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Questions 1 to 20: Select the best answer to each question. Note that a question and its answers may be split across a page 
break, so be sure that you have seen the entire question and all the answers before choosing an answer.

 

1. When commercial banks use excess reserves to buy government securities from the public,
A. commercial bank reserves increase.

B. checkable deposits decline.

C. new money is created.

D. the money supply falls.

 

2. The Standard and Poor's 500 Index measures prices of the 500
A. stocks of the largest companies in the United States.

B. largest bonds trading in the United States.

C. largest index funds trading in the United States.

D. most-purchased consumer goods in the United States.

 

3. The federal funds market is the market in which
A. Federal Reserve Banks borrow from one another.

B. U.S. securities are bought and sold.

C. banks borrow reserves from one another on an overnight basis.

D. banks borrow from the Federal Reserve Banks.

 

4. The Security Market Line depicts the relationship between the
A. average expected rate of return on stocks and the average expected rate of return on bonds.

B. risk level of a financial asset and the prime interest rate.

C. average expected rate of return of a financial asset and the discount rate.

D. average expected rate of return and risk level of a financial asset.

 

5. Other things equal, if the supply of money is reduced,
A. bond prices will fall.

B. investment spending will increase.

C. the demand for money will increase.

D. the interest rates will fall.

 

6. The line that depicts the relationship between the average expected rate of return and the risk level of a 
financial asset is known as the



A. Beta Line.

B. Risk Premium Line.

C. Security Market Line.

D. Risk-Return Line.

 

7. Payments to shareholders from corporate profits are known as
A. interest.

B. dividends.

C. capital gains.

D. appreciation.

 

8. Which one of the following statements about open-market operations is correct?

A. Open-market operations refer to purchases of stocks in the New York Stock Exchange.

B. Open-market operations refer to the purchase or sale of government securities by the Fed.

C. Open-market operations refer to the specifying of loan maximums on stock purchases.

D. Open-market operations refer to central bank lending to commercial banks.

 

9. The basic policy-making body in the U.S. banking system is the
A. Federal Monetary Authority.

B. Federal Open Market Committee (FOMC).

C. Council of Economic Advisers.

D. Board of Governors of the Federal Reserve.

 

10. Commercial banks monetize claims when they
A. borrow from the Federal Reserve Banks.

B. make loans to the public.

C. collect checks through the Federal Reserve System.

D. accept repayment of outstanding loans.

 

11. Firms whose central business is to offer security advice and buy and sell individual stocks and bonds 
for clients are known as
A. pension fund companies.

B. thrifts.

C. insurance companies.

D. securities firms.

 

12. Between March 2001 and November 2002, the Fed reduced the federal funds rate from 5 percent to 
just above 1 percent. The Fed's purpose was to
A. promote recovery from recession.

B. strengthen the international value of the dollar.

C. reduce the public debt.

D. prevent rising inflation.

 



13. When shares of stock are sold for more than they're purchased, the difference received by the seller is 
referred to as
A. a capital gain.

B. interest.

C. economic profit.

D. a dividend.

 

14. The interest rate at which the Federal Reserve Banks lend to commercial banks is called the _______ 
rate.
A. prime

B. federal funds

C. short-term

D. discount

 

15. Which one of the following financial assets is considered to be essentially risk-free?
A. Gold

B. Stock in Fortune 500 companies

C. Short-term U.S. government bonds

D. Real estate

 

16. It's costly to hold money because
A. in doing so, one sacrifices interest income.

B. bond prices are highly variable.

C. deflation may reduce its purchasing power.

D. the rate at which money is spent may decline.

 

17. Which one of the following statements about risky investments is correct?

A. Riskier investments tend to sell for prices directly correlated with expected rates of return.

B. Riskier investments tend to sell for higher prices so they provide a higher expected rate of return to compensate for risk.

C. Riskier investments tend to sell for lower prices so they provide a higher expected rate of return to compensate for risk.

D. Riskier investments tend to sell for higher prices; that is why they are considered to be riskier.

 

18. Which one of the following statements about diversification is correct?

A. Investors diversify portfolios to guarantee minimum returns on their investment.

B. Investors diversify portfolios because diversified portfolios pay the highest rates of return.

C. Investors diversify portfolios to reduce the risk of losing their investment.

D. Investors diversify portfolios because diversified portfolios are guaranteed not to lose money.

 

19. Which one of the following is presently a major deterrent to bank panics in the United States?
A. The gold standard

B. Deposit insurance

C. The fractional reserve system

D. The legal reserve requirement
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20. When a commercial bank has excess reserves,
A. its actual reserves are less than its required reserves.

B. its reserves exceed its assets.

C. it's charging too high an interest rate on its loans.

D. it's in a position to make additional loans.


