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2 ECS301D

10M11 2010
Part 1: Definition and functions of money (15 Marks)
Deel 1: Definisie en funksies van geld (15 Punte)
Answer ALL questions in part 1 / Beantwoord ALLE vrae in deel 1
11 Explain the difference between nominal and real GDP [4]
Verduidelik die verskil tussen nominale en reele BBP
12 What s the difference between direct and indirect financing? {21

Wat 1s die verskil tussen direkte en indirekte finansienng?
13 Financial intermedianes promote economic efficiency by performing a vanety of
services Explain how financial intermedianes

() Lower transaction costs [2]
(1)  Reduce exposure to nsk [2]

Finansiéle tussengangers bevorder ekonomiese doeltreffendheid deur ‘n verskeiden-
heid van dienste aan te bied Verduidehk hoe finansiéle tussengangers

() Transaksiekostes verlaag
(i) Blootstelling aan risiko verminder
14 Brefly distinguish between the money market and the capital market [2]

Onderske: kortliks tussen die geldmark en die kapitale mark.

15 How is the M1 money aggregate measured in South Africa? [3]

Hoe word die M1 geldvoorraad in Suid-Afnka gemeet?

[TURN OVER]
[BLAAI OM]
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10/11 2010

Part 2: Financial markets (20 Marks)
Deel 2: Finansiéle markte (20 Punte)

Answer ANY TWO of the following three questions
Beantwoord ENIGE TWEE van die volgende drie vrae

21 Explain why the return on a bond will not necessanly be equal to the interest rate (yield
to matunty) on that bond Use the relevant formulas applicable to a two-year coupon
bond to substantiate your answer Also explamn the possibility of a negative retum on a
bond [10]

Verduidelk waarom die opbrengs op 'n effek me noodwendig gelyk 1s aan die
rentekoers (opbrengskoers tot vervaldatum) van 'n effek me Gebruk die toepaslke
formules wvir 'n twee-jaar koepon-effek om u antwoord te staaf Verduidelk ook die
moontiikheid van 'n negatiewe opbrengs op 'n effek

22 Explain how Keynes's liquidity preference framework can be used to explain the effects
of

(1  anincrease 1n income,
(1) anse in the price level, and
(m) anincrease In the money supply

on the interest rate Assume that all other economic variables remain constant Please
draw graphs to illustrate your explanations for each one of (1}, (n) and () [10]

Verduidelik hoe Keynes se likiditeitsvoorkeur-raamwerk gebruik kan word om die effek
van

(1  ‘ntoename in inkome,
() ‘nstyging in die prysviak, en
(m) ‘ntoename In die geldvoorraad

op die rentekoers te verduidelk Aanvaar dat alle ander ekonomiese veranderlikes
konstant bly Teken ook grafieke om elkeen van jou verduidelikings van (1), (i) en () te
Hlustreer

23 Explain the difference between the nsk structure of interest rates and the term structure
of interest rates Then draw a normal yield curve and iist the three empirical facts
generally observed about the yield curve [10]

Verduidelik die verskil tussen die nisikostruktuur van rentekoerse en die termynstruktuur
van rentekoerse. Trek ook ‘n normale opbrengskromme (yreld curve) en lys die dne
empinese eienskappe tipies van 'n opbrengskromme

[TURN OVER]
[BLAAI OM]
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10111 2010

Part 3: Financial institutions (15 Marks)
Deel 3: Finansiéle instellings (15 Punte)

Answer question 3 1/ Beantwoord vraag 3 1

31

Explain how asymmetnc information can expiain wny marketable secunties (debt and
equity) are not the pnimary source of financing for businesses

Verduidelk hoekom asimmetnese inligting kan verklaar waarom bemarkbare sekuriteite
(skuld- en ekwiteitsintrumente) nie die pnmére bron van finansienng vir besighede Is
nie

Answer ANY TWO of the following three questions
Beantwoord ENIGE TWEE van die volgende drie vrae

32

33

34

How does the presence of adverse selection in credit markets explain the importance of
collateral and net worth in debt contracts?

Hoe verklaar die teenwoordigheild van ongunstige seleksie in kredietmarkte die
belangrikheid van kollateraal en netto waarde in skuidkontrakte?

Bnefly explan the meaning of “off-balance sheet activiies” and discuss two types of off-
balance sheet activities

Verduidelk kortliks wat “buite-balansstaat aktiwiteite” 1s en bespreek twee tipes buite-
balansstaat aktiwiteite

Explain the meaning of interest rate nsk and discuss two ways in which banks may deal

with this problem.

Verduidelik wat rentekoersrisiko I1s, en bespreek twee maniere waarmee banke rente-
koersnsiko kan hanteer

(3]

[5]

5]

(51

[TURN OVER]
[BLAAI OM]



5 ECS301D
10/11 2010

Part 4: Central banking and the conduct of monetary policy (25 Marks)
Deel 4: Sentrale bankwese en monetére beleidsvoering (25 Punte)

Answer EITHER question 4 1 or 4 2 / Beantwoord OF vraag 4 1 6f vraag 4.2

41

42

43

44

Derive the money multipiier equation

M= 14+¢ (MB)
r+e+c¢

Also explain what the vanables 7, e and c¢ represent What will be the effect of an
increase In r on the multipler? [10]

Ler die geldvermenigvuldiger vergelyking af

l1+c

M,
r+e+c( B)

M=

Verduidelik ook wat die veranderlikes r, e en ¢ voorstel Wat sal die effek van ‘n
toename Iin r op die vermenigvuldiger wees?

or / of

Discuss the advantages and disadvantages of inflation targeting [10}

Bespreek die voordele en nadele van inflasie-tetkening

Answer EITHER question 4 3 or 4 4 / Beantwoord OF vraag 4 3 of vraag 4 4

Expiain why the price stability goal in South Africa is desirable, despite other pressing
and potentially conflicting economic problems What is the role of the nominal anchor?
Also explain the nature of the time-inconsistency problem [15]

Verduidelik waarom die doel van prysstabiliteit in Suid-Afrika steeds toepaslik 1s (ten
spyte van die voorkoms van ander ernstige ekonomiese probleme) Verduidelk ook die
aard van die tyd-inkonsekwensie probleem

or f of

List and briefly explain five of the main functions of the South African Reserve Bank [15]

Lys en verduidehk korthkks vyf van die Suid-Afrikaanse Reserwebank se belangrikste
funksies

[TURN OVER]
[BLAAI OM]
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Part 5: International Finance
Deel 5: Internasionale Finansies

NO QUESTIONS
GEEN VRAE

Part 6: Monetary theory (25 Marks)
Deel 6: Monetére teorie {25 Punte)

Answer EITHER question 6 1 or question 6 2 / Beantwoord OF vraag 6 1 of vraag 6 2

61 Bnefly expiain the two types of empincal evidence in economics that may be evaluated,
that 1s, structural model evidence and reduced-form evidence In the case of the two
vanables money stock (M) and income (Y) Also explan the advantages and
disadvantages of both types of evidence [10]

Verduidelik korthks die twee soorte empiriese bewyse in ekonomie wat geevalueer kan
word, naamlik die struktuurmodelbewyse en die gereduseerdevormbewyse in die geval
van twee veranderlikes, te wete die geldvoorraad (M) en inkomste (Y) Verduidelk ook
die voordele en nadele van elke soort bewys

or/ of

62 Explan why the ISLM model may be regarded as unrealistic Focus particularly on the
interpretation of endogenous and exogenous variables within the ISLM model and on
how the money supply 1s determined in South Afnca Which additional assumption
regarding the LM curve would improve the relevance of the ISLM model for monetary
policy in South Africa? [10]

Verduidelik waarom die ISLM-model as onrealisties beskou kan word Fokus in die
besonder op die onderskeid tussen endogene en eksogene veranderlikes in die ISLM-
model, asook op die wyse waarop die geldvoorraad in Suid-Afrika bepaal word Watter
addisionele aanname rakende die LM-kromme kan die toepaslikheid van die ISLM-
mode! vir monetére beleid in Suid-Afrika verbeter?

[TURN OVER]
[BLAAI OM]
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Answer EITHER question 6 3 or question 6 4 / Beantwoord OF vraag 6 3 6f vraag 6 4

63 Comment on the statement "Inflation 1s essentially a symptom of conflict over income
distribution, which cannot be settled by relative price/wage movements" Then discuss
the following three factors which make an economy more inflation prone

() Regular significant price increases
(n) Large and powerful business, government and labour

(m) Highly elastic money stock [15]
Lewer kommentaar oor die volgende steling "Inflation 1s essentially a symptom of
confict over income distnbution, which cannot be settled by relative price/wage
movements " Bespreek vervolgens die volgende drie faktore wat veroorsaak dat 'n
ekonomie vatbaar is vir inflaste
() Gereelde en beduidende prysstygings
{n) Groot en magtige besighede, regenings en arbeidsektor
(m) ‘n Hoogs-elastiese geldvoorraad

64 Explain the following two counter-inflationary policy measures
()  Pnce controls
(n) Tight monetary policy
In your answer, discuss the advantages and disadvantages of both of these policy
measures [15]
Gee 'n kort bespreking van die volgende twee beleidsmaatreéls om inflasie teen te
werk
() Prysbeheer
(n) ‘n Streng monetére beleid
In u antwoord bespreek die voor- en nadele van beide die beleidsmaatreels

[TURN OVER]

[BLAAI OM]



8 ECS301D

1011 2010
Part 1: Definition and functions of money (15 Marks)
Deel 1: Definisie en funksies van geld (15 Punte)
Answer ALL questions in part 1 / Beantwoord ALLE vrae in deel 1.
11 Explain the difference between nominal and real GDP. [4]
Verduidelk die verskil tussen nominale en reele BBP
12 What s the difference between direct and indirect financing? [2]
Wat i1s die verskil tussen direkte en indirekte finansienng?
[TURN OVER]

[BLAAI OM]
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10/11 2010

1.3 Financial intermediaries promote economic efficiency by performing a vanety of ser-
vices Explain how financial intermedianes

() Lower transaction costs [2]
(i) Reduce exposure to nsk [2]

Finansiéle tussengangers bevorder ekonomiese doeltreffendheid deur ‘n verskeiden-
heid van dienste aan te bied Verduidelik hoe finansiéle tussengangers’

(i) Transaksiekostes verlaag
(i) Blootstelling aan risiko verminder

14 Bnefly distinguish between the money market and the capital market [2)

Onderske1 kortliks tussen die geldmark en die kapitale mark.

[TURN OVER]
[BLAAI OM]
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10/112010

15 How is the M1 money aggregate measured in South Afnca? [3]

Hoe word die M1 geldvoorraad in Suid-Afrika gemeet?

Part 2: Financial markets (20 Marks)
Deel 2: Finansiéle markte (20 Punte)

Answer ANY TWO of the following three questions
Beantwoord ENIGE TWEE van die volgende drie vrae

2.1 Explain why the return on a bond wili not necessarily be equal to the interest rate (yield
to matunity) on that bond Use the relevant formulas appiicable to a two-year coupon
bond to substantiate your answer Also explain the possibility of a negative return on a
bond [10]

Verduidelik waarom die opbrengs op 'n effek mie noodwendig gelyk is aan die
rentekoers (opbrengskoers tot vervaldatum) van 'n effek nie Gebrulk die toepasiike
formules wir 'n twee-jaar koepon-effek om u antwoord te ondersteun Verduidelk ook
die moontlkheid van 'n negatiewe opbrengs op 'n effek

[TURN OVER]
[BLAAI OM]
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22 Explain how Keynes's iquidity preference framework can be used to explain the effects
of

() anincrease In ncome,
(i) arise in the price level, and
(i) an increase in the money supply

on the interest rate. Assume that all other economic vanables remain constant Please
draw graphs to illustrate your explanations for each one of (1), (n) and (jii) [10]

Verduidelk hoe Keynes se likiditeitsvoorkeur-raamwerk gebruik kan word om die effek
van

(i) ‘ntoename in inkome,

(i) ‘nstyging in die prysviak, en
(i} ‘n toename in die geldvoorraad

op die rentekoers te verduidelik. Aanvaar dat alle ander ekonomiese veranderlikes
konstant bly. Teken ook grafieke om elkeen van jou verduidehkings van (i), (i) en (i) te
llustreer

[TURN OVER]
[BLAAI OM]



13 ECS301D
10/11 2010

23 Explain the difference between the risk structure of interest rates and the term structure
of interest rates Then draw a normal yield curve and list the three empirical facts
generally observed about the yield curve. [10]

Verduidelik die verskil tussen die risikostruktuur van rentekoerse en die termynstruktuur
van rentekoerse. Trek ook ‘n normale opbrengskromme (yield curve) en lys die drie
empinese eienskappe tipies van 'n opbrengskromme.

[TURN OVER]
[BLAAI OM]
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Part 3: Financial institutions (15 Marks)
Deel 3: Finansiéle instellings (15 Punte)

Answer question 3 1 / Beantwoord vraag 3 1

31 Explain how asymmetnc information can explain why marketable secunties (debt and
equity) are not the primary source of financing for businesses [5]

Verduidellk hoekom asimmetnese nligting kan verklaar waarom bemarkbare sekuriteite
(skuld- en ekwiteitsintrumente) nie die primére bron van finansienng vir besighede s
nie

[TURN OVER]
[BLAAI OM]
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10/11 2010

Answer ANY TWO of the following three questions
Beantwoord ENIGE TWEE van die voigende drie vrae

32 How does the presence of adverse selection in credit markets explain the importance of
collateral and net worth in debt contracts? {5]

Hoe verklaar die teenwoordigheid van ongunstge seleksie in kredietmarkte die
belangnkheid van kollateraal en netto waarde in skuldkontrakte?

33 Brefly explain the meaning of “off-balance sheet activities” and discuss two types of off-
balance sheet activities [5]

Verduidelk kortliks wat “buite-balansstaat aktiwiteite” 1s en bespreek twee tipes buite-
balansstaat aktiwiteite

[TURN OVER]
[BLAAI OM]
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10/11 2010

34 Explain the meaning of interest rate risk and discuss two ways in which banks may deal
with this probiem (5]

Verduidelk wat rentekoersnisiko 18, en bespreek twee maniere waarmee banke
rentekoersrisiko kan hanteer

[TURN OVER]
[BLAAI OM]
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Part 4: Central banking and the conduct of monetary policy (25 Marks)
Deel 4: Sentrale bankwese en monetére beleidsvoering (25 Punte)

Answer EITHER question 4 1 or 4 2 / Beantwoord OF vraag 4 1 6f vraag 4 2
41 Denve the money multipler equation

1+¢
r+e+c¢

M=

(mB)

Also explain what the vanables r, € and ¢ represent What will be the effect of an
increase In r on the multipher? [10]

Ler die geldvermenigvuldiger vergelyking af

1+¢
r+e+c

M= (MB)

Verduidelik ook wat die veranderlikes r, e en ¢ voorstel Wat sal die effek van 'n
toename In r op die vermenigvuldiger wees?

[TURN OVER]
[BLAAI OM]
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10711 2010
or/ of
42 Discuss the advantages and disadvantages of inflation targeting [10]
Bespreek die voordele en nadele van inflasie-teikening
[TURN OVER]

[BLAAI OM]
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Answer EITHER question 4 3 or 4 4 / Beantwoord OF vraag 4 3 of vraag 4 4

4 3 Explain why the price stability goal in South Africa is desirable, despite other pressing
and potentially conflicting economic problems What I1s the role of the nominal anchor?
Also explain the nature of the time-inconsistency problem [15]

Verduidelk waarom die doel van prysstabiliteit in Suid-Afrika steeds toepaslik s (ten
spyte van die voorkoms van ander ernstige ekonomiese probleme) Verduidelik ook die
aard van die tyd-inkonsekwensie probleem

[TURN OVER]
[BLAAI OM]
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or/ of

44 List and briefly explain five of the main functions of the South African Reserve Bank [15]

Lys en verduidelik kortllks vyf van die Suid-Afrikaanse Reserwebank se belangnkste
funksies

[TURN OVER]
[BLAAI OM]
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Part 5: International Finance
Deel 5: Internasionale Finansies

NO QUESTIONS
GEEN VRAE

Part 6: Monetary theory (25 Marks)
Deel 6: Monetére teorie (25 Punte)

Answer EITHER question 6 1 or question 6 2 / Beantwoord OF vraag 6 1 of vraag 6 2

61 Briefly explain the two types of empincal evidence in economics that may be evaluated,
that is, structural model evidence and reduced-form evidence In the case of the two
vanables money stock (M) and income (Y) Also explain the advantages and
disadvantages of both types of evidence [10]

Verduidelik kortliks die twee soorte empinese bewyse in ekonomie wat geevalueer kan
word, naamlik die struktuurmodelbewyse en die gereduseerdevormbewyse in die geval
van twee veranderlikes, te wete die geldvoorraad (M) en inkomste (Y) Verduidelk ook
die voordele en nadele van elke soort bewys

[TURN OVER]
[BLAAI OM]
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or/ of

62 Explain why the ISLM model may be regarded as unrealistic Focus particularly on the
interpretation of endogenous and exogenous variables within the ISLM model and on
how the money supply 1s determined in South Africa Which additional assumption
regarding the LM curve would improve the relevance of the ISLM model for monetary
policy in South Africa? {10]

Verduidellk waarom die ISLM-mode! as onrealisties beskou kan word Fokus in die
besonder op die onderskeid tussen endogene en eksogene veranderlikes in die ISLM-
model, asook op die wyse waarop die geldvoorraad in Suid-Afrika bepaal word Watter
addisionele aanname rakende die LM-kromme kan die toepashkheid van die ISLM-
model vir monetére beleid in Suid-Afrika verbeter?

[TURN OVER]
[BLAA1 OM)
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[TURN OVER]
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Answer EITHER question 6 3 or question 6 4 / Beantwoord OF vraag 6 3 6f vraag 6 4

63 Comment on the statement "Inflation 1s essentially a symptom of conflict over income
distnbution, which cannot be settled by relative pnce/wage movements" Then discuss
the following three factors which make an economy more inflation prone

()  Regular significant price increases
(n) Large and powerful business, government and labour
(m) Highly elastic money stock [15)

Lewer kommentaar oor die volgende steling "Inflation 1s essentially a symptom of
conflict over income distnbution, which cannot be settled by relative price/wage
movements " Bespreek dan ook die volgende dne faktore wat veroorsaak dat 'n
ekonomie vatbaar 1s vir inflasie

(i) Gereelde en beduidende prysstygings
() Groot en magtige besighede, regerngs en arbeid
(m) ‘n Hoogs-elastiese geldvoorraad

[TURN OVER]
[BLAAI OM]



27

ECS301D
10111 2010

[TURN OVER]
[BLAAI OM]



28 ECS301D
10/11 2010

64 Explain the following two counter-inflationary policy measures

()  Pnce controls
() Tight monetary policy

In your answer, discuss the advantages and disadvantages of both of these policy
measures [15]

Gee 'n kort bespreking van die volgende twee beleidsmaatreéls om inflasie teen te
werk

()  Prysbeheer
(n) ‘n Streng monetére beled

In u antwoord bespreek die voor- en nadele van beide die beleidsmaatreéls

[TURN OVER]
[BLAAI OM]
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ROUGH WORK / ROFWERK

[TURN OVER]
[BLAAI OM]



31 ECS301D
10111 2010

ROUGH WORK / ROFWERK

[TURN OVER]
[BLAAI OM]



32 ECS301D
10/11 2010

ROUGH WORK / ROFWERK
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ROUGH WORK / ROFWERK
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