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1) A firm must form expectations of future expected profits (per unit of capital). This implies that they must also form expectations of future output which are correlated with future profit. They must also form expectations of future interest rates to calculate present values. And finally, they must know the current price of the project and the rate of depreciation. Once they do all of this, they calculate the discounted present value of the project and compare that with its price.
2) The user cost of capital is the sum of the real rate and rate of depreciation. If a rental agency rented capital, it would have to charge enough to cover any depreciation that occurs plus an amount equal to what it could get if it simply bought bonds (the real rate). Therefore, either an increase in the real interest rate or an increase in depreciation will cause an increase in the user cost of capital.
3) An individual would have to calculate her financial wealth, housing wealth, and human wealth. Of course, this implies that the individual would have to form expectations of future interest rates, income, and taxes for the remainder of her working life. Once done, the individual would then calculate the amount of consumption per year she preferred given this total wealth. If in the current period, current disposable income is less than this level of C, she would borrow the difference.
4) A change in current income is not likely to be viewed with certainty as permanent. So, part of any change in temporary income will be saved and, therefore, consumption will increase by an amount less than the change in income. If the change were permanent, the change in C would be greater.
5) This question is OPTIONAL. 
Present value of profits= 18,000 /(1+0,05)+18,000 (1-0,08)/(1+0,05)^2+18,000 (1-0,08)^2/(1+0,05)^3 +...
18,000/1,05 *( 1+ 0,92/1,05 + (0,92/1,05)^2 +...)
Apply geometric series formula to find the sum in paranthesis: sum in the paranthesis= 1/1-x=8,06 where x= 0.92/1.05 
Present value of profits= 18,000/1,05*8,06=138,171 
Present value of profits is higher than the cost of the machine (100,000) when the interest rate is 5 percent. Then buy the machine. 
6)40,000*0.4*38=608,000 is theamount he would earn, if he did not go the school.
44,000*0.4*36=633,600 is the amount he would earn, if he attended the school 
Therefore the maximum tuition should not exceed the difference between these two amounts, which is 25,600. 
7) An increase in Ye will cause human wealth to be higher. Individuals will increase their current consumption and the IS curve will shift right. An increase in Ye will also cause firms to increase their expectations of future expected profits. When this occurs, the discounted present value of future profits is higher causing I to increase. As I increases, the IS curve shifts right. This will have NO effect on the LM curve.
8) A reduction in the future expected interest rate will cause an increase in the present value of future disposable income and, therefore, human wealth. This causes current C to increase and the IS curve to shift right. The reduction in the future expected rate will also cause an increase in the present value of future profits. This will cause an increase in investment and another rightward shift in the IS curve. The LM curve will NOT be affected.
9) In the current period, the LM curve will shift down causing r to fall and Y to rise. The expectation that this will continue will cause individuals to expect lower future rates and higher future output. The lower future rates will increase current C and current I. The higher future Y will do the same. So, we will also see a rightward shift in the current IS curve. This will tend to increase the current r and current Y as well.
10) If individuals do not believe the Fed, we will observe the downward shift in the LM curve causing current rates to fall and current output to rise (with no shift in the IS curve).  If individuals believe that the Fed will follow through with this in the future, the LM curve will shift down causing r to fall and Y to rise.  The expectation that this will continue will cause individuals to expect lower future rates and higher future output.  The lower future rates will increase current C and current I.  The higher future Y will do the same.  So, we will also see a rightward shift in the current IS curve.  This will tend to increase the current r and current Y as well.  In short, we would observe a shift in the IS curve causing current Y to increase even more.  So, the credibility of the Fed plays a critical role in influencing the effectiveness of monetary policy.
11) The real exchange rate, EP/P*, represents the relative price of domestic goods in terms of foreign goods. The nominal exchange rate, E, is the pound price of domestic currency or, equivalently, the relative price of domestic currency in terms of foreign currency.
12) You must first determine the amount of foreign currency you can obtain with one unit of domestic currency (E). You then must determine how much foreign currency you will obtain in one year after purchasing foreign bonds. And finally, you must then calculate how much domestic currency you will receive in one year when you convert the foreign currency back to domestic currency.
13) If the interest rate in US is less than the interest rate in Canada, we know that Canadian dollars must be expected to depreciate to equate the expected returns on the two bonds.
14) Uncovered interest parity or interest parity, is an arbitrage condition stating that the expected rates of return in terms of domestic currency on domestic bonds and foreign bonds must be equal. Interest parity implies that the domestic interest rate approximately equals the foreign interest rate minus the expected appreciation rate of the domestic currency.
15) It depends whether you expect the Canadian dollars to depreciate relative to the dollar over the coming year by more or less than the difference between the U.S. interest rate and the Canada interest rate, or 3.0% in this case (5.0% - 2.0%). If you expect the Canadian dollars to depreciate by more than 3.0%, then, despite the fact that the interest rate is higher in Canada than in the United States, investing in Canadian bonds is less attractive than investing in U.S. bonds. By holding
Canadian bonds, you will get higher interest payments next year, but the Canadian dollars will be
worth less in terms of dollars next year, making investing in Canada bonds less attractive than investing in U.S. bonds. If you expect the Canadian dollars to depreciate by less than 3.0% or even to appreciate, then the reverse holds, and Canadian bonds are more attractive than U.S. bonds.

