Financial Institutions and Markets
Week One Exercises

1) A bank has the following transactions:
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How much initial equity capital will the bank need to cover the cash shortfall for the first three years of operations (assume no interest payments in or out and no loan payments in)?

2) An individual has the following banking relationships?
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What is the annual cost to the client for maintaining cash at the bank instead of using it to pay down the loan?

3) A stock has the following characteristics:
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NOTE: a quarterly dividend is paid four times a year; first step is to calculate the annual dividend

a. What is the current yield?
b. If the price changes to $32.40 per share, what is the new yield?
c. If an investor wants to realize a yield of 3.80% on the stock, what is the new price?


4) Create a supply/demand graph based on yield and quantity showing demand shifts as follows:
a. Change in yield from 9% to 10%
b. Change in yield from 9% to 8%




Financial Institutions and Markets
Week Two Exercises

1) An economy has the following sector activity:
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a. Provide a possible scenario with a consumer spending deficit
b. Provide a possible scenario with a consumer spending surplus

2) An economy has the following factors:
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a. What is the price level?
b. If the country’s target price level is $12, what does the money supply need to be (velocity and output are the same as given)?   


3) Create a supply/demand graph showing the change in equilibrium interest rate if new technology results in attractive new investment opportunities for businesses in an economy.


4) Create a supply/demand graph showing an equilibrium interest rate of 6% and a government interest rate ceiling of 8%, and explain the effects of this ceiling.
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Money supply 80 $            

Velocity 0.70           

Output 4.0              
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Monthly transactions:

Deposits 100,000 $        

Withdrawals 40,000 $           

New loans 80,000 $           

Oerating expenses 4,000 $             
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Amount Rate

Loans 30,000 $            11%

Deposits 4,000 $              2%
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Price: 35.00 $             

Quarterly dividend: 0.42 $                
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Government expenditures: 490 $          deficit

Exports: 110 $         

Imports: 140 $         

Consumer spending: ???

Investment: ???


