
 

6. General information 

 

Additional remarks  regarding the exam: 

 

Consider the following additional remarks  regarding the exam: 

 

Use keywords to summarize when studying lengthy topics. 

Write as much as you can in the exam on a topic within the time limit. 

Write legible. 

The exam is not only about graphs. There are also questions on the “easier” sections. 

No calculations will be required. 

Additional sections of the textbook are not prescribed for the exam (see below). 

 

Examples of examination questions 

 

To help you with your preparation for the examination we have decided to provide you with 

10 possible examination questions, two of which will appear in the examination. In other 

words: The examination consists of six questions (of which you must do four) and at least 

two of the questions will be two of the following: 

 

1. (a) Explain the difference between a “national balance sheet” and a “balance of 

payments” and how the two concepts are related. (10) 

 (b) Evaluate the significance of imbalances that may occur within the balance of 

payments. 

(15) 

(25) 

2. (a) Explain, with the aid of a diagram (using the IS/LM/BP analyses), the 

effectiveness of expansionary monetary policies in an open economy with 

flexible exchange rates and perfect capital mobility (fig18.9) (16) 

 (b) Name the items of the current account of the South African balance of payments. (9) 

(25) 

 

3. Explain, with the aid of a diagram (using the IS/LM/BP analyses), the effectiveness of 

expansionary fiscal and monetary policies in an open economy with fixed exchange 

rates and perfect capital mobility (fig18.7) 

(25) 

 

4. (a) Explain currency pass-through. (10) 

 (b) Explain how the Gold Standard operated. (15) 

(25) 

5. (a) Define the following briefly: 



 

Depreciation………………(2) 

Appreciation………………(2) 

Effective exchange rate….(3) (7) 

 

 

(b) Suppose a nation with an open economy and fixed exchange rates is in short-run 

equilibrium below its natural level of output (in other words, in a recession). 

Explain with the aid of a diagram (use aggregate demand and supply curves) 

how it can attain simultaneous long-run and short-run equilibrium (at its natural 

level of output) without any expansionary policy. 

(18) 

[25] 

 

6. (a) Name all the items of the South African balance of payments.  (12) 

 

 (b) Explain the benefits and costs of dollarization. (13) 

[25] 

 

7. Explain the functions of the foreign exchange markets. (25) 

 

8. Explain the simple version of the portfolio balance approach to the balance of 

payments. (Your own decent summary of section 15.4A in the textbook is required 

within the time limit). (25) 

 

9. (a) Explain, with the aid of a diagram (using aggregate demand and supply curves), 

how a government can use fiscal and monetary policies to stimulate long-run 

growth in an open economy (fig19.11). (18) 

 (b) Explain transaction risk that may arise in international transactions. (7) 

[25] 

 

10. (a) Explain the concepts of “foreign exchange speculation” and “dollar overhang” 

briefly. 

(10) 

 (b) Describe the case for flexile exchange rates.. 

(15) 

[25] 

 

NB! The above 10 questions are not the only possible exam questions. You must therefore 

still know the remainder of the prescribed material to earn a good mark. 

 

Material not prescribed for the exam: 



 

In addition to that already mentioned in the study guide you can also omit the following 

sections from the textbook as far as the examination goes: 

 

Chapter 13 (only the information in study unit 1 of the Study Guide is applicable for the 

exam in this regard). 

Section 14.6C 

Section 16.2B 

Section 16.2C 

 

Sections 18.3 up to (and including) 18.4C (pp631-638) 

Section 18.5A 

Section 19.2A up to (and including) 19.4B (pp670-681) 

 

Another example of covered interest arbitrage: 

 

 Assumptions: 

 

 Interest rate in the RSA = 10% per year 

 Interest rate in the USA = 3%   per year 

 Spot exchange rate is $1 = R10,00 

 One year forward rate is $1 = R10,50 

 A USA citizen with $100,00 wants to investigate the possibility of arbitrage profits 

by investing it in the RSA  

 

To invest in the RSA he will have convert his $100,00 to R1000,00 on the spot market and 

invest it in the RSA @10% interest rate (resulting in R1100,00 after a year) and 

simultaneously cover it (hedge) using the forward rate. That means the bank guarantees him 

that by the end of the year he can convert his money back to $ at the rate of $1,00 = R10, 50 

resulting in $104,76 (R1100,00 ÷ R10, 50) 

 

Comparison: 

 

Should he have invested his $100 in the USA it would have grown to only $103,00 by the 

end of the year. He thus makes an arbitrage profit of $1,76 ($104,76 - $103,00) by rather 

investing it in the RSA. At a forward rate of $1,00 = R10,68 no arbitrage profits will be 

possible (R1100,00 ÷ R10,68 = $103,00) 

 

What has been said above considerably reduces the workload for the exam. Start studying 

early and make the best of this opportunity! 

 



 


