Midterm Exam EE431

1. There are 2 parts in this examination paper: Part 1 is composed of 6 short questions
(5 points each), and part 2 is composed of 1 long question (10 points). Answer all
questions.

2. Write your answer within the space provided.

3. Simple calculators are allowed in the examination room.



Part 1: Short Questions (5 points each)

1. For economists, what is money? How can money improve welfare of people in a

country?

2. Explain the main function of financial system. How can an under-developed
financial system affect the economic performance of a country?



3. You have just won 10 million baht in the lottery, which promises to pay you 1
million baht (tax free) every year for the next ten years. Have you really won 10

million baht? Explain in details.

4. We observe that the 10-year Bank of Thailand bond pays the same interest rate
(about 5%) as the 7-year PTT (AA-rated company) bond. How can you explain this?



5. If the public expects a corporation to lose 10 baht per share this quarter and it
actually loses 8 baht, which is still the largest loss in the history of the company, what
does the efficient market hypothesis say will happen to the price of the stock when the
8 baht loss is announced?

6. What is the equity premium puzzle? In behavioral economics, how can we explain

the puzzle?



Part 2: Long Questions (10 points)

7. Assume that the current market interest rate is 3 percent. Calculate the returns and
provide all relevant factors to compare between the three alternatives below:
a) A 4-year government bond initially sold to the public on the same date last
year (the first coupon paid yesterday). Face value of the bond is 1,000 baht
and its coupon rate is 4 percent, while the current price of the bond is at 880
baht.
b) A 3-year zero-coupon government bond initially sold to the public today. Face
value is 1,000 baht and the bond is sold at 840 baht.
c) An insurance program with 3 years term-to-maturity. The premium payment is
860 baht for 2 years, the sum insured is 1,000 baht, the cash return is 2 percent
of the sum insured at the end of each year for 3 years, and the extra cash return

on the maturity date is 110 percent of the sum insured.






