FINAL EXAM: FALL (2000
PART 1
SHORT ESSAY 

Explain briefly one of the following theories 

1) The expectations theory
2) The market segmentation theory

3) The loanable funds theory 


PART 2:
NUMERICAL QUESTIONS 

1) Suppose Asset A and Asset B each makes up 50 percent of the total value of a portfolio. The expected return and standard deviation for Asset A are 10 percent and 0.30, and for Asset B, 25 percent 0.60, respectively. a) Calculate the expected return of this portfolio. b) Suppose that Asset A is replaced by Asset C with an expected return of 20 percent and a standard deviation of 0.40. What is the expected return of the portfolio? c) Assuming Asset C is a government security (i.e. riskless asset) and Asset B a corporate security, write down the formulas (only) you will use to calculate both the expected return and the risk of this portfolio (5 percent)

2) a) Your grandmother suddenly remembers a deposit certificate purchased five years ago. She remembers being promised interest at 9 percent per year. A phone call informs her that her certificate is now worth $7,693.12. What amount did she originally deposit?  b) Suppose you paid $900 for a bond and the annual interest is $50, what is the current yield of the bond? (3 percent)

3) Coquitlam College wants to raise money to improve services on campus, and therefore prints bonds that can be sold to both the students and the staff. Suppose a student purchased a bond on January 1, 2000. The maturity date is 31 December 2000. The rate of interest is 8 percent. The rate of inflation during the year is expected to be 3 percent. (a) Is the College bond short term or long term asset? Explain your answer. (b) What is the real interest rate that will be earned by this unknown student? c) What will be the after-tax real interest rate if the tax rate is 75 percent? How does this affect the student’s purchasing power? (5 percent)

4) Suppose the money supply = $200, the velocity = 2, and quantity of output = 100. What is the price level? According to the quantity theory of money, what happens to the price level if the money supply triples to $600? (Hint: write down the formula first) (2 percent)


Midterm 2: FALL SEMESTER — 2000
Question 1

a) What is a surplus sector ? A deficit sector ?

b) There are three ways a sector can increase its sources of funds, and three ways it can use its funds. What are they?

Explain briefly how interest rates are determined using 

a) The Expectations Theory

b) The Market Segmentation Theory

Question 2

Marley deposited $1,500 in his savings account on January 1, 1980. The interest rate promised is 8 percent per annum. What was his deposit account balance on December 31, 1985, if interest was calculated and compounded (a) monthly, (b) quarterly, (c) annually? (Hint: Calculate the number of years involved and apply any formulas you have learnt in class).

Question 3

Coquitlam College wants to raise money to improve services on campus, and therefore prints bonds that can be sold to both the students and the staff. Suppose Agnes purchased a bond (IOU) on January 1, 2000. The maturity date is 31 December 2000. The rate of interest is 8 percent. The rate of inflation during the year is expected to be 3 percent and Agnes is expected to pay an income tax  of 20 percent. (a) Is the College bond short term or short term asset? Explain your answer. (b) What is the real interest rate that will be earned by Agnes?

(Hint: the after tax rate real interest is  r = i (1-t) - (e).

Question 4

“Nations have been overconsuming for decades and now face prolonged periods of underconsumption to finance the overconsumption.” Support this statement using properly labeled diagrams.
Question 5

a) Your grandmother suddenly remembers a deposit certificate purchased five years ago. She remembers being promised interest at 9 percent per year. A phone call informs her that her certificate is now worth $7,693.12. What amount did she originally deposit?

b) Explain  briefly the difference between credit risk and market risk?
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