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28. If the possibility of a default i

the default risk on corporate
become

will

nereases because corporations begin to suffer losses. then

bonds will . and the bonds’ returns will

uncertain, meaning that the expected return on these bonds
1 S , everything else held constant.
( ;\ Increase: more; decrease.

. Increase: less: decrease.

Decrease; more; increase.

d. Decrease; less: increase.

C.

{*2‘). Along any downward sloping straight-line demand curve:
L a. Both the price elasticity and slope vary.
The price elasticity varies. but the slope is constant
The slope varies, but the price elasticity is constant.
d. Both the price elasticity and slope are constant.
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S ;%Moml hazard is a problem associated with debt and equity contracts arising from

¢ (A) the borrower’s incentive to take highly risky Investments.
‘BYthe owners’ inability to ensure that managers will act
C) the difficulty lenders have in sorting out good credit
D) all of the above.

E) only (A) and (B) of the above.

in the owners’ interest = Parvgls a 3‘”4
risks from bad credit risks. 5 AAJEvie Seliokm

31) Because information is scarce,
A) equity contracts are used much i
contracts.

B) monitoring managers gives rise to costly state verification.

C) government regulations, such as standard accounting principles, can help
reduce moral hazard,

D) all of the above are true,
(E_lﬁ)nl) (B) and (C) of the above are true.

hore frequently to raise capital than are debt

Long Answer Questions (4 questions,

40 marks total)
ol

Country A and Country B cach haye L.000 units of resources, In Co
resources can produce 9 litres of wine or 5 kilograms of cheese, wh
unit of resources can produce 9 [; :
Country

vine or 6 kil ms of
_ A wishes to consume at least 3,000 kilo ok
while Country B wishes to

ountry A one unit of
ile in Country B one
cheese. Sy

Ppose that
consu, least 2 it of checse and 3,600 litres of wine |
i me at least 2,700 kilograms of cheese and 4.950 litres of |
I In separate diagrams plot the

c diagr production ossibilitie

countries indicating he values for the x- :;m y- inle::t:]::: '
consumption bundles on (he PPCs, N.B, Plo; litres of winc‘{
and kilograms of cheege (Qc) on the y-axis, (3 marks)

s (PPCs) for both
and illustrage their
Qw) on the X-axis
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COMM 220 MOCK (A) : :
The indifference curves of two investors are plotted against a single budget line.
Indifference curve A is shown as tangent to the budget line at a point to the right of
indifference curve B’s tangency.
(@ Investor A is less risk averse than investor B.
Investor A is more risk averse than investor B,
Investors A and B are equally risk averse,

ILis not possible to say anything about the risk aversion of the portfolio of the
two investors.
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2. According to the liquidity premium theory of the term structure:

, S gomarted
a. The interest rate for cach maturity bond is determined by supply and demand for 2 *J o
that maturity bond because bt

: rmavkety
lyers of bonds may prefer bonds of one maturity fheovy
over another, interest rates on bonds of different maturities do not move together
_ over time.

(b, The interest rate on long-term bonds will equal an average of short-term interest f"fu'cb'
rates that people expect to occur over the [j fe of the long-term bonds plus a term
premium.

Fr.amh...,
- i : % $5,6,37
¢. Because of the positive term premium, the yield curve will not be observed to be ¢ ;
downward sloping. U y1s bend
d. None of the above. Y4543

3. Where Es is the price elasticity
= fraction of the tax passed on to ¢
a. Es/(Ed-Es).

I
of supply and Ed is the price clasticity of demand, the = >'S% + 17
onsumers in the form of higher prices is:

2 £
(B Es/(Es-Ed). __‘Ei_ E; 4
c. Edf(ES-Ed}. E E = A C-é +’\X rm‘d {\57 (on Guont W E_-D;; i J_' ‘;\
d. Ed/(Ed-Es). e Gk .
o.%-1.3 = Aag
QW 4 An example of the ———___ problem would be if John borrowed money from Dan Cas
i Uz‘fcrrgzzzt;hasc a used car and instead took a trip to Las Vegas using those funds. > 74
b. Adverse selection. - pror Soloction, = Su‘.\f:‘;:;:gh’ /s
©) Moral hazard. 3
@ Costly sate verifiation. Y 4 msniter atkion, ol e €0,
On :
¢y & Use the following information o answer Questions 5 and 6;
e

Labour force partici ation rate  Em lovment level Unemp],
pi p np plovment
75.3% 2,544 800 RS

9.1%
5. What is the unemployment level in this cconomy? A
254,760, 5O R Uhanmy
b, 264.030.

c. 276,486,
d. Cannotbcdctermined. \

6. What is the working age population in this cconomy?
a. 3,673,550,

® 3,717,875,
c. 3.811.167.
d. Cannot be determined.

LF A RS 4 00
C.09l= LLF=Bupioy
LE
OoILF= LF“?m‘f"“\;Soo
QQW{-;O i




ii. - Which country has a comparative advantage in wine?
marks) & R







ORRRTLLILLbIbbbbbbbbbbbbbEbEeee™™"







2%, i 1

B

|

f

—

Chagler 14 (fang ansuier quesiion section)

LAV

me

3 koo looe O
wl

ca ri;_:+_m¢ 2
X 000 = Som \,,_T_--_gﬁ'— \_rl)l

% eto = 9000

So = 9000 W
=%

SO = Sty
?\‘JCO\.J

—-SYosr
Jboog

8 7

. : A)
1. Lo C = 9000~y ts@ogc_.-_ 1600
IL = II'S vt = . (S = l

e s Lafw
— S
Onn "VU fl l\ﬁs & Lo M,.f_q.v‘l;‘)\_’.ﬂ. ad v’.ﬂ-ﬂ:f"l N Wikg

. —Qg__"."i\_q T

—_—
—_—
"""a
—_
—
— -
-
"-_—"a
—
-
L
—
= =
= =
= .
= =
[
(<5 _J
>
c®
(5 _
(-

-Nu) havs|pwe, -epperhail,  (ost

FE
q&du wf )
= Gy o L EP). 9{1"0 <
3L00w

—




eyl Minn of the job’s income is: E(x)- O.}Lﬁsloao) X 0,5(_'3(&000)
(a, 3,371, 14. o T ’
B $23.829 30 f’. (XJ g - {J‘})‘ WS, KPR 10, d oo
¢ 524 494 9 +p = 4 < ;
d. $247459) 2 () ~ew) = 61300
=0, = O - a i
19. If Dan Were 1o take the jop, ho“f:ﬁli:cl: msm"a;lle:;f%m-; eoilg Iiz'i;oo H €1, ;bo)?-
Protect against he variable income associated with the Jjob? Willing (o pay to
QY = \oJ§ a. $2 356,17, '
) $2.411 340
St A . s2,534.;qu7oa_g; oA PQ"‘\""»\ = E00-r% e
4= d $2718 08 Gl TInSuraneey GE 2 ==
o _ 1400
(409 301 20 1n which of the following sityqi Id (V)= o=
a. e interest rage i:9 [.::r::)::tﬂ mﬁzmgﬁm m;;)ﬂce F U) 7 (’D )
=2 e Oy
0 10 o
‘1)°W°W-‘?-r‘-‘- lovio s et Yoot Ew) - 259 E

14. The trade to GDp ratio for a natj

d $6.350 million in exports, $4,450 million in
imports, and GDP of $|

9,620 million would be:

(a’) 055 e .
b. 0.60, _L"_"_'_'_' F Lo pesis
c. 0.65. 6 ;'—"“f_
d. 0.70. |

(

ol 15, On the portion of a worker’s
a. The income effect is

b. The substitution effe

¢.  The substitution effe

(@ The income effect o

labour supply curve that is backward-bcnding,
negative.

cl is negative.
Ct outweighs the income effect.
utweighs the substitution of; fect.

T

Sulsoia M
(k1§ 16 Suppose the exchan

equilibrium as defi
holds perfectly. the

g¢ rates between the U
ned by the idea of purcha
n differences between ELS.

nited States and C

anada are in long-run
sing power parity.

If the law of one price

and Canadian rates of inflation would:
Wle vat, o a. Have no effect on nom inal exchange rates.
b. Be completely offset by changes in the real exchange rate.
Ly Muge Pt o () Be completely offset by changes in the nominal exchange rate.
: 1‘ T S change in the real pure
o iy (L

hasing power of cach country’s currency when jt
1S converted to the other country’s currency,

17. Every financial market ha

a. It determines the level of interest rates,

b It allows common stock 1o be traded
<. Itallows loans 1o be made.
(@ It channels fund

s which of the following characteristics?

s from lenders-savers 1o bcrrowcrs-spcnders.

¥ q
Use the I'o]lo\\-ing information (o answer Questions 7 and 1%
Suppose that Dan’s utility function is 8iven by Uf) = 1y where [ re, i
: : y _ ) 2 Presents annyg) mncome, He
1s offered a chance (o take a job thay offers a 0.7 obability of i 3
probability of carning $34.000. 2 % g oy #d aj03

18, Thc_ standard devyiat




¢ expected inflation rate is 1 percent.
expected inflation rate 1s 15 percent. =

b The intcrest rate is 4 percent and th
d inflation rate is 30 percent.

¢ The interest rate is 13 percent and the

AL\ o) Aot
21. Overmight funds are : -
a. Loans made by the Bank of Canada to banks.
b. Loans made by the banks to the Bank of Canada,
¢ Loans made by banks to each other.
d. Funds raised by the federal government in the bond market.

22 1In a fixed exchange standard, if the foreign interest rate rises relative to the domestic

nterest rates
a. Inflation will increase
b. The domestic currency must be depreciated.
(©) The central monetary authority must meet the demand out of its reserves.
d. The central monetary authority must increase the supply of domestic money.

(Y
Ll

The “lemons problem™ is a term used to describe the:
a. Moral hazard problem.
(b) Adverse selection problem
¢. Free-rider problem.
d. Diversification problem

-+ 24. The tendency for individuals to assign higher v
than when they do not possess the go%)ds 1§ kno\;iu:ss z]l:::;gmds when they own the goods
a. Income effect.
b.  Anchoring effect.
¢. Substitution effect.

(@) Endowment effect

S ; : Wa
(ho 25 1If the firm hires Lo a point where the lnnrgma]_c%;bg__J is grea
marginal revenue product of labour, then: S R Asbonsiss fer than the

a.  Profits could be increased by increasing empl
(B) Profits could be increased by reducing emp|§y°nf:,fm'
c.  Total cost must be greater than the total revenye
d. B and C are correct i
ch-\
26. The retail price of a loaf of bread was $2.89 i 2005 and $4.94
o} 3 N ol z - ‘9 i
\? = 'ﬂcq «4+.q4  CPI base year. the CPI value is 84.7 for 2005 and 1169 for 2‘:1;" Wi Vhen 2010 A he

ITE— change in real price of bread from 2005 to 20159 3- Whatiis the Percentage
a. 12.57%.
o b. 15.89%. Red P = CPP
- © u75%. 1 50, e — W Bl
~ 0, - ¢ - — ~alv
ZR: Gab-3.41 led' S LAds jij;\ CP'_[: kS D o
3.0 27.1f l'l:clualions in interest rates become smxaﬁet. then, other things cha.l the d g

= stocks and the demand for long- bonds ¥ emand fy,
‘)_S 357 a. Decreases; decreases. IR e >

(B Decreases; increases.
¢. Increases; increases,
d. Increases; decreases.

; e Sc Ok d the expecte -
d) The interest rate 1s 25 percent an Fbs > BG=30= 5
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: o _ oMo (untarmed irvtomes) e
An individual s reservation wage: - oHo ) Q{;‘"l'L'*" e S0
a. Decreases as non-labour income IHCTC_HSCS- fle. 41 A g !
b. Is determined by supply and dcm.’md in the lal : urr o m il
c¢. ls the amount of money the itldl\'ldl.h’il. camsl by \}Or l'gd‘ e
d) Is the value of the marginal hour of leisure time if the individu
b O, 1 "'-'.|' 'T."'Ir(' 1 .-"IL*,\.lﬁ,' {-,\»\’_.& e Lo i

s
FREL .'_{ k.z!}k_

8. All of the following are differences in napil;ﬂ flows today from the past, except:
a. The increasing variety of financial instruments. 7 T -5 & defferenie
b, The reduction in transaction costs for foreign investment. 9 dig- 5 B A 6
¢.  The need to protect from sudden changes in currency values. 7 'h/
(d) The problem of volatility in financial capital flows.- po) adif, ahayf Mae,
: 390k dovns R T
\o 9. Which of the following is TRUE for a coupon bond?

a.

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

. 2
positively related. ( \{TM) I,} lh] 'b'
The vield to maturity is greater than the coupon rate when the bond price
above the par value, C7h L YT

When the coupon bond i§ priced at its face v

(©) alue, the yield to maturity equals the
current yield, ~—5 Coupen

g it R
d. The yield is less than the coupon rate when the bond price is below the par value.

o
C

10. A wage increase creates a substitution eflect which leads the worker to desire

—leisurc, and an income effect which leads the worker to desire
= = oo ATl
a. More; less. suh tﬂs‘d- S H’f‘, LY
@B Less: more {
c. Less: less. Do et L W, HiL L7
d.  More; more. :

1. Everything else held constant, when bonds become |es
conscquence the market becomes less liquid, the demang
— and the interest rate ;

a.  Right; rises.

b. Right: falls,

c. Left: falls.
(@ Lef: rises.

s widely traded, and a5 a
curve for bonds shifis to the

12. Compared 1o a tariff. an import quota,

4 Ty Q
which restricts im rts to th
tariff, will leave the country as a whole: i F  Same amount as the
(@ Worse off than a comparable tariff -’-m'rf; less Dl
b. Not asbad offas a comparable tariff 34
€. About the same as 3 comparable tariff e
d

j-"“]"-"At Thaoka, = M
Any of the above can be (rye,

I Dwi
| |

. LN | ]

T3, When the yield curve s stee nd upw. ing, i Q

e 3 P and upward-sloping, it g ests nomy i

: likely to enter: 48593 st tha oco ¥ 1s more
a. Recession,
b. Expansion.
¢. A boom time,

@ Band C.
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Question 4 : il i dL
A firm’s production function is Q=2K"°L"", where Q is units of output, K is un:ls of capita, an

is units of labour. The cost of capital is $80 per hour and the cost of labour is $30 per hour

a)Find the marginal rate of technical substitution. (2 marks)

b)Find the optimal capital to labour ratio. (1 mark)

¢)Find the optimum quantities of K and L required to produce 2,400 units of output. (4 marks)
d)The Firm wants to increase output to 3,200 units. Find the optimum input mix to produce the
new quantity. Calculate the scale effect in the employment of labour. (3 marks)




