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SECTION A

QUESTION 1 (Compulsory) (40 Marks)

“Economists define money as anything that is generally accepted in the payment of goods and
services. Whether money is in a form of: shells, rocks, gold or paper; it has three primary

functions in any economy.”

a) Discuss in detail these three primary functions of money. (15)
b) What are the characteristics of money good? 10
c) What are the benefits enjoyed by the money economy which are not available in the
barter economy? (15)
SECTION B
Answer Any Two (2) of the Following Questions: (30 Marks Each)
QUESTION 2

Theory tells us that there is a link between money supply and the high powered (monetary base).
Suppose that money supply in Eswatini is determined by M1, which is: MS = C + D and the high
powered money is defined as follows: H=C + TR
Where: MS = money supply

C = currency in circulation

D = checkable deposits

H = high powered money/monetary base

TR = total reserves (required reserves + excess reserves)

a) Derive the money multiplier and describe the link between money supply and the high

powered money. (20)

b) Compute the size of the money multiplier when r = 0.3, cr = 0.7 and er = 0.2. Note: r =




reserve ratio, cr = cash deposit ratio and er = excess reserve ratio. ' 5)
¢) Using a) and b) above, how would you explain an increase from 0.3 to 0.5 in the required

reserve ratio? How will this increase affect money supply? 5)

QUESTION 3

Compare and contrast Keynes and Friedman’s models of the theory of demand for money. What

is the empirical evidence of the demand for money? 30

QUESTION 4

a) What are the main objectives of the establishment of the Central Bank of Eswatini? (10)

b) One notable feature of the commercial banking system in Eswatini is the excess liquidity.
What are the implications of this problem for the kingdom of Eswatini? (10)

¢) What are the factors that have contributed to the excess liquidity problem in the banking

system of Eswatini? (10)
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