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                Money and Monetary Policy
   Midterm Exam – 2007
   1 a. The cells in the table represent the annualized growth rate of M2
   starting from the average of the level of M2 in the four weeks ending
   with the column entry and ending with the average of the level of M2
   in the four weeks ending with the row entry. The 7.1% growth is, thus,
   the annualized change in M2 from the average level for the four weeks
   ending 8/20/07 to the average level for the four weeks ending
   10/15/07.
     b. 
       I would put a title of “Annualized Growth Rate for M2” at the top
       of the chart and “the average level of M2 for the four weeks
       ending:” on each axis.
     c. 
       M2 provides information on an aggregate level of liquidity in the
       economy. Of all the available Ms, M2 bears a close (long term)
       relationship with nominal GDP; thus, persistently high M2 growth
       would suggest persistently high nominal GDP growth. Based on the
       quantity theory of money, one would predict future inflation.
       Changes in monetary policy directly impact M0 and are a small
       component of M2. Given the variety of money holding behaviors that
       are reflected in the components of M2, it is quite difficult to
       isolate monetary policy changes.
   2.
   Now
   I year out
   2 years out
   3 years out
   PV at 5%
   Yield to Maturity
   A
   -500
   0
   0
   600
   18.3
   0.063
   B
   -500
   160
   200
   200
   6.6
   0.057
   C
   -500
   240
   300
   0
   0.7
   0.051
   Weights
   1
   2
   3
   Discounted Sum
   PV of Benefits
   Duration
   Numerator for
   0
   0
   1800
   1554.9
   518.3
   3.00
   Duration
   160
   400
   600
   1033.5
   506.6
   2.04
   240
   600
   0
   772.8
   500.7
   1.54
     a. 
       Based on yield to maturity, project A has the highest return
       (6.3%).
     b. 
       The calculated durations are 3.00, 2.04, and 1.54 for A, B, and C
       respectively.
     c. 
       Use present discounted value (at 5%) to rank the projects. The
       resulting values are 18.3, 6.6, and 0.7 for A, B, and C
       respectively; thus, the priority order would be first A, then B,
       and then C.
     d. 
       If an investor expects the interest rate to rise, then he or she
       should reduce the duration of selected investments. In the
       example, a move to B or even C might be in order depending upon
       the magnitude of the expected increase.
   Part II.
   1a. Valderrama argues “that well-developed financial markets and
   institutions can generate growth by increasing the pool of funds and
   reducing the risk and by enhancing the productivity of fund transfers
   from savers to investment projects.” Well developed markets can
   provide the resources to analyze risk and monitor resource use to
   ensure efficient use of saver’s resources.
     b. 
       Initially, financial markets can help fund physical capital
       accumulation. After a certain point, however, the marginal return
       on such investments falls and with it the rate of growth of the
       economy. New growth theory emphasizes the non-diminishing returns
       to technology investments in terms of productivity improvement
       which can yield sustained economic growth. As a result of these
       arguments, the author argues that the second source is more
       important than the first one.
   2a. TIPS are U.S. government debt obligations that pay a fixed rate of
   interest but the principal is adjusted automatically to compensate for
   changes in the Consumer Price Index.
     b. 
       The difference between the market interest rate on a TIP of a
       given maturity and a non-TIP debt obligation of the same maturity
       provides one market measure of expected inflation.
     c. 
       The difference noted in b does not just reflect expected
       inflation. It includes a premium for inflation that deviates from
       expected inflation. TIPs also include a liquidity premium since
       the market for TIPs is less fully developed than the market for
       non-indexed securities of the same maturity.
   3a. Stock market volatility is typically measured by the standard
   deviation of daily returns. Different measures exist for each market (e.g.,
   S&P 500, NASDAQ, and Dow Jones Industrial Average.)
   b. Excess volatility refers to deviation in returns that is unrelated
   to deviations in underlying fundamentals such as dividend rates and
   discount rates. Volatility that cannot be accounted for by changes in
   the key fundamental economic variables that should drive present
   discounted value have been characterized as representative of an
   inefficient market.
   c. The author notes that “since 1962, there has been a steady decline
   in stock market volatility attributed to the overall market factor.”
   This can be interpreted to mean that the risk premium for the overall
   market should be lower, thus, market prices should be higher and rates
   of return should be reduced. For individual stocks, however, the
   volatility has increased; thus, investors most hold more (unrelated)
   assets in their portfolios to achieve the desired level of
   diversification.
   Part III.
   1 a. Purchasing Power Parity exchange rates reflect the relative price
   differences between different countries in such a way that at PPP
   exchange rates, purchasers would be indifferent regarding which
   country they would purchase from. In short, PPP rates reflect the Law
   of One Price.
   b. Market exchange rates may differ from PPP rates for a variety of
   reasons including differences in the quality of goods, transportation
   costs, barriers to trade, non-traded goods, different preferences for
   domestic vs. foreign goods, and different preferences for domestic vs.
   foreign currencies.
   c. We should expect US and Canadian rates to more closely parallel PPP
   than US and European rates since there are few barriers to trade
   (NAFTA), minimal transportation costs, and probably somewhat similar
   preferences.
   2. a. Interest rate parity exists when i(domestic) = i (foreign) – (Et+1(e)
   – et)/ et
   where the expectations term relates to current expectations regarding
   the exchange rate one period in the future.
   b. The R$ curve shifts to the right and the value of the $ rises in
   terms of yen.
     
   Y     en/$ R$ Ryen
   b.
   
   c.
   Return in $
   c. An increase in Japanese productivity implies an increase in the
   rate of return on investments in Japan; thus, the Ryen curve shift
   down, and the $ would fall in terms of yen.
   3. a. The term structure of interest rates reflects a plot of the
   interest rate for securities with different maturity dates. This
   relationship is called the “yield curve.”
   I nterest
   R ate
    Maturity
     b. 
       One can explain the standard curve by noting that either interest
       rates are expected to rise or that one must offer a risk premium
       to induce investors to hold long term maturities.
     c. 
       An “inverted” curve means that short term interest rates are
       higher than long term rates. Historically, it has tended to mean
       that credit is relatively tight in the near term and that a
       recession has a reasonably high probability.
     d. 
       Expansion of the market for U.S. Treasuries at all maturities
       essentially says that no liquidity premium is necessary as one can
       buy or sell them without having to worry about finding someone to
       contract with. The result would be both lower interest rates and a
       flatter yield curve.


               


			  
			  
            

          

		  
		 
		  
		  
		  

		    
		  
			  	ROSA VALERO ÚNICAMENTE HE BUSCADO INFORMACIÓN SOBRE NÚMEROS ENTEROS
	Uchwała nr 242016 Senatu Uniwersytetu Medycznego w Białymstoku z
	MAINES JUSTICE ASSISTANCE COUNCIL WILL MEET ON MONDAY 42709
	STOPPING AUTOMATIC DEBIT PAYMENTS – SAMPLE REVOCATION LETTER TO
	20 CÁC TÌNH HUỐNG LIÊN QUAN LUẬT ĐẦU TƯ
	Perioperativa Nätverket Minnesanteckningar Perioperativt Nätverksmöte 6 Februari 2015 tid
	Septième Enquête sur la Vérification Environnementale Nous Avons le
	ESTIMADO PROVEEDOR EL HOSPITAL ITALIANO RELANZÓ EN UN NUEVO
	17 POST GRADUATE (PHD) PROGRAM OF SOCIOLOGY  EÖTVÖS
	MANUAL DE PROGRAMACIÓN PARA LENGUAJE RAPID 1 SISTEMAS DE
	Książki Miesiąca 2023 Styczeń Lechosław Herz „puszcza Opowieści Kampinoskie”
	POWERPLUSWATERMARKOBJECT357922611 AUTOSHAPE 2 MOST OF THE PEOPLE ARE TRYING
	Rev Date 614 6 of 6 Item 1108723a ‑
	CURRICULUM VITAE OF CAROL A HESS (SEPTEMBER 2017) 3108
	SPATIOTEMPORAL FOCUSINGBASED WIDEFIELD MULTIPHOTON MICROSCOPY FOR FAST OPTICAL SECTIONING
	Réponses Fonctionnelles des Organismes aux Contraintes Environnementales  les
	Udalekuak 2017 Oferta DE LOS Tres Territorios 4992 Plazas
	GMINA WYDMINY PL RYNEK 11 11510 WYDMINY TELFAX +48
	COMUNE DI BOLOGNA CONTRATTO DI CONVENZIONE PER  PRESTAZIONE
	Retroceso Glaciar E Impacto Ambiental EN LOS Montes Andinos
	URBSNET ISSN 15759415 AÑO IV Nº 28 URBS NET
	9 FROM PLI’S COURSE HANDBOOK REAL ESTATE M&A AND
	BEST LINEAR UNBIASED PREDICTORS (BLUPS) THEIR STANDARD ERRORS (SE)
	 32º SUBIDA A LA SANTA  SOLICITUD ACREDITACIÓN
	Productos Checos Seleccionados de Exportación Marzo 2001 la Agencia
	WINTER 2019 EARTHQUAKE AND VOLCANOES – 01460201 INSTRUCTOR DR
	A STUDY OF HOW ADULTS BECOME CHRISTIANS WITH SPECIAL
	ČASTNI POKROVITELJ MARJAN ŠAREC PREDSEDNIK VLADE REPUBLIKE SLOVENIJE 14
	MORE FREE TERM PAPERS ON SITE WWWMATURSKIORG ‘’A PROJECT
	DE POR QUÉ EL PERDER Y EL CONTROLAR EL



			  

		  
			  	ALIENATION AND DOMINATION IN MARX AND WITTGENSTEINS PHILOSOPHICAL ANTHROPOLOGIES
	GRAD IVANIĆ GRAD PARK HRVATSKIH BRANITELJA 1IVANIĆGRAD RKP 26936
	SPIELPLAN  PAUL – ERNST – TURNIER 2012 SPIELZEIT
	CARRERA DE MEDICINA INTERNADO ROTATORIO FACULTAD DE MEDICINA HOSPITAL
	THE JA151ST WIRELESS COMBINED SMOKE AND HEAT DETECTOR THE
	ARCHEVECHE BP 3324 PROTN0 7610913 A SON EXCELLENCE MONSIEUR
	FORM NO OGCS200613UHD CONTRACT NUMBER  C  U
	TARİH 20 MART 2017 SEKTÖR GENEL SİRKÜLER 2017 
	OBECNÍ ÚŘAD ZASTÁVKA WWWZASTAVKACZ HUTNÍ OSADA 14 TEL546 429048
	FORMAVANT FORMADOR DE CUPCAKES Y TARTAS FONDANT SE PRECISA
	nº 495 el Consejo de Comercio Exterior e Inversiones
	ДОКУМЕНТ ПОДПИСАН ЭЛЕКТРОННОЦИФРОВОЙ ПОДПИСЬЮ ВЛАДЕЛЕЦ ГИЛЯРОВ АЛЕКСЕЙ ГЕННАДЬЕВИЧ ЕМЕЙЛ
	15A NCAC 02B 0279 FALLS WATER SUPPLY NUTRIENT STRATEGY
	DR BECKY SUE PARTON 50296 RIVERS ROAD TICKFAW LOUISIANA
	ZAKON O ZAX8ATITI OD JONIZIRAJUĆIH ZRAČENJA I RADIJACIONOJ SIGURNOSTI
	SOBRE LAS LIMITACIONES DEL DESARROLLO DE LA POBLACIÓN EN
	02091999 PERŞEMBE SAYI 23804 (ASIL) 3030 SAYILI KANUN KAPSAMI
	FORM 13941 (III) ANNUAL REVIEW FOR JOINT MEMBERS ANNUAL
	19 IS PEACE JOURNALISM POSSIBLE? THREE FRAMEWORKS FOR ASSESSING
	DO KOŃCA STYCZNIA MOŻNA ZGŁOSIĆ SZKOŁĘ DO UDZIAŁU W



			  
        

		 
      

	  
    

          

    
    
      
     
      
      
      
      
        
          
            
              
                Todos los derechos reservados @ 2021 - FusionPDF

              
              
                
                 
                
                
                
                
                
                
              

            

          

        

      

      

    
      

    
    
      
    

    
          
    
    
    
    
    
    
    
    
    
    



  