Financial Institutions and Markets
Week One Exercises SOLUTIONS
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4) 
a. Change in yield from 9% to 10%
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Investors SELL, price DECREASE, yield INCREASE



b. Change in yield from 9% to 8%
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Investors BUY, price INCREASE, yield DECREASE


Financial Institutions and Markets
Week Two Exercises SOLUTIONS

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
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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)?  
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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.
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New opportunities create new demand for funds; interest rate increases to create equilibrium.

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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[bookmark: _GoBack]Because the ceiling is higher than the market rate, all loans are already below the ceiling; thus, no effect on supply and demand.


image3.emf
Price: 35.00 $             

Quarterly dividend: 0.42 $                

Quarters/year 4                          

Annual dividend: 1.68 $                

Price: 35.00 $             

a Yield: 4.80%

Price: 32.40 $             

Annual dividend: 1.68 $                

b Yield: 5.19%

Annual dividend: 1.68 $                

Yield: 3.80%

c Price: 44.21 $             
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image6.emf
Government expenditures: 490 $          deficit

Exports: 110 $         

Imports: 140 $         

Consumer spending: ???

Investment: ???
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aGovernment expenditures: (490) $       

Net exports: (30) $          

Consumer spending: (100) $        possible deficit

Investment: 620 $          surplus

bGovernment expenditures: (490) $       

Net exports: (30) $          

Consumer spending: 100 $          possible surplus

Investment: 420 $          surplus
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Money supply 80 $            

Velocity 0.70           

Output 4.0              
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aMoney supply 80 $            

Velocity 0.70           

MV 56 $            

Output 4.0              

Price level 14 $            

bOutput 4.0              

Price level 12 $            

48.0           

Velocity 0.70           

Money supply 68.6 $        
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image1.emf
Deposits 100,000 $        

Withdrawals (40,000) $         

New loans (80,000) $         

Oerating expenses (4,000) $            

Monthly net outflow (24,000) $         

Months 36                        

Total equity required 864,000 $        
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Rate difference 9%

Deposits 4,000 $             

Annual cost 360 $                 


