Chapter 16 – Practice Questions



1.
Mia puts money into a piggy bank so she can spend it later. What function of money does this illustrate?

a.
store of value

b.
medium of exchange

c.
unit of account

d.
None of the above is correct.


2.
Which list ranks assets from most to least liquid?

a.
currency, fine art, stocks

b.
currency, stocks, fine art

c.
fine art, currency, stocks

d.
fine art, stocks, currency


3.
Which of the following is not included in M1?

a.
currency

b.
demand deposits

c.
savings deposits

d.
travelers' checks


4.
Which of the following does the Federal Reserve not do?

a.
conduct monetary policy

b.
act as a lender of last resort

c.
convert Federal Reserve Notes into gold

d.
serve as a bank regulator


5.
The Fed can increase the money supply by conducting open market

a.
sales and raising the discount rate.

b.
sales and lowering the discount rate.

c.
purchases and raising the discount rate.

d.
purchases and lowering the discount rate.


6.
Suppose that the reserve ratio is 5 percent and that a bank has $1,000 in deposits. Its reserves are

a.
$5.

b.
$50.

c.
$95.

d.
$950.


7.
If the reserve ratio is 10 percent, banks do not hold excess reserves and people hold only deposits and not currency, when the Fed sells $10 million dollars of bonds to the public, bank reserves

a.
increase by $1 million and the money supply eventually increases by $10 million.

b.
increase by $10 million and the money supply eventually increases by $100 million.

c.
decrease by $1 million and the money supply eventually increases by $10 million.

d.
decrease by $10 million and the money supply eventually decreases by $100 million.


8.
If the discount rate is lowered, banks choose to borrow

a.
less from the Fed so reserves increase.

b.
less from the Fed so reserves decrease.

c.
more from the Fed so reserves increase.

d.
more from the Fed so reserves decrease.


9.
If the public decides to hold more currency and fewer deposits in banks, bank reserves

a.
decrease and the money supply eventually decreases.

b.
decrease but the money supply does not change.

c.
increase and the money supply eventually increases.

d.
increase but the money supply does not change.


10.
The Federal Reserve does all except which of the following?

a.
control the supply of money

b.
control the value of money

c.
make loans to individuals

d.
regulate the banking system

ANSWERS:

1=A, 2=B, 3=C, 4=C, 5=D, 6=B, 7=D, 8=C, 9=A, 10=C
