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Question 1.
1a) Collateralized Debt Obligation (CDO) are types of assets that produce income through the underlying properties of the borrower while Mortgage-Backed Securities (MBS) produce income mortgages and loans. CDOs are provided by special purpose entity that brings tranches from investors while MBS are given out by private or government-sponsored parties who purchase them from wrong money lending institutions or banks. Additionally, MBS are paid out to investors in a less complex manner as compared to CDOs. Finally, MBS are only secured through mortgages while CDOs can be secured by tranches that depend on various amounts of return, which can be utilized through corporate loans. For example, there were CDOs that were issued by the classifieds that paid cash flows of assets with special-purpose capital yielded a single tranche as for the MBS can be produced by use of credit loans and lease loyalty payments. 
1b) The causes of Global Financial Crises 2007-2008 include:
· Questionable Mortgage Brokers: many financial crises were caused by uncredited brokers who sought to deliver their private gains without benefiting the minority of borrowers. These led to unaffordable interest rates that many people could not finance their debts. 
· Little Attempts by the House Holds to Save: many households in China, Japan, and the Middle Eastern countries could not support their spending behaviors hence spending all their incomes leading to financial crises globally. 
· Political Parroting: the political theory of Keynes fed the public with negative belief that never provided them with increase in living standards through means of monetary and fiscal policies. These pulled the monetary button back through the old fashioned living standards in terms of poor political promises that could not improve the economy. 
· Constraints in Expenditure With Respect to Revenues: many of the people in the global system of economics do not have the power to control their spending abilities, which results in financial crises. 
· The Egalitarian Policies of the Government: the governments of these times imposed legislations that persuaded the leaders to lend money to low-income borrowers rather than high-income class with their judgment based on consequences of the rich failing to meet the political targets imposed by the government. 
Question 2.
2a) 
	Year 
	% Inflation Rate 
	% Unemployment Rate 

	1981-1985
	8.0
	2.0

	1986-1990
	6.0
	2.3

	1991-1995
	4.0
	2.5

	1996-2000
	2.0
	4.0

	2001-2005
	0.4
	6.0

	2006-2009
	0.0
	8.0
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Figure 1 showing the inflation rate and the unemployment rate in the years 1981-2009
2b) In the above diagram, there is a steady increase in the levels of inflation as the rates of unemployment increase, these imply that when more people are allowed to earn income through engaging in employment the prices of commodities rise instantaneously. Between points B and C the rate of inflation is equal to the rates of unemployment thus implying that NAIRU is equal to 2.5 on the diagram. According to the diagram, as the levels of unemployment increase, the levels of an inflation rate decrease, implying that there is less money in the hands of the people thus reducing the prices of commodities in the market. 

Figure 2 showing the fitted regression on the Phillips curve. 
2c) The estimated regression line is a + 1.33ut + 8.0
R2 is equal to the equilibrium level, where the equilibrium point where the levels of inflation are balanced with the levels of unemployment in the economy. These imply that despite reduction in the number of people who are unemployed in the economy, the inflation rates remain in balance with the economic status of the economy. 
[bookmark: _GoBack]Factoring out b, which is the level of the change of inflation rate with respect to changes in unemployment rates, the natural rate on the diagram above is at a point where the regression line cuts the Phillips curve. b = inflation rate / (a/b + ut + 8.0) = 1.33
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