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1. Describe the primary functions of financial intermediaries, and appraise the
benefits and risks associated with the liquidity and maturity transformation
services offered by banks.

2. Explain the role of financial institutions in terms of ‘delegated monitoring’, and
outline the costs and benefits involved in delegated monitoring.

3. Ciritically appraise the relative importance of the different risks faced by banks,
and comment briefly on the quantitative risk measures commonly used by banks.

4. Explain the nature and importance of ‘credit risk’, and discuss the relative value
of internal and external credit ratings in assessing default risk.

5. In the context of bank asset and liability management, explain the principles
involved in ‘gap analysis’, and the application of gap analysis in the management
of liquidity risk and interest rate risk in particular.

6. Explain the importance of bank capital, with particular reference to current
regulatory requirements for the maintenance and management of adequate bank

capital.

7. Discuss the need for measures of bank performance, and explain the relevance of
the ‘risk-adjusted return on capital’ and ‘economic value added’.

8. Outline the features and pay-offs associated with forwards, futures, options and
swaps, and explain how to price forward contracts using absence of arbitrage
arguments.
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