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HAE #1727

Which of the following factors is not an explanation of the positive relationship between market price and quantity supplied?
I). The law of diminishing returns makes it more costly for firms to expand output quickly.

II). As all firms in an industry hire more factors of production, the prices paid for them often increase.

III). For most firms, unit costs decrease as output increases in the long run.

IV). As price increases, sone less efficient firms will enter the market.

e A. Il only.
o B.IandIL
e C.IMIandIV.
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HE: A

Y.

Ifunit costs decreased as output increased, this would imply that firms would allow prices to fall as they expanded output. Under an
increasing cost industry, the firm requires a higher price in order to expand output because its costs increase. This explains the
positive relationship between price and level of output.

HEE #1728

William Michael, CFA, is the research analyst responsible for following Company X.

All the information he has accumulated and documented suggests the stock should be rated a weak 'hold,' because the outlook for
the firm's new products is poor. During a recent luncheon, however, Michael overheard a financial analyst from another firm offer
opinions that conflict with his own forecasts and expectations.

Upon returning to his office, Michael released a strong 'buy' recommendation to the public based on this new information. Michael:

¢ A violated CFA Institute's Standards of Professional Conduct by failing to distinguish between facts and opinions in his
recommendation.

¢ B. violated CFA Institute's Standards of Professional Conduct, because he did not have a reasonable and adequate basis for
his recommendation.

e C. violated CFA Institute's Standards of Professional Conduct, because he did not seek approval of the change from his
firm's compliance department.

Hg: B

EE #1729
Ifthe supply of a good decreases, which of the following will generally occur in a market setting?

e A The quantity demanded will increase.
¢ B. The quantity demanded will decrease.
e C. Demand will decrease.

He. B

ME.
An inward shift of the supply curve for a good implies that the equilibrium will occur at a higher price and lower output. This is
because the demand curve (which remains constant) and the supply curve now intersect at a higher price and lower output.

EAE #1730
As sample size increases,

e A. Confidence interval width increases.
e B. Degrees of freedom decrease.
e (. Critical values for t decrease.

e C

M.

As sanple size increases, degrees of freedom increase and critical values for t decrease.

Thus, the amount added to or subtracted from the sample mean to create the confidence interval will decrease. Therefore,
confidence interval width will be decrease.

AE #1731
Which of the following does NOT favor a capital lease?

e A, Compensation contracts based on return on capital benchmarks.
e B. Lease period is longer.
e (. Lessor can obtain a higher salvage value.



HE: A

Y.
Capitalizing a lease increases total assets and the capital base. This discourages capital leases as profits have to be higher to meet or
exceed return on capital benchmarks.

AE #1732
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