 345 SAMPLE MIDTERM MULTIPLE CHOICE QUESTIONS
1. Suppose it is known at time t that the earnings of an asset will rise at time t+2 and stay at the high level for the foreseeable future.  Then, given that you bought the asset at time t, its yield to maturity must _________.

a. rise  
b. fall

c. remain constant  
d. change ambiguously

2. Which of the following $1000 face value securities has the highest yield to maturity?

a. a 5% coupon bond selling for $1000 

b. a 10% coupon bond selling for $1000

c. a 15% coupon bond selling for $1000

d. a 15% coupon bond selling for $900 
3. The annualized return on a 5% coupon bond that is initially bought for $1000 and is sold for $900 a year later is:

a. -10%

b. -5% 
c. 0

d. 5%

4. For which one of the following is the current yield the most accurate representation of the true yield on the bond?

a. treasury bills

b. a 5 year bond

c. a 10 year bond

d. a 30 year bond. 
5. Suppose interest rates are held fixed indefinitely and there is no default risk.  The risk in holding the 10-year bond is necessarily _________ than the risk in holding the 1-year bond.

a. higher

b. lower

c. the same as 
d. could be either higher or lowe
6. In Phase I of our stock market model, we would expect that the average firm would have expected earnings ________ than current reported earnings and that average asset prices are __________.

a. greater, possibly rising 
b. less, necessarily falling

c. greater, possibly rising

d. less, necessarily rising

7. In Phase II of our stock market model, we would expect that the average firm would have expected earnings _________than current reported earnings and that average asset prices are ____________.

a. less, necessarily rising

b. greater, necessarily falling 
c. greater, possibly falling

d. less, possibly rising 

8. In the basic consumption-only model, a doubling of incomes in both periods for all agents will in equilibrium lead lenders to demand _________ bonds, borrowers to supply _________ bonds, and both to demand _________ real money balances.

.

a. more, more, more  
b. less, more, less

c. more, less, more

d. less, less, more

9. The pure substitution effect of a rise in interest rates causes a borrower to _______ first period consumption and a lender to _______ first period consumption.

a. increase, increase

b. reduce, reduce 
c. increase, reduce

d. reduce, increase

10. In the three-sector model with consumption alone, an increase in first-period income (second period income constant) for all agents will cause the supply of bonds curve to ___________ and the equilibrium interest rate to _________.

a. shift right, change ambiguously
b. shift left, rise

c. shift right, rise

d. shift ambiguously, fall  
11. A fall in second period incomes (first period’s fixed) causes the nominal interest rate to ________ and the price level to _________.

a. fall, fall

b. fall, change ambiguously

c. rise, fall

d. change ambiguously, change ambiguously
12. When the interest rate in the bond market is below its equilibrium value, there is excess _______ in the goods market and excess _______ in the money market.

a. demand, demand  
b. demand, supply

c. supply, demand

d. supply, supply

13. An increase in expected inflation by itself _________ the demand for bonds curve, _________ the supply of bonds curve and __________ the nominal demand for money.

a. shifts left, shifts right, reduces 

b. shifts right, shifts, left, increases
c. shifts, left, shifts left, reduces

d. shifts left, shifts right, leaves constant 
14. If expected inflation <  0, the real interest rate is _________ than the nominal interest rate and the price level is _________.

a. greater, increasing
b. greater, falling
c. less, rising
d. less, falling
15. Suppose expected inflation increases from 1% to 3%.  The equilibrium quantity of bonds ______ and, in transition to the new growth rate, the price level P _________.

a. rises, rises

b. falls, falls

c. stays constant, rises
d. rises, stays constant
