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BEC:3406 INTERNATIONAL BANKING SUPPLEMENTARY 

Question One (30 Marks) 

a) Explain the main factors that have lend to growth of offshore banking (6 Marks) 

b) Explain the major factors behind the volatility of currency exchange rates? (8 Marks) 
c) Evaluate the Possibilities, probabilities and payoffs provided in the following table. 

 

 

 

Assuming all probabilities have equal probabilities: 

i. Calculated the expected returns in the two countries (4 marks) 

ii.  Calculated the risk on investment returns in the two countries using the standard 

deviation(6 marks) 

iii.  Calculated the risk on investment returns from investing in the two (50 percent in 

each Country) Countries using the standard deviation(6 marks) 

Question Two (20 Marks) 

a) It has been argued that “Banks fail because they do not have enough or the right kind of 

assets to pay for their liabilities”. ¨Regulation steps in to avoid bank failure or its effects. 

What are the key types, instruments or methods of international bank regulation? (10 

Marks) 

b)  Explain the main factors that determine the currency spread (10 Marks) 

Question Three (20 Marks) 

Probabilities Payoffs 

Kenyan 

Investment 

USA Investment 

 Returns (Shs “M”) Returns (Shs 

“M”) 

1  200 40 

2  30 120 

3  50 60 

4 20 80 
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a) Explain: the Letter of credit , bill of landing and draft as international banking 
instruments used in trade finance (10 marks) 

a) Using Main Theories Discuss the rationale behind the existence of  international banks 
(10 Marks) 

Question Four 20 marks 

a) Discuss the major participants in the International Capital Markets (10 marks) 

b) Why do most organizations prefer foreign direct investment? (10 marks) 

Question Five (20 marks) 

a) Explain any FIVE unique functions performed by international banks that are not 

common to purely domestic Banks. (10 Marks) 

b) Considering both the country of origin and destination of funds, critically analyze the 

impact of  international money transfer on Interest rates and inflation (10 Marks)  


