University of Central Florida (UCF)
ECO3223 Money and Banking
Practice Exam 1 (Sample)

Study Guide

BY EXAMZIFY

Everything you need from our exam experts!

Sample study guide. Visit https://ucf-eco3223-exam1.examzify.com




Copyright © 2025 by Examzify - A Kaluba Technologies Inc. product.

ALL RIGHTS RESERVED.

No part of this book may be reproduced or transferred in any form or by any means, graphic,
electronic, or mechanical, including photocopying, recording, web distribution, taping, or by any
information storage retrieval system, without the written permission of the author.

Notice: Examzify makes every reasonable effort to obtain from reliable sources accurate,
complete, and timely information about this product.

Sample study guide. Visit https://ucf-eco3223-exam1.examzify.com for the full version



Questions

Sample study guide. Visit https://ucf-eco3223-exam1.examzify.com for the full version



1. Which two types of money are primarily recognized?
A. Commodity money and digital currency
B. Fiat money and gold money
C. Barter money and commodity money

D. Commodity money and fiat money

2. How does inflation typically influence interest rates?
A. Rising inflation generally lowers interest rates
B. Rising inflation has no impact on interest rates
C. Rising inflation leads to higher interest rates

D. Interest rates decrease regardless of inflation levels

3. What role do investment banks play in the economy?
A. They provide personal banking services to individuals.
B. They help businesses raise capital and provide advisory services.
C. They primarily manage savings accounts.

D. They facilitate retail banking transactions.

4. What relationship indicates higher risk with payoffs/variability in
investments?

A. Wider range of payoffs indicates less risk
B. Narrower range of payoffs indicates higher risk
C. Wider range of payoffs indicates more risk

D. Payoff variability has no impact on risk

5. Which of the following investments typically has the least risk?
A. Corporate bonds
B. U.S. Treasury bonds
C. Municipal bonds
D. High-yield bonds
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6. What is the primary responsibility of the Federal Open Market Committee
(FOMC)?

A. Setting national fiscal policy
B. Making key decisions about interest rates
C. Regulating the stock market

D. Controlling government spending levels

7. How does inflation affect purchasing power?
A. It increases purchasing power
B. It has no effect on purchasing power
C. It decreases purchasing power

D. It fluctuates purchasing power

8. What impact can regulation changes have on banks?
A. Enhancing their profitability without altering risks
B. Forcing them to improve customer service protocols
C. Altering their lending practices and risk exposure

D. Boosting their marketing strategies through tax benefits

9. What role does commercial paper play in financial markets?
A. It is a long-term investment tool for corporations
B. It is a short-term unsecured debt instrument used by companies
C. It is primarily used for personal loans

D. It represents government securities

10. What is the purpose of setting reserve requirements?
A. To determine interest rates
B. To control inflation
C. To manage the money supply

D. To evaluate banking performance
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1. Which two types of money are primarily recognized?
A. Commodity money and digital currency
B. Fiat money and gold money
C. Barter money and commodity money

D. Commodity money and fiat money

The recognition of money typically centers around its forms and their intrinsic value. The correct answer highlights
two major categories of money: commodity money and fiat money. Commaodity money refers to items that have
intrinsic value due to the material from which they are made. Historically, items like gold, silver, and even certain
commodities like grain have served as money because they possess value on their own. This type of money can
be exchanged for goods and services while having value independent of its use as money. Fiat money, on the
other hand, has no intrinsic value; it is established as money by government regulation or law. The value of fiat
currency comes from the trust and confidence people have in the issuing authority (usually the government) rather
than any physical commodity. Examples of fiat money include the US dollar and the euro. Recognizing both
commodity and fiat money as primary types allows for a comprehensive understanding of how money functions in
the economy, illustrating the transition from value-based systems to those reliant on legal tender backed by trust.
Unlike the other options, this pairing effectively captures the essential distinction and evolution of monetary
systems seen today.

2. How does inflation typically influence interest rates?
A. Rising inflation generally lowers interest rates
B. Rising inflation has no impact on interest rates

C. Rising inflation leads to higher interest rates

D. Interest rates decrease regardless of inflation levels

Inflation typically influences interest rates in such a way that when inflation rises, interest rates also tend to
increase. This relationship is grounded in economic theory; lenders need to compensate for the decrease in
purchasing power that occurs when prices rise. When inflation is expected to increase, central banks, such as
the Federal Reserve, may raise nominal interest rates to curb spending and ensure that inflation doesn’t spiral out
of control. Higher interest rates help to reduce demand in the economy, as borrowing becomes more expensive,
which can lead to a stabilization of prices. Additionally, if lenders anticipate higher inflation in the future, they will
demand higher interest rates on loans to offset the potential erosion of the money's value over time. This
expectation helps to maintain their real returns on investments. Thus, the correct answer indicates that rising
inflation leads to higher interest rates, reflecting how economic actors respond to changes in the price level.
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3. What role do investment banks play in the economy?
A. They provide personal banking services to individuals.

B. They help businesses raise capital and provide advisory services.

C. They primarily manage savings accounts.
D. They facilitate retail banking transactions.

Investment banks play a crucial role in the economy by helping businesses raise capital and providing advisory
services. They assist corporations in navigating complex financial markets to obtain the necessary funds for
expansion, acquisitions, and various projects. This process often involves underwriting new debt and equity
securities, making it easier for companies to access public markets. Additionally, investment banks offer advisory
services that are vital for major financial decisions such as mergers and acquisitions. They help companies
evaluate potential deals, assess market conditions, and determine fair valuations, ensuring that business
transactions are viable and beneficial. In contrast, the other options focus on areas that are outside the primary
functions of investment banks. Personal banking services and managing savings accounts are typically associated
with commercial banks, which cater to individual consumers rather than corporations seeking capital. Retail
banking transactions also fall under the domain of commercial banks, emphasizing everyday financial services
rather than the specialized functions of investment banks. Thus, option B accurately captures the essence of the
role that investment banks play in the broader economy.

4. What relationship indicates higher risk with payoffs/variability in
investments?

A. Wider range of payoffs indicates less risk
B. Narrower range of payoffs indicates higher risk

C. Wider range of payoffs indicates more risk

D. Payoff variability has no impact on risk

The option indicating that a wider range of payoffs suggests more risk is correct because it aligns with
fundamental concepts in finance regarding the risk-return trade-off. In investment contexts, risk is typically
characterized by the potential variability in returns. A wider range of possible payoffs signifies that an investment's
returns could vary greatly from low to high, which inherently introduces uncertainty and potential fluctuations.
When an investment has a diverse set of outcomes, the investor faces a greater likelihood of experiencing
extreme values, either significantly underperforming or outperforming expectations. This variability can cause
anxiety and requires a higher risk tolerance from the investor. Consequently, a wider range of payoffs is
associated with increased risk because it denotes greater uncertainty about future returns, which is a critical factor
for investors in making decisions about where to allocate their funds. In contrast, a narrower range of payoffs
would indicate that returns are more predictable and stable, implying lower risk associated with the investment.
Understanding this relationship helps in evaluating investments and guiding strategic financial decisions.
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5. Which of the following investments typically has the least risk?
A. Corporate bonds
B. U.S. Treasury bonds
C. Municipal bonds
D. High-yield bonds

U.S. Treasury bonds are considered to have the least risk among the options listed due to the full faith and credit
of the U.S. government backing them. This makes them virtually default-free, as the government has the authority
to raise taxes and print money, ensuring it can meet its debt obligations. As a result, Treasury bonds are seen as
a safe investment option, especially during times of economic uncertainty or market volatility. In contrast,
corporate bonds carry higher risk as they are subject to the financial health of the issuing corporation; if the
company faces difficulties, it may default on payments. Municipal bonds, while also relatively safe, can have
varying levels of risk depending on the financial stability of the issuing municipality. High-yield bonds are the
riskiest of the options listed, as they are issued by companies with lower credit ratings, increasing the likelihood of
default.

6. What is the primary responsibility of the Federal Open Market Committee
(FOMC)?

A. Setting national fiscal policy

B. Making key decisions about interest rates

C. Regulating the stock market
D. Controlling government spending levels

The Federal Open Market Committee (FOMC) is primarily responsible for making key decisions about interest
rates, which is central to the implementation of U.S. monetary policy. By adjusting interest rates, the FOMC
influences the cost of borrowing and the level of spending in the economy. When the FOMC raises or lowers the
federal funds rate, it affects not only interest rates for loans and mortgages but also broader economic conditions,
including inflation and employment levels. This function is crucial in regulating the money supply and facilitating
stable economic growth. The effective management of interest rates helps in controlling inflation and fostering an
environment conducive to maximum employment, aligning with the dual mandate of the Federal Reserve. In
contrast, setting fiscal policy is the responsibility of Congress and the Executive Branch, involving decisions on
taxation and government spending. The regulation of the stock market falls under the jurisdiction of the Securities
and Exchange Commission (SEC), while controlling government spending levels is also a function of fiscal policy
and not directly within the FOMC’s mandate.
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7. How does inflation affect purchasing power?
A. It increases purchasing power
B. It has no effect on purchasing power

C. It decreases purchasing power

D. It fluctuates purchasing power

Inflation decreases purchasing power because it represents the rate at which the general level of prices for goods
and services rises, eroding the value of money. When inflation occurs, each unit of currency buys fewer goods
and services than it did before. For example, if inflation is at 3% and wages do not increase accordingly,
consumers will find that their income can purchase less than it could in the past. This diminishing value of money
means that consumers can afford fewer goods and services over time, effectively reducing their overall purchasing
power. Understanding this relationship is critical for analyzing economic conditions and making informed financial
decisions.

8. What impact can regulation changes have on banks?
A. Enhancing their profitability without altering risks
B. Forcing them to improve customer service protocols

C. Altering their lending practices and risk exposure

D. Boosting their marketing strategies through tax benefits

Regulation changes can significantly alter the lending practices and risk exposure of banks. When new regulations
are implemented, they often require banks to adapt their financial strategies and operations to comply with the
law. This could mean tightening lending standards, adjusting interest rates, or even changing the types of loans
they offer. For example, if regulators impose higher capital requirements, banks may become more cautious in
their lending practices to ensure they have sufficient capital on hand. This shift can lead to a reduction in the
availability of credit, especially for higher-risk borrowers. As a result, the overall risk exposure of the bank may
also change, impacting its ability to take on certain types of loans or investments. In contrast, the other choices
focus on aspects such as profitability, customer service, and marketing strategies, which may not be directly
influenced by regulatory changes in the same fundamental manner as lending practices and risk exposure.
Regulations primarily aim to safeguard the financial system, which has a more immediate and direct effect on how
banks operate in terms of lending and managing risk.
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9. What role does commercial paper play in financial markets?
A. It is a long-term investment tool for corporations

B. It is a short-term unsecured debt instrument used by companies

C. It is primarily used for personal loans
D. It represents government securities

Commercial paper is indeed a short-term unsecured debt instrument used by companies to finance their
immediate operational needs, such as inventory purchases and payroll. This type of financing is typically issued
for periods ranging from a few days to up to 270 days and is crucial for managing short-term cash flow and
liquidity needs without securing the debt with collateral. By issuing commercial paper, companies can access
funds quickly and at lower interest rates compared to traditional bank loans, making it a flexible financing tool in
the financial markets. Investors benefit from this as well, as commercial paper often provides higher yields
compared to other short-term investments such as Treasury bills. This instrument plays a significant role in
enhancing the efficiency of corporate funding and overall market liquidity, allowing businesses to maintain smooth
operations while effectively managing their financing costs. The other options describe instruments or purposes
that do not accurately represent the nature or function of commercial paper in financial markets.

10. What is the purpose of setting reserve requirements?
A. To determine interest rates
B. To control inflation

C. To manage the money supply

D. To evaluate banking performance

The purpose of setting reserve requirements is primarily to manage the money supply within the economy.
Reserve requirements refer to the regulations set by central banks that dictate the minimum amount of reserves a
bank must hold against its deposits. By adjusting these requirements, the central bank can influence how much
money banks can lend out. When reserve requirements are increased, banks are required to hold a larger portion
of their deposits in reserve, which limits their ability to create new loans and thus reduces the money supply.
Conversely, lowering reserve requirements allows banks to lend more, increasing the money supply. This
mechanism plays a crucial role in maintaining economic stability and can help in managing both inflation and
economic growth. While setting reserve requirements can have indirect effects on interest rates and inflation, their
primary function is to control how much money is circulating in the economy, making the management of the
money supply the main focus. Evaluating banking performance is more about assessing how well financial
institutions operate within the regulatory framework rather than a direct purpose of setting reserve requirements.
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