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1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.

7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!

10. Use supplementary pages only when you have exhausted those in this book

11. Fasten the supplementary pages to the inside back cover of this booklet
QUESTION ONE (Compulsory)
Case study

Finding Efficient Monetary Policy to solve Shenzhen's Excessive-Priced Housing
Starting from the 1990s, China has experienced a booming housing market due to its fast-growing economic engine. As a national economic center in China, Shenzhen ranks third in terms of economic development. This happened when it, as China’s first Special Economic Zones in 1980s, began to experience a series of historical events and reforms such as Deng Xiaoping’s Southern Tour in 1992, Hong Kong’s financial crisis in 1997, and the real estate regulation and control policy in 2005. Overall, according to the National Bureau of Statistics of China, Shenzhen’s housing prices have undergone a relatively high level of acceleration rates and never plummeted significantly.

China had introduced many policies to control the excessive housing prices in Shenzhen, but the results were not ideal or even below the expectations. This raises the question of how researchers can find better monetary policies to bring down the inflation rate of house prices. To be more specific, what monetary policies can keep the healthy development of real estate industry in Shenzhen in the future? In general, excessively priced housing in the market might be harmful to both individuals and society. Therefore, implementing real estate regulation is necessary because it can regulate the distribution of wealth to achieve long-term social stability. However, from the current trend in Shenzhen, it is more difficult to implement the right policies to achieve a slower rise. Essentially, it is the design and flaws of a series of deep-rooted systems that affect the development of real estate. The most important of such systems are the housing system, the fiscal system, and the land system (Zhang, 2019).

In principle, monetary policies can be implemented to regulate housing prices because of their interdependencies. For instance, housing prices rise more promptly in a country where exchange rate movement is restrained than in countries where it is not (Ohno & Shimizu, 2015). In addition, according to Taylor (2007), a larger increase in the long-term rates would clearly have mitigated the housing boom. Speculation in housing is unending, making it difficult to regulate. The second is that Shenzhen’s economy is growing by the day, and the public has more capacities to afford houses, so they are willing to pay for price premiums. Therefore, to investigate and figure out possible responses to excessive priced housing, this study tries to establish an empirical link between housing price and money supply. Specifically, this method can meet our expectations of reducing the rate of housing price increase. 

(Adapted from Luo, 2024)

The following questions should be answered in view of the case study above:

a) Describe how technical analysts could go about forecasting stock prices in the case study




                 

                  

       (6 marks)

b) Discuss any THREE features of market efficiency in the context of the case study 





      




   
       (6 marks)
c) In view of the case study, explain THREE reasons why it is important for the Chinese government to have regulated the national economy in the short-run despite the need to allow the market fundamentals to ‘correct’ any market sector problems 
       (6 marks)
d) Discuss why financial forecasting may not be quite successful in view of the case study 
       









       (6 marks)
e) Describe THREE types of public information that China should have regularly utilized in advancing good policies to stabilize the housing sector as per the case study    (6 marks)
QUESTION TWO (20 Marks)
a) Discuss fundamental analysis by citing a relevant example from stock markets (4 marks)

b) The XZ Limited stocks are trading at an equivalent of $3.50 at the Joburg Stock Exchange whereas the stocks are trading at an equivalent of $ 3.65 at the NSE in Kenya. Compute the arbitrage profit that Ms. Mary should generate from this mispricing assuming that she has sh. 10,000,000 to spend on locational arbitrage               (6 marks)
c) Explain the importance of ‘noise’ in financial markets despite information being essential to improving market efficiency 





       (4 marks)

d) Using an appropriate example of a stock market, describe ‘random walk theory’ in the context of extrapolation of stock prices 




       (6 marks)
        
        

QUESTION THREE (20 marks)

a) Discuss the problem of information asymmetry in settlement of transactions in financial markets 
       





     

       (4 marks)

b) Explain any THREE criticisms of efficient markets hypothesis assumptions taking into account the real world (a practical financial market)

                               (6 marks)

c) Discuss THREE reasons why stock market indices remain important to investors especially in financial markets with several firms listed


       (6 marks)

d) Describe any TWO stock market anomalies that negate efficient markets hypothesis









                  (4 marks)
QUESTION FOUR (20 Marks)

a) Discuss any TWO investor psychology biases that often influence investor decision making in financial markets            
 



                   (6 marks)
b) Describe THREE key issues informing the 1987 stock market crash                   (6 marks)
c) Explain how chartists/technical analysis use computer aided analysis to try and ‘beat’ financial markets 
 


      

  

       (4 marks)

d) Discuss your understanding of data mining by citing relevant examples from stock markets








       (4 marks) 




  
Page 4 of 4

