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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
DO NOT open this question paper until instructed to do so.

SECTION A
Answer ALL questions from this section
QUESTION 1

(a) Distinguish between a demand curve and a supply curve
. (2 marks)
(b) Explain five factors that could affect the demand for a normal good.










   (10 marks)
(c)
Define an inferior good and give example.


     (2 marks)
(d) What is meant by equilibrium price?



       (1 mark)
    (Total 15 Marks)
QUESTION 2

(a) Explain what is meant by Price Elasticity of demand (PED) for a commodity.







     (2 marks)
(b) Briefly explain one factor that determines price elasticity of demand (PED).







    (2 marks)
(c) A Chinese business man is in Malawi, assessing possible areas of investment.  After consultations with fellow investors, he has managed to get the following information in two areas of investment:
	Investment Area
	PED
	Price (K)
	Quantity
	Revenue (K)

	Plastic Chairs
	0.8
	100
	1000
	100,000

	Jean Trousers
	1.2
	100
	1000
	100,000


(a) As a promotional strategy, if he reduces price by 5% to attract consumers, what would be;

 (a) the new prices
 (b) the new quantities
 (c) the new revenues of chairs and jeans
given the PED?





     (6 marks)
(b) Which product has an elastic demand and which one has an inelastic demand?







     (2 marks)
(c) What advice would you, as an economics student, give to this Chinese Investor in relation to the price reduction that he is thinking of doing to attract consumers?






     (3 marks)
    (Total 15 Marks)
QUESTION 3

(a) State two functions of money.




     (2 marks)
(b) According to John Maynard Keynes, there are three 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) Distinguish between risk and uncertainty in economic policy.
     (2 marks)
(b) Explain the difference between nominal and real interest rates.   (2 marks)
(c) Recently, Malawi has seen an influx of private investors willing to invest in formally state owned companies like David Whitehead and Sons, SUCOMA, MDI and MTL.  What do you think are the five reasons that motivated the investors to invest in these enterprises? 
   (10 marks)
(d) What do you understand by the term “privatization”?

       (1 mark)
SECTION B

Answer any TWO questions only from this section

QUESTION 5
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 effects that would arise from inflation

     (8 marks)
    (Total 20 Marks)
QUESTION 6

(a) Due to sound fiscal management policies that Malawi is implementing, International Financing Institutions decided to forgive and write off Malawi’s external debts.

(i) Differentiate between a budget deficit and budget surplus.








  
   (2 marks)
(ii) Explain four benefits that Malawi will now experience due to the reduction in debt.





     (8 marks)
(b) Explain three uses of International Aid in economic development.   
     (6 marks)
(c) State two conditionalities that the IMF imposes on developing countries in its Structural Adjustment Policy (SAP).



      (4 marks)
    (Total 20 Marks)
QUESTION 7

(a) Differentiate between monetary and fiscal policy.

     (6 marks)
(b) With the aid of a diagram, explain how the government of Malawi would implement a tight/contractionary monetary policy to reduce aggregate demand.







    (8 marks)
(c) Give two reasons why developing countries may find it hard to efficiently operate the monetary policy.




    (4 marks)
(d) Define a “discount house”.





      (2 marks)
    (Total 20 Marks)
QUESTION 8

(a) Explain three ways in which government gets its finances?
      (9 marks)
(b) Explain two characteristics of public goods.


      (4 marks)
(c) What is a direct tax?





        (1 mark)
(d) Explain the three forms of direct taxation.


      (6 marks)
    (Total 20 Marks)
END OF THE EXAMINTION PAPER
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