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Question No: 1    ( Marks: 1 )    - Please choose one
 Core principles of Money and Banking include each of the following Except?

 

       ► All people act rationally (page 3)
       ► Time has value

       ► Information is the basis for decisions

       ► Risk requires compensation

   

Question No: 2    ( Marks: 1 )    - Please choose one
 Which of the following is the final mode of payment?

       ► Money (page6)
       ► ATM

       ► Cheque

       ► Yet to discover

   

Question No: 3    ( Marks: 1 )    - Please choose one
 The one that you get from bank when you open your checking account is __________.

       ► Debit card
       ► Credit card

       ► Store value card

       ► Customer card

   

Question No: 4    ( Marks: 1 )    - Please choose one
 A Financial Intermediary:

       ► Is an agency that guarantees a loan

       ► Is involved in direct finance

       ► Would be used in indirect finance (page14)
       ► None of the given options

   

Question No: 5    ( Marks: 1 )    - Please choose one
 Which of the following is NOT a financial instrument?

       ► A share of General Motors stock

       ► A tuition bill ( page 15) 
       ► A U.S. Treasury bond

       ► A home insurance policy

   

Question No: 6    ( Marks: 1 )    - Please choose one
 Which of the following is true for direct finance?

       ► Individuals (or firms) borrow directly from banks

       ► Individuals deposit savings directly in banks

       ► Firms deposit savings directly in banks

       ► Individuals (or firms) borrow directly from the savers
   

Question No: 7    ( Marks: 1 )    - Please choose one
 If you put $1,000 per year into bank at 4% interest, how much would you have saved after 40 years?

       ► $90,000

       ► $98,826
       ► $82,286
       ► $85,880

   

Question No: 8    ( Marks: 1 )    - Please choose one
 If an investment will return $1000 ½ of the time and $600 ½ of the time, the expected value of the investment is:

       ► $1,600

       ► $800
       ► $400

       ► $900

   

1000 *1 /2 = 500

600*1 /2   = 300

Total = 800
Question No: 9    ( Marks: 1 )    - Please choose one
 ___________ is the strategy of reducing overall risk by making two investments with opposing risks.

       ► Spreading the risk

       ► Standard deviation

       ► Hedging the risk (page 38)
       ► Variance

   

Question No: 10    ( Marks: 1 )    - Please choose one
 For a $1000 one year discount bond with a price of $975, the yield to maturity is which of the following?

       ► $975/$1000

       ► ($1000 – $975)/$975
       ► ($1000 – $975)/($1000)

       ► $1000/$975

   

Question No: 11    ( Marks: 1 )    - Please choose one
 If YTM is less than the coupon rate the price of the bond is __________.

       ► Greater than its face value (page 44)
       ► Lower than its face value

       ► Equals to its face value

       ► Insufficient information is given

   

Question No: 12    ( Marks: 1 )    - Please choose one
 Term structure of interest rate can be explained by which one of the following?

       ► Tax difference

       ► Expectation hypothesis

       ► Liquidity premium theory

       ► Both by expectation hypothesis and liquidity premium theory (page 57 , 59)
   

Question No: 13    ( Marks: 1 )    - Please choose one
 The shape of the yield curve is usually:

       ► Upward sloping page 57)
       ► Downward sloping

       ► Upward sloping for shorter maturities and downward sloping for longer maturities

       ► Flat

   

Question No: 14    ( Marks: 1 )    - Please choose one
 An index number is a valuable tool because:

       ► The number by itself provides all of the useful information needed

       ► The index provides a meaningful measurement scale to calculate percentage changes
       ► The index is more stable than the data it reflects

       ► It does not require any calculations to compute percentage changes

   

Question No: 15    ( Marks: 1 )    - Please choose one
 Stock market bubbles can lead to:

       ► An inefficient allocation of resources

       ► Stock market crashes (page 67)
       ► Patterns of volatile returns from the stock market

       ► All of the given options

   

Question No: 16    ( Marks: 1 )    - Please choose one
 The difference between a bank's reserves and their required reserves is equal to which of the following?

 

 

       ► Equity

       ► Excess reserves (page 106)
       ► Net interest income

       ► None of the given options

   

Question No: 17    ( Marks: 1 )    - Please choose one
 Which one of the following is a way for a bank to deal with credit risk?

 

       ► Add a mark-up to the cost of funds for a specific borrower based on the borrower's credit history (page 82)
       ► Charge all borrowers from the same industry an average rate for that industry

       ► Avoid making loans to borrowers from a broad spectrum

       ► Limit the number of loans made in any year

   

Question No: 18    ( Marks: 1 )    - Please choose one
 What matters most during a bank run is _________________.

 

       ► The liquidity of the bank (page 91)
       ► The solvency of the bank

       ► The number of depositors

       ► Safety of bank

   

Question No: 19    ( Marks: 1 )    - Please choose one
 Under the purchase and assumption method of dealing with a failed bank, the FDIC ______________.

 

       ► Sells the failed bank to the Federal Reserve

       ► Finds another bank to take over the insolvent bank
       ► Takes over the day to day management of the bank

       ► Sells off the profitable loans of the failed bank in an open auction

   

Question No: 20    ( Marks: 1 )    - Please choose one
 Which of the following statements is incorrect ?

 

       ► The higher the deposit insurance limit the higher the risk of moral hazard

       ► The lower the deposit insurance limit the lower the risk of moral hazard

       ► Deposit insurance limits do not impact moral hazard, they impact adverse selection
       ► Increasing the deposit insurance limits above $100,000 would increase coverage for relatively few depositors

   

Question No: 21    ( Marks: 1 )    - Please choose one
 Stable inflation implies which of the following?

 

       ► That the rate of inflation averaged over many years is zero(0)

       ► That inflation is predictable (page 96) 
       ► Low rates of unemployment

       ► All of the given options

   

Question No: 22    ( Marks: 1 )    - Please choose one
 A bank can make new loans as long as it has:

       ► Excess reserves (page 108)
       ► Required reserves

       ► Correspondent reserves

       ► Capital

   

Question No: 23    ( Marks: 1 )    - Please choose one
 Which one of the following is extended usually overnight to sound institutions on a very short-term basis?

       ► Primary credit  (page 113)
       ► Secondary credit

       ► Seasonal credit

       ► All of the given options

   

Question No: 24    ( Marks: 1 )    - Please choose one
 ___________ refers to the instruments that are not directly under the control of central bank:

       ► Financial instruments

       ► Intermediate instruments
       ► Operating instruments

       ► All of the given options

   

Question No: 25    ( Marks: 1 )    - Please choose one
 The risk of "insolvency" is basically the risk of:

       ► Borrowers not paying off lenders in a timely fashion

       ► Machinery breakdowns

       ► Not being able to find a buyer for an asset

       ► Asset value falling below liability value
   

Question No: 26    ( Marks: 1 )    - Please choose one
 The machinery which is used by Bank for sorting and clearing checks breaks down. This is a manifestation of which of the following risk?

       ► Credit risk

       ► Operational risk (page 84)
       ► Liquidity risk

       ► Market risk

   

Question No: 27    ( Marks: 1 )    - Please choose one
 In general, if the financial institution's balance sheet displays assets and liabilities that are "mis-matched" to a significant degree, the institution faces:

       ► Operational risk

       ► Sovereign risk

       ► Interest rate risk (page 82)
       ► Liquidity risk

   

Question No: 28    ( Marks: 1 )    - Please choose one
 Everything else equal, if the growth rate of a country exceeds its sustainable rate:

       ► The central bank will keep interest rates low to keep the momentum

       ► The central bank is likely to raise interest rates to slow the rate of growth
       ► The central banks will identify the new rate as sustainable rate and try to maintain it

       ► The central bank is likely to lower the interest rate to offset this boom

   

Question No: 29    ( Marks: 1 )    - Please choose one
 The idea that central banks should be independent of political pressure is an idea that:

       ► Is included in Federal Reserve Act in 1913

       ► Is relatively new
       ► Every central bank was founded upon

       ► Became quite popular in the early 1900's

   

Question No: 30    ( Marks: 1 )    - Please choose one
 Which of the following type/s of transaction/s affect the balance sheets of both the central bank and the banking system?

       ► An open market operation

       ► Central bank’s extension of a discount loan

       ► All of the given options (page 102)
       ► A foreign exchange intervention

   

Question No: 31    ( Marks: 1 )    - Please choose one
 Which of the following statements is most appropriate?

       ► Over the last 10 years the deviations between the target and market federal funds rate have decreased
       ► The market federal funds rate equals the target federal funds rate

       ► Over the last 10 years the deviations between the target and market federal funds rate have increased

       ► There doesn't appear to be any relationship at all between the target and market federal fund rates

   

Question No: 32    ( Marks: 1 )    - Please choose one
 Currency-to-deposit ratio is a factor that affects the quantity of money. This factor is controlled by which of the following?

 

       ► Central bank

       ► Bank regulators

       ► Commercial banks

       ► Non bank public (page 111)
   

Question No: 33    ( Marks: 1 )    - Please choose one
 Which one of the following statement is true for investment if all other factors are held constant?

       ► An investment with less risk should sell for a lower price and offer a lower return

       ► An investment with more risk should sell for a lower price and offer a higher return
       ► An investment with less risk should sell for a lower price and offer a higher returns
       ► An investment with more risk should offer a lower return and sell for a higher price

   

Question No: 34    ( Marks: 1 )    - Please choose one
 
An important component of bank capital is ____________, an amount the bank set aside to cover potential losses from defaulted loans.

 

 

       ► Reserves

       ► Loan loss reserves (page 78)
       ► Unappropriated profit

       ► Appropriated profit

   

Question No: 35    ( Marks: 1 )    - Please choose one
 If a customer makes a withdrawal of $3 million, from where the bank will deduct this withdrawal?

 

 

       ► From capital

       ► From cash at hand

       ► From reserves
       ► Other assets

   

Question No: 36    ( Marks: 1 )    - Please choose one
 There are _________ type/s of life insurance.

 

       ► 1

       ► 2 (page 86)
       ► 3

       ► 4

   term life insurance 

whole life insurance 

Question No: 37    ( Marks: 1 )    - Please choose one
 
Which of the following provides a payment to the policyholder’s beneficiaries in the event of the insured’s death at any time during the policy term?

 

 

       ► Life insurance

       ► Term life insurance (page 86)
       ► Whole life insurance

       ► Causality insurance

   

Question No: 38    ( Marks: 1 )    - Please choose one
 Which of the following are the primary uses of funds of Finance Company?

 


       ► Cash, loans, securities

       ► Corporate bonds, government bonds

       ► Commercial paper, bonds, mortgages 

       ► Bonds, bank loans, commercial paper (page 89)
   

Question No: 39    ( Marks: 1 )    - Please choose one
 Which of the following situation in a central bank can wreak havoc on the economic and financial system of a country?

 

       ► Weak fiscal policy

       ► Extreme political pressure (page 94) correct
       ► Incompetence of the central banks

       ► Extreme political pressure and incompetence of the central banks
   

Question No: 40    ( Marks: 1 )    - Please choose one
 A central bank as banker’s bank performs the following role(s):

 

       ► Provide loan during a time of financial stress
       ► Manage the payment system

       ► Oversee commercial banks and the financial system

       ► All of the given options (page 97)
   

Question No: 41    ( Marks: 1 )    - Please choose one
 Which of the following are goals of the Central Bank?

 

       ► Low employment

       ► Low, stable inflation (page 97)
       ► Low exchange rates

       ► All of the above

   

Question No: 42    ( Marks: 1 )    - Please choose one
 Which of the following is represented by the income statement of a bank?

 

       ► Financial position of a bank

       ► Financial position of board of directors

       ► Performance of a bank
       ► Performance of the employees of a bank

   

Question No: 43    ( Marks: 1 )    - Please choose one
 
“Pooling the knowledge of a number of people yields better decisions than decision making by an individual” represent which of the following principle of central bank design?

 

       ► Independence

       ► Decision making by committee (page 98)
       ► Accountability and transparency

       ► Policy framework

   

Question No: 44    ( Marks: 1 )    - Please choose one
 “Policy makers must be held accountable to the public they serve and clearly communicate their objectives, decisions and methods” represent which of the following principle of central bank design?

 

       ► Decision making by committe

       ► Accountability and transparency (page 98)
       ► Policy framework

       ► Independence

   

Question No: 45    ( Marks: 1 )    - Please choose one
 Among the asset side of the balance sheet of a central bank which of the following item represent the function of central bank as Banker’s bank?

 

       ► Currency

       ► Reserves

       ► Deposits of the Government

       ► Loan to commercial bank (page 104)
   

Question No: 46    ( Marks: 1 )    - Please choose one
 Monetary base and quantity of money have_____________

 

       ► Direct relation
       ► Inverse relation

       ► No relation

       ► Incomplete information

   

Question No: 47    ( Marks: 1 )    - Please choose one
 When the currency that people are holding loses value much rapidly, what will be the behavior of people?

 

       ► The will spend money as quickly as possible (page 116)
       ► They will try to save the money for future

       ► They will not bother the value of money

 

       ► None of the given option

   

Question No: 48    ( Marks: 1 )    - Please choose one
 
The _______tells us why high inflation and high money growth go together, and explains why countries can have money growth that is higher than inflation

 

       ► Velocity of money

       ► Quantity theory of money(PAGE 117)
       ► Money growth

       ► Velocity growth

   

Question No: 49    ( Marks: 1 )    - Please choose one
 Nominal money demand raises with _________, as more income means more spending, which requires more money.

 

       ► Real income

       ► Nominal income (PAGE 120)
       ► Cost of holding money

       ► Availability of substitutes

   

Question No: 50    ( Marks: 1 )    - Please choose one
 If inflation exceeds money growth keeping the velocity constant, what will be its effect on real money and aggregate demand?

 

       ► Real money balances will rise along with the aggregate demand

       ► Real money balances will fall along with the aggregate demand (PAGE 125)
       ► Real money balances will rise while the aggregate demand will fall

       ► Real money balances will fall while the aggregate demand will rise

   

Question No: 51    ( Marks: 1 )    - Please choose one
 The rate will change if one of the following components of aggregate demand that is not sensitive to the real interest rate goes up (or down) or if potential output changes.

 

 

       ► Consumption

       ► Investment

       ► Net exports

       ► Govt. spending (PAGE 126)
   

Question No: 52    ( Marks: 1 )    - Please choose one
  Which of the following factor(s) influence the sensitivity of current output to inflation?

 

       ► The strength of the effect of inflation on real money balances

       ► The extent to which monetary policymakers react to a change in current inflation

       ► The size of the response of aggregate demand to changes in the interest rate

       ► All of the given options (PAGE 132)
   

Question No: 53    ( Marks: 1 )    - Please choose one
 Which of the following is (are) the reason(s) for inflation being persistent?

 

       ► When people expect inflation in the long run they cut the prices

       ► When people expect inflation in the long run they raise wages and

       ► When people expect inflation to continue, they adjust the prices and wages accordingly (page 135)
       ► When people expect inflation to continue, they cut the prices and wages accordingly

   

Question No: 54    ( Marks: 1 )    - Please choose one
 
If current output is lower than potential output, the resulting recessionary gap places pressure towards ________ on inflation, causing the short-run aggregate supply curve to shift downward.

 

 

       ► Right

       ► Left

       ► Upward

       ► Downward (page 139)
   

Question No: 55    ( Marks: 3 )
 Why the aggregate demand curve slopes down?

Answer 

First, because higher inflation reduces real money balances (thus reducing purchases),
 Second, because higher inflation induces policymakers to raise the real interest rate, depressing various components of aggregate demand 
 
   

Question No: 56    ( Marks: 5 )
 What will be the effect of following factors on bond demand curve?

1- Expected inflation


2- Expected return on stocks and other assets

3- Risk relative to alternatives

 Answer

 Expected inflation

 A fall in expected inflation shifts the bond demand curve to the right, increasing demand at each price and lowering the yield and increasing the Bond’s price.

 Expected return on stocks and other assets

 If the return on bonds rises relative to the return on alternative investments, the demand for bonds will rise.

 This will increase bond prices and lower yields.

 Risk relative to alternatives

 If a bond becomes less risky relative to alternative investments, the demand for the bond shifts to the right
   

Question No: 57    ( Marks: 5 )
 

What is the source of a credit risk and how this risk could be managed?
 Source of credit risk  (bank)

How this risk could b manage 

 This is the risk that loans will not be repaid and it can be managed through diversification and credit-risk analysis


   


Question No: 58    ( Marks: 10 )
 a.Assume  that:

Monetary Base ( MB) = $350 billion

Required Deposit Reserve Ratio (rD) = 10%

Excess Reserve Ratio (ER/D) = 5%

Currency Ratio (C/D) = 25%

 

Calculate the total money supply (M) from this information.

M = {C/D} +1 /{C/D} +RD + {ER/D} * MB

    =25% +1 /25% +10% +5% *350

    =26% /40%*350

    =.26 /. 40*350

   = .26/140

   =1.86

b.Under the condition that the monetary base is $350 billion but the required deposit reserve ratio (rD) changes from 10% to 20%, while the excess reserve ratio (ER/D) remained at 5% and the currency ratio (C/D) remained at 25%, what is the total money supply (M) now?

 M = {C/D} +1 /{C/D} +RD + {ER/D} * MB

      = 25%+1 /25% +20% +5% *350

     =26% /50%*350

    =.26/.50*350

    =.26 /175

   =1.48

c. What is the change in total money supply? 

   

Total changes in money supply in first (a) 1.86 and part (B) 1.48 difference .38. The difference occurs increasing the reserve ratio or the holding of excess reserve.  

 
Question No: 59    ( Marks: 10 )
 Explain in detail the tools of monetary policy in your own words.

Three monetary policy tools 

(1) The target federal fund rate 

(2) The discount rate 

(3) The reserve requirement 

Target federal fund rate

          Interest rate at which bank borrow and lend reserves overnight.(federal fund rate ) 

The discount rate 

Interest rate at which bank can borrow reserve from central bank (discount rate )

The reserve requirement 

 Through monetary policy central bank controls the quantity of reserve that commercial banks hold

