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SECTION A

Question One (Compulsory) (40 Marks)
1. (a) Briefly state what the Impossible Trinity Principle is. [5]

(b)With the aid of a diagram, illustrate the concept in (a) above using an example of an
expansionary monetary policy action as depicted by the Mundell-Fleming model, under

fixed exchange rates and perfect capital mobility. [15]

(¢} What is the implication of the Impossible Trinity Principle on the conduct of monetary
policy for the Central Bank of Eswatini? [5]

(d)With the aid of a diagram, explain how a monetary union overcomes the inconsistencies

of the Impossible Trinity. Use the case of the EU to illustrate your answer, [15]
SECTION B
Answer Any Two (2) of the Following Questions: (30 Marks Each)
Question Two (30 Marks)

2. (a) Using appropriate examples, explain how monetary policy goals can be conflicting.

[8]
(b) Explain how a sharp rise in interest rates can provoke a financial crisis. [12]

(¢) Outline the Interest Parity Condition and its implications for the conduct of monetary

policy in a small open economy. [10}




Question Three ‘ (30 Marks)
3. (a) Distinguish between monetary targeting and inflation targeting. Be sure to highlight

the pros and cons of each regime. [18]
(b) Explain how bank panics can result in recessions? [12]
Question Four (30 Marks)
4. (a) Outline the benefits and costs of capital mobility. [12]

(b) (i) Describe the monetary transmission mechanism under the exchange rate channel. [10]

(ii) In your opinion, is the channel in (i) above an effective transmission mechanism in

Swaziland? Give reasons to support your answer, - [3]

{c) What are the benefits of using a nominal anchor in the conduct of monetary policy?  [5]




