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SECTION A (Total: 100 marks)

INSTRUCTION: Answer only FOUR {4) questions. As each question brings in 25 marks, the
maximum mark for this examination is 100.

Question 1

(a) Explain TWO (2) main functions of a central bank.

(4 marks)
(b) Briefly explain THREE {3) monetary policy tools used by central banks.
{9 marks)
(c) Explain how an increase in the reserve requirement affects the money supply.
(12 marks)
Question 2
(a) Explain the role of commercial banks in the money creation process.
{10 marks)
(b) Calculate the money multiplier if the reserve requirement is 20%.
: (5 marks)
(c) Briefly explain fractional reserve banking.
(5 marks}
(d) Explain TWO (2) limitations of the money multiplier process.
{5 marks)
Question 3
(a) Explain THREE (3) goals of monetary policy.
(10 marks)
(b) Differentiate between rules-based monetary policy and discretionary monetary policy.
(8 marks)
(c) Discuss ONE (1) advantage and ONE (1) disadvantage of discretionary monetary
policy. '
{7 marks)
Question 4
(a) Briefly explain the main components of a bank balance sheet.
‘ (10 marks)
(b) Explain THREE (3) types of risks faced by banks.
(9 marks)
(c) Explain TWO (2) risk management strategies used by banks. .
{6 marks)
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Question 5

(a) Explain THREE (3) differences between traditional payment mechanisms and fintech

innovations.
(9 marks)
(b) Briefly explain blockchain technology and cryptocurrency.
(6 marks)
(c) Discuss TWO (2) advantages and TWO (2) disadvantages of Central Bank Digital
Currencies.
(10 marks)

END OF EXAMINATION PAPER
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