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QUESTION 1

You are an actuary working in the risk department of a domestically significant bank in a middle-income
country with an open economy. As part of your risk evaluation, you are considering the following
scenario:

Over the past five years, a small number of globally dominant “Intelligence Platform” companies have
undertaken large-scale capital investment programmes in data centres, advanced computing capacity,
and artificial intelligence (Al) systems. These investments were widely expected to generate significant
long-term productivity gains across multiple sectors of the global economy.

Market valuations increasingly reflected expectations of:
e Sustained high revenue growth,
e Strong operating leverage (high fixed costs, with low marginal costs), and
e A structurally lower inflation environment driven by Al-enabled efficiency gains.

As a result, discount rates embedded in equity and credit valuations declined, and global capital flows
were reallocated toward these firms and related sectors.

Recently, several of these companies announced that realised productivity gains and revenue growth
have been slower and more volatile than projected. Capital expenditure requirements remain elevated,
margins are under pressure, and forward earnings expectations have been revised downward. Global
equity markets corrected sharply, credit spreads widened, volatility increased across funding markets,
and some leveraged investment vehicles experienced significant losses.

i.  Identify and explain the key characteristics of this scenario that could give rise to systemic
financial risk at a global level.

[3]

ii.  Explain how this shock could be transmitted to the banking system in your country, which has
limited direct lending exposure to the affected firms.

[7]

iii.  Analyse the potential mechanisms through which the shock could be amplified within the
domestic banking system, including interactions between market risk, credit risk, liquidity risk
and capital adequacy.

[7]

iv.  Evaluate the role of stress testing in assessing risks arising from concentrated global investment
themes such as this. In your answer, comment on scenario design, model limitations, and
allowance for further second order impacts.

[6]

Your regulatory authority has reached out to industry to provide recommendations on potential
macroprudential and supervisory policy responses.

v.  Discuss how macroprudential and supervisory policy responses should balance:
e Financial stability,
e Market discipline,
e Innovation and productivity growth.

[5]
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vi. Discuss how a sustained shortfall in realised productivity gains (in comparison to expectations)
could affect:
e Inflation outcomes,
e Interest rate expectations, and
¢ Financial asset valuations.

Consider both short-run and medium-term effects.

[3]

[Total 35]
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QUESTION 2

1. Explain the concept of conduct risk, using examples, and summarise the drivers of conduct risk.

[3]

Scorpio Bank has recently experienced a decline in its retail market share, prompting management to
explore strategies for recovery. In response, the CEO has proposed leveraging credit bureau data to
pinpoint customers who are applying for loans with competing institutions. By identifying these
individuals, Scorpio Bank aims to implement targeted marketing campaigns that encourage them to
return and take advantage of the bank’s offerings.

il. Discuss the risks to the bank and its customers should the CEO’s proposal be implemented.
[10]

iii.  Suggest ways in which the CEO’s proposed approach could be adjusted and controls that could
be implemented to ensure that the desired business outcomes are achieved without exposing the
bank to undue risk.

[5]

[Total 20]
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QUESTION 3

You are a strategic risk executive at Sison Bank, a full-service retail bank operating in Africa. The bank
is considering acquiring MobiPurse, a fast-growing mobile wallet provider with:

20 million active users in Southern Africa,

strong merchant acceptance in the informal sector,

a cloud-based core platform with key outsourced providers
no credit or insurance products

Mobile wallets facilitate transfers between mobile wallets, serving as a payment mechanism and a store
of value.

1. Explain the likely strategic rationale Sison Bank has for the acquisition.
[7]
ii. Identify the key risks inherent in the MobiPurse business model, and outline the areas that a due
diligence process should assess in relation to these risks.
[10]

iii.  Outline key aspects a post-merger integration plan should address to mitigate risks associated
with the acquisition should it be successful.

[6]

The competition authority in one of the countries in which MobiPurse operates has publicly stated
concern about market concentration in payments.

iv.  Suggest remedies or deal structures for the acquisition that could mitigate this concern.

(2]

[Total 25]
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QUESTION 4

You are the CRO of RetroBank Ltd, which is preparing to launch a new unsecured lending product
aimed at low to middle income customers. The managing executive has set an aggressive launch date
due to competitive pressure and revenue targets.

Two constraints emerge, firstly on timelines:

e The CEO wants the product in market within six weeks. Marketing has already spent the budget
allocated on campaign materials and ads building up to the launch (an incurred and
irrecoverable cost). Delays may result in losing early-year market share to two major
competitors launching similar products.

The second constraint relates to quality concerns:
e The risk management team working on the implementation has identified anomalies in the data
features used in the underwriting ratings and affordability verification systems, with data

quality issues from one of the bank’s partners affecting ~18% of the potential customer base.

i.  Outline further information you would require to perform a balanced evaluation of the scenario.
You may assume the product as designed complies with all local regulation.

[9]

ii. Recommend a course of action, outlining residual risks inherent in your recommendation and
suggest associated mitigating controls.

[11]
[Total 20]

[Grand Total 100]
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