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QUESTION ONE
Read the Case Study below cacefully and answer the questions that follow:
GOING CASHLESS IN INDIA

Overnight, India, a country with 1.3 billion in population, became a predominantly
cashless country, switching to mobile-based digital payments. And the government
has even more ambitious plans - to eliminate credit and debit cards by 2020. How
did this all happen? India had been a country where over 90 percent of the
transactions were cash-based. There are fewer than 25 million credit cards for a
population well over a billion. Only 5% of personal consumption expenditure took
place digitally. The 600 million debit cards in circulation were used mostly for ATM
withdrawals. The low use and slow growth of credit cards and POS terminals was
due to the high cost of infrastructure relative to the cost of the transactions. A dinner
of dumplings purchased. on the streets of New Delhi goes for a bit less than 50 cents a
plate. It costs less than $2 for a watch repair near Connaught Place. With a nearly
completely cash-based society came problems. Corruption, counterfeiting and so-
called black money, the unaccounted-for cash on which tax is not paid, was
estimated to account for as much as a third of missing tax revenue in India.

On November 8, Prime Minister Narendra Modi announced that India’s highest-
value bills, the 1000 and 500 rupee notes (worth about $15 and $7.50) would cease
being legal tender the next morning. These bills represented 80% of the currency in
circulation, 15.4 trillion rupee, or about $250 billion USD. The old currency could be
exchanged for new bills, with banks tracking individuals and exchange amounts. To
be effective, the move had to be a closely guarded secret until the last minute, to
prevent those holding black money from unloading it before the ban went into effect
the morning after the decision was announced. As a result, the government did not
print enough replacement cash in time for the change, and it continues to struggle to
do so fast enough, creating a cash shortage that strangled large sectors of the
economy and caused the biggest change to payments in the country’s history.

While the aim was to vanquish “black money,” it ended up being the best thing to
happen to India’s nearly non-existent digital payments industry by catapulting an

antiquated economy into the 21st century.
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Immediately following the overnight surprise currency change, called
demonetization, India experienced an acute chortage of bills tc replace the large-
denomination notes that were banned. There were numerous reports of people
waiting in line for hours at banks or ATMs, only to find that the machines are out of
cash.

Paytm was one of the earliest success stories. Within hours, Paytm designed full-
page ads to run in the biggest newspapers, proclaiming “Ab ATM Nahi, Paytm
Karo” no ATMs now, use Paytm. It rolled out its app in 10 Indian languages and
continues to sign up merchants by the thousands. It announced a zero-transaction fee
for merchants on mobile payments and no-fee money transfers from Paytm to bank
accounts, as well as a DIY kit for novice neighborhood merchants and hawkers. In
the few months since Mr. Modi’s November 9th surprise announcement, it already
has a user base of 150 million and daily transactions have averaged 7 million, moving
more money in mobile transactions than the “combined average of all credit and
debit cards in India,” the company said. It continues to add about 70,000 merchants a
day, and about half a million users a day.

To use the service, a smartphone is not required. Customers and merchants need to
register their mobile numbers with Paytm and set their four d1g1ts Paytm PIN. They
can then enter the recipient's mobile number, amount and their Paytm PIN to
successfully transfer the money from the customer’s Paytm wallet to a merchant’s
wallet or from the merchant’s wallet to the supplier’s wallet.

MobiKwik, a fledgling start-up that had been around since 2009, whose backers
include Sequoia Capital, Cisco Investments and American Express added 50 million
users since November. “All the reluctance and friction in adoption of digital
payments has vanished overnight. We are updating our numbers every day as usage
is going through the roof.”

Transaction charges are likely to remain low because, unlike the card systems that
require significant investment in POS machines and other infrastructure, the mobile-
based system has no such requirements.

Customers can do day-to-day transactions using their prepaid mobile wallets. Street

merchants are now able to receive digital currency vrithout deploying physical POS
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terminals or other infrastructure. An added benefit has also emerged the ability to
obtain commercial credit lines. Merchants who preferred all cash businesses to hide
their income have found that when they accept digital payments, the income trail
makes them eligible for credit from the formal sector at much lower interest rates. In
addition, the merchants are able to obtain other products like insurance policies. This
access to credit lines allows the merchant to grow their business further. “Credit is
the killer app of digitalization.”

India still remains a predominantly cash-based society; old habits are hard to break.
But after 6 months following demonetization, mobile payments accounted for
approximately 5% of all transéctions, and that number continues to rise. Compare
that with less than 1% for the U.S. As if the move to digital payments wasn’t huge,
the government has even more ambitious plans - to eliminate plastic by 2020 and
switch to biometric-authenticated payments.

Amitabh Kant, the head of a government-run policy institute, wants to take "the
biggest technological leap ever in the history of mankind." He claims that the country
could completely eliminate the need for credit cards, debit cards and ATMs by 2020.
Even the growing popular mobile wallet payments could be totally redundant by
2020. Instead, all Indians will need for transactions is their thumb or eye.

One of the unique reasons why this could actually happen in India is that nearly 1.1
billion of India's 1.3 billion people have already registered their biometric data under
the government's unique identification program, Aadhaar, a 12 digit identification
number representing both biometric and demographic data of the individual. To
date, 270 million bank accounts have been opened using Aadhaar, effectively
replacing know-your customer (KYC) requirements. The government is working
with vendors to develop portable fingerprint scanners that cost about 2,000 rupees
($30) each. These would require smartphones and mobile internet connectivity,
which is still scarce in many parts of India but rapidly changing. More than 70% of
Indians don't have smartphones, but India does boast the highest mobile penetration
rate of any country.

Given India’s drive to modernize its payments technology and associated

infrastructure, going cashless could actually happen.
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Required;
a) From the case study above, discuss seven (7) benefits of technology to an
economy (14 Marks)
b) Describe six (6) key advantages and disadvantages of a debit card (6 Marks)
c¢) Highlight five (5) key roles of banks in the economy (5 Marks)
QUESTION TWO
a) Explain the following types of financial instruments;
i.  T-Bills (3 Marks)
ii. Bonds (3 Marks)
iii.  Stocks | (3 Marks)
b) Highlight three (3) features of a money market (6 marks)
QUESTION THREE
a) Differentiate foreign bank from a private sector bank (5 Marks)
a) Discuss five (5) principles of Islamic banking : (10 Marks)
QUESTION FOUR
a) Explain the term deposit insurance (5 Marks)

b) Enumerate five (5) methods that Central Banks use to correct inflation (10 Marks)

QUESTION FIVE
a) Discuss three (3) objectives of monetary policy (9 Marks)

b) Illustrate six (6) benefits of deposit insurance to the financial system and to the

depositor (6 Marks)
QUESTION SIX
Discuss ways that corruption hampers economic development (15 Marks)
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