Sample Questions for Part B

1. A consumption function is given by C = aY + b. It is known that when Y = 10, the value of C is 28, and that when Y = 30, the value of C is 44. By solving a pair of simultaneous equations, find the values of a and b.  Determine the equilibrium level of income when planned investment I = 13. can you solve this problem? 

2. An open economy is in equilibrium when
Y = C + I + G + X − M
where
Y = national income
C = consumption
I = investment
G = government expenditure
X = exports
M = imports
Determine the equilibrium level of income given that
C = 0.8Y + 80
I = 70
G = 130
X = 100
M = 0.2Y + 50

3. Given that
consumption, C = 0.8Y + 60
investment, I = −30r + 740
money supply, MS = 4000
transaction–precautionary demand for money, L1= 0.15Y
speculative demand for money,  L2 = −20r + 3825
determine the values of national income, Y, and interest rate, r, on the assumption that
both the commodity and the money markets are in equilibrium.


4. A business owner has $20,000. She can either:
Option A: Deposit it in a bank earning 7% compounded semiannually for 4 years 
Option B: Invest in a small project that will return $26,000 after 4 years 
Which option gives the higher future value?

5. A business owner has $35,000 and is considering two options:
Option A: Deposit the money in a bank earning 6% interest compounded quarterly for 5 years.
Option B: Invest in a project that will return $46,500 after 5 years, but the project requires an additional $1,200 administration fee today.
The expected annual inflation rate is 2.5%. Which option gives the higher real future value?


6. An investor has £50,000 and is comparing two alternatives:
Option A: Deposit the money in a bank paying 5.5% interest compounded monthly for 4 years.
Option B: Buy a bond that pays £2,000 at the end of each year for 4 years and returns the original £50,000 principal at the end of year 4.
Assume the investor can reinvest each annual bond payment at 4% compounded annually until the end of year 4.Which option gives the higher future value?
