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INSTITUTE OF BANKERS IN MALAWI 

CERTIFICATE IN BANKING EXAMINATION

SUBJECT: INTRODUCTION TO BANKING (IOBM-C104)
Date: Saturday 6th October 2007
Time Allocated: 3 hours (8:00 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 3 questions, each question carries 20 marks. Answer any TWO questions.

5
DO NOT open this question paper until instructed to do so.
NOTE:
Do not remove this paper from the Examination Hall.
SECTION A: (60 marks)

Answer ALL questions in this section.

QUESTION: 1
(a) Describe the banker/customer relationship?


      (2 marks)
(b) Highlight four responsibilities of a banker to a customer?
      (2 marks)
(c) Banks like other business entities aim at maximizing the value of investment for shareholders.  Mention three sources of revenue for banks?







      (3 marks)

(d) Explain how Reserve Bank of Malawi performs its functions as “a lender of last resort”?







      (4 marks)
(e) Businessmen who are both importers and exporters find Foreign Dominated Currency Accounts (FCDAs) very useful for purposes of hedging against exchange rate fluctuations.
What do you understand by the term hedging?


      (2 marks)
(f) Explain why people would be motivated to transact in foreign currency such as the US dollars than in local currency in a country that is experiencing high inflation rates?




      (2 marks)









(Total 15 marks)

QUESTION: 2
(g) Discuss three factors that lead to intensive competition in banking industry both in developed and developing countries?


      (6 marks)
(h) How does a central bank use Liquidity Reserve Requirement (LRR) to control money supply?





      (4 marks)
(i) Mention three circumstances under which a banker may divulge information concerning the account of a customer?

      (3 marks)

(j) Explain in your own words, what you understand by the problem of double coincidence of wants in relation to barter trade.


      (2 marks)
(Total 15 marks)
QUESTION: 3
(a) Define Money Laundering?




      (2 marks)
(b)  Explain two ways how money laundering can negatively affect banks and financial institutions?





      (4 marks)

(c) Discuss two roles government plays in combating money laundering?










      (4 marks)

(d) Explain five roles banks can play in the fight against money laundering? 











    (5 marks)








(Total 15 marks)
QUESTION: 4
(a) Discuss three functions of money?



      (3 marks)

(b) In relation to money, define any two of the following terms:

(i) Money supply

(ii) Demand for money

(iii) Inflation






      (2 marks)
(c) A customer has approached the bank and is seeking to invest funds for a period of six months.  The customer is considering lodging the funds in a term deposit or, alternatively a negotiable bank certificate of deposit.

(i) Explain the attributes of each investment product to the customer.

(ii) Why might the term deposit be a more appropriate investment choice?








                 (4 marks)
(d) The Reserve Bank of Malawi recently reduced the “Bank Rate” from 20 to 17.5 percent.

(i) Explain what you understand by the term “Bank Rate”.        (1 mark)
(ii) What is the distinction between a Bank Rate and Liquidity Reserve Requirement (LRR)?




        (1 mark)
(iii) If you had a loan with a bank, what would be the impact of the reduction in the bank rate on your loan?


        (1 mark) 

(e) Financial instruments in Malawi may be traded at primary market or secondary market.

(i) In your own words explain what you understand by primary market   and secondary market.




      (2 marks)

(ii) Explain how a treasury bill can be regarded as traded on primary and secondary markets.




      (1 mark) 
(Total 15 marks)
SECTION B: (40 marks)

Answer any TWO questions from this section.

QUESTION: 5
(a) Briefly discuss functions of commercial banks.


      (3 marks)
(b) When a bank provides a loan to a customer, the bank is said to create a financial asset that is an entitlement to future cash flows.  What does this mean?







      (2 marks)

(c) Write short notes explaining the following terms:-

(i)
Money market





      (2 marks)
(ii)
Capital market





      (2 marks)
(iii)
Primary market





      (2 marks)
(iv)
Secondary market





      (2 marks)
(d) If you invest your money in shares of a company that is listed on the Malawi Stock Exchange explain two benefits that you would expect to get from such investment.
      (4 marks)
 (Total 20 marks)
QUESTION: 6
(a) Briefly describe the relationship between open market operations 

and discount rate?






      (4 marks)
(b) In your own words, explain what you understand by the term “financial intermediation”.






      (2 marks)

(c) Explain two advantages of each of the following accounts:-

(i)
Savings accounts.





      (2 marks)

(ii)
Fixed accounts.





      (2 marks)

(iii)
Foreign currency denominated accounts.

      (2 marks)

(d)
Identify two functions of a bank statement?


      (2 marks)
(e)
Explain two circumstances under which a bank can freeze a customer’s account.







      (2 marks)

(f) Why are financial institutions subjected to rigorous regulations than other types of institutions?





      (4 marks)







(Total 20 marks)
QUESTION: 7
(a) By making use of bank rate (discount rate), explain how the Reserve Bank 
of Malawi can control inflation and deflation in the economy.
      (4 marks)

(b) Explain why money supply should be controlled in an economy? (2 marks)
(c) Explain why banks in Malawi introduced Standard Account Opening
Forms?






                 (2 marks)

(d) Explain circumstances when the banker/customer relationship may be 
terminated. 






                 (4 marks)
(e) Discus two reasons why people hold money?   


      (2 marks)
(f) Explain the link between credit creation by commercial banks and 

inflation.







      (6 marks)
(Total 20 marks)
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