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Answer THREE questions, at least ONE from EACH section.

Section A

Answer at least ONE question from this section.

1. Explain the meaning of banks’ credit risk transfer and the
main techniques of credit risk transfer developed since the
mid 1990s. Discuss the advantages and disadvantages a bank
may experience by moving from traditional banking to a cred-
it risk transfer model.

2. Discuss the arguments for and against ‘mark to market’
accounting by banks.

3. Discuss the main ways in which bank performance is
evaluated. Pay particular attention to the Return-on-Assets
(ROA) and Return-on-Equity (ROE) decomposition analysis in
your answer.

4. Evaluate the common measures of bank liquidity and examine
the importance of liquidity management for profitability.

Section B

Answer at least ONE question from this section.

5. Discuss the main differences between GAP and Duration
Analysis for the management of banks’ interest-rate risk. Why
are both technique regarded as ‘inadequate’ for the purposes
of interest-rate risk management?

6. Explain and assess the view that the most appropriate
measures of banks” funding costs are:
a) marginal, and (50% of the marks)
b) market-based. (50% of the marks)
7. Examine how credit risk should be handled in bank loan

pricing. Consider how a bank might protect itself from exces-
sive credit risk exposure through its loan pricing and related
techniques.

8. Explain the meaning of banks’ Tier I capital and discuss the
arguments for and against including subordinated debt in it.

[END OF EXAMINATION]





