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Chapter 28 / 12
Money and Banking
1) CM28 \ A \\ Barter \ 1 \\

Swapping goods or resources for other goods or resources without using money is called:

(a) barter.

(b) “doubly coincidentals.”

(c) comparative specialization.

(d) more efficiency.

2) CM28 \ D \\ Barter \ 2 \\

Yasmin owns an appliance store, and Jill is a painter with nine gallons of leftover paint. They both belong to a Swap Club organized to evade income taxes. Yasmin would like the interior of her house painted and Jill wants a television. Jill agrees to paint four of Yasmin’s rooms in exchange for a wide-screen digital TV. Jill and Yasmin have experienced:

(a) zero transaction costs.

(b) fiscal deficiency.

(c) costly disequilibrium.

(d) a double coincidence of wants.

(e) an underground division of labor.

3) CM28 \ D \\ Barter \ 2 \\

Relative to monetary economies, barter economies tend to have:

(a) higher standards of living.

(b) lower transaction costs.

(c) greater specialization of labor.

(d) less efficient flows of information about potentially beneficial exchange.

(e) automatic “double coincidences of wants.”

4) CM28 \ B \\ Barter \ 2 \\

A monetary system finesses the problem confronting a system of barter that:

(a) creeping inflation is necessary to accommodate relative price changes.

(b) a double coincidence of wants is required before barter can occur.

(c) business cycles inherent in a barter economy generate periodic deflation.

(e) persistent shortages cause global hoarding of valuable resources.

5) CM28 \ D \\ Barter \ 1 \\

The evolution from a barter economy to a monetary economy:

(a) ensures that everyone has a double coincidence of wants for all goods.

(b) enables individual families to be self sufficient.
(c) skews the distribution of income towards equality.

(d) facilitates specialized production by lowering transaction costs.

(e) decelerates the exhaustion of natural resources.
6) CM28 \ B \\ Stocks and Flows \ 1 \\

One major difference between money and income is that.

(a) you can spend money but you can’t spend income.

(b) money is a stock and income is a flow.

(c) banks generate money but not income.

(d) money is a flow and income is a stock.

(e) there is no difference--money and income are synonyms.

7) CM28 \ C \\ Wealth \ 1 \\

A person’s wealth is a measure of the values of:

(a) how many acres of land they own.

(b) how much money they have.

(c) the difference between their assets and liabilities.

(d) physical assets and all bank accounts and financial investments.

8) CM28 \ A \\ Functions of Money \ 2 \\

The basic functions of money include its usefulness as a:

(a) standard unit of account, medium of exchange, and store of value.

(b) standard of wealth, insurer of stability, and measure of productivity.

(c) transfer payment, investment incentive, and interpersonal comparison.

(d) measure of debt, interest premium, and exchange rate mechanism.

(e) scoring system, relative price mechanism, and liability index.

9) CM28 \ B \\ Medium of Exchange \ 2 \\

Money most helps us avoid the problems associated with the requirement for exchange that.

(a) government regulations are often barriers to certain transactions.

(b) a double coincidence of wants must exist.

(c) specialization according to subdivisions of labor creates alienation.

(d) comparative disadvantages raise production costs to unprofitable levels.

10) CM28 \ A \\ Medium of Exchange \ 2 \\

New forms of credit that made it easier to buy things without paying for them immediately with currency or a check would increase the:

(a) efficiency of money as a medium of exchange.

(b) return on money as a financial asset.

(c) rates of deflation and unemployment.

(d) tendency towards secular stagnation.

11) CM28 \ A \\ Medium of Exchange \ 2 \\

Buying a computer from Dell for $1200 reflects the use of money as a:

(a) medium of exchange.

(b) measure of value or unit of account.

(c) store of value.

(d) standard of deferred payment.

12) CM28 \ B \\ Medium of Exchange \ 2 \\

The primary reason why people everywhere use money is to lower transaction costs and to:

(a) provide a system of global comparison.

(b) facilitate specialization and exchange according to comparative advantage.

(c) fund capitalist ventures.

(d) lower rates of inflation and stabilize the price level.

(e) help systematize tax systems.

13) CM28 \ A \\ Medium of Exchange \ 2 \\

Money can comprehensively (but fuzzily) be characterized as:

(a) any set of assets widely accepted in payment for goods or in the repayment of debt.

(b) a unique and accurate cardinal measure of income and wealth.

(c) riskless repositories of spending power.

(d) bills of exchange and trade.
(e) an unrecognized asset of the federal government.
14) CM28 \ C \\ Standard Unit of Account \ 2 \\

The use of money as a standard unit of account:

(a) makes relative prices unimportant.

(b) provides a riskless way to hold wealth.

(c) reduces the information needed to make good market decisions.

(d) entails a cost equal to the reciprocal of the price level.

15) CM28 \ D \\ Standard Unit of Account \ 2 \\

Calculating relative prices is most difficult in a:

(a) capitalist economy.

(b) monetary economy.

(c) socialist economy.

(d) barter economy.

(e) market economy.

16) CM28 \ C \\ Standard Unit of Account \ 3 \\

Your country has five traded goods and no money. The fewest distinctly different relative prices you need to keep track of to make reasonable decisions is:

(a) 20.

(b) 15.

(c) 10.

(d) 5.

17) CM28 \ D \\ Store of Value \ 2 \\

Items that cannot reasonably serve as a store of value would include:

(a) money.

(b) stocks and bonds.

(c) houses.

(d) credit cards.

18) CM28 \ E \\ Store of Value \ 1 \\

Storing your wealth in the form of money instead of investing in other financial assets can sometimes be advantageous because money is:

(a) relatively free of inflation risk.

(b) acceptable for every type of transaction.

(c) replaced by the government if it’s lost or stolen.

(d) likely to increase in purchasing power.

(e) perfectly liquid, and other financial assets are not.

19) CM28 \ A \\ Store of Value \ 3 \\

Risk and uncertainty about the future affects liquidity in the sense that:

(a) during uncertain times, most people prefer to hold money.

(b) quick sales of an asset may result in substantial losses.

(c) people avoid selling financial assets if the future is risky.

(d) risky securities are less liquid than real estate.

20) CM28 \ C \\ Credit Cards \ 1 \\

Unused credit available on a credit card is not money because credit card balances are:

(a) demands for money, not supplies of money.

(b) accepted for payments only in the United States.

(c) not assets; they are debts [liabilities].

(d) mechanisms for securing long term loans.

21) CM28 \ D \\ Standard of Deferred Payment \ 1 \\

Mortgages and student loans provide examples of money being used as a:

(a) medium of exchange.

(b) measure of value or standard unit of account.

(c) store of value.

(d) standard of deferred payment.

(e) mechanism for intergenerational transfers.

22) CM28 \ E \\ Liquidity \ 1 \\

The only perfectly liquid asset from the following list is:

(a) economic capital.

(b) US Treasury bonds.

(c) financial capital.

(d) real estate.

(e) money.

23) CM28 \ A \\ Liquidity \ 2 \\

Liquidity and illiquidity are measured by the relative:

(a) transaction costs incurred in converting an asset into cash.

(b) profitability of investing in stocks or bonds.

(c) time required to sell an asset.

(d) differences between assets and liabilities.

24) CM28 \ A \\ Liquidity \ 1 \\

An asset would be most liquid if the costs incurred when transacting the asset [the “spread” between the cost of buying and the receipts from selling] were:

(a) zero.

(b) 100%.

(c) 50%.

(d) greater than its worth.
25) CM28 \ E \\ Liquidity \ 1 \\

Transactions costs in buying and selling an asset are relatively lowest if the asset is either currency in the hands of the non-banking public or funds:
(a) invested in economic capital.

(b) paid for US Treasury bonds.

(c) considered to be financial capital.

(d) secured by real estate.

(e) in a checking account.

26) CM28 \ C \\ Liquidity \ 2 \\

The least liquid of the following assets would be:

(a) $30 cash.

(b) a $500 savings account.

(c) a $200,000 house.

(d) shares of Google stock worth $500,000.

27) CM28 \ C \\ Commodity Money \ 2 \\

Characteristics that facilitate the use of a commodity as money over a long period do not include:

(a) acceptability.

(b) homogeneity.

(c) fragility.

(d) portability.

(e) optimal scarcity.

28) CM28 \ D \\ Commodity Money \ 2 \\

A commodity would be less useful as money if it is:

(a) stable in its supply.

(b) optimally scarce.

(c) divisible.

(d) heterogeneous.

(e) portable.

29) CM28 \ B \\ Commodity Money \ 2 \\

In a commodity money system, if the commodity used as money becomes more abundant relative to other goods, the:

(a) relative price of the commodity money rises.

(b) money prices of the other goods rise.

(c) commodity money has been debased.

(d) economy will suffer from deflation.

30) CM28 \ B \\ Commodity Money: Gold Standard \ 2 \\

A “fully-backed” currency is backed by equivalent:

(a) good faith on the part of the government.

(b) reserves of gold, or some other precious metal.

(c) bank loans to the government.

(d) societal faith in its government’s stability.

31) CM28 \ C \\ Commodity Money: Gold Standard \ 2 \\

In the United States in 1933, the gold standard was:

(a) first used.

(b) temporarily suspended to stabilize the banking system.

(c) abandoned domestically.

(d) replaced by the karat standard.

32) CM28 \ C \\ Debasement \ 2 \\

Debasing currency refers to:

(a) printing more paper money than is backed by gold.

(b) counterfeiting.

(c) mixing other metals with gold in gold coins.

(d) excessive profits from financial seignorage.

33) CM28 \ C \\ Gresham’s Law \ 2 \\

Gresham’s Law focuses on how currency debasement encourages people to:

(a) hoard the bad money and spend the good.

(b) spend good money domestically and export bad money to pay for imports.

(c) hoard the good money and to spend the bad money.

(d) view debasement as immoral.

34) CM28 \ C \\ Gresham’s Law \ 2 \\

Most coins now in circulation are a mix of inexpensive metals and not the valuable metals used earlier, which supports the validity of:

(a) barter as efficient exchange.

(b) the illiquidity of fiat money.

(c) Gresham’s Law.

(d) arguments that only commodity money is stable.

35) CM28 \ E \\ Characteristics of Money \ 1 \\

Desirable characteristics of money do not include:

(a) durability.

(b) portability.

(c) the ability to retain value.

(d) optimal scarcity.

(e) instability of supply.

36) CM28 \ B \\ Characteristics of Money \ 1 \\

According to the optimal scarcity characteristic for the money supply, the worst material to use as money among the following would be:

(a) gold coins stamped with values.

(b) pine mulch formed into sheets.

(c) pearls harvested from oysters that dwell only in a few locations.

(d) silver bars weighing approximately one pound each.

37) CM28 \ A \\ Fiat Money \ 2 \\

The value of fiat money is determined by:

(a) its power to purchase goods and services.

(b) the relative prices of all other goods.

(c) gold held by the government to back the fiat money.

(d) the U.S. Treasury Department.

38) CM28 \ C \\ Fiat Money \ 2 \\

The U.S. Treasury is willing to exchange a $50 bill (Federal Reserve Note) for:

(a) a $50 gold piece.

(b) $50 worth of silver currency.

(c) one $10 and two $20 Federal Reserve Notes.

(d) two $25 Treasury bills.

39) CM28 \ C \\ Fiat Money \ 1 \\

A $100 bill printed in 2005 is an example of:

(a) commodity money.

(b) near-money.

(c) fiat money.

(d) narrowly defined money.

40) CM28 \ D \\ Fiat Money \ 2 \\

The American currency system using dollars and coins is an example of:

(a) commodity monies, valued apart from what it will buy.

(b) money to be used in the barter system.

(c) its equivalent value in gold or silver.

(d) fiat monies, having a value only because of its use as money.

(e) an extremely poor system of international monetary standard.

41) CM28 \ E \\ Fiat Money \ 2 \\

Fiat monies are not:

(a) links between the past, present, and future.

(b) useful units of measure for contracts.

(c) standards of deferred payment.

(d) used to execute transactions.

(e) valuable except for their acceptability as money.

42) CM28 \ E \\ Fiat Money \ 1 \\

Money that lacks value except for its use as money is:

(a) the root of all evil.

(b) commodity money.

(c) reserve money.

(d) filthy lucre.

(e) fiat money.

43) CM28 \ C \\ Seignorage \ 1 \\

The surplus income to government from printing money is known as:

(a) inflation.

(b) deflation.

(c) seignorage.

(d) barter.

(e) marked currency rise.

44) CM28 \ B \\ M1 Money Supply \ 1 \\

The U.S. M1 money supply does not count the value of:

(a) coins.

(b) government bonds.

(c) paper currency.

(d) demand deposits.

45) CM28 \ A \\ M1 Money Supply \ 2 \\

Most U.S. monetary authorities and economists consider the most important measure of the money supply to be:

(a) M1.

(b) M2.

(c) M3.

(d) gold.

46) CM28 \ B \\ M1 Money Supply \ 2 \\

The narrow definition of money (M1) is defined as currency plus:

(a) coins only.

(b) funds available through checking accounts.

(c) demand deposits and savings accounts in commercial banks.

(d) demand deposits, and time deposits in savings and loans.

47) CM28 \ E \\ M1 Money Supply \ 2 \\

Shannon has $600 in a checking account, $1500 in government bonds, $35 in cash, $700 in a savings account and $250 invested in “blue chip” corporate stocks. Shannon’s assets that would be included in the M1 money supply total to:

(a) $3085.

(b) $2835.

(c) $2350.

(d) $1335.

(e) $635.

48) CM28 \ A \\ M1 Money Supply \ 1 \\

The narrowest official measure of the money supply is:

(a) M1.

(b) M2.

(c) M3.

(d) L.

(e) U.S. Treasury gold stock.

49) CM28 \ C \\ Money Supply \ 1 \\

Bank robbers who escape with a lot of cash have most immediately and directly increased the:

(a) riskiness of financial investments.

(b) public’s expectations of inflation.

(c) money supply.

(d) income velocity of money.

(e) level of federal debt.

50) CM28 \ A \\ Currency \ 1 \\

The sum of paper money and coins available to the public is called:

(a) currency.

(b) the money supply.

(c) economic capital.

(d) the monetary base.

51) CM28 \ A \\ Demand Deposits \ 1 \\

From the perspective of a commercial bank, the accounts of its depostors are:

(a) liabilities [debts] of the bank.

(b) collateral that covers the borrowings of depositors.

(c) shares of ownership in the bank. 

(d) measures of available credit.
(e) assets of the bank.

52) CM28 \ C \\ Demand Deposits \ 1 \\

Demand deposits are:

(a) coins and currency.

(b) based on gold deposits with the U.S. Department of the Treasury.

(c) funds in checking accounts.

(d) lines of credit available to bank customers.

(e) synonyms for time deposits.

53) CM28 \ B \\ Demand Deposits \ 2 \\

If people deposit $5 billion out of currency hoards into checking accounts and the legal reserve requirement ratio is 20 %, for the banks that receive the initial increase in new deposits, total:

(a) assets grow by $10 billion.

(b) liabilities grow by $5 billion.

(c) assets increase by $25 billion.

(d) liabilities decrease by $10 billion.

(e) assets grow by $4 billion.

54) CM28 \ B \\ M2 Money Supply \ 2 \\

The money supply known as M2 includes:

(a) very large, long‑term Certificates of Deposit.

(b) short term time deposits at banks and thrift institutions.

(c) physical capital owned by savings and loan associations.

(d) only assets that are mediums of exchange.

(e) roughly 60 percent as many assets as M1.

55) CM28 \ A \\ M3 Money Supply \ 1 \\

The money supply known as M3:

(a) includes M2 + long term deposits.

(b) excludes non-draft deposits at savings institutions.

(c) excludes Certificates of Deposit.

(d) does not include credit union accounts.

56) CM28 \ A \\ Fractional Reserve Banking: Goldsmiths \ 1 \\

Fractional (partial) reserve banking can be traced to practices originated by:

(a) medieval goldsmiths.

(b) Biblical money changers.

(c) Indian thuggees.

(d) feudal lords.

57) CM28 \ B \\ Fractional Reserve Banking \ 2 \\

Fractional reserve banking occurs when banks:

(a) back deposits with gold instead of silver.

(b) hold only part of their demand deposits as reserves.

(c) guarantee the value of government‑issued currency.

(d) mint coins and print currency.

58) CM28 \ D \\ Fractional Reserve Banking \ 1 \\

Fractional reserve banking is the system that allows banks:

(a) not to insure their deposits.

(b) not to join the Federal Reserve System.

(c) to engage in interstate banking.

(d) to keep reserves that are less than the amount they owe depositors.

59) CM28 \ B \\ Fractional Reserve Banking \ 2 \\

If a bank is fully loaned up, its:

(a) required reserves are zero.

(b) excess reserves are zero.

(c) total reserves are zero.

(d) total lending is zero.

60) CM28 \ A \\ Bank Reserves \ 2 \\

When a bank receives new deposits, its reserves initially:
(a) increase by an amount equal to that of the deposits.

(b) decrease by the deposits times the reserve requirement ratio.

(c) are unaffected until the bank makes more loans.

(d) decrease by the amount of the loans that it fails to refinance.
Figure C2861
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date Assets (millions) Liabilities (millions)

Jan 1 | reserves $200 | demand deposits $1000
loans $800

Jan 5 | reserves +100 | demand deposit +100

Jan7 | loans + 80 | demand deposits + 80

Jan 9 | reserves — 80 | demand deposits - 80





61) CM28 \ C \ C2861 \ Banking \ 1 \\

These accounts for iBank show the current balance sheet as of January 1, and bank activity for the following eight days. If the bank absolutely must maintain reserves equal to 20% of demand deposits, then on Jan 1, iBank is:

(a) effectively bankrupt.

(b) not profitable.

(c) fully loaned up.

(d) likely to grow rapidly.

62) CM28 \ D \ C2861 \ Banking \ 1 \\

These accounts for iBank show the current balance sheet as of January 1, and bank activity for the following eight days. These bookkeeping entries suggest that on January 5, iBank:

(a) made a loan of $80 to a customer.

(b) collected interest of $100 from a borrower.

(c) held less than 20% of deposits as reserves.

(d) received a $100 deposit from a customer.

63) CM28 \ D \ C2861 \ Banking \ 1 \\

These accounts for iBank show the current balance sheet as of January 1, and bank activity for the following eight days. These bookkeeping entries suggest that on January 7, iBank:

(a) made a loan of $80 to a customer.

(b) created $80 in new money.

(c) credited the borrower’s demand deposit account for $80.

(d) all of the above.

64) CM28 \ C \ C2861 \ Banking \ 1 \\

These bookkeeping entries for iBank suggest that an important result of the bank’s transactions between January 1 and January 9 was:

(a) an increase in the monetary base of $80.

(b) that iBank experienced a net economic loss of $80.

(c) an increase in the money supply of $80.

(d) increased net liquidity of the bank’s assets.

65) CM28 \ C \\ Excess Reserves \ 1 \\

Banks hold excess reserves primarily to enable the banks to:

(a) pay wages to their employees and such costs as their electricity bills.
(b) allow bank robbers to profit from their actions.

(c) meet withdrawals by depositors.

(d) provide loans to the poor.

66) CM28 \ B \\ Excess Reserves \ 2 \\

A single bank in a multi-bank system can loan an amount equal to its:

(a) demand deposits.

(b) excess reserves.

(c) required reserves.

(d) net worth.

(e) legal reserves.

67) CM28 \ D \\ Excess Reserves \ 2 \\

An increase in banks’ loans would decrease:

(a) the money supply.

(b) Aggregate Demand.

(c) national output and employment.

(d) banks’ excess reserves.

(e) Aggregate Expenditures.

68) CM28 \ B \\ Excess Reserves \ 3 \\

If banks want zero excess reserves and the reserve requirement ration is 20%, then if people convert $5 billion from currency hoards and deposit it in checking accounts, excess reserves in banks that receive the second round of deposits will temporarily grow by:

(a) 0.

(b) $3.2 billion.

(c) $0.8 billion.

(d) $4 billion.

69) CM28 \ C \\ Banking and the Money Supply \ 2 \\

If the reserve requirement is 20 percent, conversion of $5 billion in currency previously hoarded by the public into $5 billion in new demand deposits initially:

(a) reduces the supply of money by $5 billion.

(b) increases the money supply by $5 billion.

(c) does not affect the money supply, since currency and demand deposits are both included in the money supply.

(d) will push up interest rates.

70) CM28 \ B \\ Expansion of the Money Supply \ 1 \\

Suppose MegaBank holds $1,000,000 in excess reserves and Axe Computers borrows the maximum amount to pay for cardboard boxes from BoxTite. BoxTite then deposits the funds in its checking account at Piggy Bank. If the reserve requirement ratio is 20%, the maximum amount that Piggy Bank can safely loan from this new deposit is:

(a) $1,000,000.

(b) $800,000.

(c) $640,000.

(d) $500,000.

(e) $400,000.

71) CM28 \ D \\ Expansion of the Money Supply \ 2 \\

Banks increase the money supply when they:

(a) build assets by charging interest.

(b) print currency.

(c) put more coins into circulation.

(d) lend parts of excess reserves.

72) CM28 \ D \\ Expansion of the Money Supply \ 3 \\

If the legal reserve requirement ration is 20% and banks desire zero excess reserves, and if people deposit $5 billion from currency hoards into checking accounts, then, after two rounds of new lending by banks the initial $5 billion increase in demand deposits could expand the money supply by:

(a) $5 billion.

(b) $4 billion.

(c) $1 billion.

(d) $7.2 billion.

(e) $2.2 billion.

73) CM28 \ C \\ Required Reserves \ 3 \\

Suppose the legal reserve ratio ratio is 20%. If the Key Largo Bank is fully loaned up before you deposit an extra $7,500 cash into your Key Largo checking account, the bank can now theoretically lend an extra:

(a) $10,000.

(b) $8,000.

(c) $6,000.

(d) $2,000.

(e) $1,600.

74) CM28 \ B \\ Required Reserves \ 2 \\

If the reserve requirement ratio is 30%, a $20,000 deposit in the Trustworthy Bank would increase by $6,000 its:

(a) excess reserves.

(b) required reserves.

(c) legal reserves.

(d) net worth.

75) CM28 \ A \\ Banking \ 2 \\

If the legal reserve requirement ratio is 30% and Carlos deposits $10,000 in MegaBank, the bank’s total assets and liabilities both:

(a) increase by $10,000.

(b) decrease by $10,000.

(c) increase by $7,000.

(d) increase by $7,000.

76) CM28 \ C \\ Banking \ 2 \\

If a bank loans out $10,000 of its excess reserves and the $10,000 is then withdrawn, this will:

(a) increase the bank’s total assets and decrease its total liabilities.

(b) increase the bank’s total liabilities and decrease its assets:

(c) convert one type of asset into another, without changing total assets or liabilities.

(d) merely convert one type of liability into another.

77) CM28 \ A \\ Potential Money Multiplier \ 3 \\

A potential money multiplier of 10 implies that:

(a) the reserve requirement ratio is 10 percent.

(b) excess reserve requirements are 20 percent.

(c) a new $1 deposit creates total new demand deposits of $11.

(d) the FED trades each $10 banks redeem for $100.

78) CM28 \ C \\ Potential Money Multiplier \ 2 \\

If the reserve requirement ratio = 1, the potential money multiplier is:

(a) 0.

(b) infinite.

(c) 1.

(d) negative.

79) CM28 \ D \\ Potential Money Multipliers \ 2 \\

If the legal required reserve ratio is 25%, the potential money multiplier is:

(a) 25%.

(b) 2.

(c) 4/3.

(d) 4.

(e) 3.

80) CM28 \ D \\ Potential Money Multiplier \ 1 \\

If the required reserve ratio is 25%, the potential money multiplier is:

(a) 10.

(b) 8.

(c) 5.

(d) 4.

81) CM28 \ D \\ Potential Money Multiplier \ 2 \\

The potential money multiplier equals:

(a) 1/excess reserves.

(b) 1/MPS.

(c) 1/legal reserves.

(d) 1/reserve requirement ration.

82) CM28 \ A \\ Potential Money Multiplier \ 2 \\

The potential money multiplier if the reserve ratio is 2/3 is:

(a) 1.5.

(b) 1.4.

(c) 1.3.

(d) 1.

83) CM28 \ A \\ Actual and Potential Money Multipliers \ 2 \\

The actual money multiplier [ma] is never as large as the potential money multiplier [1/rr = mp] because of:

(a) cash holdings by the public and excess reserves in banks.

(b) inflation.

(c) deflation.

(d) runs on banks.

(e) government regulation.

84) CM28 \ B \\ Actual and Potential Money Multipliers \ 3 \\

Suppose the monetary base is $1 trillion, the M1 money supply is $2.5 trillion, and the reserve requirement ratio is 1/6. It follows that:

(a) the actual money multiplier is six.

(b) excess reserves in the banking system and cash in the hands of the non-banking public have prevented banks from making a total of $3.5 trillion in extra loans.

(c) the potential money multiplier is 2.5.

(d) reserves on deposit at the Federal Reserve System = $1.5 trillion.

(e) demand deposits = $1.5 trillion and time deposits in commercial banks = $1 trillion.

85) CM28 \ D \\ Actual Money Multipliers \ 2 \\

As the legal reserve requirement ratio increases, the:

(a) level of required reserves decreases.

(b) rate of excess reserves increases.

(c) potential money multiplier increases.

(d) actual money multiplier decreases.

(e) interest rate declines.

86) CM28 \ D \\ Actual Money Multiplier \ 2 \\

An actual money multiplier of 3 would occur if the:

(a) reserve requirement ratio were one‑third.

(b) money supply = $900 billion and currency = $300 billion.

(c) currency = $200 billion and demand deposits = $600 billion.

(d) money supply = $750 billion and the monetary base = $250 billion.

87) CM28 \ E \\ Actual Money Multiplier \ 3 \\

The actual monetary multiplier is equal to.

(a) MC/AE.

(b) ROR.

(c) MR/MC.

(d) 1/ROR.

(e) MS/MB.

88) CM28 \ E \\ Actual Money Multiplier \ 3 \\

Increases in the percentages of deposits that banks hold as excess reserves would decrease the.

(a) potential money multiplier.

(b) monetary base.

(c) legal reserve requirement ratio.

(d) interest rate that banks charge borrowers.

(e) actual money multiplier.

89) CM28 \ D \\ Actual Money Multiplier \ 2 \\

The actual money multiplier may also be thought of as:

(a) the monetary base at its lowest point.

(b) monetary supply multiplied by monetary base.

(c) usually equal to one.

(d) monetary supply divided by monetary base.

90) CM28 \ D \\ Monetary Base \ 2 \\

The monetary base [“high-powered” money] is composed of the:

(a) M1 money supply.

(b) M1 money supply ‑ bank reserves.

(c) M1 money supply ‑ all public bank reserves.

(d) reserves of banks + publicly held currency.

91) CM28 \ A \\ Monetary Base \ 1 \\

The sum of currency in the hands of the nonbanking public plus legal reserves in the banking system is called:

(a) the monetary base.

(b) liquidity.

(c) financial capital.

(d) the M1 money supply.

(e) national wealth.

92) CM28 \ C \\ Federal Funds Market \ 1 \\

Overnight loans between banks that belong to the Federal Reserve System are transacted through the:

(a) required reserves market.

(b) excess reserves markets.

(c) federal funds market.

(d) interbank money market.

(e) surplus funds market.

93) CM28 \ D \\ Federal Funds Market \ 2 \\

Banks lend to and borrow from each other:

(a) under free trade market.

(b) in a market dominated by one bank.

(c) under the provisions of the Federal Act of 1913.

(d) through the federal funds market.

94) CM28 \ C \\ Financial Technologies \ 3 \\

Financial services that have become increasingly practical realities for many or most Americans primarily because of computer technologies developed in the last fifty years or so do not include:

(a) Visa cards, MasterCards, and Discover cards.

(b) electronic banking facilities.

(c) checking and savings accounts.

(d) debit cards and ATM machines.

(e) on-line banking.

95) CM28 \ B \\ Financial Intermediation \ 1 \\

Financial institutions that make savings available to investors are performing:

(a) jawboning and exploitation.

(b) financial intermediation.

(c) discounting and usury.

(d) creative financing.

(e) root canal surgery.

96) CM28 \ B \\ Financial Intermediation \ 1 \\

When financial institutions make household saving available to investors there is:

(a) balance in gross banking flows.

(b) financial intermediation.

(c) growth of the monetary base.

(d) exploitation of usury profit.

97) CM28 \ B \\ Financial Intermediation \ 2 \\

Financial intermediation occurs when financial institutions:

(a) incur substantial outflows of funds.

(b) channel flows between borrowers and ultimate lenders.

(c) face rigid reserve requirement ratios.

(d) experience “runs” if depositors fear insolvency.

98) CM28 \ C \\ Financial Intermediation \ 2 \\

Financial intermediation:

(a) reduces the return to small savers.

(b) increases the costs of borrowing.

(c) reduces transactions costs for borrowers and savers.

(d) regulates corporate efficiency.

99) CM28 \ C \\ Financial Intermediaries \ 2 \\

Financial institutions are:

(a) not legally allowed to earn excess profits.

(b) more regulated now than in the 1970s.

(c) “intermediary” operations that increase efficiency by cutting transaction costs.

(d) not allowed to engage in arbitrage or speculation.

100) CM28 \ B \\ Thrift Institutions \ 1 \\

Saving and loan associations are one form of:

(a) commercial banks.

(b) thrift institutions.

(c) insurance companies.

(d) securities markets.

101) CM28 \ C \\ Thrift Institutions \ 2 \\

Thrift institutions do not include:

(a) mutual savings banks.

(b) savings and loans associations.

(c) commercial banks.

(d) credit unions.

102) CM28 \ C \\ Risk Aversion \ 2 \\

A person who is extraordinarily risk averse is likely to hold:

(a) no money as a financial asset.

(b) large amounts of financial wealth as real estate.

(c) assets that earn low rates of return if they seem relatively safe.

(d) a single financial asset such as stock in Google.
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