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SECTION A ( COMPULSORY)
QUESTION ONE

a) Differentiate between capital markets and money markets (4
marks)

b) Explain financial repression as used in financial institutions and
markets. (2 marks)

¢) Distinguish the difference between deficit and surplus units. (2
marks)

d) Explain the yield to maturity as used in the bond market. (2 marks)

e) Kenyas property market recently launched its first REIT in the
Nairobi securities exchange. Explain what kind of financial
product this is. (2 marks)

f) What is the interbank market. (2marks)

g) The Following the launch of the NEXT market, the NSE(Nairobi
Securities Exchange) now offers Index Futures and Single Stock
Futures on selected indices and stocks respectively. Explain the
following terms

Index futures(2 marks)
Single stock futures(2 marks)
h) Explain any four advantages of initial public offerings(4 marks)

i) In Kenya who are the regulators of the banking industry? (1 mark)
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j) Explain any four characteristics of a well-functioning financial
market.(4 marks)

k) What are repurchase agreements and who uses them. (3 marks)

SECTION B ANSWER ANY TWO QUESTIONS
QUESTION TWO

a) Explain any five objectives of the capital markets authority (10
marks)

b) Explain the following theories of term structure of interest rates.
Liquidity preference theory (3 marks)
Market segrﬁentation theory (3 marks)
Pure expectations theory (4 marks)
QUESTION THREE
a) Explain any five types of bonds. ( 10 marks)

b) As a capital market institution, the Nairobi Securities Exchange
plays an important role in the process of economic development:
explain any 5 such roles. (10 marks)

QUESTION FOUR

a) Explain any five types of derivative instruments as used in
financial markets. (10 marks)

a) Explain the efficient markets hypothesis and the three levels of
informational efficiency in financial markets. (10 marks)
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QUESTION FIVE

a) Explain any five reasons why financial institutions are
important in a financial system. (10 marks)

b) Name and explain any five global financial institutions.(10
marks) |
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