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INSTITUTE OF BANKERS IN MALAWI

DIPLOMA IN BANKING EXAMINATION

SUBJECT: ECONOMIC ENVIRONMENT

  (IOBM- D211)
Date: Saturday 3rd 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
The present system of monetary control in Malawi seeks to control the amount of demand deposits by influencing the cost of additional cash reserves, rather than by variations in the cash reserve ratio or by seeking to control the amount of the bank’s aggregate cash reserve holdings. 
(a) Explain how the deposit creation process by banks affects money supply in the economy.






      (4 marks)
(b) Using the demand deposit equation explain how the two variables referred to in the above statement could be used to control money supply in the economy by Reserve Bank of Malawi.



      (7 marks) 
(c) Explain how the Reserve Bank of Malawi uses a third variable (not mentioned above) to control monetary expansion.

      (4 marks)
(Total 15 Marks)
QUESTION 2
One important feature of a tax system is how tax levels vary in relation to income levels in an economy. 

(a) Describe the three (3) alternative tax systems that are characterised by this tax-income levels relationship. 



      (6 marks)
(b) Which tax system may governments use to re-distribute wealth more equitably? Justify your answer.




      (4 marks) 
(c) Explain how an economic recession will affect overall tax revenue under the case of the tax system in b. (Hint: income tax systems have inbuilt/automatic stabilization effect).



      (5 marks) 
(Total 15 Marks)
QUESTION 3
(a) 
Describe the three (3) approaches for measuring National Income.










      (7 marks)
(b)
Explain the concept of the multiplier effect.


      (5 marks)
(c)
Explain how the multiplier effect may create an inflationary gap.  (3 marks)
(Total 15 Marks)
QUESTION 4
(a) The process of computing the unemployment rate has got a number of challenges, starting   from how it can properly be defined.  
Explain the four (4) challenges regarding the definition of unemployment rate.           







      (7 marks)
(b) Explain the motives behind the demand for money.
 
      (8 marks)

(Total 15 Marks)
SECTION B
(40 Marks)


Answer ANY TWO questions from this section.
QUESTION 5
Using the classical view of inflation compare Keynesian and Monetarist beliefs and policies on inflation. 






    (20 marks)
(Total 20 Marks)
QUESTION 6
(a) Define the concept of minimum cash reserves holding by commercial banks and explain three (3) uses of the reserves.

      (4 marks)
(b) Malawi’s monetary policy aims at ensuring stable prices for goods and services.  Explain how the Reserve Bank of Malawi uses the following tools to achieve price stability.

(i) The liquidity reserve requirement.



      (2 marks)
(ii) Foreign exchange reserves.



      (2 marks)
(iii) Treasury bills.





      (2 marks)
(c) In February 2008, the Reserve Bank of Malawi issued a directive to commercial banks and discount houses which stated that the latter institutions would become eligible for the liquidity reserve requirement.  
Discuss the motive of the monetary authorities in doing this.










          
   
    (10 marks)
(Total 20 Marks)
QUESTION 7
(a)  
Explain the concept of Comparative Advantage as propounded by Ricardo. 







      (5 marks)
 (b)
Compare and contrast currency devaluation and currency depreciation.
      (5 marks)

 (c)
Explain how movements in the exchange rate affect the international          competitiveness of a country.




    (10 marks)



(Total 20 Marks)
QUESTION 8
(a) Malawi recorded an annual growth rate of 7.8% in 2006, 7.5% in 2007 and is expected to post yet another growth estimated at 7.1% in 2008.

(i) What does economic growth mean in general?

      (2 marks)
(ii) Why is it important for any country to achieve positive growth rates?








      (8 marks)
(b) Explain the concept of sustainable economic growth by discussing the four main objectives usually championed by the proponents of the concept.


(10 marks)

(Total 20 Marks)
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