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Money, Banking and Financial Market (TECO4533) (Set A) CONFIDENTIAL
March 2024 Final Examination

There are TWO (2) questions in this examination paper. Answer ALL questions on the answer
booklet provided. [100 MARKS]
Question 1 (70 Marks)
a) John owns a large construction company. He is exploring all financing options to expand his
business. He recently met with a banker and exploring the option of getting a loan from a bank.
Such arrangement is known as indirect finance. However, the bank charges a high interest rate.
Explain what other financing option that is available to John. Compare the advantages and
disadvantages of the proposed option to the option of indirect finance (getting loan from a bank).

(15 marks)

b) Banks can function as financial intermediaries because they can perform risk transformation,

asset transformation and maturity transformation. Explain these three transformations with
examples. (15 marks)

¢) Explain moral hazards and adverse selection. What are the actions / processes that banks can
carry out to preveni them? (20 marks)

d) There is a huge debate of whether Bitcoin can replace currency as money. Evaluate how Bitcoin
performs as a medium of exchange, store of value and unit of account. (20 marks)
Question 2 (30 marks)
Jane is presented with two bonds, i.e., Bond ABC and Bond XYZ. Both of the bonds have the same
coupon raie at 5% p.a. with once-a-year compounding frequency, yield-to-maturity at 3.5% p.a., and
face value of RM1,000. However, Bond ABC has 3 years to maturity, while Bond XYZ has 4 years.
i.  Compute the price of Bond ABC and Bond XYZ, respectively. (12 marks)

ii. Compute the modified duration of Bond ABC and Bond XYZ, respectively. (12 marks)

iii. [finterest rate is expected to increase by 1%, make use of the computed modified duration
above to compute the price change of Bond ABC and Bond XYZ, respectively. (6 marks)

*** END OF QUESTION PAPER ***
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