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29. Consider the First National Bank of Rozzelle. The bank has deposits of $400,000, loans of

$300,000, vault cash of $20,000, and deposits at the Fed of $80,000. The reserve

requirement is 2.5 percent. The bank’s legal reserves are
are

: _____ ,and excess reserves
. The deposit expansion multiplier is
could create a maximum of

, and the banking system
1In new money.
[A] $100,000; $90,000; 2.5; $225,000

[B] $100,000; $90,000; 40; $3,600,000
{C] $20,000; $10,000; 40; $400,000 [D] $20,000; $18,000; 40; $720,000
[E] $100,000; $975,000; 40; $3,900,000

30. The ultimate goal of monetary policy is
[A] economic growth with low inflation. [B] a stable money supply.
[C] zero unemployment. [D] interest rate stability.
[E] a favorable exchange rate of the dollar.

31

The velocity of money is defined as
[A] the average number of times each dollar is spent on final goods and services in a given
year .

[B] the average length of time it takes for a dollar to reach the banking system.
[C] the difference between the money supply and the excess reserves.
[D] the speed at which multiplier effects take place.

[E] the time it takes for banks to get “loaned up” after a new deposit enters the banking
- sysiEm:

32. The equation of exchange is defined as

[A] ¥=PQ. [B] MQ=PV. [C] V=PM. [D] MP=VQ. [E] MV=PQ.
33. The Fed controls GDP

[A] directly through government spending. [B] indirectly through the money supply
[C] indirectly through the foreign exchange market.

[D] indirectly through tax collections. [E] directly through price indexing.
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| 34. Which of the following is a function of the Fed?

[A] Printing foreign currency

[B] Ensuring that banks operate in a sound and prudent manner
[C] Determining the level of government spending

[D] Administrating the Social Security fund [E] Distributing welfare benefits

35. The Fed’s most important monetary function is

[A] to regulate the money supply. [B] to serve as the banker for the U.S. government.
[C] to supervise member banks. [D] to aid in the check-cleanng process |
[E] to hold reserve deposits of commerclal banks o o
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9. The demand for money is based on
[A] a demand for cash, a demand for securities, and a demand for real estate.
[B) a demand for liquidity and a demand for wealth.
[C) a speculative demand, a transactions demand, and a precautionary demand.
D] a consumption demand, an investment demand, and a government demand.

[E] 2 necessity demand and a luxury demand.

40. 1f people want to hold money that is convenient for day-to-day buying and selling of
products, then there is a '

[A] precautionary demand for money. [B] rise in the money supply.
[C] speculative demand for money. [D] transactions demand for money.

[E] asset demand for money.

41. A person keeps some cash assets in order to be prepared for unforeseen future events. Ths

reflects
[A] a risk-neutral demand for money. [B] a liquidity demand for money.
[C] a transactions demand for money. [D] a precautionary demand for money.

[E] a speculative demand for money.

42 An increase in the money supply does all the following except
[A] raise the level of investment. [B] lower interest rates.
[C] decrease aggregate supply. [D] increase aggregate demand.

[E] increase equilibrium income.

43. Investment spending rises asa result of
[A] adecline in aggregate supply-
[C] an increase in money supply.

[E] a decline in money supply.

[B] an increase in money demand.

[D] a decline in aggregate demand.
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. If the Fed wants 1o Increase equilibrium income, it should o

in interest rates wi
which will mterest rates. The °§emand =
consumption and i Investment, causing aggregate

. .z decrease; increase; decrease; decrease
[A] increase; decrease; increase:; increase  [B]

- - increase; decrease; decrease
v . < o ] Increase; 1y 3 >
[C] increase; increase: increase: increase (D

the supply of money,
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48. Given:
C=5100 + .8y
j=5200
G =5250
NX =100 - .2y
a) What is the equilibrium level of real GDP?
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49. There are severa| tools the Federal Reserve uses to implement
monetary policy,

a) Briefly describe these tools
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50. If the Federa] Reserve increases the money supply, what
each of the following?

will happen to
a) interest rates

b) moh‘ey demand
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1. Fiscal policy refers to
[A] the purchase and sale of U.S. government securities to regulate the money supply

[B] the use of fines to penalize unfair business practices.

[C] the use of government spending and taxation to influence the level of economic growt
and inflation.

[D] the adjustment of the GDP for inflation.

[E] a policy action by Congress to overrule unpopular budget cuts by the president,

2. Income taxes affect aggregate demand
[A] directly by changing disposable income.
[B] indirectly by changing net exports. [C] directly
[D] indirectly by changing investment'spendin& .
(B} indssbtly e i





image2.jpeg
6. Expansionary fiscal policy refers to

[A] increasing government spending and decreasing the money supply.
[B] increasing government spending and decreasing taxes.

[C] decreasing government spending and increasing taxes.

{D] decreasing government spending and decreasing taxes.

[E] increasing government spending and increasing taxes.

-
i.

If the aggregate supply curve is horizontal at potential real GDP,
[A] the effect of government spending on real GDP is diminished.
[B] prices will increase as government spending increases.

[C] the government must increase its spending by the amount of the recessionary gap to
reach potential income.

[D] prices will decrease as government spending increases.

[E] the government must increase its spending by more than the recessionary gap to reach
potential income.

8. If crowding out exists, the expansionary effect of government spending will be
[A] negative. [B] smaller than intended. [C] unchanged.
[D] larger than intended. [E] infinite.

9. The government policy that emphasizes tax rate cuts 1o create incentives for firms to
produce more and hire more workers came to be known as

[A] supply-side economics. [B] aggregate supply chain.

[C] demand-side €COnomics. [D] Laffer establishment. [E] Laffer curve politics.

10. Crowding out refers to
[A] an increase in the consumption of imports at the expense of domestic goods and
SETVICES.
[B] a decrease in consumption or investment spending caused by government spending.

[C] an increase in the consumption of domestic goods and services at the expense of
imports.

[D] a decrease in exports because of higher government spending.
[E] a decrease in government spending caused by higher private sector spending.
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11. Suppose that excess reserves in the Stranda National Bank are $15,000 and the reserve
requirement is 4 percent. The maximum amount that the money su, : :
pply in th .
system can be increased is = ¢ entire banking
[A] $600. [B] $72,000.

2 A bank has $200,000 in deposits and $10,000 in cash. The reserve requirement is 4 percent
and its excess reserves are

The bank’s required reserves are
[A] $8,000; $192,000 [B] $199,600; $400 [C] $8,000; $2,000

1 $2,000; $8,000 [E] $400; $199,600

[D] $375,000. [E] $60.000.

[C] $15,000.
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17. The functions of money do not include

18.

17

20.

21

[A] a unit of account.

[B] a medium of exchange.
[C] a standard of deferred payment.

[D] an exchange of purchasing power.
[E] a store of value.

The kind of money that is not backed by any other good (like gold) is called
[A] fiduciary money.

[B] trusted money. _[C] fake money.
{D] financial money.

[E] fidelity money.

The main source of interest profits for banks is

[A] reserves. [B] checking account fees.

[C] savings accounts. [D] loans. [E] government securities.

The FDIC was established in 1933 to

[A] guarantee that a minimum rate of interest is paid on every deposit.

[B] force banks to be more cautious in their lending practices.
[C] outlaw bank failures.

[D] discourage bank runs by insuring deposits in commercial banks.

[E] increase reserve requirements for commercial banks to 100 percent of deposits.

The reserve requirement represents

[A] the percentage of required reserves that exceed total reserves.
[B] the percentage of received funds that a bank must, by law, keep as reserves.
[C] the percentage of received funds that a bank must, by law, lend to its customers.

[D] the requirement to keep a given proportion of reserves as cash.

[E] the percentage of excess reserves that must be loaned.

22. The deposit expansion multiplier is equal to

[A] total required reserves.

[C] the reciprocal of excess reserves.

[B] the reciprocal of the reserve requirement.
[D] the reciprocal of total reserves.

[E] total reserves minus demand deposits.
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23. An increase in the reserve requirement from 20 percent to 25 percent will most likely
[A] increase total deposits and the deposit expansion multiplier.
[B] reduce the amount of reserves required., [C] increase the money supply.
[D] reduce excess reserves and the deposit expansion multiplier.

[E] reduce total deposits in the banking system.

24. A single bank may create money by
[A] lending its excess reserves. [B] calling in outstanding loans.
[C] printing new money. [D] lending its total reserves.
[E] lending its excess reserves times the deposit expansion multipﬁer:
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