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Question I (20 points)

From the U.S. Treasury, you are given the following “Constant Maturity Treasury” rates.

June 2004

Date 1mo|3mMo|6mol|1yr|2yr||3yr|5yr|7yr||10yr|20yr

06/01/04(10.97 ||1.17 ||1.44 ||1.89|/2.60||3.14|/3.86//4.31|4.71 |5.45

06/02/04(10.97 ||1.17 ||1.45 ||1.92]|2.65||3.19|/3.91|/4.35||4.75 | 5.47

1. Define “Constant Maturity Treasury” rates. (3 points)
Assume that the time unit is one year. State all assumptions used to answer the following.
2. For the 2™ of June, 2004, Compute R, » (show all computations). (7 points)
3. Why is it that the five basis points difference (for 2yr) is not constant across all the
rates? Explain. (3 points)
4. Based on the (June 2004) Table, what is your expectations regarding future rates.
Explain. (7 points)




Question II (20 points)

1) What is the money multiplier and why it is useful? (5 points)

2) Explain the differences among the Federal Deposit Insurance Corporation (FDIC)
and the Federal Home Loan Bank Board (FHLBB) and the Federal Savings and
Loan Insurance Corporation (FSLIC). Which acts created these entities? (5 points)

3) (5 points) Explain the important provisions of the:
e Depository Institutions Deregulation and Monetary Control Act of 1980.
e Garn-St.Germain Depository Institutions Act.

4) What are the major sources of funds for banks? (5 points)



Question III (20 points)

You are given the following information,

Treasury Long—Term Averase (25 gyears and abowel
CPercenta

2002 20035 200 2005

Series Properties:

Series ID: LTA

Source: Board of Governors of the Federal Reserve System

Release: H.15 Selected Interest Rates

iﬁ?j:t’:('mt: Not Applicable

Frequency: Monthly

Units: Percent

Date Range: 2002-02-01 to 2004-05-01

Last Updated: 2004-06-02

Notes: Based on the unweighted average of the bid yields for all Treasury fixed-coupon securities with remaining terms to

maturity of 25 years and over. Averages of business days.

Answer the following, (State all assumptions used to answer)
1. Explain why there was a general downward trend until mid 2003? (5 points)
2. Explain why did the series increase during the mid 2003? (5 points)
3. Can you predict the direction of its behavior in the near future? Explain why and
how? (10 points)




Question IV (20 points)

1) In the U.S. Which regulatory agency has the primary responsibility for
supervising the following categories of commercial banks? (10 points)

National Banks

Bank Holding Companies

Non-Federal Reserve State Banks

Federal Reserve Member State Banks

2) In the U.S. Which regulatory agency has the primary responsibility for insuring
the following Financial Institutions? (10 points)

Mutual Funds

Bank Holding Companies

U.S. Branches of Foreign Banks

State Credit Union




Question V (20 points)

1) What is the mandate of the G-20? (5 points)

2) What are the functions of the Board of Governors at the Federal Reserve System?
(5 points)

3) What are the major provisions of the Humphrey-Hawkins Act of 19787 (5 points)

4) In the U.S. What are the duties of the Office of Comptroller of the currency
(OCC)? (5 points)



Question VI (20 points)

1) Isan issuer of traveler’s cheques a financial intermediary? Why? (5 points)

2) Why/When would a Corporation that needs funds prefer to issue stocks versus
bonds? (5 points)

3) What are the major differences between banking in Canada and in the U.S.? (5
points)

4) Should the FDIC be a privately owned Financial Institution? Why? Explain your
answer. (5 points)



Question VII (20 points)

The following is from the recent article by Ricardo Caballero and Arvind Krishnamurthy
(May 2004), National Bureau of Economic Research (NBER), Working Paper 10532,
http://www.nber.org/papers/w10532

“Most economists and observers place the lack of fiscal discipline at the core of the recent Argentine crisis.
This begs the question of how countries like Belgium or Italy (pre Maastricht) could run large fiscal deficits
and accumulate debts far beyond those of Argentina, without experiencing crises nearly as dramatic as that
of Argentina? Why is it that Argentina cannot act like Belgium or Italy and pursue expansionary fiscal
policy during downturns? We argue that advanced and emerging economies differ in their financial depth,
and show that lack of financial depth constrains fiscal policy in a way that can overturn standard Keynesian
fiscal policy prescriptions. We also provide empirical support for this viewpoint. Crowding out is
systematically larger in emerging markets than in developed economies. More importantly, this difference
is extreme during crises, when the crowding out coefficient exceeds one in emerging market economies.”

1) Which theory of financial structures do the authors subscribe to? Explain. (5 points)
2) Does the financial structure matter? Why and How — if any? (15 points)



