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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
(Long Answer Questions)

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

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

2. Describe the Flow of Funds matrix for an
economy. Mention the uses of flow of funds
accounting.

3. Describe Markowitz’s portfolio theory. Explain
how the Arbitrage Pricing Theory is different
from Markowitz’s theory and the Capital Asset
Pricing Model.

4, What do you understand by the yield curve
and the term structure of interest rates ?
Describe the expectations hypothesis, the
market segmentation hypothesis and the
preferred-habitat theory as explanations of the
term structure of interest rates.
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SECTION B
(Medium Answer Questions)

Answer any five questions from this section. 5x12=60

5. Distinguish between Markov expectations,
Adaptive expectations and Rational expectations.

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

7. Discuss the Efficient Market Hypothesis.

8. Point out the major differences between Swaps,
Futures and Forward contracts. Under which
conditions can swaps be used ?

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

10. Examine the case for government regulation of
financial markets. Do you think the government
should regulate commercial banks ? Give reasons
for your answer.

11. What are the main functions of a merchant
bank ?

12. Examine the need for, and role of, depository
system in secondary financial markets.
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