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INSTITUTE OF BANKERS IN MALAWI

DIPLOMA IN BANKING EXAMINATION

SUBJECT: INTERNATIONAL TRADE FINANCE

  (IOBM- D202)
Date: Saturday 3rd May 2008

Time Allocated: 3 hours (08.00 to 11.00 am)

INSTRUCTIONS TO CANDIDATES
1
Read the instructions on the cover of the answer book.
2
This paper consists of TWO Sections, A and B.
3
Section A consists of 4 questions, each question carries 15 marks. 


Answer ALL questions.
4
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
5
You will be allowed 10 minutes to go through the paper before the start of the examination, when you may write on this paper but not in the answer book.

6
DO NOT open this question paper until instructed to do so.

SECTION A
(60 Marks)

Answer ALL questions from this section.
QUESTION 1

A Malawian importer has to make payment to a Japanese firm in Yen for payment of goods. 

Describe five (5) risks that would be prevalent in such a foreign trade and give one example for each risk.






(Total 15 Marks)
QUESTION 2
Wonder Milling Company is under pressure to import machinery to replace a broken down machine in order to resume production of baking flour.
The Financial Controller of the company wants you to send the funds immediately, and all he has brought to the bank is a pro-forma invoice.  On examination of the invoice, you note that on payment terms it shows “half payment in advance; final payment after delivery of goods”

(a)  
How would you handle this transaction in terms of bank operations and exchange control regulations from start, to when the goods arrive in the country?







 (6 marks)
(b) 
 On further inspection of the invoice, you note that the invoice value shows the Incoterm “FOB amount - $20,000.00”.

(i)  
What are Incoterms and what is their purpose?
       
 (2 marks)
(ii)
What does the abbreviation FOB stand for and what duties and responsibilities does the choice of such an Incoterm place on the seller and buyer?




 (2 marks)
(c) List down the exchange control documents you would expect the Financial Controller to bring to the bank when the goods arrive? 

 (4 marks)

(d) How different would the exchange control documents be if the Incoterm mentioned was CIF other than FOB?



   (1 mark)
(Total 15 Marks)
QUESTION 3
(a) Name three (3) main types of Guarantees (bonds) which banks are requested to issue on behalf of customers and describe the purpose of each guarantee.





 .
 (9 marks)
(b) Define two (2) types of documentary collections and give two (2) disadvantages on each type of collection to the exporter.
 (6 marks)
 







(Total 15 Marks)
QUESTION 4
(a) 
Define a letter of credit.





 (2 marks)
(b) 
Explain two (2) advantages of a letter of credit to an importer.(4 marks)
(c) 
Feltel, a Malawian telecommunication company would like to purchase equipment from Indicables, a company based in India.  This will be the first time for the two companies to transact.  A Feltel purchasing officer approaches Newbank, its local banker to facilitate the transaction.
As an official of Newbank, outline the steps that would be taken to establish and execute the letter of credit. 




 (9 marks)








(Total 15 Marks)
SECTION B  
(40 Marks)
Answer ANY TWO questions from this section.
QUESTION 5
(a) You are a Trade Finance Officer at XYZ Bank.  You receive a documentary collection from ICB Bank of India. On the collection instruction (collection order) there is a term “Documents against acceptance”.
Describe the process that would happen from the time you, as a collecting bank, receives the collection order up to the remittance of the funds.







 
 (7 marks)
(b)
Your customer (drawee) of the above documentary collection, after initially committing to the transaction by accepting the draft (bill of exchange), later on maturity date refuses to pay the amount due.
(i) What step do you take when this happens?       
 (2 marks)
(ii) The remitting bank, acting on instructions from drawer (exporter), puts a monetary claim against your bank for not doing anything further to chase payment from your customer.  
What article within the rules governing documentary collections will you use to protect your bank against such a claim, and what does the article say?




(3 marks)
(c) Documentary collections have advantages and disadvantages to importers, exporters as well as the issuing bank.
What are three (3) of the disadvantages to an exporter (drawer) if he chooses the condition “Documents against acceptances (D/A)” rather than “Documents against payment (D/P)”?


(3 marks)
(d)
Define the following terms in export credit insurance:
(i) insolvency risk.





   (1 mark)
(ii) repudiation risk.





   (1 mark)
(iii) transfer risk.






   (1 mark)
(e) The International Chamber of Commerce in Paris issues internationally - accepted standard customs and practices governing the issuance and administration of documentary collections and documentary credits.  
What are the names of these guidelines?


 (2 marks)
(Total 20 Marks)
QUESTION 6
The table below shows how two countries, Malawi and Tanzania use labour in order to produce two products, cloth and shoes.  Study the table and answer the questions that follow.

	
	Malawi
	Tanzania

	Cloth (metres per man hour)
	8
	2

	Shoes (pairs per man hour)
	5
	4


(a) Which country has absolute advantage in shoes production?
(1 mark)

(b).    Mention the country which has comparative advantage and name the product in which this advantage exists.



 (2 marks)
(c)
Using Ricardo’s theory of comparative advantage explain how Malawi and Tanzania can organise their trade in cloth and shoes for mutual benefit.







 (8 marks)
(d).  
Outline the importance of exchange control regulations with special reference to the following:
(i)  
Balance of payments
(ii)  
Exchange rate volatility
(iii) 
Consumer protection
(iv) 
Foreign Investments




 (8 marks)
(e)
A country needs exports in high volumes in order to strengthen the value of its currency. However, some countries have exchange control regulations which impact on the exports. 
Explain why a country like Malawi reinforces exchange control regulations on exports.    





   (1 mark)








(Total 20 Marks)
QUESTION 7
(a) You have been employed as an International Trade Manager of a newly established bank that does not yet offer international trade products.

Your first task is to set up the department from scratch.  Mention nine (9) things you would do that would ensure the bank successfully starts offering the products like documentary bills, clean payments (open account & advance payments) and documentary credits.        (9 marks)
(b) What is a real effective exchange rate, and provide a formula for calculating it?






(3 marks)
(c) Define a nostro account.





   (1mark)
(d) Describe five (5) foreign exchange and trade services provided by banks in Malawi. 






(5 marks)
(e) Assume that Malawi Kwacha exchange rate regime is a fixed exchange rate system and that the exchange rate as at 1st October 2007 was USD1 = MK100.  On 1st December 2007, the exchange rate becomes USD1 = MK120.  

Explain what has happened, and what term is used to define such a movement.







(2 marks)
(Total 20 Marks)
QUESTION 8
(a) MT 700 is SWIFT message type used when establishing Letters of credits.  The table below shows some of the fields in the document.  Label the fields in terms of what information you would input for the LC to be successfully transmitted.

20




23




31C




31D




32 B




39B




40A




40E




42D




44 E








          




         (10 marks)

(b) Compare and contrast the three (3) different responsibilities placed on participating banks under documentary credit versus under documentary collection.





 (6 marks)
(c) (i)  In documentary credits what is meant by “discrepant documents?”








   (1 mark)
(ii)
 In international trade, what is meant by “force majeure”?.  
    (1mark) 
(iii) what does the abbreviation SDR stand for in foreign exchange ?
    (1mark)
(iv) In foreign finance, what is meant by “Eurodollars”?
   (1 mark)
(Total 20 Marks)
END OF EXAMINATION PAPER
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