


Financial Institutions and Markets
Week 8 Exercises SOLUTIONS

1) The government of Malaysia has the following categories of cash flows for fiscal year 2016:
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a. What is the PSNCR for Malaysia for the year?
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b. If Malaysia’s debt prior to this year was MYR 655,700 million, what is the country’s new debt balance?
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2) The government of Ethiopia has decided that the current economic growth is creating inflation.  Currently, Ethiopian bonds are trading at a yield of 6.65% and the annual inflation rate is 12.4%.  The country’s target inflation rate is 8.4%.  The country has decided to issue a new debt offering and estimates that every 0.5% increase in interest rates will result in a decrease inflation of 1%.  At what interest rate should the Ethiopian government set it bond offering?
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3) [bookmark: _GoBack]The government of Canada has decided to use open market operations to drive economic growth.  Currently, Canadian bonds are trading at a yield of 2.25% and annual economic growth is 1.4%.  The country’s target economic growth rate is 2.4%.  The country has decided to issue a new debt offering and estimates that every 0.5% decrease in interest rates will result in an increase in the rate of economic growth of 0.8%.  At what interest rate should the Canadian government set it bond offering?
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(in millions of MYR)

New debt 41,568             

Prior debt balance 655,700           

New debt balance 697,268           
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Actual inflation rate 12.40%

Target inflation rate 8.40%

Inflation rate decrease 4.00%

Interest rate factor 0.50%

Inflation rate factor 1.00%

Adjustment factor 0.5            

Inflation rate decrease 4.00%

Adjustment factor 0.5            

Interest rate increase 2.00%

Current interest rate 6.65%

Interest rate increase 2.00%

New interest rate 8.65%
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Actual economic growth rate 1.40%

Target economic growth rate 2.40%

Economic growth rate increase 1.00%

Interest rate factor 0.50%

Economic growth rate factor 0.80%

Adjustment factor 0.6            

Economic growth rate increase 1.00%

Adjustment factor 0.6            

Interest rate increase 0.63%

Current interest rate 2.25%

Interest rate decrease 0.63%

New interest rate 1.63%
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(in millions of MYR)

Government current receipts 225,656           

Government current expenditure 215,224           

Government capital receipts -                    

Government capital expenditure 48,500             

Privatization receipts -                    

Government lending 3,500                
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(in millions of MYR)

+ Government current receipts 225,656           

- Government current expenditure 215,224           

+ Government capital receipts -                    

- Government capital expenditure 48,500             

+ Privatization receipts -                    

- Government lending 3,500                

= Public sector net cash requirement (PSNCR) (41,568)            


