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QUESTION ONE

a) Differentiate between the following terms as used in financial markets

i) Moral hazard and adverse selection


(4 marks)
ii) Eurobond and Euro currency



(4 marks)
b) In Kenya, the head of state recently signed into law the restriction of the interest rates chargeable by banks despite the opposition to the law by key players like the Central Bank of Kenya. With your knowledge of financial institutions and markets, critically analyze the potential effects of the new law on the Kenyan economy.



(8 marks)
c) Financial markets are not immune to contagion effect derived from operations of other financial markets. Clearly explain the reasons why domestic financial markets are affected by operations and activities in a foreign market.



 


(4 marks)
d) Regulation of financial markets is essential for their functioning. Clearly elaborate the role played by Insurance Regulatory Authority in the Kenyan Economy.







(5 marks) 
QUESTION TWO

a) The placing of Chase and Prime Banks in receivership has dented the confidence of the members of the public in the banking industry. You have been given a consultancy to advice on how best to improve the public trust on the financial system. Clearly prepare a presentation on the matter, bringing to light key areas of focus that needs to be addressed.  (10 marks)
b) The Nairobi Securities Exchange (NSE) demutualized in 2014, following in the example of other demutualized exchanges like JSE. Discuss the benefits of demutualization







(5 marks)
QUESTION THREE

a) One feature of financial markets in developing economies is their high rates of interest. Explain the reason for the high interest rates. (5 marks)
b) The National Treasury through its finance bill in the year 2015 proposed to raise the core capital requirement for banks to Ksh. 1 billion. What are the benefits of highly capitalized financial institutions? (6 marks)
c) Management of risks in financial institutions is very critical. Briefly explain how to manage any four risks faced by financial institutions. (4 marks)
QUESTION FOUR

a) Mr. Kaa Ngumu, a large scale farmer at Nairegi Engare in Narok, has never been to a formal financial institution to seek funds; all his financing needs are from a village shylock. Clearly discuss the effects of borrowing from shylocks.








  (10 marks)
b) Financial institutions are important for the development of an economy. Highlight the applicable financial institutions in your economy and their roles.








(5 marks)
QUESTION FIVE

a) The East African Community is in the process of integrating its economies. In relation to financial markets and institutions, clearly highlight the benefits that are likely to accrue as a result of the integration.
(8 marks)
b) One of the challenges facing the management of financial systems globally is money laundering and terrorism financing. As a finance expert advice the Central Bank on measures it should take to ensure that the Kenyan  financial system is not used as a conduit of laundering money or financing terrorism









(7 marks)
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