Short Answer
1.  Which of the following is not a typical money market instrument:

________________choice of a thru d.________________________________
2.  Which of the following is not a depository-type of financial institution:

________________choice of a thru d. _______________________________
3.  Which three financial institutions are the largest in asset size currently:

_____________________________________________________________________

4. Given the following information, what is the effective yield the investor expects if the investor tax rate is 25% & the nominal yield offered on a taxable investment is 14%.

_____________________________________________________________________
5. With a call feature on a bond issue the investor gives up control over the retirement of the issue. This is often referred to as a(n):


a. dampener; b. option; c. sweetener; d. gains issue.

6. Government securities are considered default free (risk free) because:

_____________________________________________________________________
7. The store of value purpose for money:


a. is harmed by inflation


b. is aided by inflation


c. is not considered a serious issue
d. implies automatic growth.

8. Given a 40% tax bracket and 7% offered on a municipal issue, the effective rate is:

______________________________________________________________________
9. Currently, the largest source of funds for banks is:


a. savings deposits    b. transaction deposits     c. time deposits     d. checking deposits.

10. In which market are funds provided to the initial issuer of securities:


a. secondary
b. primary
c. deficit
d. surplus

11. Describe a repurchase agreement: _________________________________________
12. Money market securities generally have _________; capital market instruments are typically expected to have ________.

13. List a primary benefit of the participation of financial intermediaries in financial market transactions: ____________________________________________________________
14. Which financial institution is not a major investor in stocks?

_____________________________________________________________________
15. Which of the following would not be considered a secondary market transaction:

a. An individual purchases existing shares of stock in IBM through its broker

b. An institutional investor sells some Disney stock through its broker

c. Microsoft issues new shares  of common stock using its investment banker

d. You arrange to sell a portfolio of stock from an inheritance

16. If an investor buys a T-bill with 180 days till maturity and $250,000 par value for $242,000. He plans to sell it after 60 days, and forecasts a selling price of $247,000 at that time. What is the non-compounded annualized yield based on this expectation? _____________________________________________________________________
17. If an investor buys a T-bill with 180 days till maturity and $250,000 par value for $242,000. He plans to sell it after 60 days, and forecasts a selling price of $247,000 at that time. What is the compounded annualized yield based on this expectation? _____________________________________________________________________
18. For what price would a zero coupon bond with a maturity of 5 years and a required return of 12% sell? ________________________________________________________
19. If an investor buys a 90-day T-bill for $48,500 and holds it till maturity, the annualized return (on a simple basis) is about: ___________________________________________
20. A newly issued T-bill with a $10,000 par value that sells for $9,750 and has a 90-day maturity has a discount return of:  ____________________________________________
21. Which is true of money market instruments?

a. their yields are highly correlated over time

b. they typically sell for par value when they are initially sold

c. treasury bills have the highest yield

d. they all make periodic coupon payments

22.  Eurodollar deposits are:

a. US dollar deposited in the US by European investors

b. subject to interest rate ceilings

c. subject to relatively large spreads between deposit and loan rates

d. not subject to reserve requirements

23. The rate on which Eurodollar floating rate CDs is based is the:

______________________________________________________________________
24.  “Flight to Quality” causes the risk differential between risky and risk-free securities:

          a. to be eliminated      b. to be reduced       c. to be increased      d. to be unchanged

25.  Describe a protective covenant:
______________________________________________________________________

Part II. Short Essays: 

1. Explain why we might expect markets to be efficient most of the time:

2. Explain how, if the government decided to significantly expand the space program during a period of high growth in the economy and near to the anticipated peak in that growth cycle, this might cause inflation.

3. Assume that there is a sudden expectation of lower inflation in the future. What would be the effect on the yield curve and why?

4. Name and explain the two components of the risk free rate of return.

5. As interest rates rise, explain the impact on each of the following:

a.  an investor’s required rate of return; b. present value (prices) of existing bonds

Calculations
1. Given 182 day Treasury with a $9780 price, calculate the return as a Bank Discount Rate, a Bond Equivalent Yield, and a Effective Annual Yield (geometric): 

a. Bank Discount Rate:

b. Bond Equivalent Yield:

c. Effective Annual Yield (4 points extra credit):

Textbook Questions: Answer both of these for 10 points each.
1. Chapter 2, Flow of Funds Exercise: part a, b, c, & d.

2. Chapter 3, Flow of Funds Exercise: part a, b, c, d, & e.
