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Dear Student 

 

In this tutorial letter we provide the answers to the assignment questions. Assignments 1, 2 and 3 contain 
multiple choice questions and here we provide the answers with short explanations where necessary. 
Assignment 04 contains questions to which you had to provide short written answers. Here we provide a 
memorandum and also brief notes on how the question was marked, where appropriate. 
 
We wish you success in preparing for the examination! 
 
All the best 
 
Your lecturers 
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1 DISCUSSION OF ASSIGNMENT 01, FIRST SEMESTER 2018 

 

Unless otherwise stated, all page and section references are made to the prescribed book, Understanding 
South African financial markets (2015 edition).  
 
The first 10 questions are not assignment questions but questionnaire questions to provide us with more 
information about our students. Therefore, we will start at the answer to question 11. 

11.  A bond is issued by an ultimate borrower and not an intermediary. Therefore this is an 
example of direct financing. Option [1] is therefore incorrect.  

 
 If Company A buys shares in Company B from Company C, it is a secondary market 

transaction. In the primary market the shares are bought directly from the issuer, which is 
company B in this case. Therefore option [2] is incorrect.  

 
 When shares are issued by the ultimate borrower, this is an example of direct financing. 

Therefore option [3] is correct.  
 
 Financial instruments with a maturity of a year or less are classified as money market 

instruments, while those with a maturity of more than a year are classified as capital market 
instruments. Therefore, SARB debentures that will expire in six months’ time are money 
market instruments and not capital market instruments, while bonds that will mature in five 
years are capital market instruments and not money market instruments. Options [4] and 
[5] are both incorrect.  

 
 The correct option is [3].  
 
12.  The functions of the financial system are discussed on pp.26-30. Options a, b and c are all 

correct. Option d is incorrect, as the financial system does not guarantee the prudent use 
of borrowed funds.  

 
 The correct option is [1]. 
 
13.  The financial system is stable when there is a high degree of confidence that the markets 

and financial intermediaries are able to meet their obligations without disruption. While 
individual financial institutions can still fail, systemic failure is highly unlikely. (See section 
1.5) 

 
 The correct option is [3]. 
 
14.  Regulation is expensive but it is sometimes necessary to protect consumers and to 

decrease risk. Therefore options (a) and (d) are correct, while (b) and (c) are incorrect.  
 
 The correct option is [2].  
 
15.  Money consists of cash and deposits, and deposits form the largest part of the money 

supply in a modern economy (in fact, more than 90% of the money supply is deposits, see 
p.62). Therefore option [1] is incorrect.  
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 Option [2] is also incorrect – the amount of deposits created in the economy depends 

mainly on the demand for loans. Therefore, it will depend on the actions of the public who 
borrows from banks, and not mainly on the actions of the central bank. The central bank 
can influence the decision to borrow through their influence over the interest rate levels, 
but the final decision to borrow or not lies with the public.  

 
 The amount of cash reserves that banks have to hold is a percentage of the deposits that 

they hold. Therefore, option [3] is incorrect.  
 
 Option [4] is incorrect. Banks can obtain cash reserves from the central bank if they need 

it. Therefore, the available cash reserves is not the main determinant of the amount of loans 
that the banks wish to provide.  

 
 Option [5] is correct. When the repo rate increases, banks increase interest rate at which 

they lend. Therefore, the demand for loans will decrease because it is now more expensive 
to borrow. Thus when the repo rate increases (decreases) the amount of loans created 
decreases (increases) indicating a negative relationship.  

 
 The correct option is [5].  
 
16.  Statements (a) and (d) are incorrect. Banks generally borrow short and lend long. 

Furthermore, the total assets of a bank must be equal to or more than its total liabilities 
(see section 3.4). From an accounting perspective, assets must equal total liabilities plus 
owner’s equity. We know that banks are obliged by law to hold a certain amount of owner’s 
equity, which means that the total assets of a bank has to exceed its total liabilities.  

 
 The correct option is [4] 
 
17. The nature of banking is such that a bank will, under normal circumstances, keep adequate 

liquid reserves to cover demand for liquidity from clients. However, the largest part of a 
bank’s assets are not kept in liquid reserves; therefore if a large percentage of a bank’s 
clients suddenly wants to withdraw their deposits it is highly likely that the bank will not 
have adequate cash reserves. If the rumour spreads that a bank has a lack of liquidity, 
even more clients will wish to withdraw their deposits – this is what we call a run on a bank.  

 
 The correct alternative is [4].  
 
18.  Option [1] is incorrect – banks are regulated by the SARB’s bank supervision department 

(p.70). 
 
 The South African Reserve Bank (SARB) Act 90 of 1989 sets the framework for the 

minimum reserve requirement, also called the cash reserve requirement – it does not set 
a limit on the amount of credit that banks are allowed to provide but it does set the 
percentage of cash reserves that a bank have to hold against any deposit on the private 
sector that it holds. Therefore, option [2] is incorrect.  

 
 The National Credit Act 34 of 2005 focuses on consumer protection, including disclosure 

and fairness of terms – it does not regulate who banks are allowed to provide credit for but 
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sets the rules regarding the treatment of clients who receive credit and the information that 
should be made available to them. Therefore, option [3] is incorrect.  

 
 According to the Financial Intelligence Centre Act 38 of 2001, it is the duty of a bank to 

ensure that it obtains all the necessary information about a client and the bank can be 
prosecuted by law if this is not the case – it is not the duty of the client. Therefore, option 
[4] is incorrect.  

 
 The Financial Advisory and Intermediary Services (FAIS) Act 37 of 2002 promotes 

consumer protection through the regulation of certain advisory and intermediary services 
to clients by financial firms, including banks (p.73). Therefore, option [5] is correct.  

 
 The correct option is [5].  
 
19.  Figure 2.1 in learning unit 2 (p.43 of the TL501) illustrates how the liquidity deficit of an 

individual bank may be financed. The only option not shown in this figure is option [5]. When 
the SARB enters into an open market operation with a bank and sells SARB debentures 
which are purchased by the bank, e.g. bank A in the example, money will flow from the 
banking system to the SARB, and therefore the liquidity deficit of the banks will increase. 
Therefore, option [5] is not a way in which the liquidity deficit of the bank may be financed. 
Option [2] may require some explanation – a bank may decrease the amount of cash 
reserves it has to hold with the SARB on a daily basis in terms of the SARB Act 90 of 1989 
and use these reserves to finance the daily liquidity deficit. However, this will mean that the 
bank will have to hold more cash reserves with the SARB at some stage during the current 
reporting period, as the average of the cash reserves held with the SARB over a particular 
period has to be equal to the pre-set cash requirement, that is 2,5% of all liabilities towards 
the public.  

 
The correct option is [5].  

 
20.  A repurchase agreement is illustrated in Figure 2.4 (p.52 of TL501). In the first leg when a 

bank sells financial instruments to the SARB, rands will flow from the SARB to the bank; 
the liquidity deficit of the banks will therefore decrease. Thus both statements (a) and (b) 
are incorrect. In the second leg, when the bank buys the financial instruments back from 
the SARB, rands will flow from the bank to the SARB, and thus the liquidity deficit of the 
banks will increase once again. Therefore, both options (c) and (d) are correct.  

 
 The correct option is [4]. 
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2 DISCUSSION OF ASSIGNMENT 02, FIRST SEMESTER 2018 

 
Unless otherwise stated, all page and section references are made to the prescribed book, Understanding 
South African financial markets (2015 edition).  
 
1.  Statements (a) and (b) are correct. Statement (c) is incorrect, as the BSD is responsible 

not only for macroprudential supervision, but also microprudential supervision. (See section 
2.3.2) 

 
 The correct option is [1] 
 
2.  Statement [1] is true - The JSE is supervised by the Capital Markets Department; therefore 

this is not the correct alternative.  
 
 Statement [2] is also true – allegations of insider trading are investigated by the Directorate 

of Market Abuse. Therefore this is not the correct alternative.  
 
 Statement [3] is not true. Most Collective Investment Schemes do not list on an exchange. 

This statement actually also tests your knowledge of section 8.4.1 of the textbook. 
Therefore this is the correct alternative.  

 
 Statement [4] is true. The Credit Rating Services Department regulates the credit rating 

agencies that operate in South Africa.  
 
 The correct option is [3].  
 
3.  Long-term insurance policies have to do with ensuring non-patrimonial loss, thus a loss 

that does not reduce material worth. The only type of insurance listed in this question that 
is not a long-term insurance policy is home insurance, as home insurance will be aimed at 
making good a material loss. The types of long-term insurance policies are discussed on 
pp.147-149. 

 
 The correct option is [3].  
 
4.  A policy to insure a house against damage would be a policy aimed at insuring patrimonial 

loss, i.e. a loss that reduces material worth. Therefore this is an example of short-term 
insurance, not long-term insurance, as long-term insurance would usually cover a non-
patrimonial loss. Therefore (a) is correct but (c) is incorrect. It is also indemnity insurance 
as the insurer would undertake to make good the insured’s actual loss should the insured 
house be damaged. Therefore (b) is correct. Third-party insurance “covers the insured only 
for his or her liability to other people, but not for the insured’s own damages” (Van Wyk et 
al 2015: 139), therefore a policy that insures a house against damage is not third-party 
insurance. Therefore (d) is incorrect.  

 
 The correct option is [1].  
 
5.  Statement [1] is not correct, as members will not share in good investment returns. Only 

the sponsors or employers will benefit from this, as good returns means that they may be 
able to decrease their contribution while still keeping the benefit at the defined level.  

 



ECS2605/201 
 

8 
 

 Statement [2] is correct – members contribute a fixed amount to both a defined benefit and 
a defined contribution fund, therefore this is a benefit to members that apply to both types 
of retirement funds.  

 
 Statement [3] is not correct. Members usually find it more difficult to “understand and to 

ascertain the “true” value of the benefits of a defined benefit fund in comparison to those 
provided under defined contribution schemes” (p. 160).  

 
 Statement [4] is not correct – cross-subsidy between different members will take place in 

the case of defined benefit funds, because the contributions of current contributing 
members may be used to finance the benefits of current beneficiaries.  

 
 Statement [5] is incorrect. Although it is true that a member has no choice in selecting the 

investment portfolio, this is rather a disadvantage as it means that a portfolio cannot be 
adjusted to suit the needs of a particular member.  

 
 The correct option is [2].  
 
6.  Statement [1] is correct. To ensure that a retirement fund will always be able to meet its 

obligations, it is important that the assets of such a fund should be matched to the maturity 
of its liabilities, i.e. the funds that have to be distributed to members. [1] is therefore not the 
correct option.  

 
 Statement [2] is also correct and therefore not the correct option. If nominal amounts have 

to be paid, it is advisable that the value of and return on assets should be certain, e.g. fixed 
income instruments, and that the maturities of the liabilities should match the amount of the 
assets.  

 
 Statement [3] is correct and thus not the correct option. If a policy has to pay amounts that 

are linked to real variables, it is important that the value of the assets should be linked to, 
and generate income, that is linked to the inflation rate, in order to protect the real value.  

 
 Statement [4] is correct and thus not the correct option. A contracting fund should invest in 

assets of which the market value is relatively stable and which yield high interest rates. 
This is because such a fund has to cover it liabilities despite the fact that contributions are 
decreasing.  

 
 Statement [5] is not correct and thus the correct alternative. It is highly likely that a 

contracting fund will have to use a part of its capital value to pay. It is therefore important 
that such a contracting fund invest in rather liquid assets that can easily be converted to 
cash to pay benefits, if needed. Structured products are not very liquid, and are therefore 
not appropriate.  

 
 The correct option is [5].  
 
7.  The benefits of investing in a CIS include diversification, cost-efficiency and professional 

management (pp.181-187). A CIS is not allowed to invest just any amount in any asset 
class; there is a maximum percentage that may be invested in any one security. Therefore 
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[1], [2] and [3] are not correct options as these represent advantages of investing in CISs 
while [4] is correct as this statement does not represent an advantage of investing in a CIS.  

 
 The correct alternative is [4].  
 
8.  Statement [1] is incorrect. Investment managers of hedge funds usually invest in the funds 

that they manage.  
 
 Statement [2] is not correct. The general partner’s compensation is linked to the 

performance of the fund.  
 
 Statement [3] is not correct. Hedge funds are not very liquid and to benefit from investing 

in such funds, it is important that your investment should remain in the fund for a relatively 
long term. Hedge funds invest in structured projects which will only show profit in the longer 
term.  

 
 Statement [4] is correct. Although this is not all they invest in, pension funds and long-term 

insurers may also invest in hedge funds to enhance their longer term returns.  
 
 Statement [5] is not correct. Hedge funds strive to achieve a return higher than the average 

market return.  
 
 The correct option is [4].  
 
9.  Statement [1] is not correct. Microcredit refers to small loans provided at high interest rates. 

The interest rates are higher to compensate the lenders for the higher risk attached to such 
micro-loans.  

 
 Statement [2] is correct. Group lending will usually include a group repayment pledge, 

which means that no member can obtain a new loan unless all members are up to date on 
loan repayments. Therefore “the incentive to repay the loan is based on peer pressure” 
(p.85).  

 
 Statement [3] is not correct. Collateral can be required and, as stated in the textbook, can 

vary from fixed assets to guarantees from peers.  
 
 Statement [4] is not correct. Micro-insurance is usually provided by associations such as 

friendly societies, trade unions, churches and hospitals, and not by banks. It provides 
limited protection at low contributions or premiums.  

 
 Statement [5] is not correct – remittances refer to transfer of amounts between individuals, 

e.g. when a person want to transfer funds to their families in rural areas.  
 
 The correct option is [2].  
 
10.  Statement a is not correct – both mutual banks and banks accept deposits from the general 

public and therefore this is not a difference between the two types of institutions.  
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 Statement b is not correct - both mutual banks and banks provide payment services such 
as cheques and electronic transfers, and therefore this is not a difference between the two 
types of institutions.  

 
 Statement c is not correct - both mutual banks and banks provide credit such as overdrafts, 

home, term or asset-backed loans, and therefore this is not a difference between the two 
types of institutions.  

 
 Statement d is correct – mutual banks are owned by the members while banks are public 

companies and owned by shareholders who have invested in the bank, e.g. by buying listed 
shares on a stock exchange. This is therefore an aspect in which commercial banks and 
mutual banks differ.  

 
 Statement e is correct. The minimum capital requirement for a mutual bank is R10 million, 

while it is R250 million for a bank. This is therefore an aspect in which commercial banks 
and mutual banks differ.  

 
 Statement f is correct. Mutual banks are regulated and supervised under Basel I while 

regulations pertaining to banks have been adjusted to conform to Basel II and III. This is 
therefore an aspect in which commercial banks and mutual banks differ.  

 
 The correct option is therefore [5]. 
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3 DISCUSSION OF ASSIGNMENT 03, FIRST SEMESTER 2018 
 

Unless otherwise stated, all page and section references are made to the prescribed book Understanding 
South African financial markets (2015 edition). This assignment is about the calculations that you have to 
master for ECS2605. The questions that will be asked on this section in the examination will be similar to 
the assignment questions. If you have problems understanding the calculations, please visit the ECS2605-
18-S1 webpage. The last activity in learning unit 5 (activity 5.13) contains a link to a website 
(http://www.econom.co.za/econres/finmark/Home_1.html), where we explain the calculations in greater 
detail using short videos and also provide some interactive exercises with feedback. 
 
1. RBDs are interest add-on instruments. On issue, the South African Reserve Bank received R2 

000 000 per RBD, which is the nominal value of the interest add-on instrument. All interest 

add-on instruments are sold by the issuer at their nominal value and that is the amount that 

the buyer of this debenture will have to pay. 

 

The correct option is [1]. 

 

2. The consideration of this debenture in the secondary market can only be obtained after first 

calculating the maturity value (MV) of the instrument. To calculate the maturity value we always 

use the interest rate at which the interest add-on instrument was issued (5,5% in this case) 

and the number of days left to maturity (56 days, in this case) from when it was issued. 

 

MV = NV x (1 + i x n) 

 =  R2 000 000 x (1 + 0,055 x 56/365) 

 =  R2 000 000 x (1 + 0,008438) 

 =  R2 000 000 x 1,008438 

 =  R2 016 876,71 

 ≈ R2 016 877 

The proceeds (P) in the secondary market are then calculated using the above maturity value, 

the interest rate at which it was sold in the secondary market (5,760%, in this case) and the 

number of days left to maturity when it traded in the secondary market (21 days, in this case): 

 

 P  =  MV / (1+ i x n) 

 =  R2 016 877 / (1 + 0,0576 x 21/365) 

 =  R2 016 877 / (1 + 0,009041) 

 =  R2 016 877 / 1,003314 

 =  R2 010 215,15 

 ≈ R2 010 215 

 

The “≈” sign means “about equal to” and refers to the fact that we have rounded the answer to 

the closest full rand. 

 

The correct option is [3]. 
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3. We can determine if the seller in the secondary market realised a capital profit or loss by 

comparing the interest rates at which the instrument was bought and sold. As this RBD was 

bought at an interest rate of 5,500% and sold at a higher interest rate of 5,760%, we know that 

a capital loss was realised (recall the inverse relationship between interest rates and prices). 

 

Capital profit (loss) = Total income – Accrued interest 

 

Total income is equal to the consideration less the purchase price of the instrument.  

This instrument was bought at a price of R2 000 000 and sold at a price of R2 010 215 (see 

question 2 above) in the secondary market. 

 

Therefore, total income = R2 010 215 – R2 000 000 = R10 215 

 

To calculate accrued interest, we use the price at which the seller bought the instrument 

(R2 000 000), the interest rate at which the seller bought the instrument (in this case 5,500%), 

and the number of days that it belonged to the seller, that is, 35 days: 

 

Accrued interest  = Amount paid x i x nh 

 = R2 000 000 x 0,055 x 35/365 

 = R2 000 000 x 0,005274 

 = R10 548 

  

The capital profit (loss) = R10 215 – R10 548 = –R333. 

 

As the accrued interest exceeds the total income (therefore, the answer above is negative), 

we know that it is a capital loss. 

 

Another way to think about this is to calculate what the instrument’s value would have been 

had it expired on the day the original buyer sold it in the secondary market, i.e. if the instrument 

had a 35 day term rather than 56 days. 

 

MV = NV x (1 + i x n) 

 =  R2 000 000 x (1 + 0,055 x 35/365) 

 =  R2 000 000 x (1 + 0,005274) 

 =  R2 000 000 x 1,005274 

 =  R2 010 548 

 

Thus after 35 days at the initial annual interest rate of 5,500%, the instrument would be worth 

R2 010 548. However the seller actually received R2 010 215. Thus the seller made a capital 

loss of R2 010 215 - R2 010 548 = R333 

 

The correct option is [1]. 
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4. The yield rate of the seller in the secondary market is calculated as follows: 

 

Annual yield = Total income/amount paid x 1/nh 

 =  (R10 215/R2 000 000) x 365/35 

 = 0,005108 x 10,428571 

 = 0,053269 

 ≈ 5,33% 

 

The correct option is [5]. 

 

5. Instrument A is a negotiable certificate of deposit (NCD) and therefore an interest add-on 

instrument. To calculate the price of instrument A in the secondary market we therefore first 

have to calculate the maturity value of the NCD and then use this to calculate the price on 

15 March 2018. To calculate the maturity value, we use the interest rate at which the interest 

add-on instrument was issued (i.e. 7,00%) and the number of days left until maturity at the 

issue date (i.e. 100 days). The following formula will be used to calculate the maturity value of 

the NCD: 

 

MV = NV x (1 + i x  n) 

 = R 2 200 000 (1 + 0,070 x 100/365) 

 = R 2 200 000 x 1,019178 

 = R2 242 191,78 

 ≈ R2 242 192 

 

 This maturity value can now be used to calculate the price on 15 March 2018. The interest rate 

that will be used is the interest rate at which it trades on 15 March (i.e. 6,500%), and the 

number of days left until maturity on 13 June 2018 (i.e. 90 days) will be used to calculate the 

consideration on 15 March 2018: 

 

P = MV / (1 + i x n) 

 = R2 242 192/ (1+ 0,065 x 90/365) 

 = R2 242 192/ 1,016027 

 = R2 206 823,24 

 ≈ R2 206 823 

 

The correct option is [3]. 

  

6. Instrument B is a treasury bill and therefore a discount instrument. The following formula will 

therefore be used to calculate the price of instrument B on 15 March 2018: 

 

Consideration = NV(1 – id x  n) 

 = R2 242 768 (1 – 0,0650 x 90/365) 

 = R2 242 768 x 0,983973 

 = R2 206 823,16 

 ≈  R2 206 823 
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 The correct option is [3]. 

 

7. We calculated the maturity value of instrument A in question 5, as we needed this to determine 

the price in the secondary market. The maturity value is = R2 242 191,78  ≈ R2 242 192 

  

The correct option is [5]. 

 
8. The yield on instrument B, the Treasury bill, can be calculated using the appropriate formula: 
 

iy = (Discount amount/consideration) x (1/n) 

 

The discount amount is the difference between the nominal value and the consideration: 

Discount amount = R2 242 768 – R2 206 823 = R35 945. 

 

Note that 1/n is the inverse of n; therefore, if n = 90/365, then 1/n = 365/90. 

 

Therefore: 

iy = (R35 945 / R2 206 823) x (365/90) 

 = 0,016288 x 4,055556 

 = 0,066057 or 6,61% 

 

 The correct option is [3]. 

 

9. The amounts needed to buy each of these instruments are R2 206 823 and R2 206 823, 

respectively (see calculation of market prices in questions 5 and 6). As these are both short-

term instruments, the fact that one is issued by the government and the other by a bank does 

not affect the risk profile significantly; the risk attached to the two instruments over this short 

period is about the same. Therefore, the only factor to take into account is the yield.  

 

 The yield on instrument A, the NCD, is given, namely 6,5%.  

 

The yield on instrument B, the Treasury bill, was calculated as 6,61%.  

 
 Therefore, the instrument that will yield the highest return is instrument B, the Treasury bill.  
 

The correct option is [2]. 

 

10. AB Bank is the party experiencing a deficit and through this repurchase agreement, AB Bank 

agrees to sell these bonds to the SARB for a period of seven days, receiving the market value 

of the bonds on 18 April 2018 to finance its deficit. On 25 April 2018, AB Bank will pay the 

amount, which it has received from the SARB in the first leg, back to the SARB plus interest 

for the seven days, calculated at the repurchase rate. 
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To calculate the amount that AB Bank will receive from the SARB on 18 April 2018, we multiply 

the principal value of the four bonds (4 x R4 000 000) by the market price (R103,250% or 

1,0325) on 18 April 2018: 

 

R16 000 000 x 1,0325 = R16 520 000 

 

The correct option is [1]. 

 

11. On 25 April 2018, AB Bank will pay back the amount borrowed in the first leg (R16 520 000) 

plus interest for seven days, calculated at the repo or repurchase rate (7,25% or 0,0725). 

 

Repurchase amount = N x (1 + i x n), where N refers to the amount paid in leg 1 

 = R16 520 000 x (1 + 0,0725 x 7/365) 

 = R16 520 000 x 1,001390 

 = R16 542 969,59 

 ≈ R16 542 970 

 

The correct option is [4]. 

12. Since the bond is being sold at a market price of R97,50%, which is lower than R100,00%, it 

means it is trading at a discount. The running yield of this bond is calculated as annual income 

divided by buying price: 

 

Running yield = Annual income / Buying price = R132 500/R975 000 = 0,135897, or 13,589% 

≈ 13,59% 

 

Statements (c) and (d) are correct. 

 

The correct option is [5]. 

 

13. This bond traded at a market price of R104,500% on 15 July 2018. As this bond traded after 

the register closing date for the 31 July 2018 coupon payment (30 June 2018), but before the 

coupon payment date (31 July 2018), this bond traded ex interest, and interest for the period 

from 15 July 2018 to 31 July 2018 (i.e. 16 days) accrued to the buyer. The total annual interest 

on this bond is R1 000 000 x 13,25% = R1 000 000 x 0,1325 = R132 500. 

 

Accrued interest for 16 days = R132 500 x 16/365 

  = R132 500 x 0,043836 

  = R5 808,22  

  ≈ R5 808 

 

The correct option is [1]. 

 

14. As this bond traded ex interest, the accrued interest should be subtracted from the clean price 

to calculate the all-in price. This is because the full coupon payment on 31 July will be received 
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by the seller, so the all in price must account for the coupon payment amount that accrues to 

the buyer from 15 July to 31 July, i.e. R5 808. 

 

Clean price = (104,5/100) x R1 000 000 

 = 1,0450 x R1 000 000 

 = R1 045 000 

 

All-in price = Clean price – Accrued interest 

 = R1 045 000– R5 808 

 = R1 039 192 

 

Therefore, the correct option is [3]. 

 

15. This bond traded at a market price of R97,500% on 30 September 2018. As this bond traded 

after the previous coupon payment date (31 July 2018), but before the register closing date for 

the next coupon payment date (31 December 2019), this bond trades cum interest, and interest 

for the period from 31 July 2018 to 30 September 2018 (i.e. 61 days) accrued to the seller. The 

total annual interest on this bond is R1 000 000 x 13,25% = R1 000 000 x 0,1325 = R132 500. 

 

Accrued interest for 30 days = R132 500 x 61/365 

  = R132 500 x 0,167123 

  = R22 143,80 

  ≈ R22 144 

 

As this bond traded cum interest, the accrued interest should be added to the clean price to 

calculate the all-in price. 

 

Clean price = (97,500/100) x R1 000 000 

 = 0,975 x R1 000 000 

 = R975 000 

 

All in price = Clean price + Accrued interest 

 = R975 000+ R22 144 

 = R997 144 

 

Therefore, the correct option is [2]. 

 

16. If a foreign exchange dealer quotes a price of USD/ZAR16,4695/16,7695, it means the 

following: 

 The dealer buys 1 USD = ZAR16,4695. 

 The dealer sells 1 USD = ZAR16,7695. 

 

Since the client wishes to buy US dollar, the dealer must be prepared to sell US dollar and buy 

rand in return. 
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The dealer buys US dollar at 1 USD =  ZAR16,7695 

 Therefore, 1 000 000 USD   = ZAR16,7695 x 1 000 000 

 1 000 000 USD   = ZAR16 769 500 

  

The correct option is [5]. 

 

17. If a foreign exchange dealer quotes a price of ZAR0,7398/BWP0,7641, it means the following: 

The dealer buys 1 ZAR = BWP0,7398 

The dealer sells 1 ZAR = BWP0,7641 

 

Since the client wishes to buy rand, the dealer must be prepared to sell rand and buy 

Botswanan pula in return. 

 

The dealer sells rand at 1 ZAR  = BWP0,7641 

1/0,7641ZAR    =  BWP1 

1/0,7641 x 50 000 ZAR   =  BWP50 000 

65 436,46 ZAR     =  BWP50 000 

65 436 ZAR     ≈ BWP50 000 

 

The correct option is [4]. 

 

18. A call option gives the holder the right to buy at the strike price, but not the obligation. A buyer 

wants to buy at the lowest price possible and the buyer will therefore only exercise the option 

if the strike price is lower than the current market price. If the strike price is higher than the 

current market price, the option will not be exercised. Therefore, if the current price of jet fuel 

is lower than the strike price of R1 528 per barrel, the option will not be exercised. But if the 

current market price of jet fuel is higher than the strike price of R1 528 per barrel, the option 

will be exercised. Therefore, this option will only be exercised in the case of C and D, when 

the market price is R1 564 and R1 629, respectively, per barrel. Both the other prices are lower 

than R1 528 per barrel. 

 

The correct option is [4]. 

 

19. When an option is in the money, it means that it will be profitable for the holder to exercise the 

option. Air South Africa has an option to sell rand and buy US dollar at an exchange rate of 

USD/ZAR15,891. The option expires on 15 April 2018. Therefore, if the option is exercised, Air 

South Africa will sell rand at a price of 1 USD = ZAR15,891. The holder of an option to sell will 

always conduct the transaction at the exchange rate at which he can make the most profit. The 

stronger the rand, the more rand will be received for the same amount of US dollar. Therefore, 

someone who has to sell foreign currency in exchange for rand will prefer a stronger exchange 

rate. If the current market exchange rate is weaker than the strike exchange rate, for example 

USD/ZAR16,500, the option will be exercised and it is in the money. If the current market 

exchange rate is stronger than the strike exchange rate, for example USD/ZAR14,500, the 

option will not be exercised and it is out of the money. Therefore, the option will not be 

exercised at exchange rates of USD/ZAR14,500, USD/ZAR15,000 and USD/ZAR15,500, as it 
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is out of the money at these three exchange rates, but it will be exercised at an exchange rate 

of USD/ZAR16,500, as at this exchange rate, it is in the money. 

 

The correct option is therefore [3]. 

 

20. If the rand-euro exchange rate changes from EUR/ZAR13,6968 to EUR/ZAR18,3768, it means 

that you will now receive less euro for one South African rand. Therefore, the rand has 

depreciated. This means that statement A is correct and statement B is incorrect. South 

Africans will now pay more rand for the same amount of euros; therefore, European products 

will become more expensive for South Africans. Statement C is incorrect. As persons or 

businesses from Europe will now get more rand for one euro, it means that goods priced in 

rand will now become less expensive for Europeans. Therefore statement D is correct. 

 

 The correct option is therefore [2]. 
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4 GUIDELINES FOR ANSWERING ASSIGNMENT 04, FIRST SEMESTER 
2018 

 

Unless otherwise stated, all page and section references are made to the prescribed book Understanding 

South African financial markets (2015 edition).  

 

In this section, we will provide guidelines for answering Assignment 04. You had to provide written answers 

to Assignment 04. Sections A and B of the examination paper (which counts 50% of the total) will contain 

questions to which you have to provide written answers; therefore, it is important that you will be able to 

answer such questions in the examination. Carefully look at the suggested answers and the way in which 

they will be marked. Note that you have to provide answers in full sentences that clearly reflect your 

understanding of the study material. The mark allocation is given in brackets. 

 

1.1 Achievement and maintenance of price stability/ protect the value of the currency✓in the 

interest of sustainable economic growth ✓ 

 

1.2 A higher interest rate leads to an inflow of foreign currency into the country/ increasing the 

demand for the domestic currency✓, resulting in a stronger rand / appreciation of the rand✓ 

 

1.3 Hedgers are entities that are exposed to the risk of adverse movements in the exchange rate 

which they want to mitigate. ✓  They can eliminate (“hedge against”) the risk exposure by 

taking an opposite position that is equal to their risk, ✓  i.e. they give up any potential for gain 

or they can pay a premium to eliminate the risk of loss and retain the potential for gain. ✓
 (Any 2 of 3 points) 

 

 Speculators attempt to make profit by taking a view on the market. ✓ If their view is correct, 

they make a profit. If it is incorrect, they lose money. ✓ 

 

 2.1.1 A credit rating provides an indication of the risk of default associated with a borrower or issuer✓ 

based on credit history and the borrower’s ability to pay interest and repay capital. ✓ 

 

2.1.2 Downgrade implies higher risk ✓ and thus a higher interest rate will have to be paid on debt to 

compensate investors for the higher risk. ✓ 

 

2.1.3 Higher interest rates discourage borrowing OR makes borrowing more expensive✓ 

Investment/consumption/spending decreases✓ 
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2.2 Issue date – selling price flows from buyer to issuer✓✓ 

 Coupon payment dates – coupon flows from issuer to holder✓✓ 

 Maturity date – principal/nominal value flows from issuer to holder✓✓ 

 

 

   



ECS2605/201 
 

21 

5 THE OCTOBER/NOVEMBER 2015 EXAMINATION PAPER 

 

In this section we will provide you with the October/November 2015 examination paper. Note that the 
formula page that appears at the end of learning unit 4 in the study guide and in section 14 of Tutorial 
Letter 101 will also be provided in the examination. 
 
We provide guidelines for: 

 answering question 1 of section A of the examination paper 
 answering question 1 of section B of the examination paper. Together with the guidelines for 

answering the essay questions in Assignment 05 this should provide a clear indication of what we 
expect from you when you answer essay questions in the examination.  

 answers to the multiple-choice questions in section C of the paper. 
 
 The October/November 2015 examination paper 
 
Read all instructions CAREFULLY before answering the questions: 
 
This paper consists of three (3) sections:  A, B and C. 
 
Section A contains compulsory questions. You have to answer all the questions in Section A in the space 
provided for answering it. The questions and space for answering Section A starts on page 3. 
 
Section B consists of three questions and you have to answer two of the questions. The questions for 
Section B starts on page 6 and the pages to answer it starts on page 12. 
 
Section C consist of 25 multiple choice questions. You have to answer all the questions on the mark 
reading sheet and also supply your answers on the worksheet that appears on page 29 (in case your mark 
reading sheet is lost). The instructions for completing Section C are on page 21 and the questions for 
Section C starts on page 22. 
 
SECTION A – COMPULSORY ESSAY QUESTIONS 
 
Answer ALL the following questions in the space provided. Section A counts 20 marks in total. 
 
(a) Briefly discuss the objectives of regulation. (8) 
 
(b) Explain what is meant when we say there is a mismatch between the assets and liabilities 

of banks.  (4) 
 
(c) Define the following types of retirement funds: 
 
 (i) Defined benefit fund (2) 
 (ii) Defined contribution fund (2) 
 
 (d) Distinguish between hedging and speculation in the foreign exchange market. (4) 
 
    [20] 
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SECTION B – ELECTIVE ESSAY QUESTIONS 
 
Answer any TWO of the three questions in section B. Each question carries 15 marks. Section B therefore 
counts 30 marks. If you do more than two questions, only the first two questions will be marked.   
 
QUESTION B1  
 
(a) Please read the following extract from an article that appeared on Moneyweb  

Today on 18 December 2014 and answer the questions that follow: 
 

Swiss National Bank imposes negative rate 
Zoe Schneeweiss, Bloomberg 
The Swiss National Bank imposed the country’s first negative deposit rate since the 1970s as the 
Russian financial crisis and the threat of further euro-zone stimulus heaped pressure on the franc.
 
A charge of 0.25 percent on sight deposits, the cash-like holdings of commercial banks at the 
central bank, will apply as of January 22, the Zurich-based central bank said in a statement today.

 
(i) Explain the implications of a negative interest rate on deposits. (1) 
(ii) Will individuals and businesses still hold money in a deposit if the interest rate is 

negative? Explain your answer. (2) 
(iii) Why will a negative interest rate be imposed? (2) 
 

(b) Discuss three factors that will influence the size of demand deposits in the economy. (6) 
 

(c) Explain how a decrease in the repo rate at which the SARB accommodates the banks will 
influence the banks and the economy. (4) 

 
    [15] 
  
QUESTION B2 
  
(a) Please read the following extract from an article that appeared on the Moneyweb Today 

website on 21 November 2014 and answer the questions that follow: 
 

Accelerate has plans for Fourways 
Ray Mahlaka 
JOHANNESBURG – The key focus for Accelerate Property Fund (Accelerate) will be on retail 
sector opportunities, as it eyes the refurbishment of its Fourways based flagship retail asset. 
The real estate investment trust (REIT), with a market capitalisation of R4 billion, has 
embarked on a master plan to refurbish its Fourways Mall north of Johannesburg and 
surrounding properties near William Nicol Drive and Wittkoppen Road into a retail node. 
The fund has brought a property portfolio to the market which is now valued at R6.1 billion, 
from R5.6 billion, since its JSE debut on the main board in December last year. 

 
(i) Define a Real Estate Investment Trust (REIT). (4) 
(ii) Explain how a REIT can generate income. (2) 
(iii) Distinguish clearly between the market capitalisation of Accelerate and the value of 

its property portfolio. (2) 
(iv) Explain how investors may benefit from investing in a REIT. (2) 
 

(b) Define a micro-lender and explain why micro-lenders are important in the economy. (5) 
 
    [15] 
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QUESTION B3  
(a) Please read the following extract from an article that appeared on the Moneyweb Today 

website on 17 November 2014 and answer the questions that follow: 
 

Abil casts a shadow over SA corporate bonds 
Robert Brand and Emily Bowers, Bloomberg 
The collapse of African Bank Investments Ltd. is casting a shadow over South Africa’s 
corporate bond market, driving up borrowing costs and prompting companies to cancel debt 
sales. 
Three months after South Africa’s central bank stepped in to rescue the lender, imposing 
losses on bond investors and wiping out shareholders value, participants at Africa’s biggest 
bond- market forum last week fretted about lacklustre investor appetite and dwindling 
issuance. The yield premium of the nation’s corporate bonds over government securities 
widened 36 basis points to 206 in the period, the most in at least two years, according to 
Johannesburg Stock Exchange indexes. 
“African Bank was a catalyst to create what we are now in, which is essentially a corporate 
bond drought,” Bruce Stewart, head of debt origination at Nedbank Group Ltd., said during a 
panel discussion at the annual Africa Capital Markets conference. “Some irreparable damage 
is being done and I don’t think we’ll see spreads back to where they were six, seven months 
ago.” 

 
(i) What does the term: “yield premium of the nation’s corporate bonds over government 

securities” refer to? (2) 
(ii) Explain why the corporate bond market is important in South Africa. (6) 
 

(b) Explain why it is important that all the financial markets, including the money, bond, share 
and derivatives markets, are well developed. (3) 
 

(c) Distinguish between the following types of bonds by referring to the security attached to 
them: 

 
(i) mortgage bond 
(ii) debenture 
(iii) income bond 
(iv) guaranteed bond (4) 

 
    [15] 
 
 
SECTION C 
 
In this section questions must be answered on the mark reading sheet which is supplied. Carefully follow 
the instructions for the completion of a mark reading sheet.  
 
(i) Suppose a question reads as follows: 
 An increase in the level of production ... 
 
 1.   Decreases the level of income in the economy. 
 2.   Has no impact on the level of income in the economy. 
 3.   Causes firms to employ less factors of production. 
 4.   Increases the level of income in the economy. 

 
The correct answer is 4.  You must therefore mark 4 on your mark reading sheet. 

 
(ii) Only one of the alternatives per question - listed as 1, 2, etc - is correct.  You must therefore not 

mark more than one alternative per question. 
 
(iii) For a correct answer you receive two marks.  No marks are deducted for incorrect answers. 
 



ECS2605/201 
 

24 
 

(iv) Section C consists of 25 questions and thus counts 50 marks out of the total of 100. 
 
C1. Which one of the following is NOT a function of the financial system? 
 

1. Channelling of savings into investments 
2. Ensuring a stable exchange rate 
3. Efficient allocation of funds 
4. Money creation 
5. Reduction of risk 

 
C2. Which of the following markets are considered to be over-the-counter markets in South Africa? 

 
(a) The money market 
(b) The foreign exchange market 
(c) The equity market 
(d) The bond market  

 
1. (a) and (b) only 
2. (c) and (d) only 
3. (b) and (c) only 
4. (a), (c) and (d) only 
5. (a), (b), (c) and (d) 

 
C3. Regulators monitor compliance by regulated entities with laws and other rules by way of which of 

the following methods? 
 

(a) Electronic surveillance of capital markets 
(b) Analysis of annual returns  
(c) Routine inspections 
(d) Compliance reports 

 
1. (a), (b) and (c) only 
2. (a), (c) and (d) only 
3. (a), (b), (c) and (d)  
4. (a) and (c) only 
5. (b) and (d) only 

 
C4. Which of the following statements regarding financial regulation is FALSE? 

 
1. One of the objectives of regulation is to protect consumers or investors. 
2. Government intervention by way of regulatory measures is justified if it concerns securities 

transactions. 
3. One of the measures used to regulate collective investment schemes is that prior approval of 

the Registrar is required in respect of each new portfolio. 
4. Economic growth is enhanced by efficient securities markets. 
5. Secondary markets create the confidence for issues in the primary markets. 

 
 
C5. The SARB creates a liquidity need (shortage) in the money market by making use of which of the 

following policy instruments? 
 

(a) Statutory cash reserve requirements 
(b) Open-market operations 
(c) Government budget deficits 
(d) Exchange rates 

 
1. (a) and (b) only  
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2. (c) and (d) only 
3. (b) and (c) only 
4. (a), (b) and (c) only 
5. (a) and (c) only 

 
C6. Which of the following policies may be effective to counteract the impact of extreme fluctuations in 

the business cycle? 
 

1. Obligatory deposit insurance for all commercial banks 
2. An increase in the repo rate during economic downswings 
3. An increase in capital requirements during economic upswings 
4. A decrease in the reserve requirement during economic upswings 
5. Lowering bank accommodation rates during economic downturns 

 
 
C7. The complex set of relationships that link central bank actions to aggregate demand and inflation is 

called the __________________. 
 

1. aggregate demand curve. 
2. monetary policy transmission mechanism. 
3. twin peaks approach. 
4. inflation targeting framework. 
5. fiscal policy. 

 
 
C8. Which of the following are regarded as part of the M1 money supply in South Africa?  

 
(a) Public-sector notice deposits 
(b) Current accounts held by government 
(c) Private-sector cheque accounts 
(d) Banknotes and coins held by the public 

 
1. (a) and (b) only 
2. (c) and (d) only 
3. (a), (b) and (c) only 
4. (a), (c) and (d) only 
5. (a), (b), (c) and (d) 

 
 
C9. Which one of the following will not influence the net interest income of a bank? 
 

1. The interest rate paid on a positive balance on a deposit account 
2. The interest margin that a bank earns for their intermediation services 
3. The fee charged for processing a debit order 
4. The interest charged on a loan 
5. The size of the interest margin of the bank 
 
 

C10. What is the main reason for the SARB’s operations in the financial markets? 
 

1. Diversification of the government asset portfolio 
2. Investment of short-term deposits of the public sector 
3. Implementation of the interest rate policy 
4. Management of the official foreign exchange reserves 
5. Determining the exchange rate of the rand 

 
C11. Which ONE of the following statements with regard to the regulatory framework in South Africa is 

correct? 
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1. The granting of loans and credit is regulated by the Bank Supervision Department of the South 

African Reserve Bank (SARB). 
2. The Financial Services Board (FSB) is responsible for electronic market surveillance of 

securities markets.  
3. The Banking Supervision Department of the SARB is responsible for supervising the banks in 

South Africa.  
4. The Financial Intelligence Centre (FIC) is a self-regulatory organisation. 
5. Medical schemes are registered with, and regulated by, the FSB. 

 
 
C12. Which of the following statements with regard to short- and long-term insurance are correct?  

 
(a) A short-term insurance policy enables the insured to replace material worth. 
(b) A long-term insurance policy has to be renewed annually. 
(c) Short-term insurance is a fixed amount payable if the event insured against happens. 
(d) Long-term insurance provides cover for reduced material worth. 
 
1. (a) only 
2. (c) and (d) only 
3. (a), (b) and (c) only 
4. (a), (c) and (d) only 
5. (a) and (b) only 

 
 
C13. Which of the following statements regarding the nature and purpose of retirement funds are correct?  
 

(a) Retirement funds’ main purpose is to provide an income in old age. 
(b) Retirement funds often also provide death benefits. 
(c) Retirement funds may not provide disability benefits. 
(d) Retirement funds are non-profit institutions. 
 
1. (a) and (b) only 
2. (a), (b) and (d) only 
3. (a), (c) and (d) only 
4. (b), (c) and (d) only 
5. All the statements are correct 

 
 
C14. Which of the following represent(s) an advantage/advantages of investing in a collective investment 

scheme (CIS) as opposed to direct investment by an individual? 
 
(a) Greater diversification is possible as funds are pooled together, which in turn reduces the risk 

to the investor. 
(b) The funds invested in a CIS are managed by a professional fund manager with greater 

knowledge and experience of the financial markets than that of most individual investors. 
(c) Investing in a collective investment scheme alleviates the administrative burden related to 

investments. 
(d) Brokerage makes it more economical for an individual to buy a large number of small holdings.  
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1. (a) and (b) only 
2. (a), (b) and (d) only 
3. (a), (b) and (c) only 
4. (b), (c) and (d) only 
5. All the statements are correct 

 
C15. What is the primary distinguishing factor between the money market and the bond market? 
 

1. Minimum investment amount 
2. Source of income from instruments 
3. Method of trading 
4. Maturity of instruments 
5. None of the above 

 
 
Question C16 is based on the following information: 
 
Proteus Bank bought Treasury Bills (TBs) from Icarus Bank on 20 June 2015 at a discount rate of 6,5%. 
The nominal value of the TBs was R3 200 000. The TBs were issued at a discount rate of 5% on 1 March 
2015 and the expiry date was 19 September 2015. 
 
From 1 March 2015 to 19 September 2015 there were 202 days. 
From 1 March 2015 to 20 June 2015 there were 91 days. 
From 20 June 2015 to 19 September 2015 there were 111 days. 
 
C16. The amount paid in the secondary market for the TBs is                                    (rounded to 

the closest rand). 
 

1. R2 992 000 
2. R3 136 745 
3. R3 148 142 
4. R3 160 110 
5. R3 200 000 

 
Questions C17 and C18 are based on the following information: 
 
On 1 June 2015 the SARB issued SARB Debentures that expired on 31 August 2015. The interest rate at 
which these were issued was 4,5%. The nominal value of one SARB Debenture is R2 500 000. Proteus 
Bank bought 4 of these debentures. 
On 15 July Proteus Bank experienced a deficit and the SARB accommodated this deficit using these 4 
SARB Debentures as underlying instruments at a repo rate of 5%. The date of the second leg of the of the 
repurchase agreement was specified as 22 July 2015. 
From 1 June 2015 until 31 August 2015 there are 91 days. 
From 15 July 2015 until 22 July 2015 there were 7 days. 
On 15 July 2015 the market price of the SARB Debentures was R98%. 
On 22 July 2015 the market price of the SARB Debentures was R97%. 
 
C17. Proteus Bank paid                                    (rounded to the closest rand) to the SARB on 1 

June 2015. 
 

1. R9 550 000 
2. R9 887 808 
3. R10 000 000 
4. R10 112 192 
5. R10 450 000 
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C18. On 22 July 2015 the amount that will flow is                                  (rounded to the closest rand). 
 

1. R9 709 301 
2. R9 809 397 
3. R10 000 000 
4. R10 009 589 
5. R10 290 000 

 
 
Questions C19 and C20 are based on the following information: 
 

BOND 
 
Principal value: R4,5 million 
Coupon rate: 7% 
Issue date: 1 March 2008 
Maturity date: 28 February 2028 
Coupon payment dates: 28 February and 31 August 
 
The bond register closes a month before the coupon payment dates. 

 
C19. Suppose that the bond traded at a market price of R115,50% on 15 August 2015. 
 The number of days from 28 February to 15 August is 168. 
 The number of days from 15 August to 31 August is 16. 
 
 On 15 August 2015 the all-in price was                               (rounded to the closest rand). 
 

1. R5 052 514 
2. R5 183 692 
3. R5 197 500 
4. R5 211 308 
5. R5 342 486 

 
C20. Based on the above information, which one of the following statements is correct? 

 
1. On 15 February 2015 this bond traded cum interest. 
2. On 10 March 2015 this bond traded ex interest. 
3. On 20 August 2015 this bond traded cum interest. 
4. On 15 September 2015 this bond traded cum interest. 
5. On 15 December 2015 this bond traded ex interest. 
 
 

C21. Market capitalisation can be defined as which one of the following? 
 

1. The total number of authorised shares multiplied by the current share price 
2. The total number of authorised shares multiplied by the fair value share price 
3. The total number of issued shares multiplied by the book value share price 
4. The total number of issued shares multiplied by the current share price 
5. The total number of shares issued 
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C22. Which of the following statements regarding derivatives are correct? 
 

(a) Derivatives are leveraged investments, as only a small initial outlay is needed. 
(b) Derivatives prices are less volatile than the prices of the underlying assets. 
(c) Derivatives contracts can be based on non-financial variables such as the weather. 
(d) Derivatives can be used to reduce the risk of holding a market position. 
 
1. (a) and (c) only 
2. (b) and (c) only 
3. (a), (b) and (d) only 
4. (a), (c) and (d) only  
5. (b), (c) and (d) only 

 
 
C23. If a foreign exchange dealer quotes a price of ZAR/Naira 16,700 / 17,000 and the client 

wishes to sell ZAR and buy 2 million Naira, how much ZAR (rounded to the closest rand) 
does the client have to pay? 

 
1. ZAR 117 647
2. ZAR 119 761
3. ZAR 2 000 000
4. ZAR 33 400 000
5. ZAR 34 000 000

 
 
C24. Proteus Bank has a call option to buy $1 000 000 at $/R12,100. The option expires on 31 December 

2015. On 15 December Proteus Bank has a need for dollars. Proteus Bank will exercise this option 
if the exchange rate is: 

 
(a) $/R11,00 
(b) $/R11,50 
(c) $/R12,50 
(d) $/R13,00 
 
1. Only (a) 
2. Only (a) and (b) 
3. Only (c)  
4. Only (c) and (d) 
5. (a), (b), (c) and (d) 
 

 
C25. A South African firm called Company Omega has borrowed money from a UK bank for 10 years and 

needs to pay the interest on the loan quarterly in British pounds. Which ONE of the following 
instruments will be the MOST suitable to hedge Company Omega’s exchange rate risk over the long-
run? 

 
1. A forward rate agreement 
2. A currency swap 
3. An interest rate swap 
4. A credit swap 
5. An option 
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Guidelines for answering section A of the October/November 2015 examination paper 
 
(a) See textbook pp. 111  - 115 for full discussion. 
 

 Protect consumers or investors: In the financial markets, consumers do not have as 
much information as the suppliers of financial services, which make them vulnerable to 
exploitation. Consequently, full disclosure must be made of information relevant to 
investors when they make investment decisions. This will place investors in a better 
position to evaluate the potential risks and rewards of a proposed investment and thereby 
protect their own interests. 

 Ensure the solvency and financial soundness of the country’s financial 
institutions: Regulation should ensure that market structures do not favour some 
market participants over others, and prevent market manipulation and other unfair 
trading practices. Investors should be given fair access to market facilities and price 
information. 

 Promote fairness, efficiency and transparency in the securities markets: The safety 
and soundness of financial institutions are important for the protection of consumers, as 
they have insufficient information with regard to a financial institution’s business at the 
time of contracting with it. The financial soundness of financial institutions is also relevant 
for the economy as a whole, as the failure of one institution may affect the stability of the 
financial system. 

 Promote a stable financial system by monitoring, mitigating and managing 
systemic risk. It is very important for any economy that risks to the financial system are 
reduced where possible and, where not possible, that they are properly managed by 
using regulatory tools and interventions. The failure of a financial institution such as a 
bank can affect the financial system by causing other banks to fail. Where a failure does 
occur, regulation should try to reduce the impact of the failure and to isolate it to the 
particular institution. 

    (4 main points + 1 mark for correct discussion of each = 8) 
 
(b) Banks loans (assets) are uncertain √ and mostly long term √ while their deposits 

(liabilities) are certain √ and mostly liquid/short term√. (4) 
 
(c) (i) Defined benefit funds: the benefit that will be paid at retirement is predetermined 

according to a formula/final salary √, and the employer contributes adequately to 
ensure that the fund remains solvent/employer carries investment risk √. (2) 

 
 (ii) Defined contribution fund: the amount contributed by the member and employer are 

both fixed √ while the amount that will be paid at retirement depends on the 
performance of the fund/ employee carries investment risk √. (2) 

 
(d) Hedging is done to protect a certain position, i.e. a certain amount of foreign exchange has 

to be paid and a future contract is entered into to limit the risk of a change in the exchange 
rate. √√ 

 
 Speculation is done when investors expect a certain change in the exchange rate and buy 

foreign exchange to benefit from the expected change.  (4) 
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Guidelines for answering section B1 of the October 2015 exam 
 
(a) (i) Depositors have to pay banks to hold deposits with the bank. √ (1) 

(ii) Yes √, for transaction and precautionary purposes √. (2) 
(iii) Profits will decrease √ due to less transaction activity √ 
 OR 
 Profits will increases √ due to lower cost of deposits/income from deposits/more 

lending activity. √ (2) 
 

(b) Reserve Requirement√:  If the reserve requirement increases, this will have a restrictive 
effect on the money supply. √ 

 Fraction of demand deposits that depositors want to hold in cash√: if public prefers to 
hold more cash, this will have restrictive effect on the money supply. √ 

 Risk and excess reserves: If banks hold more excess reserves /consider it too risky to 
lend out, this will have restrictive effect on the money supply. √ 

 Perspectives of customers√: Banks may want to loan out money, but their customers 
may not be willing to borrow, this will have restrictive effect on the money supply. √ 

 Open market transactions√: if central bank sells bonds, this will have restrictive effect on 
the money supply. √ 

 Interest rate√: The higher the interest rate the lower the quantity of loans demanded, thus 
restrictive effect on money supply creation. √ OR higher interest rates results in bank 
attracting more deposits√  

    (Any 3 x 2 = 6 One for each factor and one for direction of change) 
 
(c) ↓interest rates charged by banks on loans√ 
 ↑ demand for loans from banks /loans provided by banks √ 
 ↑deposits created by banks √ 
 ↑money supply in economy √ 
 ↑expenditure in the economy √ 
 ↑price level in the economy √ 
 ↓interest rates paid by banks on deposits√ 
 ↑deposits held by banks by banks √ (Any 4) 
 
 
 Answers to the multiple-choice questions in section C of the October/November 

2015 examination paper 

 

C1 2 

C2 1 

C3 3 

C4 2 

C5 1 

C6 5 

C7 2 

C8  2 

C9  3 

C10 3 

C11 3 

C12 1 

C13 2 

C14 3 

C15 4 

C16 2 

C17 3 

C18 2 

C19 2 

C20 4 

C21 4 

C22 4 

C23 2 

C24 4 

C25 2 

 

 

 


