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UNIVERSITY OF CALGARY A

DEPARTMENT OF ECONOMICS
MIDTERM EXAMINATION 1

ECONOMICS 341 (03)

P.RUTRACEY

February 1. 2002 e RS W
TIME: 30 Minutes o

INSTRUCTEONS:

Answer all 40 questions. Choose the best answer and mark your choice with a pencil on the
Scantron sheet provided.

Non-programmable calcutators are aliowed for this exammation.
¢

b

MULTIPLE CHOICE

1 Every financial market has the following characteristic:

a. 1t determines the level of interest rates.
/ k. It allows commen stock to be traded.

c. It allows loans to be made.

Q& It channels funds from lenders-savers to borrowers-spenders
2 T informaticon before

t , wnile the problem
y called
v

3 ssoclated with equity and debro

/ @y th formation about the borrowsr's
13 1nvestment acTivities

' v ragquire sufficient collateral
borrcwer deraults

o seek a loan for highly
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ey

In financial markets, lenders typlically have inferior informacion
about potential returns and risks associated with anv investment
project. This difference in informaticn is called
/ a. comparative infermational disadvantage.
% @ﬂ asymmetric information.
¢. variant informaction.
i d. caveat venditor.

5. Which of the following are true statements?
2. The conversion of a barter economy Lo one that uses money
increases efficiency by reducing the cost of exchange.

Db W, The conversion of a barter economy to one that uses monsy
increases efficlency by reducing the cost to those who wish to
speclalize.

ion The conversion of a barter economy tc one that uses money
increases efficiency by reducing cransa ONsS CoOsSts.

(d. All of the above.

...

6. When compared To exchangs system on money,
disadvantagess of the narter syste
. the requirsment of a double fQLnCLdaﬂC% of wants.
A -

r

Lj e b. increasing the cost of exchanging goods cver time.
<. raising the cost of exchange to those who would specialize.
‘d. all of the above.

7. Feople hold money even during 1nflaplonarv episcdes when cther
assets prove to be better stores of valu This can be explained
/ by the fact that money 1is
ﬁx v <§} extremely ligquid
o . a unique good for which there are ro substitutes.
<. the only thing accepted in econowilc exchangs.
d. ail of the above.
{ 9} The evolution of the payments system from barter Lo precious
et metals, then tg fiat money, then to chegues can best be understood

as a conseguence of
a. government regulations designed to improve the efficiency of
e the payments system.

p. competition amcng firms to make 1t easier for customers Lo
purcnase their products.
innovations that reduced the costs of exchanging gocds and

C.
.. services.
‘d) all of the above.
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9. If there are five goods 1In a barter =conomy, o-ne ne=ds to know ten
prices in order to exchange cne good for ancther. If, however,
there are four goods 1n a barter economy, then one needs To Xnow

, prices in order to exchange one good for anctherz.

/ a. 4
b. 5 »4(5
EN 6 e =0
= g perk iy

10. Because it is a medium of exchange, money

discourages specialization and the division cf labour.

/ Qg reduces transaction costs.
©. is not allowed to earn interest.

. does only (b) and (c) of the above.

11. Because 1t is a unit ¢f account, monev
a. r;dwc:s CLransaction Costs

; the number of prices that need Lo be calculated.
earn intarest
v o fal and (k) or the above.
12. The problem ¢f the double coincidence Af wants can be avoided if
N {@. trade is organized in a central market.
i? (ES money is used to facilitate exchanges.
c. barter trades are encouraged.
@~¢h poth (a) and (&) of the above.

13, Which of the following $1,000 face-value securities has the

nlghest vield to maturLty?

/ a. A b peﬁcpnt couepcn bond selling for 51,000, S\)

‘ n. A 10 percent ccupon bond selling for 31,000. 1o,
CE} A 12 percent coupcn bond selling fcr $1,000. 42%/’
d. A 12 p nt coupeon pond selling for $1,100. Lim

14 The yield on a discount basis of a 30-day, $1,000 Treasury bill
sellinq for 3950 is
a. 5 percent. IO - f3ays <

// b. 10 percent. e T )&wMi:bfﬁ ‘ I RS
c. 50 percent. %Q - L
oFf +thne above ’
<) none of tTne above. = (Dféii

15. In which of the following situations would you prefer to be making
a loan?

ii'/ a. The interest rate 1s 9 vercent and the expectea inflation rate
V/ is 7 percent.

3 bi‘The interest rate 13 4 percent and tThe expscted inflation rate
o 1s L percent.

— 2 The interest rate 1s 13 percent and the expected inflation rate
is 15 percant.

-2.5 The interast rate 13 25 percent and the expecred Infilation rate
i35 50 percent.

1
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17.

b

[

4]

[RS]

The current yield, which eaguals the coupon payment divided by the
price of a coupon bond, is a less accurate measure of the vield to
maturity the  the maturity cof the bond and the the
price is from/to the par value.

a. shorter; closer

C:}‘Shorter; farther

c. longer; closer

d. longer; farther

The nominal interest rate minus the expected rate of inflation

a. defines the real Interest rate.

! is a better measure of the incentives to borrow and lend than
1s the nominal 1nterest rate.

c. 1s a more accurate indicator of the tightness of credit market
condltions than is the nominal interest rate.

Ca)»all oI the above.

ry o= = =
JaiLue O°

A credlit market in
T

S
v oat the maturity dac

the Securi
alled a
zimple loan.

C

14

£ ,
L. fixed-payment lcan. !

<. coupon bond.

@S discount bond.

Sxamples of discount bonds include

a. Canadian Treasury billls.

. Canada pbonds.

C. zero-coupon bonds.

@3 only (a) and {c) of the above.

For a4 consol, the current vield is an of the yield to

maturicy.

G@ underestimate

L. overestimate

. exact measure

d. approxXximate measure

T£ a $10,000 coupon pond has a coupon rate of 5 psrcent, then the
coupon payment svery vear 15

a. $40.

. i T e -~

. 5140, YO0 yo/dﬁ" = SOo

c. 5400.

-~ :
(dy none of the above

A 85,000 coupon bend with a $250 coupon payment every year nas a
coupcn rate cf

a. 2 percent .

b, 4 percent B @ :

: ; e = OQ

O\ 5 percent P

et AT I

d. 10 percent
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23. The current vield con a 510,000, 10 percent for
$3,000 1is
a. 10.0 percent. ,
653 12.5 percentc. -
c. 15.0 percent.
d. 17.5 percent.

(24i‘The vield on a discount pbasis of a 180-day $1,000 Treasury bill
T selling for $900 is

.1 > ~ent . [ o 4 / - 5 .
2. 10 percent ey = DOS- Yoo, a/n
EE)EZ percent. —T V2 - AR GRS R

" )
c. 25 percent. : & @ P 7
d. 40 percent b

25%5. The return cn a 10 percent ccupon bond that initiaeliy sells for
51,000 and sells for $950 next year 1is .
a. —-10 percent. —— -~ ‘
5. -5 percent “Iiji%}k)nwif‘ﬁ& W, e

-~ et . - Q , Q S . - ; -— (.‘\‘_ '\:) '\} —

of the fellowing are true of simpile locans?
<ij L simple loan requires the borrower to repay the vrincipal and
interest at the t
o

maturity date.
ars to businesses are often cf this type.
vs the lecan by making t

4 b. Ccmmercial 1

Q)j”jL:The borrower repa
= month.

-#%) d. Both (a) and (b)) of the above.

N

b the principal and inrterest at the

27. wWhich of the following are true of fixed payment loans?
. The borrower repays bot
maturity date.

Yo, Installment loans and mortgages are freguently of
paymant type.

¢. The borrower repays the loan by making the same
month.

(dy Both (b)Y and (c) of the above.

Z8. Which of the following are true for discount bonds?
2. A discount bon i ' ;

4. The purchaser

7

maturity date.
¢. Canadian Treasury bills
examplies ci discount bonds.

A1l of the above.
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hich of the following are true for a coupon bond?

When the coupon bond 1s priced at its face value, the wvield to

maturity eguals the coupon rate.

b. The price of a coupon bond and the yield to maturity are
negatively related.

<. The yield to maturity 1s greater than the
bond price is above the par value. ﬁx

(E} Cnly (a) v

30. W
L2l

coupon rate when .he

- “

and (b)Y of the above are true.

31./ﬂpich of the following are true for the current yield?
{4: The current yie defined as the yearly coupon payment
" divided by the price cf the security.
b. The formula for the current yield 1s identical to the formula
describing the vield to maturity for a discount.bpond.
c. The current vield is always a poor approximation fov the vield
Lo maturizTy.

d. All of the apove are true.

Tormula for the measure of the Inrerest rate ocalled

(0%}
&S]
3

b}

sis nas two peculiaricies:
es the percentage gain on the zur
Y. it ignores the time to maturity.
puts the vield on the annual basis of a 265 day vear.
QD both (a) and {(c) of the above.

1

oWing are fLrue concerning the distincticn between

[

33, Which cof the fol

S 1
interest rates and return?

5
. The rate of return on a bond will not necessarily eqgual the
interest rate on that bond.
b. The return can be expressed as the sum cf the current yield and
the rate of capital gains.
<. The rate of return wilil be greater than the 1lnteresti rate when
... the price of the bond rises between time t and time +1.
<;é} All of the above are true.

34. Which of the following are generally true of all bonds?
2", The only bond whose return equals the initial yield to maturicy
ls one whose Cime to maturity 1s the same as the holding

. A rise in interest rates 1s assoclated with a fall In bond
prices, resulting in capital losses on bonds whoss Lerms Lo
maturity are longer than the holding pericd.

c. The longer a becnd's maturity, the greater 1s the size of the

) ! e associated with an interest rate change

are true.
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36.

[¥9]
(b 6]

3

o)

=

Which of the following are generally true cof all ponds?

2. The longer a bond's maturity, the lower 1s the vate o raturn
that occurs as a result of the increase 1in the interestc rate.

. Zven thcough a bond has a substantial initial Interest rate, 1ts
return can turn out to be negative if interest rates rise.

c. Prices and rerturns for long term bonds are meore volatlile than

~hose for shorzer term bonds.

A1l1l of tne above are true.

a

-

If the expected return on CBS stock rises frem 5 to 10 percent and
the expected return on NBC steck rises from 12 to 18 percent, then
the expected return of holding CBS steck relative o NBC

stock and the demand for CBS stock
. rises; rises

= : - P \ e ST b ,u_?\\ ¢
b. rises; falls oD DT B [

= N v/
c. falls: rises e AR LA N 4
W, fall fail

Holding everything else constant,

2 1f an asset's risk rises relative to that of alternative
assets, the demand will fall.

k. the le2ss liquid an asset, relative to alternative assets, the

A ter will be the demand.

e
L
b) of thne above.

. You would be less willing to purchase Canada bonds, other zhings
egual, Lf
a. you expect lnterest rates to fall.
b. gold beccmes mors liguid. QEQ
ﬁg you expect bond prices to rise.
i elther {(a) or (b) of the above occcurs.

/3
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40. If the expected return
rercent and the expe:
four percent, then tn
reLatlve to RST stoc
a. rises; rises .

I, Winter 2002 continued Page 8 of 8

from eight to five

cnn RET stock falls

d return on XYZ stock rises frcom thres o
expected rzourn of holding XYZ stock

nd demand for XVZ stock T
T S

-



