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Week 1
1. Financial markets promote economic efficiency by
a. Creating inflation
b. Channelling funds from investors to savers
c. Reducing investment
d. Channelling funds to those who have a productive use for them
2. The purpose of the disclosure requirements is to
a. Improve monetary control
b. Prevent bank panics
c. Protect investors against financial losses
d. Increase the information available to investors
3. The principal lender-savers are
a. Households
b. Foreigners 
c. Governments
d. Businesses
4. The market where one currency is converted into another currency is called the ____ market
a. Derivatives
b. Foreign exchange
c. Security
d. Bond
5. The bond markets are important because they are
a. Where corporations and governments borrow to finance their activities
b. The markets where foreign exchange rates are determined
c. The markets where all borrowers get their funds
d. Easily the most widely followed financial markets in Canada
6. A financial market in which only short-term debt instruments are traded is called the ____ market
a. Capital
b. Money
c. Stock
d. Bond
7. The delivery of financial services electronically is called ___
a. E-possible
b. E-business
c. E-commerce
d. E-finance
8. A security is also known as
a. A liability
b. The interest rate
c. A financial instrument
d. A contingent claim
9. Economies of scale enable financial institutions to 
a. Reduce moral hazard
b. Reduce transactions costs
c. Avoid the asymmetric information problem
d. Avoid adverse selection problems
10. Secondary markets make financial instruments more
a. Risky
b. Vapid
c. Liquid
d. Solid
11. An example of the problem of ____ is when a corporation uses the funds raised from selling bonds to fund corporate expansion to pay for Caribbean cruises for all of its employees and their families
a. Risk sharing
b. Credit risk
c. Adverse selection
d. Moral hazard
12. A short-term debt instrument issued by well-known corporations is called 
a. Corporate bonds
b. Commercial paper
c. Municipal bonds
d. Commercial mortgages
13. Which of the following is not a goal of financial regulation?
a. Ensuring that investors never suffer losses
b. Ensuring the soundness of the financial system
c. Reducing adverse selection
d. Reducing moral hazard
14. ____ are short-term loans in which Treasury bills serve as collateral
a. Negotiable certificates of deposit
b. Government agency securities
c. Overnight funds
d. Repurchase agreements
15. A financial crisis is
a. A major disruption in the financial markets
b. Typically followed by an economic boom
c. Not possible in the modern financial environment
d. A feature of developing economies only
16. Treasury bills pay no interest but are sold at a ____. That is, you will pay a lower purchase price than the amount you receive at maturity
a. Premium
b. Default
c. Discount
d. Collateral

17. Which of the following is a depository institution?
a. A pension fund
b. A life insurance company
c. A mutual fund
d. A credit union
18. The stock market is important because it is
a. Where interest rates are determined
b. The market where most borrowers get their funds
c. The most widely followed financial market in Canada
d. Where foreign exchange rates are determined
19. The Canada Deposit Insurance Corporation regulates
a. Credit unions
b. Brokerage firms
c. Banks
d. Mutual funds
20. The primary assets of a pension fund are
a. Money market instruments
b. Consumer and business loans
c. Corporate bonds and stock
d. Mortgages
21. If the maturity of a debt instrument is less than one year, the debt is called
a. Prima-term
b. Intermediate-term
c. Short-term
d. Long-term
22. Bonds issued by corporations are called ___ bonds
a. Municipal 
b. Commercial
c. Treasury
d. Corporate
23. Compared to interest rates on long-term bonds, interest rates on three-month Treasury bills fluctuate ___ and are ___ on average
a. More; higher
b. Less; lower
c. More; lower
d. Less; higher
24. Which of the following can be described as involving indirect finance?
a. You buy a Canadian Treasury bill from the Bank of Canada
b. You make a deposit at a bank
c. You make a loan to your neighbour
d. A corporation buys a share of common stock issued by another corporation in the primary market
25. A goal of the Ontario Securities Commission is to reduce problems arising from
a. Competition
b. Banking panics
c. Risk
d. Asymmetric information
26. Which of the following are the largest financial intermediaries in the Canadian economy?
a. Insurance companies
b. Mutual funds
c. Finance companies
d. Banks
27. Securities are ___ for the person who buys them, but are ____ for the individual of firm that issues them
a. Liabilities; assets
b. Negotiable; nonnegotiable
c. Nonnegotiable; negotiable
d. Assets; liabilities
28. A liquid asset is
a. A share of an ocean resort
b. Difficult to resell
c. An asset that can easily and quickly be sold to raise cash
d. Always sold in an over-the-counter market
29. Every financial market has which of the following characteristics?
a. It channels funds from lenders-savers to borrowers-spenders
b. It determines the level of interest rates
c. It allows loans to be made
d. It allows common stock to be traded
30. In order to reduce risk and increase the safety of financial institutions, commercial banks and other depository institutions are prohibited from
a. Making personal loans
b. Owning corporate bonds
c. Making real estate loans
d. Owning common stock
31. The cost of borrowing is commonly referred to as the
a. Exchange rate
b. Inflation rate
c. Aggregate price level
d. Interest rate
32. Which of the following instruments is not traded in a money market?
a. Treasury Bills
b. Residential mortgages
c. Negotiable bank certificates of deposit
d. Commercial paper
33. Asymmetric information is a universal problem. This would suggest that regulations
a. Differ significantly around the world
b. In industrial countries are an unqualified failure
c. Are unnecessary
d. In industrialized nations are similar
34. The primary purpose of deposit insurance is to
a. Protect bank employees from unemployment
b. Protect bank shareholders against losses
c. Prevent banking panics
d. Improve the flow of information to investors
35. The primary liabilities of a chartered bank are
a. Deposits
b. Bonds
c. Commercial paper
d. Mortgages

Week 2
1. ____ are the time and resources spent trying to exchange goods and services
a. Barter costs
b. Contracting costs
c. Bargaining costs
d. Transaction costs
2. In a barter economy, the number of prices in an economy with N goods is
a. 2N
b. [N(N-1)]/2
c. N(N/2)-1
d. N(N/2)
3. When we say that money is a stock variable, we mean that
a. Money never loses purchasing power
b. The quantity of money is measured at a given point in time
c. We must attach a time period to the measure
d. It is sold in the equity market
4. If an individual redeems a Canada savings bond for currency
a. M1+ increases and M2 increases
b. M1+ stays the same and M2 decreases
c. M1+ stays the same and M2 stays the same
d. M1+ increases and M2 stays the same
5. Which of the following is included in both M1+ and M2?
a. Small-denomination time deposits
b. Money market deposit accounts
c. Currency
d. Savings deposits
6. When compared to exchange systems that rely on money, disadvantages of the barter system include
a. Lowering the cost of exchanging goods over time
b. The requirements of a double coincidence of wants
c. Encouraging specialization and the division of labor
d. Lower the cost of exchange to those who would specialize
7. In the country of Moneyland the law allows you to repay mortgage in rocks. Thus
a. Rocks in this country are considered as money
b. Moneyland is a poor country
c. Money is scarce
d. Moneyland is a developing country
8. When paper currency is decreed by governments as legal tender, legally it must be
a. Accepted as payments for debts
b. A precious metal such as gold or silver
c. Convertible into an electronic payment
d. Paper currency backed by gold
9. Ranking assets from most liquid to least liquid, the correct order is
a. House; savings bonds; currency
b. Currency; house; savings bonds
c. Savings bonds; house; currency
d. Currency; savings bonds; house
10. Which of the following sequences accurately describes the evolution of the payments system?
a. Barter, cheques, paper currency, electronic funds transfers
b. Barter, cheques, paper currency, coins made of precious metals, electronic funds transfer
c. Barter, coin made of precious metals, cheques, paper currency, electronic funds transfers
d. Barter, coins made of precious metals, paper currency, cheques, electronic funds transfers
11. ____ is used to make purchases while ____ is the total collection of pieces of property that serve to store value
a. Income; money
b. Wealth; income
c. Money; income
d. Money; wealth
12. The total collection of pieces of property that serve to store value is a person’s
a. Income
b. Money
c. Credit
d. Wealth
13. ____ is the relative ease and speed with which an asset can be converted into a medium of exchange
a. Deflation
b. Specialization 
c. Efficiency 
d. Liquidity
14. The currency component includes paper money and coins held in
a. The hands of the nonbank public
b. ATMs
c. The central bank
d. Bank vaults
15. Money is
a. A flow of earnings per unit of time
b. Anything that is generally accepted in payment for goods and services or in the repayment of debt
c. Always based on a precious metal like gold or silver
d. The total collection of pieces of property that are a store of value
16. Compared to an economy that uses a medium of exchange, in a barter economy
a. Transaction costs are higher
b. Transaction costs are lower
c. Liquidity costs are lower
d. Liquidity costs are higher
17. E-cash is used for payments
a. In any transaction
b. That are always secure
c. That are very important
d. On the internet
18. If the price level doubles, the value of money
a. More than doubles, due to scale economies
b. Rises but does not double, due to diminishing returns
c. Doubles
d. Falls by half
19. Money aggregates are
a. Measures of the wealth of individuals
b. Measures of the money supply reported by the Bank of Canada
c. Never redefined since “money” never changes
d. Reported by the Department of Finance annually
20. Of money’s three functions, the one that distinguishes money from other assets is its function as a 
a. Standard of deferred payment
b. Medium of exchange
c. Unit of account
d. Store of value
21. A person’s house is part of her
a. Liabilities
b. Money
c. Wealth
d. Income
22. An individual’s annual salary is her
a. Income
b. Wealth
c. Money
d. Liabilities
23. The evolution of the payments system from barter to previous metals, then to fiat money, then to cheques can best be understood as a consequence of the fact that
a. Paper is more costly to produce than precious metals
b. Precious metals were difficult to carry and transport
c. Precious metals were not generally acceptable
d. Paper money is less accepted than cheques
24. A disadvantage of _____ is that it can be very heavy and hard to transport from one place to another
a. Paper money
b. Electronic money
c. Commodity money
d. Fiat money
25. The M1+ measure of money includes
a. Money market deposit accounts
b. Small denomination time deposits
c. Money market mutual funds shares
d. Chequable deposits
26. Compared to cheques, paper currency and coins have the major drawbacks that they
a. Are easily stolen
b. Are not the most liquid assets
c. Must be backed by gold
d. Are hard to counterfeit
27. Which of the following is a true statement?
a. Income is a flow variable
b. Money is a flow variable
c. Money and income are flow variables
d. Money and income are stock variables
28. During the past two decades an important characteristic of the modern payments system has been the rapidly increasing use of 
a. Commodity monies
b. Cheques and decreasing use of currency
c. Fiat money
d. Electronic payments
29. Which of the following is not a form of e-money?
a. A credit card
b. A debit card
c. A stored-value card
d. A smart card
30. Currency is defined as
a. A unit of account
b. Anything accepted for payments of goods and services
c. Foreign exchange
d. Paper money and coins
31. If an individual moves money from a notice deposit at a bank to a deposit account at a credit union
a. M2 decreases and M2+ stays the same
b. M2 increase and M2+ increases
c. M2 increases and M2+ stays the same
d. M2 decreases and M2+ increases
32. ____ is the narrowest monetary aggregate that the Bank of Canada reports
a. M2
b. M0
c. M1+
d. M3
33. The currency component of M2 shows that there is ____ in cash in the hands of each person in Canada
a. $15000
b. $15
c. $150
d. $1500
34. There is no single precise measure of money or the money supply for economists because
a. All economists cannot agree if currency should be considered money
b. Definitions change all the time
c. Deciding what is generally accepted in payment for goods and services or in the repayment of debt is difficult to determine
d. The government considers money supply statistics to be confidential and refuses to publish them
35. Which of the following is not included in the M2 measure of money but is included in the M3 measure of money?
a. Currency
b. Foreign currency deposits
c. Demand deposits
d. Personal deposits 

Week 3
1. A fully amortized loan is another name for
a. A commercial loan
b. A simple loan
c. An unsecured loan
d. A fixed-payment loan
2. Which of the following is true for a coupon bond?
a. When the coupon bond is priced at its face value, the yield to maturity equals the coupon rate
b. The price of a coupon bond and the yield to maturity are positively related
c. The yield is less than the coupon rate when the bond price is below the par value
d. The yield to maturity is greater than the coupon rate when the bond price is above the par value
3. An equal decrease in all bond interest rates
a. Increases the price of a five-year bond more than the price of a ten-year bond
b. Increases the price of a ten-year bond more than the price of a five-year bond
c. Decreases the price of a ten-year bond more than the price of a five-year bond
d. Decreases the price of a five-year bond more than the price of a ten-year bond
4. Which of the following is generally true of bonds?
a. Prices and returns for short-term bonds are more volatile than those for longer-term bonds
b. A rise in interest rates is associated with a fall in bond prices, resulting in capital gains on bonds whose terms to maturity are longer than the holding periods
c. The only bond whose return equals the initial yield to maturity is one whose time to maturity is the same as the holding period
d. The longer a bond’s maturity, the smaller is the size of the price change associated with an interest rate change
5. The riskiness of an asset’s returns due to changes in interest rates is
a. Asset risk
b. Price risk
c. Exchange-rate risk
d. Interest-rate risk
6. The interest rate on a consol equals the
a. Price times the coupon payment
b. Coupon payment divided by the price
c. Coupon payment plus the price
d. Price divided by the coupon payment
7. If a security pays $110 next year and $121 the year after that, what is its yield to maturity if it sells for $200?
a. 12%
b. 11%
c. 10%
d. 9%
8. If a $10000 face-value discount bond maturing in one year is selling for $5000, then its yield to maturity is
a. 10%
b. 100%
c. 5%
d. 50%
9. The yield to maturity for a discount bond is _____ related to the current bond price
a. Negatively
b. Not
c. Positively
d. Directly
10. The _____ is defined as the payments to the owner plus the change in a security’s value expressed as a fraction of the security’s purchase price
a. Rate of return
b. Yield rate
c. Current yield
d. Yield to maturity
11. The yield to maturity for a one-year discount bond equals the increase in price over the year, divided by the 
a. Face value
b. Initial price
c. Coupon rate
d. Interest rate
12. With an interest rate of 6%, the present value of $100 next year is approximately
a. $100
b. $106
c. $94
d. $92
13. If the interest rates on all bonds rise from 5 to 6 percent over the course of the year, which bond would you prefer to have been holding?
a. A bond with 20 years to maturity
b. A bond with 10 years to maturity
c. A bond with 1 year to maturity
d. A bond with 5 years to maturity
14. The concept of _____ is based on the common-sense notion that a dollar paid to you in the future is less valuable to you than a dollar today
a. Deflation
b. Future value
c. Present value
d. Interest
15. When talking about a coupon bond, face value and ____ mean the same thing
a. Coupon value
b. Par value
c. Discount value
d. Amortized value
16. A ____ is bought at a price below its face value, and the ____ value is repaid at the maturity date
a. Discount bond; face
b. Discount bond; discount
c. Coupon bond; face
d. Coupon bond; discount
17. What is the return on a 5% coupon bond that initially sells for $1000 and sells for $1200 next year?
a. 10%
b. 5%
c. -5%
d. 25%
18. A coupon bond that has no maturity date and no repayment of principal is called a 
a. Treasury bill
b. Cabinet
c. Consol
d. Government note
19. There is ____ for any bond whose time to maturity matches the holding period
a. Rate-of-return risk
b. No interest-rate risk
c. Yield-to-maturity risk
d. A large interest-rate risk
20. All of the following are examples of coupon bonds except
a. Corporate bonds 
b. Treasury bills
c. Government bonds
d. Zero coupon bonds
21. If $22050 is the amount payable in two years for a $20000 simple loan made today, the interest rate is 
a. 22%
b. 10%
c. 5%
d. 25%
22. Bonds whose term-to-maturity is longer than the holding period are subject to
a. Inflation
b. Deflation
c. Interest rate risk
d. Exchange-rate risk	
23. For a 3 year simple loan of $10000 at 10%, the amount to be repaid is
a. $10300
b. $13310
c. $10030
d. $13000
24. Which of the following $1000 face-value securities has the lowest yield to maturity?
a. A 10% coupon bond selling for $1000
b. A 15% coupon bond selling for $1000
c. A 5% coupon bond selling for $1000
d. A 15% coupon bond selling for $900
25. The yield to maturity is ____ than the ____ rate when the bond price is ____ its face value
a. Less; perpetuity; below
b. Greater; coupon; below
c. Greater; coupon; above
d. Greater; perpetuity; above
26. The present value of an expected future payment ____ as the interest rate increases
a. Is constant
b. Rises
c. Falls
d. Is unaffected
27. If a perpetuity has a price of $500 and an annual interest payment of $25, the interest rate is 
a. 7.5%
b. 5%
c. 2.5%
d. 10%
28. Prices and returns for ____ bonds are more volatile than those for ____ bonds
a. Long-term; short-term
b. Long-tem; long-term
c. Short-term; short-term
d. Short-term; long-term
29. A credit market instrument that provides the borrower with an amount of funds that must be repaid at the maturity date along with an interest payment is known as a 
a. Fixed-payment loan
b. Coupon bond
c. Simple loan
d. Discount bond
30. Which of the following is true of fixed payment loans?
a. The borrower repays both the principal and interest at the maturity date
b. Commercial loans to businesses are often of this type
c. The borrower pays interest periodically and the principal at the maturity date
d. Installment loans and mortgages are frequently of the fixed payment type
31. An increase in the time to the promised future payment ____ the present value of the payment
a. Decreases
b. Increases
c. Has no effect on
d. Is irrelevant 
32. A ____ pays the owner a fixed coupon payment every year until the maturity date, when the _____ value is repaid
a. Discount bond; discount
b. Coupon bond; face
c. Coupon bond; discount
d. Discount bond; face
33. Economists consider the ____ to be the most accurate measure of interest rates
a. Simple interest rate
b. Yield to maturity
c. Real interest rate
d. Current yield
34. If a security pays $55 in one year and $133 in three years, its present value is $150 if the interest rate is
a. 10%
b. 12.5%
c. 15%
d. 5%
35. if a $5000 coupon bond has a coupon rate of 13%, then the coupon payment every year is 
a. $130
b. $1300
c. $13
d. $650

Week 4
1. The risk structure of interest rates is
a. The relationship among interest rates on bonds with different maturities
b. The structure of how interest rates move over time
c. The relationship among the term to maturity of different bonds
d. The relationship among interest rates of different bonds with the same maturity
2. According to the segmented markets theory of the term structure
a. Bonds of one maturity are close substitutes for bonds of other maturities, therefore, interest rates on bonds of different maturities move together over time
b. The interest rate for each maturity bond is determined by supply and demand for that maturity bond
c. Investors’ strong preferences for short-term relative to long-term bonds explains why yield curves typically slope downward
d. Because of the positive term premium, the yield curve will not be observed to be downward-sloping
3. Default risk is the risk that
a. A bond issuer is unable to pay the face value at maturity
b. A bond issuer is unable to make a profit
c. A bond issuer is unable to make interest payments
d. A and C only
4. If the expected path of one-year interest rates over the next five years is 4%, 5%, 7%, 8% and 6%, then the expectations theory predicts that today’s interest rate on the five-year bond is
a. 7%
b. 6%
c. 5%
d. 4%
5. When the price of a bond is above the equilibrium price, there is an excess ____ bonds and price will ____
a. Demand for; fall
b. Demand for; rise
c. Supply of; rise
d. Supply of; fall
6. Three factors explain the risk structure of interest rates:
a. Maturity, default risk, and the income tax treatment of a security
b. Maturity, default risk, and the liquidity of a security
c. Liquidity, default risk, and the income tax treatment of a security
d. Maturity, liquidity, and the income tax treatment of a security
7. The opportunity cost of holding money is
a. The level of income
b. The discount rate
c. The interest rate
d. The price level
8. In Keynes’s liquidity preference framework, 
a. The demand for bonds must equal the supply of money
b. An excess demand of bonds implies an excess demand for money
c. An excess supply of bonds implies an excess demand for money
d. The demand for money must equal the supply of bonds
9. A decline in the expected inflation rate causes the demand for money to ____ and then demand curve to shift to the ____, everything else held constant
a. Increase; left
b. Increase; right
c. Decrease; left
d. Decrease; right
10. Of the four effects on interest rates from an increase in the money supply, the one that works in the opposite direction of the other three is the
a. Income effect
b. Expected inflation effect
c. Liquidity effect
d. Price level effect
11. When the yield curve is flat or downward-sloping, it suggests that the economy is more likely to enter
a. A period of increasing output
b. An expansion
c. A recession
d. A boom time
12. Pieces of property that serve as a store of value are called
a. Assets
b. Units of account
c. Borrowings
d. Liabilities
13. Canadian government bonds have no default risk because
a. They can be exchanged for silver at any time
b. They are backed by the full faith and credit of the federal government
c. They are backed with gold reserves
d. The federal government can increase taxes to pay its obligations
14. Keynes assumed that money has ___ rate of return
a. A zero
b. An increasing
c. A negative
d. A positive
15. Holding all other factors constant, the quantity demanded of an asset is
a. Positively related to wealth
b. Negatively related to its expected return relative to alternative assets
c. Positively related to the risk of its returns relative to alternative assets
d. Negatively related to its liquidity relative to alternative assets
16. A lower level of income causes the demand for money to ___ and the interest rate to ____, everything else held constant
a. Increase; decrease
b. Decrease; increase
c. Decrease; decrease
d. Increase; increase
17. Milton Friedman called the response of lower interest rates resulting from an increase in the money supply the ____ effect
a. Expected-inflation
b. Price level
c. Income
d. Liquidity
18. A factor that could cause the demand for bonds to decrease is
a. A reduction in the riskiness of bonds relative to other assets
b. An increase in the expected return on bonds relative to other assets
c. An increase in wealth
d. A decrease in the expected return on bonds relative to other assets
19. Which of the following long-term bonds has the highest interest rate?
a. Corporate Baa bonds
b. Provincial bonds
c. Corporate Aaa bonds
d. Canada bonds
20. Which of the following securities has the lowest interest rate?
a. Corporate Baa bonds
b. Junk bonds
c. Canada bonds
d. Investment-grade bonds
21. A bond with default risk will always have a ___ risk premium and an increase in its default risk will ___ the risk premium
a. Negative; raise
b. Negative; lower
c. Positive; raise
d. Positive; lower
22. Bonds with relatively low risk of default are called ____ securities and have a rating of Baa (or BBB) and above; bonds with ratings below Baa (or BBB) have a higher default risk and are called 
a. Investment grade; lower grade
b. Investment grade; junk bonds
c. High quality; junk bonds
d. High quality; lower grade
23. Everything else held constant, when bonds become less widely traded, and as a consequence the market becomes less liquid, the demand curve for bonds shifts to the ____ and the interest rate 
a. Right; rises
b. Right; falls
c. Left; falls
d. Left; rises
24. In Keynes’s liquidity preference framework, individuals are assumed to hold their wealth in two forms
a. Money and bonds
b. Real assets and financial assets
c. Money and gold
d. Stocks and bonds
25. The demand curve for bonds has the usual downward slope, indicating that at ___ prices of the bond, everything else equal, the ___ is higher
a. Higher; demand
b. Higher; quantity demanded
c. Lower; demand
d. Lower; quantity demanded
26. The factor responsible for the decline in the interest rate is
a. A decline in income
b. A decline in the expected inflation rate
c. An increase in the money supply
d. A decline in the price level
27. Differences in ____ explain why interest rates in Treasury securities are not all the same
a. Time to maturity
b. Liquidity
c. Risk
d. Tax characteristics
28. Everything else held constant, an increase in the riskiness of bonds relative to alternative assets causes the demand for bonds to ____ and the demand curve to shift to the _____
a. Rise; left
b. Fall; left
c. Fall; right
d. Rise; right
29. In the Keynesian liquidity preference framework, an increase in the interest rate causes the demand curve for money to ____, everything else held constant
a. Invert
b. Shift left
c. Stay where it is
d. Shift right
30. The term structure of interest rates is
a. The relationship among interest rates of different bonds with the same maturity
b. The structure of how interest rates move over time
c. The relationship among interest rates on bonds with different maturities
d. The relationship among the term to maturity of different bonds

Week 5
1. In the Gordon growth model, a decrease in the required rate of return on equity
a. Reduces the current stock price
b. Increases the current stock price
c. Reduces the future stock price
d. Increases the future stock price
2. Financial markets quickly eliminate unexploited profit opportunities through changes in
a. Tax laws
b. Monetary policy
c. Dividend payments
d. Asset prices
3. An example of the ____ problem would be if Brian borrowed money from Sean in order to purchase a used car and instead took a trip to Atlantic City using those funds
a. Agency
b. Adverse selection
c. Moral hazard
d. Costly state verification
4. If bad credit risks are the ones who most actively seek loans then financial intermediaries face the problem of
a. Free-riding
b. Moral hazard
c. Adverse selection
d. Costly state verification
5. A lesson of the Enron collapse is that government regulation
a. Can reduce but not eliminate asymmetric information
b. Always fails
c. Increases the problem of asymmetric information
d. Should be reduced
6. As information technology improves, the lending role of financial institutions such as banks should
a. Stay the same
b. Increase somewhat
c. Decrease
d. Increase significantly
7. Net worth can perform a similar role to
a. Intermediation
b. Collateral
c. Diversification
d. Economies of scale
8. In the one-period valuation model, the current stock price increases if
a. The expected sales price increases
b. The expected sales price falls
c. Dividends are cut
d. The required return increases
9. The current structure of financial markets can be best understood as the result of attempts by financial market participants to
a. Deal with the great number of small firms in the United States
b. Adapt to continually changing government regulations
c. Reduce transaction costs
d. Cartelize the provision of financial services
10. Government regulations require publicly traded firms to provide information, reducing 
a. The need for diversification
b. Free-riders
c. Transaction costs
d. The adverse selection problem
11. A stockholder’s ownership of a company’s stock gives her the right to
a. Vote and assume responsibility for all liabilities
b. Vote and be the residual claimant of all cash flows
c. Vote and be the primary claimant of all cash flows
d. Manage and assume responsibility for all liabilities
12. Use the Gordon growth formula, if D1 is $1.00, ke is 10 percent of 0.10, and g is 5 percent of 0.05, then the current stock price is 
a. $20
b. $30
c. $10
d. $40
13. General Electric announces that it is going to cut its dividends by $0.02 per share in the future. This, everything else remaining the same, will cause its current stock price to
a. Increase
b. Remain the same
c. Decrease
d. Fluctuate
14. In the absence of asymmetric information, the lemons problem
a. Becomes worse
b. Is not important
c. Remains the same
d. Goes away
15. The theory of rational expectations, when applied to financial markets, is known as
a. The theory of impossibility
b. Monetarism 
c. The theory of strict liability
d. The efficient markets hypothesis 
16. Nobel prize winner George Akerlof is associated with the “____ problem”
a. Volatility
b. Efficient markets
c. Riskiness
d. Lemons
17. The analysis of how asymmetric information problems affect economic behaviour is called ____ theory
a. Agency
b. Uneven
c. Principal
d. Parallel
18. Common stock is the principal way that corporations raise
a. Short-term debt
b. Long-term debt
c. Equity capital
d. Foreign exchange
19. Financial intermediaries’ low transaction costs allow them to provide ___ services that make it easier for customers to conduct transactions
a. Transcendental
b. Equitable
c. Liquidity
d. Conduction
20. In the one-period valuation model, the value of a share of stock today depends upon
a. Only the present value of the future dividends
b. The future value of dividends and the actual sales price
c. The present value of both dividends and the expected sales price
d. The actual value of the dividends and expected sales price received in one year
21. Periodic payments of net earnings to shareholders are known as
a. Dividends
b. Capital gains
c. Profits
d. Interest
22. Monetary economists and financial economists developed ___ theories on expectations formations
a. Opposing
b. Parallel
c. Unusual
d. Dissimilar
23. Because of the “lemons problem” the price a buyer of a used car pays is
a. Between the price of a lemon and a peach
b. Equal to the price of a lemon
c. Equal to the price of a peach
d. Less than the price of a lemon
24. Which of the following is not a benefit to an individual purchasing a mutual fund?
a. Reduced risk
b. Lower transactions costs
c. Free-riding
d. Diversification
25. Financial intermediaries develop ____ in things such as computer technology which allows them to lower transaction costs
a. Equity
b. Expertise
c. Diversification
d. Regulations
26. What is the current price of a utility company’s stock if the current dividend is $0.20, the expected constant growth rate in dividends is 2% and the required return is 8%?
a. $2.00
b. $2.20
c. $3.40
d. $3.20
27. Stockholders are residual claimants, meaning that they
a. Have the first priority claim on all of a company’s assets
b. Will never share in a company’s profits
c. Are liable for all of a company’s debts
d. Receive the remaining cash flow after all other claims are paid
28. The elimination of unexploited profit opportunities requires that ___ market participants be well informed
a. Many
b. A few
c. Zero
d. All
29. The problem of adverse selection helps to explain
a. Why borrowers are willing to offer collateral to secure their promises to repay loans 
b. Why the financial system is so heavily regulated
c. Why banks prefer to make loans unsecured
d. Why banks do not have advantage in raising funds for businesses
30. A borrower who takes out a loan usually has better information about the potential returns and risk of the investment projects he plans to undertake than does the lender. This inequality of information is called
a. Adverse selection
b. Asymmetric information
c. Noncollateralized risk
d. Moral hazard 

Week 6
1. Although the subprime mortgage market problem began in the United States, the first indication of the seriousness of the crisis began in
a. China
b. Europe 
c. Australia 
d. South America
2. Between October 2007 and March 2009, asset prices in the stock market fell by
a. Less than 30 percent
b. 10 percent
c. Over 50 percent
d. Around 16 percent
3. A decline in asset prices can lead to
a. Increased economic activity
b. Worsening adverse selection and moral hazard problems
c. Anticipated increase in the price level
d. Declining uncertainty
4. The housing bubble
a. Was aided by low interest rates on residential mortgages
b. Was not a contributing factor to the 2007-2008 recession
c. Only occurred in the emerging economies
d. Cannot be explained
5. The housing boom in the United States was aided by
a. Weak balance sheets in the banking industry
b. Liquidity from China and India
c. Tariffs reducing global trade
d. Higher interest rates
6. A major disruption in financial markets characterized by sharp declines in asset prices and firm failures is called a
a. “lemons” problem
b. Fiscal imbalance
c. Free-rider problem
d. Financial crisis
7. A sharp decline in the stock market means that the ____ of corporations has fallen
a. Interest rates
b. Liabilities
c. Net worth
d. Payrolls
8. When housing prices began to decline after their peak in 2006, many subprime borrowers found that their mortgages were “underwater”. This meant that
a. The value of the house fell below the amount of the mortgage
b. The roof leaked during a rainstorm
c. The basement flooded since they could not afford to fix the leaky plumbing
d. The amount that they owed on their mortgage was less than the value of their house
9. The originate-to-distribute business model has a serious ____ problem since the mortgage broker has little incentive to make sure that the mortgagee is a good credit risk
a. Democratization of credit
b. Collateralized debt 
c. Debt deflation
d. Principal-agent
10. Which investment bank filed for bankruptcy on September 15, 2008 making it the largest bankruptcy filing in U.S. history?
a. Merrill Lynch
b. Bear Stearns
c. Goldman Sachs
d. Lehman Brothers
11. The government bailout of troubled financial institutions occurred in the U.S. and many other countries. Which country saw their banking system collapse requiring the government to take over its three largest banks?
a. England
b. Belgium
c. Iceland
d. Germany
12. In a bank panic
a. Multiple banks fail
b. Free-riders increase
c. Transactions costs increase
d. Bond prices increase
13. U.S. firms affected by the financial crisis included
a. AIG and JP Morgan
b. Manulife and RBC
c. Capital One and BNP Paribas
d. Bear Stearns and Merrill Lynch
14. The risk of asset-backed commercial paper depends on
a. Commercial paper
b. Treasury bills
c. Unsecured promissory notes
d. The underlying securities
15. The originate-to-distribute business model is when
a. Homeowners could refinance their houses with larger loans when their homes appreciated in value
b. Mortgage originators distributed the mortgage to an investor as an underlying asset in a security
c. Mortgage originators were the credit rating agencies
d. Mortgage originators made sure that the mortgage was a good credit risk
16. Factors that lead to worsening conditions in financial system include
a. Unanticipated increases in the price level
b. Unanticipated declines in the value of the domestic currency
c. Unanticipated increases in the value of the domestic currency
d. Increases in net worth
17. Fitch and Standard & Poor announced downgrades on ____ of mortgage-backed securities and CDOs.
a. More than $100 billion
b. More than $10 million
c. More than $10 billion
d. $50 billion
18. Under the Montreal Accord, investors
a. Froze losses to $200 million
b. Were bailed out by the Bank of Canada
c. Were bailed out by the CDIC
d. Agreed to a standstill period
19. As housing prices rose, many subprime borrowers were able to 
a. Walk away from their houses
b. Get piggyback mortgages
c. Default on their mortgages
d. Reduce their loan-to-value ratio
20. Most financial crises have started during periods of ____ either after the start of a recession or a stock market crash
a. High financial regulation
b. High uncertainty
c. Low asset prices
d. Low interest rates
21. When financial institutions go on a lending spree and expand their lending at a rapid pace they are participating in a 
a. Deleveraging
b. Credit bust
c. Market race
d. Credit boom
22. ____ is a process of bundling together smaller loans (like mortgages) into standard debt securities
a. Origination
b. Securitization 
c. Distribution
d. Debt deflation
23. Mortgage brokers often did not make a strong effort to evaluate whether the borrower could pay off the loan. This created a 
a. Decline in mortgage applications
b. Call to deregulate the industry
c. Decrease in the demand for houses
d. Severe adverse selection problem
24. Asymmetric information problems that act as a barrier to efficient allocation of capital are often described as
a. Financial treason
b. Financial frictions
c. Financial allocations
d. Financial markets
25. ____ is the development of new, sophisticated financial instruments
a. Distribution
b. Origination
c. Financial engineering
d. Discounting 
26. The dark side of financial liberalization is
a. Financial innovation
b. Currency appreciation
c. Credit booms
d. Market allocations
27. Share prices are a valuation of a corporation’s 
a. Net worth
b. Current capital
c. Collateral
d. Net earnings
28. The elimination of restrictions on financial markets and institutions is also known as
a. Financial lending
b. Financial engineering
c. Financial deleveraging
d. Financial liberalization 
29. A sharp stock market decline increases moral hazard incentives
a. Since borrowing firms have less to lose if their investments fail
b. Reducing uncertainty in the economy and increasing market efficiency
c. Because it is immoral to profit from someone’s loss
d. Since lenders are more willing to make loans
30. A substantial decrease in the aggregate price level that reduces firms’ net worth may stall a recovery from a recession. This process is called
a. Moral hazard
b. Illiquidity
c. Debt deflation
d. Insolvency 

Week 7
1. In its role as the federal government’s fiscal agent, the Bank of Canada provides debt management services for the federal government such as
a. Advising on provincial government borrowings
b. Managing new debt offerings by the federal government
c. Servicing the federal government’s outstanding debt
d. B and C only
2. Both ____ and ______ are Bank of Canada assets
a. Government securities; reserves
b. Notes in circulation; government securities
c. Notes in circulation; reserves
d. Government securities; advances to banks
3. Goal independence is
a. The ability of the central bank to set monetary policy goals
b. The ability of the prime minister to set monetary policy instruments
c. The ability of the government to set monetary policy instruments
d. The ability of the government to set monetary policy goals
4. Bank of Canada started operations in
a. 1925
b. 1935
c. 1915
d. 1945
5. Both ____ and _____ are monetary liabilities of the Bank
a. Notes in circulation; reserves
b. Notes in circulation; advances to banks 
c. Government securities; reserves
d. Government securities; advances to banks
6. Under the current “joint responsibility system”
a. The government accepts full responsibility for monetary policy
b. In the event of a serious policy conflict the minister of finance can issue a directive that the Bank of Canada must follow
c. The Bank of Canada does not have considerable autonomy in the conduct of day-to-day monetary policy
d. A and B only
7. There are two ways in which the Bank can provide additional reserves to the banking system: it can ____ government bonds or it can ____ advances to banks with commercial banks
a. Purchase; call in
b. Sell; extend
c. Purchase; extend
d. Sell; call in
8. The interest rate the Bank of Canada charges banks borrowing from the Bank is the
a. Bank rate
b. Prime rate
c. Overnight rate
d. Treasury bill rate
9. Suppose a person cashes his payroll cheque and holds all the funds in the form of currency. Everything else held constant, total reserves in the banking system ____ and the monetary base ____
a. Decrease; increase
b. Decrease; decreases
c. Decrease; remains unchanged
d. Remain unchanged; increases
10. The monetary base minus currency in circulation equals
a. The borrowed base
b. The nonborrowed base
c. Reserves
d. Advances to banks
11. Economist Stanley Fischer defined two types of independence of central banks: ____ and ____ independence
a. Policy; goal
b. Instrument; political
c. Parliamentary; decision
d. Instrument; goal
12. Individuals that lend funds to a bank by opening a chequing account are called
a. Partners
b. Depositors
c. Debt holders
d. Policyholders
13. From 1929 to 1933 the Canadian real GDP fell by almost
a. 30%
b. 50%
c. 20%
d. 40%
14. The Bank of Canada’s goal of low inflation is closely tied to
a. Economic growth
b. Price volatility
c. Low interest rates
d. Growth in the money supply
15. The benefit of the Bank of Canada’s role as the lender-of-last-resort include
a. Easing liquidity problems of any financial institution 
b. Deterring bank runs and panics 
c. Reducing the monetary base to increase liquidity
d. A and B only
16. The Great Depression contributed to significant changes in Canadian
a. Growth policy
b. Immigration
c. Monetary policy
d. Nationalization
17. The Bank does not tightly control the monetary base because it does not completely control
a. Open market purchases
b. The rate
c. Open market sales
d. Borrowed reserves
18. The Board of Directors appoints the governor of the Bank of Canada for a renewable term of _____ years
a. Five 
b. Seven
c. Eight
d. Six
19. Base money is also known as
a. Monetary liability
b. Power money
c. Monetary base
d. Fund accounts
20. The sum of the Bank of Canada’s monetary liabilities and the Canadian Mint’s monetary liabilities is called
a. The money supply
b. Notes in circulation
c. The monetary base
d. Bank reserves
21. Of the three players in the money supply process, most observers agree that the most important player is
a. The House of Parliament
b. The Department of Finance
c. The Canada Customs and Revenue Agency
d. The Bank of Canada
22. The overall responsibility for the operation of the Bank of Canada is held by the 
a. Federal government
b. Provincial governments
c. Ministry of Finance
d. Board of Directors
23. When banks borrow money from the Bank of Canada, these funds are called
a. Bank loans
b. Bank funds 
c. Overnight funds 
d. Borrowed reserves
24. According to the performance of the Canadian economy, and the evolution of economic theory, what is the most important goal of monetary policy?
a. Price stability
b. Currency stability
c. Employment growth
d. GDP growth
25. The purchase and sale of government securities by the Bank of Canada is known as
a. Repurchase agreements
b. Open market operations
c. Interbank borrowing
d. Monetary base transactions
26. The main motivation for the formation of the Bank of Canada in 1934 was
a. Government debt
b. The need for Canada to reflect its growing political independence from Britain
c. Financial
d. The need for Canada to coordinate its international trade policy
27. Which of the following functions does the Bank of Canada perform?
a. Bank note issue
b. Advise the Federal Reserve
c. Provincial government fiscal policy management
d. Municipal government fiscal policy management
28. The three players in the money supply process include
a. Banks, borrowers, and the central bank
b. Banks, depositors, and the central bank
c. Banks, depositors, and the Department of Finance
d. Banks, depositors, and borrowers
29. Unemployment rates in Canada after the Great Depression rose close to 
a. 30%
b. 20%
c. 10%
d. 25%
30. All of the following have served as Bank of Canada governors except for
a. John Crow
b. Gordon Thiessen
c. David Dodge
d. Roy Romanow
31. The Bank of Canada has regional offices in the following cities, except
a. Toronto
b. Edmonton
c. Halifax
d. Vancouver
32. When the Bank extends a $100 loan to the First National Bank, reserves in the banking system
a. Decrease by more than $100
b. Decrease by $100
c. Increase by $100
d. Increase by more than $100
33. Because of its unique power to ____ base money, the Bank of Canada can ease the liquidity problems of 
a. Save; financial institutions 
b. Create; provincial governments
c. Save; provincial governments
d. Create; financial institutions
34. An increase in ____ leads to an equal ____ in the monetary base in the short run
a. Float; decrease
b. Deposits at the Bank; increase
c. Advances to banks; decrease
d. Float; increase

Week 8
1. The Bank of Canada most common operations have been repurchase transactions with
a. The public
b. Stockbrokers
c. Primary dealers
d. Other central banks
2. The Bank of Canada’s repurchase transactions are an advantage because
a. They occur at the initiative of the Bank of Canada
b. The bank has complete control over the volume
c. They are monopolized by the Bank of Canada
d. A and B only
3. At the end of each banking day, each LVTS participant must bring its settlement balance with the Bank of Canada
a. To a negative balance
b. To at least $1 million
c. To a positive balance
d. Close to zero
4. If LVTS participating financial institutions have insufficient settlement balances
a. They can borrow from each other in the pre-settlement trading period at the bank rate
b. They can borrow from each other in the pre-settlement trading period at the overnight rate
c. They can borrow from the Bank of Canada
d. B and C only
5. Changes to the operating band are announced by the Bank of Canada ____ times a year
a. Eight
b. Two
c. Four
d. Six
6. The overnight rate is important because it is
a. The primary indicator of the Bank of Canada’s stance on monetary policy
b. The interest rate paid on federal debt
c. The interest rate charged on government loans
d. A and C only
7. The Large Value Transfer System (LVTS)
a. Was introduced on February 4, 1999
b. Is the core of the Canadian payments system
c. Is an electronic net settlement network designed to provide settlement to paper-based payments items
d. A and B only
8. The overnight rate is
a. The interest rate on loans from the Bank of Canada
b. Also known as the Bank rate
c. The rate banks give their best customers
d. The interest rate on loans of reserves from one bank to another
9. The Bank of Canada uses the ____ as its operating instrument
a. Open market operations
b. Real interest rate
c. Federal funds rate
d. Nominal interest rate
10. The quantity of reserves demanded rises when the 
a. Bank rate falls
b. Overnight rate falls
c. Overnight funds rate rises
d. Bank rate rises
11. The market equilibrium, in which the quantity of reserves demanded equals the quantity of reserves supplied
a. Determines the interest rate charged on loans of these reserves
b. Determines the overnight rate
c. Occurs at the intersection of the vertical supply curve and the demand curve at the Bank of Canada’s target level of reserves
d. All of the above
12. Monetary conditions are impacted by
a. Open market operations and the prime rate
b. The foreign exchange rate and the inflation rate
c. The Department of Finance
d. Short-term interest rates and the foreign exchange rate
13. If government deposits at the Bank of Canada are predicted to decrease the Bank will offset the transaction through LVTS transfers to ____ settlement balances
a. Decrease
b. Flood
c. Increase
d. Inject
14. The Bank of Canada ____ conducting open market operations in Government of Canada treasury bills and bonds in 1994
a. Stopped
b. Implemented
c. Continued
d. Started
15. Core CPI excludes
a. Energy costs
b. Indirect taxes
c. Volatile components
d. Headline items
16. 45 basis points is equal to
a. 0.045 percent
b. 4.5 percent
c. 0.45 percent
d. 45 percent
17. in Canada, the market for settlement balances (reserves) is where
a. The discount rate is determined
b. The federal funds rate is determined
c. The overnight interest rate is determined
d. LIBOR is determined
18. Standing facilities
a. Refers to the Bank of Canada being ready to lend to or borrow from a participant to bring their settlement balances to zero at the end of the banking day
b. Refers to the Bank of Canada refusal to lend to or borrow from a participant to bring their settlement balances to zero at the end of the banking day
c. Refers to the Bank of Canada’s building in Ottawa
d. Refers to participant borrowing from each other to bring their settlement balances to zero at the end of the banking day
19. If the Bank of Canada wants to temporarily drain reserves from the banking system, it will engage in
a. A sale and repurchase agreement
b. A repurchase agreement
c. A “pump” agreement
d. None of the above
20. If the Bank of Canada expects the economy to slow down, it _____ the operating band for the overnight interest rate
a. Leaves unchanged
b. Raises
c. Lowers 
d. Stabilizes
21. The Bank of Canada’s lender of last resort function
a. Has proven to be ineffective
b. Is no longer necessary due to CDIC insurance
c. Is needed to prevent runs by large-denomination depositors
d. A and B only
22. A reverse repo is a 
a. Swap
b. Repo
c. Sale and repurchase agreement
d. Special purchase and resale agreement
23. When the Bank of Canada lowers the operating band for the overnight interest rate, it
a. Lowers the bank rate by the same amount
b. Encourages LVTS participants to borrow reserves either from each other or from the Bank of Canada
c. It reduces the monetary base and ultimately the money supply
d. A and B only
24. The Bank of Canada’s operating band is ____ basis points or ____
a. 100; 1%
b. 100; 10%
c. 50; 0.5%
d. 50; 5%
25. One of the Bank of Canada’s most important roles is to be
a. The issuer of government debt
b. A lender of last resort
c. The Federal government’s banker
d. A regulator of banks
26. The lower limit of the operating band for the overnight interest rate is
a. The prime rate
b. 50 basis points below the bank rate
c. The rate the Bank of Canada charges LVTS participants with negative settlement balances at the end of the banking day
d. The bank rate
27. Multilateral netting is
a. An electronic net settlement network designed to provide settlement to paper-based payment items
b. The netting of the credit or debit position of each participant vis-à-vis all other participants
c. The netting of the forward position of LVTS participants
d. None of the above
28. The channel/corridor system for setting interest rates 
a. Enables the central bank to set the overnight, policy rate
b. Is being phased out as a monetary policy tool
c. Limits the amount banks can borrow from the central bank
d. Is not appropriate for Canadian monetary policy
29. The target for settlement balances is set as
a. Zero but the Bank makes adjustments depending on pressures on the overnight rate
b. Always positive with no adjustments
c. Zero but the Bank makes adjustments depending on pressures on the prime rate
d. Zero with no adjustments for any pressures on the overnight rate
30. To keep inflation from falling below the target range, the Bank of Canada
a. Decreases the target for the overnight rate which causes the dollar to go down
b. Increases the target for the overnight rate which causes the dollar to go up
c. Increases the target for the overnight rate which causes the dollar to go down
d. Decreases the target for the overnight rate which causes the dollar to go up
31. The goal of the Bank of Canada’s current monetary policy is to keep the inflation rate within a target range of 
a. 1-3%
b. 2-3%
c. 1-4%
d. 2-4%

Week 9
1. Suppose that the latest Consumer Price Index (CPI) release shows a higher inflation rate in the Canadian than was expected. Everything else held constant, the release of the CPI report would immediately cause the demand for Canadian assets to _____ and the Canadian dollar would ____
a. Increase; appreciate
b. Increase; depreciate
c. Decrease; depreciate
d. Decrease; depreciate 
2. The theory of asset demand suggests that the most important factor affecting the demand for domestic and foreign assets is the ____ on these assets relative to one another
a. Expected return
b. Liquidity
c. Risk
d. Interest rate
3. If the Canadian dollar appreciates from 1.25 Swiss franc per Canadian dollar to 1.5 francs per dollar, then the franc depreciates from ____ Canadian dollars per franc to ____ Canadian dollars per franc
a. 0.5; 0.33
b. 0.33; 0.5
c. 0.80; 0.67
d. 0.67; 0.80
4. The theory of purchasing power parity states that exchange rates between any two currencies will adjust to reflect changes in 
a. The current account balances of the two countries
b. Fiscal policies of the two countries
c. The trade balances of the two countries
d. The price levels of the two countries
5. If, in retaliation for “unfair” trade practices, the Canadian government imposes a 30% tariff on Japanese DVD recorders, but at the same time, Canadian demand for Japanese goods increases, then, in the long run, _____, everything else held constant
a. The Japanese yen should appreciate relative to the Canadian dollar
b. The Japanese yen should depreciate relative to the Canadian dollar
c. There is no effect on the Japanese yen relative to the Canadian dollar
d. The Japanese yen could appreciate, depreciate, or remain constant relative to the Canadian dollar
6. As the relative expected return on dollar assets increases, foreigners will want to hold more _____ assets and less ____ assets, everything else held constant
a. Foreign; foreign 
b. Dollar; dollar
c. Foreign; dollar
d. Dollar; foreign
7. If the Brazilian demand for Canadian exports rises at the same time that Canadian productivity rises relative to Brazilian productivity, then, in the long run, ______, everything else held constant
a. The Brazilian real will either appreciate, depreciate, or remain constant relative to the Canadian dollar
b. The Brazilian real will depreciate relative to the Canadian dollar
c. The Brazilian real will appreciate relative to the Canadian dollar
d. There is no effect on the Brazilian real relative to the Canadian dollar
8. Suppose that the Bank of Canada enacts expansionary policy. Everything else held constant, this will causes the demand for Canadian assets to _____ and the Canadian dollar to _____
a. Increase; appreciate
b. Decrease; appreciate
c. Increase; depreciate
d. Decrease; depreciate
9. Everything else held constant, when the current value of the domestic currency increases, the ____ domestic assets ______
a. Demand for; increases
b. Quantity demanded of; decreases
c. Demand for; decreases
d. Quantity demand of; increases
10. An increase in the domestic interest rate causes the demand for domestic assets to _____ and the domestic currency to _____, everything else held constant
a. Increase; appreciate
b. Decrease; appreciate
c. Increase; depreciate
d. Decrease; depreciate
11. According to the law of one price, if the price of Colombian coffee is 100 Columbian pesos per pound and the price of Brazilian coffee is 4 Brazilian reals per pound, then the exchange rate between the Colombian peso and the Brazilian real is
a. 25 pesos per real
b. 40 pesos per real
c. 0.4 pesos per real
d. 100 pesos per real
12. When the exchange rate for the Mexican peso changes from 9 pesos to the Canadian dollar to 10 pesos to the Canadian dollar, then the Mexican peso has _____ and the Canadian dollar has ______
a. Appreciated; appreciated
b. Depreciated; appreciated
c. Appreciated; depreciated
d. Depreciated; depreciated
13. During the beginning on the subprime crisis in the United States when the effects of the crisis were mostly confined within the United States, the U.S. dollar ____ because demand for U.S. assets ____
a. Depreciated; decreased
b. Appreciated; increased
c. Appreciated; decreased
d. Depreciated; increases
14. Higher tariffs and quotas cause a country’s currency to _____ in the ____ run, everything else held constant
a. Depreciate; long
b. Depreciate; short
c. Appreciate; short
d. Appreciate; long
15. Assume that the following are the predicted inflation rates in these countries for the year: 2% for Canada, 3% for Canada; 4% for Mexico, and 5% for Brazil. According to the purchasing power parity and everything else held constant, which of the following would we expect to happen?
a. The Canadian dollar will depreciate against the Mexican peso
b. The Canadian dollar will depreciate against the Canadian dollar
c. The Mexican peso will depreciate against the Brazilian real
d. The Brazilian real will depreciate against the Canadian dollar
16. Suppose that the Bank of Canada sells bonds to the chartered banks. Everything else held constant, this will cause the demand for Canadian assets to _____ and the Canadian dollar will_____
a. Increase; appreciate
b. Increase; depreciate
c. Decrease; appreciate
d. Decrease; depreciate
17. The immediate (two-day) exchange of one currency for another is a
a. Exchange transaction
b. Spot transaction
c. Forward transaction
d. Money transaction
18. Although foreign exchange market trades are said to involve the buying and selling of currencies, most trades involve the buying and selling of
a. Assets denominated in different currencies
b. SDRs
c. Gold
d. ECUs
19. The demand curve for the domestic currency
a. Is downward sloping
b. Is vertical because the amount of foreign exchange is finite
c. Shifts when the exchange rate changes
d. A and C only
20. On January 25, 2009, one Canadian dollar traded on the foreign exchange market for abut 0.75 euros. Therefore, one euro would have purchased about ____ Canadian dollars
a. 0.75
b. 1.00
c. 1.33
d. 1.75
21. If the real exchange rate between Canada and Japan is _____, then it is cheaper to buy goods in Japan than in Canada
a. Greater than 0.5
b. Greater than 1.0
c. Less than 0.5
d. Less than 1.0
22. An increase in the foreign interest rate causes the demand for domestic assets to _____ and the domestic currency to _____, everything else held constant
a. Increase; appreciate
b. Increase; depreciate
c. Decrease; appreciate
d. Decrease; depreciate
23. Everything else held constant, when the current value of the domestic exchange rate increases, the _____ of domestic assets ______
a. Quantity supplied; does not change
b. Supply; decreases
c. Supply; increases
d. Quantity supplied; increases
24. The exchange rate is
a. The price of one currency relative to another
b. The value of a currency relative to inflation
c. The price of one currency relative to gold
d. The change in the value of money over time
25. An increase in productivity in a country will cause its currency to ____ because it can produce goods at a ____ price, everything else held constant
a. Depreciate; lower
b. Appreciate; lower
c. Depreciate; higher
d. Appreciate; higher
26. The starting point for understanding how exchange rates are determined is a simple idea called _____, which states: if two countries produce an identical good, the price of the good should be the same throughout the world no matter which country produces it
a. The law of one price
b. Purchasing power parity
c. Gresham’s law
d. Arbitrage
27. In an agreement to exchange dollars for euros in three months at a price of $0.90 per euro, the price is the 
a. Fixed exchange rate
b. Spot exchange rate
c. Forward exchange rate
d. Money exchange rate
28. If Canada imposes a quota on imports of Japanese cars due to claims of “unfair” trade practices, and Japanese demand for Canadian exports increases at the same time, then, in the long run _____, everything else held constant
a. The Japanese yen will either appreciate, depreciate or remain constant against the Canadian dollar
b. The Japanese yen will appreciate relative to the Canadian dollar
c. There will be no effect on the Japanese yen relative to the Canadian dollar
d. The Japanese yen will depreciate relative to the Canadian dollar
29. According to PPP, the real exchange rate between two countries will always equal
a. 0.0
b. 0.5
c. 1.0
d. 1.5
30. Anything that increases the demand for foreign goods relative to domestic goods tends to ____ the domestic currency because domestic goods will only continue to sell well if the value of the domestic currency is _____, everything else held constant
a. Appreciate; higher
b. Depreciate; higher
c. Depreciate; lower
d. Appreciate; lower

