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INSTRUCTIONS: Answer Question ONE and any other TWO questions. 
 
QUESTION ONE (24 MARKS)  

a) A financial market is a market in which financial instruments are exchanged or traded.  
In addition to enabling exchange of financial assets, financial markets facilitate 
borrowing and lending by facilitating the sale by newly issued financial assets.  
Discuss the role of financial markets in the economic development in Kenya?(8marks) 

b) Stock exchange?(also known as stock markets) are special “market places” where 
already held stocks and bonds are bought and sold.  They are, in effect, a financial 
institution, which provides the facilities and regulations needed to carry out such 
transactions quickly, conveniently and lawfully.  Discuss the functions of the Nairobi 
Securities Exchange in developing the financial market   (8marks) 

c) Recent decades have witnessed the globalization of financial market to an 
unprecedented degree.  Explain the emerging issues in the financial market(8marks). 

QUESTION TWO (12 MARKS) 

Central Bank plays a significant role in controlling money supply.  Critically examine the role 
of the Central Bank in monetary control      (12marks) 

QUESTION THREE (12 MARKS) 

A commercial bank is a type of bank that provides services such as accepting deposits, 
making business loans, and offering basic investment products.  Commercial bank can also 
refer to a bank or a division of a bank that mostly deals with deposits and loans from 
corporations or large business, as opposed to individual members of the public (retail 
banking).  Discuss the roles of Commercial banks and non-bank financial institutions in 
Kenya            (12marks)
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QUESTION FOUR (12 MARKS) 

Clearly differentiate between Monetary Policies and Fiscal policies and their impact on 
economic growth and development in Kenya      (12marks) 

QUESTION FIVE (12 MARKS) 

Public Debt Management is commonly defined as ‘ the process of establishing and executing 
a strategy for managing the government’s debt in order to raise the required amount of 
funding at the lowest possible cost over the medium to long run, consistent with a prudent 
degree of risk.  It should also meet any other public Debt Management goals the government 
may have set, such as developing and maintaining an efficient market for government 
securities’.  Discuss the debt management objectives and different debt management 
strategies in Kenya         (12marks) 

QUESTION SIX (12 MARKS) 

Risk management refers to the practice of identifying potential risks in advance, analyzing 
them and taking precautionary steps to reduce/curb the risk.  These financial risks might be in 
the form of high inflation, volatility in capital markets,, recession, bankruptcy.  Discuss the 
any five different risks faced by financial markets.      (12marks) 


