[image: image1.png]. University of
Portsmouth



UNIVERSITY OF PORTSMOUTH

DEPARTMENT OF ECONOMICS

MSC BUSINESS ECONOMICS, FINANCE AND BANKING

EXAMINATION- JANUARY 2004

ECONOMICS OF BANKING AND MONEY

(U08433B)

Time allowed: 2 Hours

Answer any TWO questions

Unit Coordinator: Yaseen Ghulam

Department: Economics

a. Why do banks provide intermediary functions in today’s society and what kind of services do they offer the public?

[25% of question marks]

b. Why are banks increasingly becoming universal banks? Is this a good idea? Explain.

[25% of question marks]

c. How is banking changing in recent years? Explain why many of these changes have led to significant problems for bank management and other stockholders?

[25% of question marks]

d. To what extent does the shift from relationship to transactional or arms length banking reduces the moral hazard in modern day banking? Explain.

[25% of question marks]

e. Explain how the German version of universal banking differs from UK and USA.

[60% of question marks]

f. Explain the difference between economies of scale and scope. Does universal banking necessarily make a system more efficient?

[40% of question marks]

Banks face a variety of risks and a banker’s job is to manage these risks. Explain the main risks faced by modern banks and how they are calculated and managed. 

A failure of a financial institution (usually a deposit taking institution) is caused by a number of factors. These include: exposure in the derivative market; ambitious expansion strategy; fraud by top managers or employees; lack of internal risk management procedures in place and negligence by auditors and regulators. Explain in detail each of the factors and the role they played in the failure of the following banks:

i. Barings

ii. Franklin National Bank 

iii. Banco Ambrosiano

iv. Continental Illinois and Pen Square 

v. Johnson Matthey Bankers 

vi. Bank of Credit and Commerce International (BCCI)
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