Test Information
Instructions
	Description
	Quiz covers banking background (Valdez-Malyneux Chp2), central banking ( Valdez-Malyneux Chp 3) and Financial Crises ( Valdez-Malyneux Chp 10). There are 45 questions. The quiz is not timed, and you are required to submit your quiz by February 26th 11:30pm. You can save, exit and return to the quiz until the stated deadline. 

	Instructions
	Please read questions carefully. Questions were compiled from class discussions, book chapters and handouts.

	Multiple Attempts
	Not allowed. This test can only be taken once.

	Force Completion
	This test can be saved and resumed later.
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Question 1
A ________ pays out cash flows from subprime mortgage-backed securities in different tranches, with the highest-rated tranche paying out first, while lower ones paid out less if there were losses on the mortgage-backed securities.
	
	
	Collateralized debt obligation (CDO)

	
	
	Adjustable-rate mortgage

	
	
	Negotiable CD

	
	
	Discount bond


1 points   
Question 2
A __________ is similar to credit insurance, but there are major regulatory differences between the two. A __________transaction (like credit insurance) involves a ‘protection buyer’ (for example a CDO bond issuer trying to raise ratings and reduce default risk) and a ‘protection seller’, a counterparty who receives a fixed income stream in return for assuming the default risk. _____________however, are not overseen by any regulatory authority and, as such, there is no guarantee that in the case of default, the seller will have sufficient funds to make full payment.
	
	
	Collateralized Loan Obligations

	
	
	Monoline Insurance

	
	
	Credit Derivatives

	
	
	Credit Default Swap


1 points   
Question 3
A central bank's balance sheet would categorize each of the following as liabilities, except:
	
	
	Currency

	
	
	Loans

	
	
	The government's account

	
	
	Reserve accounts of the commercial banks


1 points   
Question 4
A central bank's balance sheet would categorize each of the following as liabilities,except:
	
	
	Currency

	
	
	Foreign exchange reserves

	
	
	The government's account

	
	
	Reserve accounts of the commercial banks


1 points   
Question 5
A liability of the central bank in functioning as the bankers' bank is:
	
	
	Reserve accounts of commercial banks

	
	
	Securities

	
	
	Loans

	
	
	Currency


1 points   
Question 6
A major push to the US securitization trend was led by the development of mortgage-backed securities (MBS) promoted by ________________ notably Fannie Mae (Federal National Mortgage Association) and Freddie Mac (Federal Home Loan Mortgage Corporation).
	
	
	Hedge Funds

	
	
	Sovereign Wealth Funds

	
	
	Mortgage Banks

	
	
	Government Sponsored Enterprises (GSE)

	
	
	Private Equity Funds


1 points   
Question 7
A serious consequence of a financial crisis is
	
	
	a contraction in economic activity.

	
	
	an increase in asset prices.

	
	
	financial engineering.

	
	
	financial globalization.


1 points   
Question 8
ABC Bank Corp assets are composed of $5bn in cash, $10bn in Treasury Bills, and $20bn in secured commercial loans. What should be the ABC Bank Corp’s risk weighted assets?
	
	
	$35bn

	
	
	$15bn

	
	
	$30bn

	
	
	$11bn


1 points   
Question 9
Although the US system of regulation is relatively complex, it is easy to remember that the __________is responsible for regulating all the largest US domestic and foreign banks. (The largest US banks operate as financial or bank holding companies, and the foreign banks as subsidiaries.)
	
	
	U.S. Treasury

	
	
	International Monetary Fund

	
	
	Fannie May

	
	
	Futures and Commodities Trading Commission (FCTC)

	
	
	Federal Reserve


1 points   
Question 10
Another important feature relates to the ______________of the liabilities of the SPV, so that different types of securities with varying risk and maturity features can be offered to meet varying investor demands. In its simplest form, securities issued by the SPV can be broken down into three main groups and these have different risk/return features: the senior tranche (least risky with the highest credit ratings, typically AAA and AA), the mezzanine tranche (which are both rated, usually BBB and below), and the unrated equity tranche.
	
	
	Collateralization

	
	
	Securitization

	
	
	Tranching

	
	
	Speculation


1 points   
Question 11
Caisse Nationale d’Epargne, Postipankki, Deutche Post, Banque Postale are examples of __________.
	
	
	Merchant Banks

	
	
	Commercial Banks

	
	
	Insurance Companies

	
	
	Mortgage Banks

	
	
	Giro Banks


1 points   
Question 12
Commercial banks are required to maintain a capital structure mandated by their regulators. In principle, the riskier the bank’s assets, the higher should be their _______.
	
	
	Deposits

	
	
	Debt

	
	
	Equity

	
	
	Reserves

	
	
	None of the above


1 points   
Question 13
Cooperative banks are owned by the members, with maximum profit not necessarily the main objective – they may aim, for example, to give low-cost loans to members. Usually, the membership derives from a trade or profession, the most common being agriculture. Cooperative Banks are most common in
	
	
	US

	
	
	Canada

	
	
	Mexico

	
	
	EU

	
	
	Saudi Arabia


1 points   
Question 14
Each of the following items would appear as assets on the central bank's balance sheet, except:
	
	
	Loans

	
	
	Securities

	
	
	Currency

	
	
	Foreign exchange reserves


1 points   
Question 15
Even prior to the 2007 credit crisis, the US Congress had been promising to simplify confusion over regulatory responsibility for different types of banks, but by 2012 the system had not dramatically changed despite reforms encapsulated under the 2010 ___________.
	
	
	Glass Steagall Act

	
	
	Financial Modernization Act

	
	
	Dodd_Frank Act

	
	
	Medici Act


1 points   
Question 16
Global banking regulators agreed in September of 2010 to effectively triple the size of the capital reserves that the world’s banks must hold against losses. The _____________Accord sets a new core capital ratio (“Tier one” capital—equity and retained profits) of 4.5 per cent, more than double the current 2 per cent level, plus a new buffer of a further 2.5 per cent. Banks whose capital falls within the buffer zone will face restrictions on paying dividends and discretionary bonuses, so the rule sets an effective floor of 7 per cent. The new rules will be phased in between January 2013 and January 2019.
	
	
	Basel I

	
	
	Basel II

	
	
	Basel III

	
	
	Basel IV


1 points   
Question 17
In a ________ banking system, commercial banks provide a full range of banking, securities, and insurance services, all within a single legal entity.
	
	
	universal

	
	
	severable

	
	
	barrier-free

	
	
	dividerless


1 points   
Question 18
In general, _______________relates to the pooling of credit risk prone assets, traditionally residential mortgage loans (but nowadays other types of credit such as car loans, credit card receivables or any credit generating some form of predictable cash flow), and their subsequent sale to a special purpose vehicle (SPV), which then issues securities to finance the purchase of the assets. The securities issued by the SPV are usually fixed income instruments – known as MBS if backed by mortgages or asset-backed securities (ABS) if backed by a variety of different types of loans – which are then sold to investors where the principal and interest depend on the cash flows produced by the pool of underlying financial assets.
	
	
	Collateralization

	
	
	Securitization

	
	
	Privatization

	
	
	Speculation


1 points   
Question 19
Japan’s post office is the largest deposit-taking financial organization in the world. It delivers pensions, offers government-backed life insurance, and holds about one-third of all government bonds in circulation. At the start of 2012 it held $2.2 trillion in low-yielding savings accounts and over $500bn in life insurance business.
	
	
	TRUE

	
	
	FALSE


1 points   
Question 20
Mutual savings banks are owned by
	
	
	shareholders.

	
	
	partners.

	
	
	depositors.

	
	
	foreign investors.


1 points   
Question 21
One argument for an independent central bank is:
	
	
	Successful monetary policy requires a long time horizon usually well beyond the next election of most public officials

	
	
	Without independence competent people would not take a position in a central bank

	
	
	The central bank usually hires more competent individuals than the Treasury department or other finance ministries

	
	
	Central bankers have a short-run focus that usually corrects problems faster


1 points   
Question 22
One monopoly that modern central banks have is in:
	
	
	Regulating other banks

	
	
	Making loans to banks

	
	
	Issuing U.S. Treasury securities

	
	
	Issuing currency


1 points   
Question 23
Recent financial crisis revealed in no ambiguous terms that US regulations failed to regulate certain financial institutions properly.
	
	
	TRUE

	
	
	FALSE


1 points   
Question 24
The ability to print money means the central bank can control:
	
	
	The availability of money and credit in a country's economy

	
	
	Tax revenue

	
	
	The unemployment rate

	
	
	Government expenditures


1 points   
Question 25
The federal funds rate is the interest rate:
	
	
	The Fed charges banks who borrow from it

	
	
	Banks charge each other for overnight loans on their excess deposits at the Fed

	
	
	The U.S. Treasury charges banks that need emergency funds

	
	
	The FDIC charges banks that need to borrow from it to meet depositor demands


1 points   
Question 26
The legislation that separated investment banking from commercial banking until its repeal in 1999 is known as the
	
	
	National Bank Act of 1863.

	
	
	Federal Reserve Act of 1913.

	
	
	Glass-Steagall Act.

	
	
	McFadden Act.


1 points   
Question 27
The passing of the U.S. Dodd-Frank Wall Street Reform and Consumer Protection Act in July 2010, the biggest financial reform in the U.S since the Great Depression, is a good reflection of the international trend in re-regulation post crisis (and this has already been discussed in Chapter 6). To recall, the Act overhauls the current system of regulation and supervision to improve disclosure, transparency and the safety and soundness of the financial system. Which one of the following is not an attribute of the act?
	
	
	Financial Stability Oversight Council;

	
	
	instituted new measures to deal with systemically important financial institutions and created a consumer protection bureau;

	
	
	improved transparency in derivatives

	
	
	Removed any rules restricting executive pay and credit rating agencies


1 points   
Question 28
The process of transforming otherwise illiquid financial assets into marketable capital market instruments is known as
	
	
	securitization.

	
	
	internationalization.

	
	
	arbitrage.

	
	
	program trading.


1 points   
Question 29
The quantity of securities held by the Federal Reserve is controlled through:
	
	
	The U.S. Treasury

	
	
	The Fed's annual budget

	
	
	Open market operations

	
	
	The purchases made by the regional Reserve banks


1 points   
Question 30
The specific goals of central banks include each of the following, except:
	
	
	High and stable real growth

	
	
	Low and stable inflation

	
	
	High levels of exports

	
	
	Low and stable unemployment


1 points   
Question 31
The use of ¬¬¬¬¬¬___________________in the underlying collateral allowed MBS and collateralized debt obligation (CDO) packagers to enhance their profit margins while offering competitive returns on their securitizations.
	
	
	Credit Insurance

	
	
	Prime Loans

	
	
	Overcollateralization

	
	
	Subprime loans


1 points   
Question 32
Unlike its Western counterparts, China did not suffer too badly from the global financial crisis ; instead, some banks, like the Bank of China, posted only modest losses on holdings of securitized assets. However, it suffered from secondary effects, namely the collapse in exports. During 2007, annual export growth exceeded 25% and exports made up 36% of the country’s GDP. By November 2008, exports actually declined by 2.2% and have continued to fall during 2009. Various estimates suggest that this dramatic decline has resulted in knocking 3–5% off previous GDP growth forecasts.
	
	
	TRUE

	
	
	FALSE


1 points   
Question 33
When housing prices began to decline after their peak in 2006, many subprime borrowers found that their mortgages were "underwater." This meant that
	
	
	the value of the house fell below the amount of the mortgage.

	
	
	the basement flooded since they could not afford to fix the leaky plumbing.

	
	
	the roof leaked during a rainstorm.

	
	
	the amount that they owed on their mortgage was less than the value of their house.


1 points   
Question 34
Which investment bank filed for bankruptcy on September 15, 2008 making it the largest bankruptcy filing in U.S. history?
	
	
	Lehman Brothers

	
	
	Merrill Lynch

	
	
	Bear Stearns

	
	
	Goldman Sachs


1 points   
Question 35
Which of the following statements concerning bank regulation in the United States is true?
	
	
	The Office of the Comptroller of the Currency has the primary responsibility for state banks that are members of the Federal Reserve System.

	
	
	The Federal Reserve and the state banking authorities jointly have responsibility for the 900 state banks that are members of the Federal Reserve System.

	
	
	The Office of the Comptroller of the Currency has sole regulatory responsibility over bank holding companies.

	
	
	The state banking authorities have sole regulatory responsibility for all state banks.


1 points   
Question 36
Which one of the following cannot be attributed to investment banks?
	
	
	Investment Banks facilitate long term equity and debt financing for companies and governments.

	
	
	They provide a range of services from origination, underwriting, placement, and market making to advisory services.

	
	
	Investment banks perform multiple services, advise corporations on mergers and acquisitions as well as advising on the restructuring of existing corporations

	
	
	Before the financial crisis of 2007-2008, Investments banks could leverage as much as 1 to 40 (or even higher)

	
	
	Before the financial crisis, investments banks were the most strictly regulated financial institutions


1 points   
Question 37
Which one of the following is an accurate ordering of the bank assets from most liquid to least liquid?
	
	
	Cash, Commercial Loans, Treasuries, Fixed Assets like building

	
	
	Fixed Assets like building Cash, Commercial Loans, Treasuries,

	
	
	Cash, Treasuries, Commercial Loans, Fixed Assets like building

	
	
	Treasuries, Fixed Assets, Commercial Loans, Cash


1 points   
Question 38
Which one of the following is not among the credit enhancement methods used by issuers of securitized assets?
	
	
	third-party guarantees

	
	
	Overcollateralization

	
	
	Excess spread

	
	
	Government Guarantees


1 points   
Question 39
Which one of the following is not among the three key claims against commercial banks?
	
	
	Deposits

	
	
	Borrowings (Debt)

	
	
	Shareholders’ Equity and Retained Earnings

	
	
	Banknotes(Currency) in circulation


1 points   
Question 40
Which one of the following is not considered to be a macroeconomic explanation for Global Financial Crisis of 2007-2008?
	
	
	Persistently high interest rates

	
	
	Low interest rates

	
	
	Credit boom

	
	
	Global Imbalances


1 points   
Question 41
Which one of the following is not considered to be a microeconomic explanation for Global Financial Crisis of 2007-2008?
	
	
	Skewed incentives of the rating agencies

	
	
	Excessive leverage taken by managers of financial firms to boost return on equity

	
	
	Lack of competition in financial sector

	
	
	Manager compensation schemes further encouraged risk-taking

	
	
	Limitations of risk measurement, management and regulation


1 points   
Question 42
________ are the only depository institutions that are tax-exempt.
	
	
	Commercial banks

	
	
	Savings and loans

	
	
	Mutual savings banks

	
	
	Credit unions


1 points   
Question 43
__________________bank refers to banks owned by the state that are not central banks but carry out some public sector activity.
	
	
	Islamic Bank

	
	
	International Bank

	
	
	Clearing Bank

	
	
	State Owned Bank


1 points   
Question 44
__________________refers to large and persistent current account deficits and surpluses that came from capital flows from capital-poor emerging market countries (Asia and the oil-rich Gulf) to capital-rich industrial economies (particularly the US).
	
	
	Global Savings Glut

	
	
	Global Imbalances

	
	
	North to North Capital Flows

	
	
	North to South Capital flows


1 points   
Question 45
______________can provide credit enhancements via two main channels: traditional credit insurance and through the use of instruments known as credit default swaps (CDS).
	
	
	Credit Rating Agencies

	
	
	Federal Deposit Insurance Corporation

	
	
	Reinsurance Companies

	
	
	Monoline Insurance Companies


1 points   
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