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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION
SUBJECT: INTRODUCTION TO ECONOMICS (IOBM-C106)

Date:
Saturday, 8th November 2008

Time Allocated: 3 hours (8:00 am to 11:00 am) 


INSTRUCTIONS TO CANDIDATES
1
This paper consists of TWO Sections, A and B.

2
Section A consists of 4 questions, each question carries 15 marks.

Answer ALL questions.

3 
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
4
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.

5
Begin each answer on a new page.
6
DO NOT open this question paper until instructed to do so.

SECTION A 

(60 Marks)

Answer ALL questions in this section.
QUESTION 1

Write short notes on the following;
(a)
Legal tender







(3 marks)
(b)
Seignorage







(3 marks)
(c)
Budget deficit






(3 marks)
(d)
Nominal interest rate





(3 marks)
(e)
Exchange rate






(3 marks)









(Total 15 Marks)

QUESTION 2

Suppose the market for cold drinks at ShopRite is represented by the following system of equations;
Qd = 4400 – 2p

Qs – 4p = 2000
Where P is the price in kwacha, Qs and Qd are the quantities supplied and demanded respectively.
(a)
At what price is the quantity demanded equal to zero?
(2 marks)
(b)
At what price is the quantity supplied equal to zero?
(2 marks)
(c)
Calculate the equilibrium price and quantity.


(5 marks)
(d)
Given information in (a) above graphically represent your findings









(6 marks)









(Total 15 Marks)

QUESTION 3
(a)
In what kind of market structure does National Bank of Malawi    operate?







(2 marks)
(b)
Briefly explain any four assumptions of such a market structure.











(8 marks)
(c)
Distinguish between a short-run period of time and a long –run period of time in the production process of a firm.


(5 marks)










(Total 15 Marks)

QUESTION 4
(a)
Name two forms of money.




      (2 marks)
(b)
Explain the three desirable features of money that make it to be a good store of value?






      (6 marks)
(c)
What is meant by this statement ‘This asset is illiquid”?  List three examples of illiquid assets.





      (4 marks)
(d)
How will the following actions affect money supply?

(i) depositing cash into a bank account.

(ii) a reduction in interest rate.

(iii) an increase in liquidity reserve requirement.

      (3 marks)
(Total 15 Marks)

SECTION B 

(40 Marks)
Answer ANY TWO questions in this section.

QUESTION 5
(a)
Explain the term “Law of diminishing returns”

     (4 marks)
(b)
Suppose a firm is producing in the short-run and the data on the production relationship is as shown in the table below. All factors of production are fixed except labour which can vary between 1 and 10 units.




Variable input




Total Output




(Unit of labour)




(Unit of product)

1   6

2 14

3 24

4 32

5 38

6 42

7 44

8 44

9 42

10 36


(i)
Calculate the values of marginal product from the above data












(10 marks)

(ii)
Using the data above, describe the three distinct stages that output goes through as more variable input is added to the fixed input.              











(6 marks)









    (Total 20 Marks)

QUESTION 6
(a)
Explain three factors that affect an exchange rate.
                 (6 marks)
(b)
Explain three types of exchange rates.



      (6 marks)
(c)
What kind of exchange rate system does Malawi have?
      (2 marks)
(d)
Explain three arguments criticizing IMF policies.
                 (6 marks)
(Total 20 Marks)
QUESTION 7
(a)
Since government-owned firms do not have to make a profit they can produce at a lower cost and charge a lower price than privately owned companies.  Explain.





      (5 marks)
(b)
Explain the factors that cause a firm’s short run average total costs to decline initially but eventually to increase as the rate of output rises.











      (5 marks)

(c)
Define proprietorship, and discuss its advantages and disadvantages.











    (10 marks)

(Total 20 Marks)

QUESTION 8
The table below presents the expected cost and revenue for Khudu Tomato Farm. The farm produces tomatoes in a greenhouse and sells them wholesale in a market which is in perfect competition.

	Output (Baskets per month)
	Total Cost

K
	Price per Basket

K
	Marginal Cost
	Marginal Revenue

	0
	1000
	500
	
	

	1
	1200
	500
	
	

	2
	1350
	500
	
	

	3
	1550
	500
	
	

	4
	1900
	500
	
	

	5
	2300
	500
	
	

	6
	2750
	500
	
	

	7
	3250
	500
	
	

	8
	3800
	500
	
	

	9
	4400
	500
	
	


(a) Calculate 
(i)

the farm’s marginal cost 



(5 marks)
(ii)

the farm’s marginal revenue at each output level.
(5 marks)
(b)
If the farm wants to maximise revenue, 
(i)
How many baskets should they produce?
  (1 mark)

(ii) What would their profits be at the profit maximising level? Show your calculations.                                      (4 marks)
(c)
How many baskets would the farm produce if the price of tomatoes declined to K450 per basket?                                             (2 marks)
(d)
From your answer in ‘c’ above, should the farm continue in business? Explain.                                                                                     (5 marks)









(Total 20 Marks)
END OF THE EXAMINATION PAPER
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