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5.

6. With the aid of a clearly labelled diagram, explain the relationship between the average and marginal
costs.

Diagram Explanation

.........................................................................................

.........................................................................................

.........................................................................................

.........................................................................................
(17 marks)

7. State THREE roles of profits in a market economy.

ii(i) .....................................................................................................................................................................

i(ii) .....................................................................................................................................................................

(iii) .....................................................................................................................................................................
(17 marks)

8. State THREE contributions made to economic thought by the Monetarist economists.

ii(i) .....................................................................................................................................................................

i(ii) .....................................................................................................................................................................

(iii) .....................................................................................................................................................................
(17 marks)

9. A country is said to be overpopulated in the economic sense when

............................................................................................................................................................................

............................................................................................................................................................................

............................................................................................................................................................................
(17 marks)
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" " " 45,-$0%"*6'"8+-'"0*",-$C)"0%"*6'"D80)6"'.+%+9C:" " " " " " """"+$!%&'()*!
!
" *6+%% =6'"$/4'%0)"%+/"/'--"')*$#-0)6'("$)"$".788'%.C"0%"D8'-$%(:""F0).7))"*6'"'.+%+90."'33'.*)"/60.6""
" " " *6'"0%*8+(7.*0+%"+3"*6'"'78+"6$)"6$("+%G"

! D80)6".+%)79'8)H"
! D80)6"'5,+8*'8)"$%("09,+8*'8):"" " " " " " """"#,!%&'()*!

! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! !!!7&89"4:;<%
%
%
%
%
!

"
=)% *"+%% =6'"-$)*".'%)7)"+3",+,7-$*0+%"@0%"IJJIE")6+/'("*6$*"*6'"D80)6",+,7-$*0+%".+%*0%7')"*+"K8+/"$%("%+/"
" " " '5.''()"L:M"90--0+%:"
" " " F0).7))"*6'"'.+%+90.".+%)'N7'%.')"+3"$%"0%.8'$)0%K",+,7-$*0+%:" " " " """"#,!%&'()*!

!
% *5+% F0).7))"*6'"9$0%"'.+%+90."#'%'30*)"+3"*6'"0%3-+/"+3"-$#+78"0%*+"*6'"D80)6"4.+%+9C:" """"#$!%&'()*!
"
" *6+%% @0E% O%'"+3"*6'"K+2'8%9'%*P)"'.+%+90."$09)"0)"*+"$.60'2'"#$-$%.'("8'K0+%$-"('2'-+,9'%*:""

" " O7*-0%'">?@A%,+))0#-'"K+2'8%9'%*",+-0.0')"*+"$.60'2'"*60)"$09:"
" @00E" QR+-0.0')"*+"$.60'2'"#$-$%.'("8'K0+%$-"('2'-+,9'%*"9$C"9$&'"0*"9+8'"(0330.7-*"3+8"*6'""
" " K+2'8%9'%*"*+"$.60'2'"+*6'8"'.+%+90."$09)S:""45,-$0%"*60)")*$*'9'%*T"7)0%K"'5$9,-')"*+")7,,+8*"
" " C+78"$%)/'8:" " " " " " " " " " """"+$!%&'()*!

% % % % % % % % % % % % % % % % %%%7&89"4:;<!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!

% A$9$95$4%1'%4$1/4B%1C-;%./$;1-'B%3"3$4%D-1C%1C$%"B;D$4%5'':*;+%/;$0%1'%"B;D$4%1C$%./$;1-'B;%-B%
% E$61-'B%F)%

2003
!
!"#$%&'()*)))+'(#,)-).(/01%&'()
!
"#$!%&'()''!*+,!-#.'!&/!-+&(+!01/,.!(#/!(1/*2&3)*,!*1!*+,!'011*+!-124&/5!16!#/!
,(1/10.7!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!"89!0#24'$!!!!!!!!!!!!!!!!!!
:$! ;,<&)0!16!,=(+#/5,!
8$! ;,#')2,!16!>#?),!
@$! A*12,!16!-,#?*+!
B$! A*#/<#2<!16!<,6,22,<!C#.0,/*!
D$! %&>&'&1/!16!?#31)2!
E$! F&0,!'#>&/5!
G$! H/(2,#',<!-,#?*+!
I$! J1/6&<,/(,!
K$! %,0#/<!0#/#5,0,/*!16!*+,!,(1/10.7!

!
:7!;,<&)0!16!,=(+#/5,!
;1/,.!#??1-'!)'!*1!3).!#/<!',??!511<'!L!',2>&(,'!&/<,C,/<,/*?.!16!,#(+!1*+,27!
!
87!;,#')2,!16!>#?),!
F+,!)',!16!01/,.!#??1-'!)'!*1!C)*!#!>#?),!1/!#/!&*,0!#/<!2,?#*,!*+,!>#?),!16!1/,!&*,0!
*1!*+,!>#?),!16!1*+,2'7!
!
@7!A*12,!16!-,#?*+7!
F+,!)',!16!01/,.!#??1-'!)'!*1!'#>,!'10,!16!1)2!-,#?*+!612!*+,!6)*)2,7!
!
B7!A*#/<#2<!612!<,6,22,<!C#.0,/*7!
F+,!)',!16!01/,.!#??1-'!)'!*1!3).!511<'!1/!(2,<&*!/1-!#/<!*1!C#.!?#*,27!
!
D7!%&>&'&1/!16!?#31)27!
F+,!)',!16!01/,.!#??1-'!,#(+!C,2'1/!*1!'C,(&#?&',!&/!1/,!*#'4!#/<!-&*+!*+,!01/,.!
2,(,&>,<!#(M)&2,!*+1',!511<'!#/<!',2>&(,'N!-+&(+!#2,!/,,<,<!*1!')2>&>,7!
!
E7!F&0,!'#>&/5!
F+,!)',!16!01/,.!'#>,'!*&0,!&/!/1*!+#>&/5!*1!/,51*&#*,!*+,!2,?#*&>,!-12*+!16!<&66,2,/*!
&*,0'N!)/?&4,!3#2*,27!
!
G7!H/(2,#',<!-,#?*+!
;1/,.!#??1-'!612!*+,!'C,(&#?&'#*&1/!16!?#31)2!O!6&20'N!*+)'!&/(2,#'&/5!'1(&,*.P'!-,#?*+!
-+&(+!#??1-'!612!*+,!C21>&'&1/!16!012,!',2>&(,'!#/<!612!&0C21>,0,/*'!&/!*+,!'*#*,P'!
&/62#'*2)(*)2,7!
!
!

:G!

!
"#!$%&'()*&+*!
,-*!./*!%'!0%&*1!2(3*/!+(4(5*&/!+%&'()*&+*!4-64!4-*!*+%&%01!7(88!%9*:64*!*''*+4(3*81!
6&)!-*&+*!+%&/.0*:/!6&)!'(:0/!7(88!+%&4:(;.4*!4%!/%+(*41!6&)!;*!:*76:)*)#!
!
<#!=*06&)!06&62*0*&4!%'!4-*!*+%&%01!
>'!622:*264*!)*06&)!&**)/!4%!;*!;%%/4*)!4-*&!4-*!/.9981!%'!0%&*1!+%.8)!;*!:*86?*)!
7-(8*!6!:*).+4(%&!(&!622:*264*!)*06&)!061!:*@.(:*!6!4(2-4*&(&2!%'!4-*!0%&*1!/.9981#!
!

!"#$%&'()*+,-,.(/(01%&23(4(5(-"#$3(,"*+('#"6,67(
!!!!!!!!!!!!!!!!!!!!!
!!!
!
A;B!C?986(&!4-*!8(D*81!*+%&%0(+!*''*+4/!('E!F!
!!!!!!A(B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!!"#$%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!
!!!!!!!!!!!2%%)/!6&)!/*:3(+*/H!
!!!!!A((B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!#'()%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!!
!!!!!!!!!!2%%)/!6&)!/*:3(+*/H!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!AIJ!06:D/B!
!
!
*+,-*4-*!/.9981!%'!0%&*1!2:%7/!64!6*!"#$%&*:64*!4-6&!6!+%.&4:1K/*9:%).+4(%&!%'!!
!!!!!!2%%)/!6&)!/*:3(+*/#**************************************************************************89(-"#$3('#"6,6*
*
L#!>&'864(%&!F!9:(+*/!061!:(/*!;*+6./*!%'!(&/.''(+(*&4!/.9981M*?+*//!)*06&)#!!
I#!>09%:4/!!F!)*06&)!061!;*!0*4!;1!(&+:*6/*)!(09%:4/#!!!!!!!!!!!!!!!
N#!O63(&2/!F!4-*!(&/.''(+(*&4!/.9981!%'!2%%)/!061!'%:+*!9*%98*!4%!/63*#!!
P#!Q68.*!%'!+.::*&+1!(&!6!&%&F*.:%!5%&*!+%.&4:1!061!'688!;*+6./*!%'!*?+*//!/.9981#!
R#!S64*!%'!(&4*:*/4!T!.&)*:!U*1&*/G!V(@.()(41!W:*'*:*&+*!('!4-*!/.9981!%'!0%&*1!2:%7/!
!!!!4-*&!(&4*:*/4!:64*/!7(88!'688#!
*

:(01%&23(4(5(-"#$3(,"*+('#"6,6(
*
*
!A((B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!#'()%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!!
!!!!!!2%%)/!6&)!/*:3(+*/#!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!89(-"#$3('#"6,6!!
!
L#!=*'864(%&!M!X%)*:64(%&!(&!9:(+*!8*3*8/!!F!9:(+*/!061!'688!;*+6./*!%'!*?+*//!/.9981#!!!!!!!!!!!!!!!!!
I#!Y688(&2!)*06&)! !)*+8(&(&2!*+%&%0(+!2:%74-! !9:%).+*:/!061!:64(%&68(5*Z!
!!!!8*6)(&2!4%!:(/(&2!.&*098%10*&4#!!
!

:(01%&23(4(5(-"#$3(,"*+('#"6,6(
!

L"!
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2002

!
"#$%!&!'(!!)!

!

!
*+! "#$!! "%$!! &'()#%*!+,-!%.!%/!(,//%0)1!2,3!0#*4/!.,!531#.1!5316%.7!
!!!!!!!!!!

"%%$!! 8.#.1!#*6!1'()#%*!,-.//!)%9%.#.%,*/!,*!.+1!#9,:*.!,2!5316%.!-+%5+!0#*4/!5#*!531#.17!!!!!!!!!!!!!!!
";<!9#34/$!

!
"0$!! &'()#%*!+,-!#*!%*531#/1!%*!.+1!:/1!,2!=()#/.%5!9,*1>?!"5316%.!5#36/@!1.57$!0>!5:/.,913/!#2215./!.+1!

#0%)%.>!,2!0#*4/!.,!531#.1!5316%.7!
!!!!!!"AB!9#34/$!

!
"5$!! C+1!9#%*!,0D15.%E1!,2!.+1!&:3,(1#*!F1*.3#)!G#*4?/!0'1%2#34!5'6784!%/!.,!5,*.3,)!71(6#27'17!

!
"%$! &'()#%*!.+1!:*613)%*16!.139/7!
!
"%%$! C+1!&FG!316:516!%*.131/.!3#.1/!%*!H<<A7!!I%/5://!.+1!12215./!,2!.+%/!316:5.%,*!%*!%*.131/.!

3#.1/!,*!.+1!J3%/+!15,*,9>7!
!";<!9#34/$!

!
9)*!0#3:;<!

!
!
!
&+! "#$!! "%$!! 8.#.1!.+1!K#-!,2!F,9(#3#.%E1!L6E#*.#M17!
!
!! ! "%%$!! 8.#.1!#*6!1'()#%*!.+1!#//:9(.%,*/!:*613)>%*M!.+%/!)#-7!

!";<!9#34/$!
!

"0$! C+1!.#0)1!01),-!%)):/.3#.1/!.+1!K#-!,2!F,9(#3#.%E1!L6E#*.#M17!
!

='>1234! ='00'?724!
"!"#$%&'($")#*+,"-'./$'(/$0"-1!

! @''?! A#8B71%34!
='>1234!C! B!.,**1/! A<!:*%./!
='>1234!D! H<!.,**1/! ;<!:*%./!
,'2#6!E>25>2! HB!.,**1/! N<!:*%./!

!
"%$!!! O/1!.+1!#0,E1!1'#9()1!.,!/+,-!+,-!F'2B!5,:*.3%1/!5,:)6!01*12%.!23,9!!

!!!!!!!!!!!!!!!!!!!!! ! %*.13*#.%,*#)!.3#617!
!

"%%$! F#)5:)#.1!.+1!.139/!,2!.3#61!2,3!F'2B!5,99,6%.%1/7!
!"H<!9#34/$!

!
"5$!!!! J31)#*6@!#/!#!/9#))!,(1*!15,*,9>@!31)%1/!,*!%*.13*#.%,*#)!.3#617!!I%/5://!.+1!2#5.,3/!-+%5+!#2215.!

.+1!5,9(1.%.%E1*1//!,2!J3%/+P0#/16!2%39/!%*!%*.13*#.%,*#)!.3#617!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
"HB!9#34/$!

!
9)*!0#3:;<!

!
!
!
!
!
!
!
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Answers	  (Short	  Ques+ons)

1.

6 | P a g e

!" A consumer buys 20 units of Good A when the price of Good B is €8. When the price of Good B rises 
to €10 (the price of Good A remaining unchanged) the consumer buys 12 units of Good A. 
Using an appropriate formula, calculate this consumer’s cross elasticity of demand for Good A. 

 (Show your workings.) Is Good A a substitute for, or a complement to, Good B?  Explain you answer. 

QA X   PB1  +  PB2

PB          QA1 +  QA2

#$$!$$$$$$$$%$$$$$&!$'$&()$$*(!+$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$$
$$$$$$$$&,$$$$$$$$$$$,)$$'$(,$$$*-,+$

.$$$#$$,",/$

Good A is a 0123452567.   It has a negative$089.

(:$2;<=>$*!'/',',+$$

?"  In September 2010 approximately 5.1% of mortgage accounts were @6$;<<5;<>$(behind on mortgage 
payments) of 90 days or more. Outline 7A1 economic <5;>16> for this development and 7A1 ;B7@16>
financial institutions could take to help mortgage customers. 

 Two reasons: 

("$C6B<5;>5D$@675<5>7$<;75>$resulting in increased costs of borrowing.

,"$C6B<5;>5D$E652341F2567G$resulting in a loss of income and difficulty in repaying mortgage.
-"$8B1612@B$<5B5>>@16G$employees have lower incomes resulting from tax increases/reductions in pay. 
H"$I5B=45>>$456D@6JK$L1<<1A@6JG

100% mortgages were issued and now lenders are unable to repay debt; 
People borrowed too much and now can’t meet the repayments. 

Two actions:

("$I5#>BM5DE45$7M5$41;6$B167<;B7G
Extend the loan repayment period, thereby reducing the monthly repayment. 

,"$C675<5>7$164F$3;F2567>G Defer capital repayments until a later day so monthly payment falls. 
-"$N1$356;47F$3;F2567>$such as extra interest charges for those in arrears 
H"$95L7$K$5OE@7F$>A;3>G Take part ownership of the property in return for reduced repayments. 
/" 95L7$P1<J@Q565>> for those with no foreseeable chance of repayment-cancel their debt. 
R. I5#Q;4E5$3<135<7@5> at market value and base interest repayments on this value. 

(:$2;<=>$*/'H'H'H+$2.

! "

!!!!!!

!

"#!!!!!!!!$%&'(!)**+',*%-.!*/!+-*+&!)!#$%$&$'(!')&0+*!'1(*!/2+&3/'+!4)&&%+&(!*/!+-*&5#!!

!!!!!!!!!!!61*7%-+!)*+,,!(138!4)&&%+&(!*/!+-*&5#!

!

!

9# -./0'!1!230343$5(!1!6$7.5%#.%3!8$%$&$'(9!!

!!!!!!! ! :/2+&-'+-*!3/-;+&(!*8+!(/7+!&%.8*!*/!(1,,75!)!.//<!/&!(+&2%3+=!>?@#!

A# :;%.5<=>&!$?!0!&03.%3!1!@$&(5>/=3B!C!;%&'!8)(!*8+!(/7+!&%.8*!*/!)!')-1;)3*1&%-.!,&/3+((#!

"# 2$'.!5>/=3<!3$!50;!#03.5>0'<B!$%&'!')5!8)2+!3/',7+*+!3/-*&/7!/2+&!*8+!(/1&3+!/;!&)D!

')*+&%)7(!!

E# -05/.!@0&>30'!>%7.<3#.%3B!!

 '%-%'1'!(%F+!/;!)!;%&'!&+G1%&+<!*/!/,+&)*+!+;;%3%+-*75!%(!(/!7)&.+!*8+&+!%(!-/!&//'!;/&!
3/',+*%*/&(#!!

 3/',+*%*/&(!)&+!<%(3/1&).+<!;&/'!+-*+&%-.!4+3)1(+!/;!*8+!8%.8!%-%*%)7!(*)&*H1,!3/(*(#!
I# ,%3.5>%/!)50A.!0/5..#.%3<!B!@$''4<>$%!1!@053.'<!CB!!

!!!!!!! ! +-(1&+(!*8)*!-/!3/',+*%*%/-!+J%(*(!D%*8%-!'+'4+&(K!(+.'+-*(!/;!*8+!')&0+*#!!

L# 8.5/.5<!1!30D.$7.5<9!!

C!;%&'!')5!+-(1&+!*8+%&!(1&2%2)7!45!'+&.%-.!=!*)0%-.!/2+&!/*8+&!M&%2)7N!;%&'(!%-!*8+!()'+!7%-+!

/;!41(%-+((O!(138!*8)*!%*!4+3/'+(!)!'/-/,/7%(*!)-<!-/!3/',+*%*%/-!+J%(*(!D%*8%-!*8+!%-<1(*&5#!

P#!!! E50%A!&5$'>?.503>$%9!!!

Q8&/1.8!)<2+&*%(%-.!)!;%&'K(!3/-(1'+&(!)&+!3/-2%-3+<!*8)*!*8+&+!%(!-/!(1%*)47+!)7*+&-)*%2+!*/!!!!!

*8+%&!,)&*%317)&!4&)-<(!

!

FG!#05D<!/50A.AH!
!

!

!

IH! 61*7%-+!)*+,,!;1-3*%/-(!=!&+(,/-(%4%7%*%+(!/;!*8+!,45$&.0%!J.%350'!E0%D!K,JELH!

!

9#!!!80>%30>%!M5>@.!230N>'>3(9!

!!!!!!R/-%*/&!%-;7)*%/-!%-!'+'4+&!3/1-*&%+(!)-<!)<S1(*(!*8+!4)(+!@>T!%-*+&+(*!&)*+!(/!)(!*/!)<S1(*!(,+-<%-.#!!

A#!!!O#&'.#.%3<!,PQ<!#$%.305(!&$'>@(B!

!!!!!!@>T!'/-%*/&(!)-<!)<2%(+(!/-B!&)*+(!/;!%-*+&+(*O!'/-+5!(1,,75O!3&+<%*!)2)%7)4%7%*5!U!,&/*+3*(!*8+!2)71+!!

!!!!!!/;!*8+!+1&/#!!

"#!!!*$'A<!0%A!#0%0/.<!3=.!$??>@>0'!5.<.57.<!$?!3=.!.45$!05.0!@$4%35>.<9!

!!!!!!Q8+(+!)&+!*8+!@V(!/;;%3%)7!8/7<%-.(!/;!./7<O!;/&+%.-!31&&+-3%+(!)-<!/*8+&!&+(+&2+(!8+7<!)(!(+31&%*5!!

!!!!!!).)%-(*!*8+!%((1+!/;!*8+!+1&/#!Q8+!@>T!')-).+(!*8+(+!&+(+&2+(!/-!4+8)7;!/;!*8+!3/1-*&%+(#!

E#!!!R>%0%@>0'!<30N>'>3(!0%A!<4&.57><>$%9!

!!!!!!Q8+!'+'4+&!)1*8/&%*%+(!'1(*!,&/2%<+!,&1<+-*%)7!(1,+&2%(%/-!/;!3&+<%*!%-(*%*1*%/-(!)-<!+-(1&+!(*)4%7%*5!!

!!!!!!!%-!*8+!;%-)-3%)7!(5(*+'#!

I#!!!2$'.!5>/=3!3$!><<4.!.45$!@455.%@(9!

!!!!!!Q8+!@>T!8)(!+J371(%2+!&%.8*!*/!%((1+(!+1&/!4)-0!-/*+(!)-<!3/%-(!D%*8%-!*8+!+1&/!)&+)#!

!

!

FG!#05D<!/50A.AH!

!

!
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3.

! "

!
!
!
!
!
"#!$%&'()*+!,-./!*&0(12&3!4*!0'!45)64745)3()8!902:&(;!
!
!

<#!,&=!>&55&23!)'!(?&!)'%13(2+@!
A#!$'(&2%&7&'%&'8&!B&(=&&'!*)293@!
C#!D24%18(!E)**&2&'()0()4'!488123!F!*)29!3&553!8543&!31B3()(1(&3@!
"#!G022)&23!(4!&'(2+!&H)3(!I!318?!03!#$%$&!'($)$*+#!
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2011

24 | P a g e

!"##$%&'()#*'+,-./0%&#%1#2.&34)#*040&+#0&/'5'4/#5./'4#

6.7 Money is usually defined by reference to the functions it performs.  
(i) Outline 1%,5 functions of money. 
(ii) Explain the term ‘Monetary Policy’. 
(iii) Explain a central bank’s function as ‘lender of last resort’. !"#$

(i)  Four functions of money: 

89#$':0,;#%1#'<=>.&+'
Money allows people to buy goods and services/  allows exchange between buyers and 
sellers
Allows the buying and selling of goods/services to be broken into two distinct activities. 

?9#$'.4,5'#%1#@.-,'##
Money enables a price to be put on goods & services. 

A9#B/%5'#%1#C'.-/>
Allows people to save for the future/can be used to make purchases in the future. 

D9#B/.&:.5:#1%5#E'1'55':#F.(;'&/#
Money is capable of measuring value for a future date. 
Money makes credit trading (i.e. buying & selling) possible. 

D#1,&=/0%&4#<#G#;.534#'.=>#

(ii)  Explain ‘Monetary Policy’ 

Those actions by the ECB, which influences the money supply, interest rates and
the availability of credit.        

H#;.534#

(iii) Explain a central bank’s function as ‘lender of last resort’ 

The central bank offers credit to financial institutions experiencing financial difficulties / liquidity 
problems and are unable to obtain necessary funds elsewhere.   

I#;.534#
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!"# Many believe that a lack of supervision (‘light-touch regulation’) of financial institutions in Ireland  
            contributed significantly to the banking crisis. 

Discuss the economic reasons why commercial banks in Ireland should be regulated.                   (20) 

$%&'()*+,*&,)-./0+(.&
Regulation will ensure that the interests of the banks’ consumers are protected and that savers’ 
deposits are secure. 

1%&'()2+(&3+-45-6&2)35,5+.
Regulation will ensure that the banks follow correct lending procedures and that excessive / 
reckless lending is avoided. 

7%&89-:5-6&.;.*+0&.*9"535*;&
Regulation will ensure that the banking system should remain stable. 

<%&=,)-)05,&.*9"535*;&>&,)-?54+-,+&
Proper regulation may ensure that the banks operate efficiently resulting in public confidence in 
the banking system/ allow for the flow of credit and for economic growth of the economy. 

@%&A+..&-++4&?)(&6)B+(-0+-*&5-*+(B+-*5)-&
If the banks are properly regulated then there will be less need for the government to become 
involved as it has had to do with the guarantees for savers deposits; nationalisation of Anglo 
Irish Bank; and the setting up of NAMA.  

C%&A+..&-++4&?)(&=D&>&EFG&?/-4.&
If banks are properly regulated it should result in the government not having to resort to funds 
from the EU/IMF to capitalise the banks. 

<&2)5-*.&H&@&09(:.&+9,I&
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!"#       It is being suggested that the ECB will increase interest rates in the 2011/2012 period.  
            Explain the economic effects of rising interest rates on the Irish economy.                                        !"#$%

$%&'())(*+,-&.+/"(0)1-2.
Borrowing is more expensive resulting in higher loan repayments, which will reduce spending 
power, resulting in a lower standard of living. 

3%&415+,-/&2,"(0)1-2.&
With a higher rate of return people may find it more attractive to save, and so they will reduce 
their spending. 

6%&7,")21/2.&8()9-1-2&)2:1;82,9/
The cost of monthly repayments increases, resulting in reduced disposable income and a lower 
standard of living. 

<%&7,")21/2.&"(/9&(=&/2)5+"+,-&9>2&?19+(,1@&A2B9
With higher domestic interest rates the cost of repaying the internal portion of the national debt 
rises. 

C%&7,")21/2.&"(/9/&(=&:)(.0"9+(,&D&)2.0"2.&"(8:29+9+52,2//
Cost of production will increase resulting in higher domestic prices. This will reduce the 
competitiveness of Irish exports and may lead to reduction in sales. 

E%&A+/+,"2,9+52&9(&7,52/9
The MEC will fall resulting in lower profits and this may discourage investors / 
it becomes more expensive for businesses to borrow and so they may not invest. 

F%&G"(,(8+"&H)(*9>&>+,.2)2.
With possible lower investment, future economic growth in Ireland may be damaged. 

I%&J1K19+(,&)252,02&2==2"9/
With additional savings the government may receive additional revenue through DIRT. 
However, with lower spending the revenue from VAT and excise duties may fall. 
If unemployment increases there will be a reduction in income tax revenue. 

L%&7,")21/2/&+,&M,28:@(;82,9&
Lower consumer spending, falling demand for Irish exports, a reduction in investment and a 
decline in economic growth may result in an increase in the numbers unemployed. 

<&:(+,9/&K&C&81)N/&21">&&
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!"#$%&'()*))))+'(#,)-)./(0&(12)3/4&%/5)
)6/7) 8Banks may fail by overextending their loan book’. 

  Explain this statement within the context of a bank’s twin requirements of liquidity and profitability. 

A bank has twin requirements: 
9:';&%/<&5&%,= refers to the need for a bank to make as much profits as possible from its assets 
to satisfy its shareholders.  The more profitable the asset is the less liquid it is. 

>&?"&@&%,=))refers to the need by a bank to have liquid assets in order to meet the demand for 
cash by its customers. The more liquid the asset is the less profitable it is. 

Banks must strike a balance between the twin requirements of profitability and liquidity.  As a 
result banks structure their holding of assets along the following lines: 

17 | P a g e

))))))))ABC

))))))))))DBC)

EFC

FBC)

GBC)

9:
';
&%/
<&
5&%
,)
H(
I:
#/
$#
$)

Exchequer Bills / Bills of Exchange  

Money at call

Government stock / gilt edged securities 

Term loans and overdrafts  

J/:(&(1
K$$#%$

EBC

>&?"&@
K$$#%$

Cash Deposits

LC)

>&?"&@&%,)H(I:#/$#$)

By focusing on profitability (extending credit) at the expense of liquidity a bank may give loans 
to high risk ventures e.g. commercial property development loans. Property loans are highly 
illiquid but can be very profitable. A bank may run the risk of increasing bad debts, falling share 
prices, a lack of capital and possible bank failure. 

By ignoring liquidity requirements, banks may not have enough cash to meet the demand of 
their depositors and this could result in a ‘run’ on the banks and result in bank failure. 

FG)M/:0$)1:/@#@)

Mr	  Traynor©	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  St.	  Michaels	  College

13



18 | P a g e

!"# Keynes’ concept of ‘Liquidity Preference’ is based on three reasons why people desire to hold wealth in 
money form. 

!$# State and explain %&'( of these reasons. 

)*&+,&'-$.+&*/01.-$2% 3*%'&4-$.+&*/01.-$2% 56%'47&-$2%01.-$2%

People desire to hold money 
for day-to-day expenses e.g. 
buying goods & services 

People desire to hold money 
for emergencies/rainy day 
e.g. illness, house repairs. 

People desire to hold money 
for any possible profitable 
future investment 
opportunities.

80*%&,.+,0!,-&-%90&+90%:67&$+%9#0;0<01&*=,0%&'(0>*&9%9000

!$$# Discuss the effect, if any, a fall in interest rates is generally expected to have on %&'( of these reasons. 

?.-$2% @AA%'-0.A0A&770$+0$+-%*%,-0*&-%,0 ?&*=,

)*&+,&'-$.+&*/

The demand for money for transactionary reasons is +.-
&AA%'-%9 by the fall in the rate of interest.
Why?
People need to have cash for day-to-day spending and this, 
allied to their level of income, not rates of interest 
determines the motive. 

B01&*=,
>*&9%9

3*%'&4-$.+&*/

The demand for money for precautionary reasons is affected 
slightly (negatively) by the rate of interest.
Why?
As interest rates fall slightly more money will be held for 
precautionary purposes, due to the opportunity cost of lower 
rates of interest. 

B01&*=,
>*&9%9

56%'47&-$2%

The demand for money for speculative reasons is greatly 
affected (negatively) by the rate of interest. 
 Why? 
As interest rates fall more money will be held for 
speculative purposes as people will hold more wealth in 
cash form to profit from future higher rates of interest. 

B01&*=,
>*&9%9
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!"# Outline how the recent tightening (reduction) in the availability of credit may affect: 

(i)  The Irish Motor Industry: 

$%"&%'(%)*)%+',)*-.&*"'&(/*
It is more difficult for customers to avail of credit in order to purchase cars.  This has led 
to a fall in the demand for both new and second-hand cars. 

0,"&%'(%)*&%)1,)',"2%(*
With less demand for cars the numbers of people employed in the sale of cars has 
declined.

31(2,%((*45.(1&%(64.,(.52)'72.,(*
Many small independent car dealerships can not survive and close. 
Inability to get credit may result in cash flow problems for the firms, inability to pay 
suppliers and possible closure. 

(ii) Inflation: 

0,-5'72.,*8255*)%"&%'(%*
The supply of money/credit will fall causing a decrease in the spending power of 
individuals.  This fall will lead to a reduction in demand-pull inflation. 

$%-5'72.,
The price of goods and services will fall due to falling demand and costs of production. 

(iii) Ireland’s Balance of Payments: 

0+9.&7(*)%"&%'(%*
If there is a reduction in the demand for goods and services then we can assume that 
there will be an automatic fall in the demand for imports. 

:;
0+9.&7(*0,"&%'(%*
Consumers with a lower spending power may switch consumption to cheaper imported 
substitute goods. 

:;

<=9.&7(*$%"&%'(%*
Business will not be able to avail of credit in order to expand their business.  This fall in 
investment may lead to a decrease in exports. 
The credit crunch on international markets may reduce aggregate demand resulting in 
reduced demand for goods produced in Ireland on export markets. 

>?*+'&@(*A&')%)*
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!"#$%&'()*))))))))+'(#,)-)./(0&(12)3(45/%&'()
!
!
"#$! "%$! &'()#%*+!,%-.!-./!#%0!12!#*!/'#3()/+!.1,!%-!%4!(144%5)/!216!5#*74!-1!86/#-/!86/0%-9!!!!!":;!3#674$!
!
!
<9!!=133/68%#)!5#*74!#88/(-!8#4.!0/(14%-4!2613!-./%6!8>4-13/64!/9?9!4#@!A<;;+!216!4#2/7//(%*?9!!!!!!!!!!!! ))))))))))))))))))))))))
B9!!C./4/!5#*74!7*1,!2613!/'(/6%/*8/!-.#-!-./%6!8>4-13/64!,%))!1*)@!0/3#*0!5#87!#!43#))!#31>*-!12!-./4/!!!
!!!!!0/(14%-4!%*!8#4.!D!4#@!<;E!5/8#>4/!12!-./%6!>4/!12!8./F>/4!#4!#*!#88/(-#5)/!3/-.10!12!(#@3/*-6)))))!
:9!!G1!-./@!*1,!.#H/!4>6()>4!8#4.!,%-.!,.%8.!-1!?%H/!)1#*4!D!AI;9!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
J9!!C./!#31>*-!12!)1#*!-./@!?%H/!%4!6/)#-/0!-1+!5>-!%*!/'8/44!12!-./%6!8#4.!0/(14%-4!#*0!%4!5#4/0!1*!!
!!!!!-./%6!6/4/6H/!6#-%19!!!!!!!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!)
C./!#31>*-!%-!8#*!86/#-/!%4!8#)8>)#-/0!#4!21))1,4K!
 

!!!!!!L*86/#4/!%*!86/0%-!M!L*86/#4/!%*!=#4.!N/(14%-4!!!'!!!!!!!!!!!!!!!!!!!<!!!!!!!!!!!!!!!!!9!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!O#*74!P/4/6H/!P#-%1!!!!

)

Q)>4!#!,167/0!/'#3()/!12!#51H/9!!!!!!               
                                                                                       

OR 
!

R)-/6*#-%H/!41)>-%1*!
!

./5/(7#)89##%)'4)/)./(0)
!!!!!!!! ! !! :$$#%$! ! ! ! !!!!!!!!;&/<&5&%&#$!
!!!!!!!!! ! ! =#4.!)10?/0!5@!S! A<;;! !!!!!!!!ST4!0/(14%-! ! A<;;!
!!!!!!!! ! !! C1-#)!R44/-4! ! A<;;! !!!!!!!!C1-#)!U%#5%)%-%/4! ! A<;;! ! !
! ! ! ! ! ! ! ! !
!
!

./5/(7#)89##%)'4)/)./(0)
!!!!!!!!! ! ! :$$#%$) ! ! ! !!!!!!!!;&/<&5&%&#$!
!!!!!!!!! ! ! =#4.!)10?/0!5@!S! A<;;! !!!!!!!!N/(14%-4! ! ! A<;;!
!!!!!!!! ! ! !U1#*! ! ! AI;;! !!!!!!!!V/,!N/(14%-4! ! AI;;!
!!!!!!!!! ! ! C1-#)!R44/-4! ! A<;;;! !!!!!!!!C1-#)!U%#5%)%-%/4! ! A<;;;! !
!

)
)
=5"$)#>?5/(/%&'()
<9!W69!S!)10?/4!A<;;!%*-1!-./!5#*7!
B9!L-!7*1,4!-.#-!1*)@!<;E!%4!0/3#*0/0!%*!8#4.9!
:9!L-!.#4!/*1>?.!8#4.!-1!4>((16-!-1-#)!0/(14%-4!12!A<+;;;9!C./!5#*7!8#*!86/#-/!#*1-./6!AI;;!%*!0/(14%-49!!
!!!!L-!01/4!-.%4!5@!?%H%*?!1>-!)1#*4!12!AI;;9!
J9!X*)@!<;E!12!%-4!-1-#)!0/(14%-4!,%))!5/!0/3#*0/0!%*!8#4.9!G1!A<;;!8#4.!%4!4>22%8%/*-!216!-.%4!(>6(14/9!!
!!!!C.%4!%4!4.1,*!%*!-./!*/,!5#)#*8/!4.//-9!
)
)

@>?5/(/%&'()?5"$)#>/A?5#B)CD)A/E0$)1E/F#F6)
!

30 
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31 

!
"##$! %&'(#)*!+,-!.!/*0#1*!23!2.)40!',!1*/&5*!'+*#1!(*6*(!,7!2./!/*2'0!8#9+'!.77*5'!'+*#1!.2#(#'3!',!51*.'*!

51*/#':!!!
!
;*/&5#)9!2./!/*2'0!-,&(/!1*/&5*!'+*!2.)40<!.2#(#'3!',!51*.'*!51*/#'!.0!'+*3!-,&(/!2*5,8*!8,1*!
5.&'#,&0!.2,&'!(*)/#)9!.)/!-,&(/!'+*1*7,1*!2*!+,(/#)9!8,1*!5.0+:!!=7!2.)40!.1*!),'!#00&#)9!(,.)0!
'+#0!8*.)0!(*00!51*/#'!#0!2*#)9!51*.'*/:!

!
"#$%&'&()*'!+!,&-./!0-&1213!

! !
! !

! "###$!!!!>?@(.#)!(4*!*(52-!7.5',10!-+#5+!5,&(/!.77*5'!'+*#1!.2#(#'3!',!51*.'*!51*/#'!! !
!
!
63 78&)%&9)%)(:!*;!<&/5!12$*/)(/!
A!2.)4!5.)!,)(3!9#6*!(,.)0!@1,6#/*/!'+.'!#'!5.)!.''1.5'!5.0+!/*@,0#'0:!
!

=3 >?/(*,2-/@!12,&'1/!;*-!<&/5!
B+*!2.)4!8&0'!4**@!0&77#5#*)'!5.0+!',!2*!.2(*!',!8**'!'+*!/*8.)/0!,7!#'0!5&0',8*10:!
!

A3 "?-*$2&'!>2'(-&%!B&'.!0?)12%)'2/!
C,88*15#.(!2.)40!8&0'!7,((,-!'+*!9&#/*(#)*0!,7!'+*!>CD:!
!

+3 C2,&'1!;*-!%*&'/!9:!<?/(*,2-/!
A!2.)4!#0!(#8#'*/!#)!'+*!.8,&)'!,7!(,.)0!#'!51*.'*0!23!'+*!/*8.)/!7,1!(,.)0:!!=)!.!1*5*00#,).13!
@*1#,/!'+*!/*8.)/!7,1!(,.)0!-#((!7.((:!
!

!
!

=!;&<(*-/!&(!D!,&-./!2&<5!0-&1213!!!
!
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! "#

!
$%&!!!!!'()*+,-!).-!-%/,/0+%!1/*-!2*34-5!64!78'!/9!).-!9/**/:+,;!+,)-1,3)+/,3*!63,<+,;!/1;3,+=3)+/,=>!$"?!031<=&!
!

The International Monetary Fund 
Expansion of World Trade 
7.-!@AB!-,%/(13;-=!-C23,=+/,!+,!)135-!64!-,%/(13;+,;!0-06-1!%/(,)1+-=!)/!35/2)!=/(,5!-%/,/0+%!2/*+%+-=>!
@)!0/,+)/1=!-%/,/0+%!3,5!9+,3,%+3*!5-D-*/20-,)=!+,!0-06-1!%/(,)1+-=!3,5!;+D-=!35D+%-!)/!+)=!0-06-1=>!
!
Promote exchange rate stability. 
7.-!@AB!21/0/)-=!+,)-1,3)+/,3*!0/,-)314!%/E/2-13)+/,>!@)!21/D+5-=!3!9/1(0!9/1!%/,=(*)3)+/,!/,!+,)-1,3)+/,3*!0/,-)314!
21/6*-0=>!@)!)1+-=!)/!03+,)3+,!/15-1*4!-C%.3,;-!3113,;-0-,)=!30/,;!%/(,)1+-=!3,5!3+0=!)/!3D/+5!!
%/02-)+)+D-!5-D3*(3)+/,=>!
!

Orderly correction of Balance of Payments problems. 
7.-!@AB!*-,5=!)/!0-06-1!%/(,)1+-=!:+).!F3*3,%-!/9!G340-,)=!21/6*-0=!)/!21/D+5-!)-02/1314!9+,3,%+,;!3,5!)/!=(22/1)!
1-9/10!2/*+%+-=!3+0-5!3)!%/11-%)+,;!).-!(,5-1*4+,;!21/6*-0=>!
!

Operation of a multilateral system of payments. 
7.-!@AB!/2-13)-=!).+=!=4=)-0!+,!1-=2-%)!/9!%(11-,)!)13,=3%)+/,=!6-):--,!0-06-1=!3,5!3+0=!)/!-*+0+,3)-!9/1-+;,!-C%.3,;-!
1-=)1+%)+/,=!:.+%.!034!.302-1!).-!;1/:).!/9!:/1*5!)135->!
!

Provision of technical assistance and training. 
8.-1-!3!0-06-1!,--5=!.-*2!).-!@AG!:+**!21/D+5-!).+=!3==+=)3,%-!3,5!)13+,+,;>!8.-,!).-!H/D+-)!I,+/,!%/**32=-5!
).-!@AB!=)-22-5!+,!3,5!=-)!(2!)1-3=(14!=4=)-0=!9/1!).-+1!%-,)13*!63,<=!)/!.-*2!).-!)13,=+)+/,!91/0!%-,)13**4!2*3,,-5!
)/!031<-)!63=-5!-%/,/0+%!=4=)-0=>!
!

The World Bank 
Encourage investment funds to LDCs 
'6)3+,=!9(,5=!91/0!).-!:/1*5J=!35D3,%-5!%/(,)1+-=!3,5!(=-=!).-=-!1-=/(1%-=!)/!03<-!*/3,=!3D3+*36*-!)/!KLM=!=/!).-4!%3,!
+,D-=)!+,!1/35=N!=%.//*=!-)%>!
!
Finance capital projects in member countries. 
7.-!8/1*5!F3,<!;+D-=!*/3,=!)/!0-06-1!=)3)-=!3,5!)/!21+D3)-!6(=+,-==-=!+,!).-=-!%/(,)1+-=!=/!3=!)/!3==+=)!:+).!%32+)3*!21/O-%)=>!!
PC302*-=!+,!@1-*3,5!+,%*(5-5!+,!).-!23=)!).-!6(+*5+,;!/9!).-!/1+;+,3*!%/00(,+)4!=%.//*=!64!).-!LPH>!
!
Debt relief for LDCs 
7.-!8/1*5!F3,<!.-*2=!KLM=!1-5(%-!).-+1!5-6)!6(15-,!64!-C)-,5+,;!).-!)-10!/9!*/3,=!3,5!Q/1!1-E,-;/)+3)+,;!+,)-1-=)!13)-=>!
!
!

The European Central Bank (ECB) 
Maintain Price Stability>!
7.-!<-4!3+0!/9!).-!PMF!+=!)/!03+,)3+,!21+%-!=)36+*+)4!3,5!).+=!+)!5/-=!64!%*/=-*4!0/,+)/1+,;!+,9*3)+/,!+,!0-06-1!%/(,)1+-=!3,5!
35O(=)+,;!).-!63=-!PMF!+,)-1-=)!13)-!=/!3=!)/!35O(=)!=2-,5+,;>!!
!
Implements EUs monetary policy. 
7.1/(;.!+)=!0-06-1!M-,)13*!F3,<=!).-!PMF!0/,+)/1=!3,5!35D+=-=!/,R!13)-=!/9!+,)-1-=)N!0/,-4!=(22*4N!%1-5+)!3D3+*36+*+)4!S!
21/)-%)=!).-!D3*(-!/9!).-!-(1/>!A3+,!0-3=(1-=R!T-9+,3,%+,;!/2-13)+/,=N!H)3,5+,;!B3%+*+)+-=N!A+,+0(0!T-=-1D-!T-U(+1-0-,)=>!
 
Holds and manages the official reserves of the euro area countries. 
7.-=-!31-!).-!PI=!/99+%+3*!./*5+,;=!/9!;/*5N!9/1-+;,!%(11-,%+-=!3,5!/).-1!1-=-1D-=!.-*5!3=!=-%(1+)4!3;3+,=)!).-!+==(-!/9!).-!
-(1/>!7.-!PMF!03,3;-=!).-=-!1-=-1D-=!/,!6-.3*9!/9!).-!%/(,)1+-=>!
!
Financial stability and supervision 
7.-!0-06-1!3()./1+)+-=!0(=)!21/D+5-!21(5-,)+3*!=(2-1D+=+/,!/9!%1-5+)!+,=)+)()+/,=!3,5!-,=(1-!=)36+*+)4!+,!).-!9+,3,%+3*!=4=)-0>!
!
Euro bank notes and coins 
7.-!PMF!.3=!).-!-C%*(=+D-!1+;.)!)/!3()./1+=-!).-!+==(3,%-!/9!63,<,/)-=!:+).+,!).-!-(1/!31-3>!
!

Marking Scheme: 25 marks – 2 organisations at 13 marks graded and 12 marks graded. 
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2005

! "#

!"#$%&'()*)+),-(.&(/)-(0)%1#)2"3')
)
4-5))$!%&'(!'))*+!,-!()).!&!%&/&'0)!%),1))') !2,+!,12'!-%3)0,24)+!-5!6&7"&0&%8!&'*!93':&%-;&6&%86!

!!!!!!!!!!!!!(20 marks) !!!!!!!78./&2'!,9)!:'*);/2')*!,);<+6!=-1!*-)+!,9)!%&'(!;)0-'02/)!,9)+)!,12'!-%3)0,24)+>!!!!!!!!!!!!!!!!
!

&7"&0&%8)+)<)=-3.$)/3-0#0>? )
 ?)5);+!,-!,9)!'))*!%@!&!%&'(!

!
,-!9&4)!/2A:2*!&++),+!+-!&+!,-!<)),!,9)!*)<&'*!5-;!0&+9!%@!2,+!0:+,-<);+>)

3' %@ :& -;&6&%8)+))<)=-3.$)/3-0#0>)
 ?)5);+!,-!,9)!'))*!5-;!&!%&'(!,-!<&()!&+!<:09!.;-52,!&+!.-++2%/)!5;-<!2,+!&++),+!5-;!+9&;)9-/*);+>)

!
A'B)0'#$)%1#);-(.)3#C'(C&6#)%1#$#)%B&()';D#C%&E#$>!B!FG)=-3.$)/3-0#0>!

!

6!C&'(+!< B!!

!.;-52,&%/)6 !

+:55202)',!/2A:2*2,@!&'*!@),!

4);*;&5,+6!!!!

-;<!,-!<)),!,9)!0&+9!;)A:2;)<)',+!-5!!

D :+,!+&,2+5@!,9)2;!0:+,-<);+!'))*!5-;!0&+9!26)6!,9)@!<:+,!9&4)!)'-:E9!/2A:2*2,@!
!!!!,9)@!0-:/*!*-!,92+!%@!9-/*2'E!&//F!,9)2;!&++),+!2'!0&+96!!
!

6!C:,!0&+9!*-)+'G,!)&;'!2',);)+,!&'*!%&'(+!&/+-!12+9!,-!%)"
!

6!C&'(+!9&4)!/)&;')*!5;-<!)8.);2)'0)!,9&,!,9)!0-<.;-<2+)!2'!9&42'E!H
!!!!)&;'2'E!.;-52,+!2+!,-!9-/*!,9)2;!&++),+!&/-'E!,9)!!5-//-12'E!.-;,5-/2-I!
!

!!!J2K!!L,!12//!()).!,9)!<&3-;2,@!-5!2,+!&++),+!2'!,9)!5-;<!-5!!M-&'+!&'*!N!
!!!!!!!!!!O9)+)!&++),+!)&;'!.;-52,+!%:,!&;)!'-,!4);@!/2A:2*6 !
!!!!J22K!L,!12//!;)A:2;)!+:55202)',)&++),+!2'!0&+9!&'*!/2A:2*!5
!!!!!!!!!,9)2;!0:+,-<);+6!O9)+)!&++),+!&;)!/2A:2*!%:,!)&;'!/2,,/)!.;-52,6!!!!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

'3)
!
3':&%-;6#)H)2-3(&(/)I$$#%$)-3#@ I!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
D6!O);<!/-&'+!&'*!-4);*;&5,+!
"6!P-4);'<)',!+,-0(!Q!E2/,!)*E)*!+)0:;2,2)+6!
)

&7"&0)-$$#%$)-3#)%1'$#)B1&C1)? )
C-();#)%"3(#0)&(%')C-$1)7"&C.68I!2'0/6!

'3)

D6!7809)A:);!C2//+!Q!C2//+!-5!7809&'E)!!
"6!R-')@!&,!0&//!&'*!+9-;,!'-,20)I!!
!!!!0&'!%)!,:;')*!2',-!0&+9!A:20(/@!
H6!S&+9I!-'!*).-+2,!2'!,9)!%&'(+6!
!

J)':)K'%-6)I$$#%$)
!!! K#3=)6'-($)-(0)'E#303-:%$)))))))))))))))

!!!!!!!!! !!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

iquidit                                       Profitability Increases 

!!!!!!!!!!!T#U!!!!!!!!!!!!!! !!!!!!!!!!!!!!!!!!!!!!!!! !
!!!!!!!!!!!!!!!!!!!!!!!! !!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

!!!!!!!!!!!"#U!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!L'E#3(=#(%)$%'C
!!!!!!!!!!!!!!!!!! !!!!!!

.)H)/&6%)#0/#0)$#C"3&%&#$)))!
!

!!!!!!!!!!!D"U!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!2MC1#7"#3),&66$)H),&66$)':)2MC1-(/#!!
!

!!!!!!!!!!!!!!VU!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!N'(#8)-%)C-66)-(0)$1'3%)('%&C#))
!

!!!!!!!!!!!D#U!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!O-$1))

PQJ)

GQJ

FQU

RJ

FGJ)

Profitable 
Assets 

Liquid 
Assets 

!!!!!!!!!!!!!!!!!!!!!
!!!!!!!!!!!!!!!!!!!!L y Increases                               
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! "#

!"#!!$%&!'&()*+,!-+(.!/(01!2+,,&3!)%&!'&()*+,!-+(.!4!56(+(26+,!7&*862&9!:;)%0*6)<!0=!>*&,+(3?!20()6(;&9!)0!@,+<!+!
!

$#%&'()*+%,%-++./+%0/1$0%*/)2/'

!

!!!!!!!!8&*<!6A@0*)+()!&20(0A62!*0,&!6(!)%&!>*69%!&20(0A<B!CD@,+6(!)%&!*0,&!6)!@,+<9!6(!)%&!>*69%!&20(0A<.   (30 marks)
%
%
%

%! 3%
,&!+;)%0*6)<!)0!@*6()!+(3!A6()!&;*0!2;**&(2<!6(!>*&,+(3B!

!
"#%456/')7/)*+%8$)9

 $%&!'&()*+,!-+(.!%+9!)%&!90
 >)!369)*6E;)&9!)%&!&;*0!)%*0;F%!)%&!=6(+(26+,!6(9)6);)60(9!16)%6(!>*&,+(3B!
 >)9!A6()!69!,02+)&3!6(!7+(3<=0*3!6(!G;E,6(B!!

%! 3%
!F08&*(A&()!+*&!@+63!6()0!)%&!H08&*(A&()I9!+220;()!6(!)%&!'&()*+,!

:#%8$)9/'+;%8$)9%,%</1.0$*5'%5=%>()$):($0%+/:*5'%,%-++./+%0(:/):/+%*5%=()$):($0%()+*(*.*(5)+

!!!!!!!:,,!A0(6&9!*&2&68&3!E<
!!!!!!!-+(.!+(3!+,,!A0(6&9!@+63!0;)!E<!H08&*(A&()!+*&!3*+1(!=*0A!6)9!+220;()!16)%!)%&!'&()*+,!!
!!!!!!!-+(.B!
!
%! 3%

J!)%&!

 !+9!,&(3&*!0=!,+9)!*&90*)B!
%
2#%?==(:($0%/@*/')$0%'/+/'6/+

 >)!+2)9!+9!+!',&+*6(F!K0;9&!=0*!)%&!20AA&*26+,!E+(.9!1%0!A+6()+6(!+220;()9!%&*&B!
 >)!*&F;,+)&9!)%&!=6(+(26+,!9&2)0*!6(!>*&,+(3!6(2,;36(F!2*&36)!;(60(9J!E;6,36(F!9026&)6&9
>57'!0@&*+)60(9J!&)2B!
$%&!'&()*+,!-+(.!+2)9

%! 3%
=626+,!%0,36(F9!0=!F0,3J!=0*&6F(!2;**&(26&9!+(3!0)%&*!*&9&*8&9!%&,3!

 9!0(!E&%+,=!0=!)%&!20;()*<B!
!!!!! !

()*$()+%&'(:/%A*$"(0(*B3%

 $%&9&!+*&!)%69!20;()*<I9!0=
+9!9&2;*6)<!+F+6(9)!)%&!699;&!0=!)%&!&;*0B!
$%&!'&()*+,!-+(.!A+(+F&9!)%&9&!*&9&*8&

!!!! !
!!/#%C$ %

!@,+<9!69!)0!A+6()+6(!@*62&!9)+E6,6)<!)%*0;F%!6)9!A0(&)+*<!@0,62<!!

&*+)60(9J!7)+(36(F!5+26,6)6&9!+(3!

=#%&'56(2/+%D5)+.7/'%-)=5'7$*(5)%,%E:5)57(:%</+/$':F%G%D/)*'$0%8$)9%</H5'*+

!!!!!!$%&!.&<!*0,&!)%&!'&()*+,!-+(.
!!!!!!0@&*+)60(9!90!+9!)0!&(9;*&!20A@&)6)68&(&99!16)%6(!)%&!CLB!
!!!!!!$%69!6)!30&9!)%*0;F%!8+*60;9!A&+9;*&9M!N+6(!*&=6(+(26(F!0@
!!!!!!N6(6A;A!O&9&*8&!O&P;6*&A&()9B!
%
%! 3%

%!6)9!

C$'9()1I%%J%H5()*+%$*%K%7$'9+%1'$2/23%%!

!!!!!!$%&!'&()*+,!-+(.!*&F;,+*,<!@*0863&9!6(=0*A+)60(!0(!+,,!+9@&2)9!0=!)%&!&20(0A<!)%*0;F
!!!!!!'&()*+,!-+(.!*&@0*)9!+(3!@*086960(!0=!9)+)69)629!*&,+)6(F!)0!)%&!>*69%!&20(0A<B!!
!!!!!!>)!+,90!20(3;2)9!*&9&+*2%!0(!8+*60;9!A+))&*9!20(2&*(6(F!)%&!&20(0A<B!
!
!

!
!
!
!
!
!
!
!
!
!
!
!
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! ""

!
!

!"#$!!!#$%!%&'(!&'!()*!*%++!%',-.+&'$%/!-'!-!0122%(03!&(!42%+-(/5!6&'01''!,$%!%0)()7&0!%88%0,'!*$&0$!,$%!
!!!!!!!!!&(,2)/10,&)(!)8!,$%!%12)!$-'!$-/!)(9!42&'$!0)('17%2':!42&'$!%;<)2,%2'!-(/!&7<)2,%2'.                   (25 marks) 
 

)'*+,!#(-+&.%'+! )'*+,!%/0('1%'+!2-3!*.0('1%'+!
!

45!6('%*7-!8'29%:5!
=)!8)2%&>(!%;0$-(>%!0)','!?!()!0)(@%2'&)(!0$-2>%'!
-<<+3!,)!,$)'%!,2-@%++&(>!*&,$&(!%12)A)(%!0)1(,2&%'5!

!

45!;/#,2-7%!'*+<!%:*.*-21%35!
=)!/%@-+1-,&)(!)2!2%@-+1-,&)(!$-'!,-B%(!<+-0%!
2%'1+,&(>!&(!&(02%-'%/!0%2,-&(,3!&(!&(,%2(-,&)(-+!
,2-/%5!

!

=5!)->:21*(-5!
#$%!&(,2)/10,&)(!)8!,$%!%12)!+%/!,)!&(8+-,&)(!*&,$&(!
,$&'!0)1(,23!&(!,$%!&77%/&-,%!-8,%27-,$!)8!&,'!
&(,2)/10,&)(5!!

!

=5!;2+*%'!02?.%-1!>('!1'23*-75!
C'!()!0)(@%2'&)(!0$-2>%'!-<<+3!,)!,2-/%!*&,$&(!,$%!
%12)A)(%!,$&'!8-0&+&,-,%'!'<%%/&%2!<-37%(,5!

!

@5!A'*#%!#(.02'*+(-+5!
D-(!()*!.%!7-/%!*&,$&(!-++!%12)A)(%!0)1(,2&%'E!
-++)*&(>!8)2!>2%-,%2!,2-('<-2%(035!

!

@5!B(C%'!*-1%'%+1!'21%+5!
F(%!)8!,$%!7-G)2!.%(%8&,'!)8!,$%!%12)!$-'!.%%(!
-00%''!,)!+)*%2!0)7<%,&,&@%!&(,%2%',!2-,%'!8)2!8&27'5!

!

D5!E'%21%'!#,(*#%!(>!>*-2-#*2:!0'(3&#1+5!
42&'$!0)('17%2'!0-(!()*!0$))'%!*$%2%!,)!'-@%E!
.)22)*E!&(@%',!-(/!'%%B!&('12-(0%!,$%2%.3!8-0&+&,-,&(>!
&(02%-'%/!0)7<%,&,&)(5!

!

D5!F(+1!(>!*.0('1%3!'2C!.21%'*2:+!G!!
!!!!#20*12:!7((3+5!
#$%'%!'$)1+/!()*!.%!7)2%!0)7<%,&,&@%!/1%!,)!)<%(!
0)7<%,&,&)(E!,$%!-.'%(0%!)8!0122%(03!8+10,1-,&)('!
-(/!7)2%!,2-('<-2%(03!&(!&(,%2(-,&)(-+!<2&0&(>5!

!

H5!E'%21%'!2C2'%-%++!G!#(.0%1*1*(-5!
#$%!%12)!$-'!2%'1+,%/!&(!>2%-,%2!-*-2%(%''!-'!2%>-2/'!
<2&0%'!-(/!42&'$!0)('17%2'!0-(!()*!'%%B!.%,,%2!@-+1%!
8)2!,$%&2!%12)5!

!

H5!A'%++&'%!>('!3(.%+1*#!#(.0%1*1*9%-%++5!
H7<+)3%%'!-2%!.%0)7&(>!&(02%-'&(>+3!-*-2%!,$-,!
'100%''!-'!-(!%0)()73!/%<%(/'!)(!.%&(>!
0)7<%,&,&@%!-(/!,$&'!$-'!%('12%/!7)/%2-,&)(!&(!
*->%!&(02%-'%'5!

!

I5!A'&3%-1!.2-27%.%-1!(>!1,%!%#(-(.?5!
I%7.%2'$&<!)8!,$%!%12)!0)(',2-&('!,$%!>)@%2(7%(,!&(!
2%+-,&)(!,)!%0)()7&0!<)+&03!-(/!%('12%'!<21/%(,!
7-(->%7%(,!)0012'5!

!

I5!)-#'%2+%3!1'23%!(00('1&-*1*%+5!
C00%''!,)!HJ!7-2B%,'!&'!%-'&%2!-(/!+%-/'!,)!>2%-,%2!
)<<)2,1(&,&%'5!

!

J5!B(C!*-1%'%+1!'21%+5!
#$%!+)*%2!&(,%2%',!2-,%'!'&(0%!,$%!&(,2)/10,&)(!)8!,$%!
%12)!$-@%!.%(%8&,%/!0)('17%2'E!2%'1+,&(>!&(!&(02%-'%/!
.)22)*&(>'5!!

!

J5!6:&#1&21*-7!92:&%!(>!1,%!%&'(5!
D)7<-(&%'!*$)'%!7-&(!7-2B%,!&'!JK?JLE!$-@%!
.%%(!-88%0,%/!.3!,$%!8+10,1-,&(>!@-+1%!)8!,$%!%12)!
2%'1+,&(>!&(!-!+)''!)8!0)7<%,&,&@%(%''5!

!!
!

K2'<*-7L!H!0(*-1+!21!H!.2'<+!7'23%35!!
!
!
!
!
!
!
!
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2003
!
!"#$%&'()*)))+'(#,)-).(/01%&'()
!
"#$!%&'()''!*+,!-#.'!&/!-+&(+!01/,.!(#/!(1/*2&3)*,!*1!*+,!'011*+!-124&/5!16!#/!
,(1/10.7!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!"89!0#24'$!!!!!!!!!!!!!!!!!!
:$! ;,<&)0!16!,=(+#/5,!
8$! ;,#')2,!16!>#?),!
@$! A*12,!16!-,#?*+!
B$! A*#/<#2<!16!<,6,22,<!C#.0,/*!
D$! %&>&'&1/!16!?#31)2!
E$! F&0,!'#>&/5!
G$! H/(2,#',<!-,#?*+!
I$! J1/6&<,/(,!
K$! %,0#/<!0#/#5,0,/*!16!*+,!,(1/10.7!

!
:7!;,<&)0!16!,=(+#/5,!
;1/,.!#??1-'!)'!*1!3).!#/<!',??!511<'!L!',2>&(,'!&/<,C,/<,/*?.!16!,#(+!1*+,27!
!
87!;,#')2,!16!>#?),!
F+,!)',!16!01/,.!#??1-'!)'!*1!C)*!#!>#?),!1/!#/!&*,0!#/<!2,?#*,!*+,!>#?),!16!1/,!&*,0!
*1!*+,!>#?),!16!1*+,2'7!
!
@7!A*12,!16!-,#?*+7!
F+,!)',!16!01/,.!#??1-'!)'!*1!'#>,!'10,!16!1)2!-,#?*+!612!*+,!6)*)2,7!
!
B7!A*#/<#2<!612!<,6,22,<!C#.0,/*7!
F+,!)',!16!01/,.!#??1-'!)'!*1!3).!511<'!1/!(2,<&*!/1-!#/<!*1!C#.!?#*,27!
!
D7!%&>&'&1/!16!?#31)27!
F+,!)',!16!01/,.!#??1-'!,#(+!C,2'1/!*1!'C,(&#?&',!&/!1/,!*#'4!#/<!-&*+!*+,!01/,.!
2,(,&>,<!#(M)&2,!*+1',!511<'!#/<!',2>&(,'N!-+&(+!#2,!/,,<,<!*1!')2>&>,7!
!
E7!F&0,!'#>&/5!
F+,!)',!16!01/,.!'#>,'!*&0,!&/!/1*!+#>&/5!*1!/,51*&#*,!*+,!2,?#*&>,!-12*+!16!<&66,2,/*!
&*,0'N!)/?&4,!3#2*,27!
!
G7!H/(2,#',<!-,#?*+!
;1/,.!#??1-'!612!*+,!'C,(&#?&'#*&1/!16!?#31)2!O!6&20'N!*+)'!&/(2,#'&/5!'1(&,*.P'!-,#?*+!
-+&(+!#??1-'!612!*+,!C21>&'&1/!16!012,!',2>&(,'!#/<!612!&0C21>,0,/*'!&/!*+,!'*#*,P'!
&/62#'*2)(*)2,7!
!
!

:G!

!
"#!$%&'()*&+*!
,-*!./*!%'!0%&*1!2(3*/!+(4(5*&/!+%&'()*&+*!4-64!4-*!*+%&%01!7(88!%9*:64*!*''*+4(3*81!
6&)!-*&+*!+%&/.0*:/!6&)!'(:0/!7(88!+%&4:(;.4*!4%!/%+(*41!6&)!;*!:*76:)*)#!
!
<#!=*06&)!06&62*0*&4!%'!4-*!*+%&%01!
>'!622:*264*!)*06&)!&**)/!4%!;*!;%%/4*)!4-*&!4-*!/.9981!%'!0%&*1!+%.8)!;*!:*86?*)!
7-(8*!6!:*).+4(%&!(&!622:*264*!)*06&)!061!:*@.(:*!6!4(2-4*&(&2!%'!4-*!0%&*1!/.9981#!
!

!"#$%&'()*+,-,.(/(01%&23(4(5(-"#$3(,"*+('#"6,67(
!!!!!!!!!!!!!!!!!!!!!
!!!
!
A;B!C?986(&!4-*!8(D*81!*+%&%0(+!*''*+4/!('E!F!
!!!!!!A(B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!!"#$%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!
!!!!!!!!!!!2%%)/!6&)!/*:3(+*/H!
!!!!!A((B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!#'()%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!!
!!!!!!!!!!2%%)/!6&)!/*:3(+*/H!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!AIJ!06:D/B!
!
!
*+,-*4-*!/.9981!%'!0%&*1!2:%7/!64!6*!"#$%&*:64*!4-6&!6!+%.&4:1K/*9:%).+4(%&!%'!!
!!!!!!2%%)/!6&)!/*:3(+*/#**************************************************************************89(-"#$3('#"6,6*
*
L#!>&'864(%&!F!9:(+*/!061!:(/*!;*+6./*!%'!(&/.''(+(*&4!/.9981M*?+*//!)*06&)#!!
I#!>09%:4/!!F!)*06&)!061!;*!0*4!;1!(&+:*6/*)!(09%:4/#!!!!!!!!!!!!!!!
N#!O63(&2/!F!4-*!(&/.''(+(*&4!/.9981!%'!2%%)/!061!'%:+*!9*%98*!4%!/63*#!!
P#!Q68.*!%'!+.::*&+1!(&!6!&%&F*.:%!5%&*!+%.&4:1!061!'688!;*+6./*!%'!*?+*//!/.9981#!
R#!S64*!%'!(&4*:*/4!T!.&)*:!U*1&*/G!V(@.()(41!W:*'*:*&+*!('!4-*!/.9981!%'!0%&*1!2:%7/!
!!!!4-*&!(&4*:*/4!:64*/!7(88!'688#!
*

:(01%&23(4(5(-"#$3(,"*+('#"6,6(
*
*
!A((B!4-*!/.9981!%'!0%&*1!2:%7/!64!6!#'()%&!:64*!4-6&!6!+%.&4:1G/!9:%).+4(%&!%'!!
!!!!!!2%%)/!6&)!/*:3(+*/#!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!89(-"#$3('#"6,6!!
!
L#!=*'864(%&!M!X%)*:64(%&!(&!9:(+*!8*3*8/!!F!9:(+*/!061!'688!;*+6./*!%'!*?+*//!/.9981#!!!!!!!!!!!!!!!!!
I#!Y688(&2!)*06&)! !)*+8(&(&2!*+%&%0(+!2:%74-! !9:%).+*:/!061!:64(%&68(5*Z!
!!!!8*6)(&2!4%!:(/(&2!.&*098%10*&4#!!
!

:(01%&23(4(5(-"#$3(,"*+('#"6,6(
!

L"!
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!
"#!$%&'()*&+*!
,-*!./*!%'!0%&*1!2(3*/!+(4(5*&/!+%&'()*&+*!4-64!4-*!*+%&%01!7(88!%9*:64*!*''*+4(3*81!
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