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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION

SUBJECT: INTRODUCTION TO ECONOMICS

(IOBM-C106)

Date: Sunday 4th May 2008

Time Allocated: 3 hours (13.30 to 16.30 pm) 


INSTRUCTIONS TO CANDIDATES
1 
Read the instructions on the cover of the answer book.

2 
This paper consists of TWO Sections, A and B.

3 
Section A consists of 4 questions, each question carries 15 marks.

Answer ALL questions.

4 
Section B consists of 4 questions, each question carries 20 marks.

Answer ANY TWO questions.
5
You will be allowed 10 minutes to go through the paper before the start of the examination, when you may write on this paper but not in the answer book.
6 
DO NOT open this question paper until instructed to do so.

SECTION A 
(60 Marks)

Answer ALL questions from this section.
QUESTION 1

(a) 
Explain the difference between demand and quantity demanded for a product.







      (2 marks)

(b) 
Carefully study the table below which indicates price, quantity demanded and quantity supplied of product X.

	Quantity Demanded 

KGS Per Month
	Price (MK)
	Quantity supplied KGS Per Month



	200
	50
	90

	180
	60
	110

	160
	70
	120

	140
	80
	140


Required:

(i) Determine the market equilibrium price and quantity. 
   (3 marks)
(ii)
 If there is an increase in quantity supplied of 40 kgs at each price per month, what will be the new equilibrium price and quantity?
                 (6 marks)
(iii) 
Explain any two (2) factors that would influence the supply of product X.






      (4 marks)
(Total 15 Marks)

QUESTION 2

Write short notes on the following:-

(a)
Law of diminishing marginal returns.



      (3 marks)

(b)
Economies of scale.






      (3 marks)

(c) Marginal Revenue.






      (3 marks)

(d)
Price discrimination.

.




      (3 marks)

(e)
Factors of production.





      (3 marks)









          (Total 15 Marks)
QUESTION 3

(a) State any two (2) functions of money.



     (2 marks)
(b) According to John Maynard Keynes, there are three (3) motives for holding money rather than interest bearing securities like bonds or shares.  
Explain these motives.





     (9 marks)
(c) Explain briefly the difference between “narrow money” and ‘broad money”. 








   (4 marks)
    (Total 15 Marks)
QUESTION 4

(a) 
What is meant by the term monetary policy? 


      (3 marks)

(b) 
Suppose the Reserve Bank of Malawi decided to pursue an expansionary monetary policy by reducing interest rates. Explain the effect of such a policy on aggregate demand and GDP.   Illustrate your answer with a diagram. 





    

    (12 marks)
(Total 15 marks)

SECTION B 
(40 Marks)

Answer ANY TWO questions from this section.
QUESTION 5

(a) What does the term “cross elasticity of demand” mean?      
        (2 mark)
(b) Explain three (3) factors that affect price elasticity of demand?    (6 marks)
(c) Given the following demand (Qd) and supply (Qs) functions for orange juice.





Qd

=
15 – 2P


Qs – 3P

=
1


Required:
(i) Determine the equilibrium price and quantity for orange juice.











      (6 marks)

(ii) If the price of orange juice increased by 50%, calculate the new quantity demanded for orange juice.


      (3 marks)
(iii)
From the calculation in (ii) above, in which type/category of goods does orange juice belong?




      (3 marks)









          (Total 20 Marks)
QUESTION 6

(a) 
Suppose a company manufacturing cement produces 50,000 bags of cement at the end of the year. Given that its total costs were K25 million and its fixed costs were K15 million.

Calculate the average variable costs of the firm. 

      (5 marks)
(b) 
You are given the following hypothetical cost structure for producing cement.

	Output - Bags of cement/day
	Total cost of output (K'0000

	0
	10

	5
	20

	10
	40

	20
	60

	30
	70


Required:
(i) 
Calculate the marginal cost at each daily output rate.
    (10 marks)
(ii) 
At what production rate do diminishing marginal returns set in?

      (5 marks)

(Total 20 Marks)

QUESTION 7

Following a High Court ruling that Minibus Owners Association of Malawi (MOAM) should reduce seating capacity in minibuses around the country, the MOAM increased the transport fares of minibuses. Some economics analysts say that this may lead to inflation.

(i) 
Define the term inflation. 





      (2 marks)
(ii) 
What type of inflation would occur in this case?  Explain with the aid of a

graph. 
   





               (10 marks)
(iii) 
Explain four (4) effects that would arise from inflation.

      (8 marks)
(Total 20 Marks)

QUESTION 8

(a) 
Explain the difference between the principle of absolute advantage and that of comparative advantage in international trade? 

      (4 marks)
(b) 
You are given the following hypothetical data showing the number of cars and bicycles that South Africa and Malawi can produce with one unit of labour.

	Country
	Cars
	Bicycles

	South Africa
	400
	100

	Malawi
	200
	100


Assume that each country has 100 workers and the country splits its labour force evenly between the two industries.

Required:

(i) 
How much of each good can the countries produce individually and jointly? 






      (6 marks)
(ii) 
What is the total output if the two countries specialize in the good for which they have comparative advantage?

      (4 marks)
(c) 
Explain three (3) measures that a Government can impose to restrict trade. 







      (6 marks)
(Total 20 Marks)
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