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1. Risk management in banking involves both the identification of the main financial risks and making decisions in terms of where and how those risks should be reduced.  Two such risks faced by banks are credit risk and market risk.

Explain in detail the methods for monitoring and managing these two risks and, in doing so, highlight the weaknesses inherent in the techniques used to manage them.

i. Traditional banking theory states that banks exist in part because of the high information costs incurred by borrowers and lenders attempting to come together to do business without an intermediary.

What are these information costs and how do banks attempt to minimise these costs in practice?




[33% of marks]

ii. Explain recent trends and developments in banking industries across the world and how these developments have led to new, complex problems that make the modern bank’s job considerably more difficult.

[33% of marks]

iii. Banks are regulated through prudential regulations, the stated objective of which is to protect depositors.  Explain in detail the benefits of these banking regulations as well as the costs associated with excessive prudential control.






[34% of marks]

iv. There is a growing literature on the degree to which scale and scope economies exist in the banking industry.  By providing references of such studies, explain the concept of scale and scope economies in banking industries.  In your opinion, what are the issues that still remain unaddressed in the contemporary banking research?


[50% of marks]

v. Recently industrial economic theory had been widely used in banking research.  Two of the theories tested are structure-conduct-performance and relative efficiency models.  Explain these models and their potential for use in banking industry by giving references of relevant studies conducted in these areas.






[50% of marks]

2. Both the UK and USA banking industries are considered to be of great significance in the global marketplace.  Despite their similarities in this regard, the structures of these industries are quite different from one another.  Critically explain the main similarities and differences of the structure of the banking industries in both the UK and USA.

N:\Economics\Exams\U08433\Feb 06 exam.doc

Page 2 of 3

