Chap14hw
Short Answer

1.
Demonstrate that whether you would prefer to have $225 today or wait five years for $300 depends on the interest rate. Show your work.

2.
As the interest rate increases, what happens to the present value of a future payment? Explain why changes in the interest rate will lead to changes in the quantity of loanable funds demanded and investment spending.

3.
Give an example of adverse selection and an example of moral hazard using homeowners insurance.

4.
What's the difference between firm-specific risk and market risk? Will diversification eliminate one or both? Explain.

5.
List three different ways that a risk-averse person can reduce financial risk.  Why would they reduce risk?

6.
Give two conditions that are important to the efficient market theory. List one implication of the efficient market theory.
