguish among Markov expectations,
adaptive expectations and relational

expectations.

Explain, what an optimum currency area

means. How does it work ?

Critically assess the suitability of the Linear

Probability Model in the analysis of credit risk.

Explain decision-making under uncertainty.
What are the features of a utility function

under uncertainty ?

How does initial public offering mean ? What

are its costs ?

Discuss the role of stock markets in an

economy.

Write short notes on the following :
(a) Value-at-risk

(b) Functions of a merchant bank

P.T.O.
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