University of Central Florida (UCF)
FIN4243 Debt and Money Markets
Practice Exam 3 (Sample)

Study Guide

BY EXAMZIFY

Everything you need from our exam experts!

Sample study guide. Visit https://ucf-fin4243-exam3.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-find243-exam3.examzify.com for the full version



Questions

Sample study guide. Visit https://ucf-find243-exam3.examzify.com for the full version



1. What is the impact of declining interest rates on some commercial banks in
Europe?

A. They benefit from declining rates.
B. They are adversely affected by declining rates.
C. They remain neutral to declining rates.

D. They can profit from hedge strategies.

2. Which of the following best describes the purpose of currency options?
A. To guarantee profit in every transaction
B. To hedge against currency risk or speculate
C. To replace forward contracts completely

D. To set fixed exchange rates across all transactions

3. What does a currency swap involve?
A. Exchanging debt securities between parties
B. Exchanging currencies at specified exchange rates
C. Buying and selling foreign stocks

D. Trading futures on currency exchange rates

4. Which type of account became more widely available as a result of the
Garn-St. Germain Act?

A. Money market accounts
B. Negotiable order of withdrawal accounts
C. Certificate of deposit accounts

D. High-yield savings accounts

5. What is an example of a type of swap that limits potential interest rate
exposure?

A. Zero-coupon-for-floating swap.
B. Rate-capped swap.
C. Plain vanilla swap.

D. Callable swap.
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6. Which method limits foreign investment through economic policies?
A. Direct market trading
B. Currency stability measures
C. Increasing money supply

D. International trading agreements

7. Which of the following is true about plain vanilla swaps?
A. Only variable payments are exchanged.
B. They involve a fixed-rate payment for a floating-rate payment.
C. They are the least common type of swap.

D. They are only used by private entities.

8. What does a declining interest rate environment typically encourage banks
to do with their asset allocation?

A. Invest in short-term loans
B. Prioritize rate-sensitive assets
C. Allocate to cash equivalents

D. Focus on more rate-insensitive assets

9. What does Universal Life Insurance combine?
A. Only guaranteed death benefits and no cash value
B. Features of term and whole life insurance with cash value
C. Investment strategies with term life features

D. Short-term insurance with no investment component

10. In Deliverable Swap Futures, who is the fixed rate receiver?
A. The lender or borrower
B. The buyer or long choice
C. The seller or short choice

D. The bank acting as intermediary
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1. What is the impact of declining interest rates on some commercial banks in
Europe?

A. They benefit from declining rates.

B. They are adversely affected by declining rates.

C. They remain neutral to declining rates.
D. They can profit from hedge strategies.

Declining interest rates have a significant impact on various financial institutions, including commercial banks.
Typically, when interest rates fall, banks experience a compression in their net interest margins, which is the
difference between the interest income earned from loans and the interest paid on deposits. As rates decrease,
loans often yield lower returns, while the rates banks pay for deposits may not decrease as quickly. This can lead
to reduced profitability for banks, as their primary source of income—the interest spread—is narrowed. In
addition, lower interest rates can result in decreased demand for loans, as borrowers may benefit less from
borrowing due to the lower returns on their investments or the perceived risk in the economy. This decrease in
loan activity further compounds the challenges faced by banks in a low-rate environment. While some banks may
attempt to offset these challenges by adjusting their strategies or seeking alternative income streams, the broader
trend shows that many banks face headwinds as they navigate a declining interest rate landscape. This
combination of factors illustrates why the statement indicating that banks are adversely affected by declining rates
is accurate.

2. Which of the following best describes the purpose of currency options?
A. To guarantee profit in every transaction

B. To hedge against currency risk or speculate

C. To replace forward contracts completely
D. To set fixed exchange rates across all transactions

The purpose of currency options is specifically to hedge against currency risk or to engage in speculation.
Currency options provide the holder the right, but not the obligation, to buy or sell a currency at a predetermined
price within a specified time frame. This flexibility is essential for mitigating the risks associated with unfavorable
exchange rate movements. Companies and investors can use options to protect themselves from losses when
dealing with foreign currencies, allowing them to stabilize cash flows and financial planning. Additionally, currency
options can be used for speculative purposes, enabling traders to potentially profit from movements in currency
values without a substantial capital outlay, which adds to their appeal. This dual functionality—hedging and
speculation—distinguishes currency options from other financial instruments, making option B the most accurate
description of their purpose. In contrast, options that guarantee profit in every transaction aren't feasible due to
the inherent volatility and unpredictability of the currency markets. Replacing forward contracts completely is not
accurate since currency options and forward contracts serve different purposes and are often used in conjunction.
Finally, setting fixed exchange rates across all transactions does not align with the dynamic nature of currency
markets, where rates fluctuate constantly.
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3. What does a currency swap involve?

A. Exchanging debt securities between parties

B. Exchanging currencies at specified exchange rates

C. Buying and selling foreign stocks
D. Trading futures on currency exchange rates

A currency swap specifically involves exchanging currencies between two parties at predetermined exchange
rates. In this arrangement, one party agrees to pay interest on the currency they receive from the other party,
while simultaneously receiving interest on their own currency that they provide to the other party. This allows both
parties to access the foreign currency they need while managing their risk related to currency fluctuations. The
mechanism of a currency swap often includes an initial exchange of principal amounts at the beginning of the
swap, followed by periodic interest payments and a final exchange of the principal amounts at the end of the swap
agreement, all based on the agreed-upon exchange rates. This arrangement can be advantageous for companies
looking to hedge against exchange rate risk, facilitate international trade, or obtain access to cheaper borrowing
costs in a foreign currency. In contrast, the other choices do not accurately describe the nature of a currency
swap. Exchanging debt securities relates to bond markets, buying and selling foreign stocks pertains to equity
investments, and trading futures on currency exchange rates involves derivative instruments rather than direct
currency exchanges.

4. Which type of account became more widely available as a result of the
Garn-St. Germain Act?

A. Money market accounts

B. Negotiable order of withdrawal accounts

C. Certificate of deposit accounts
D. High-yield savings accounts

The correct choice is the negotiable order of withdrawal accounts. The Garn-St. Germain Act, passed in 1982,
aimed to deregulate the savings and loan industry, which had been facing significant challenges. One of the
primary impacts of this legislation was to allow savings and loan institutions to offer negotiable order of withdrawal
(NOW) accounts. NOW accounts are interest-bearing accounts that permit account holders to write checks,
essentially combining features of both savings and checking accounts. This innovation provided consumers with
increased flexibility for managing their funds while earning interest, making them more attractive as a banking
option. In contrast, while money market accounts, certificate of deposit accounts, and high-yield savings
accounts all play a role in personal finance, they did not gain their wider availability directly as a result of the
Garn-St. Germain Act. This act specifically facilitated the introduction and expansion of NOW accounts in the
banking system, marking a significant change in how customers could manage their deposits and access their
funds.
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5. What is an example of a type of swap that limits potential interest rate
exposure?

A. Zero-coupon-for-floating swap.

B. Rate-capped swap.

C. Plain vanilla swap.

D. Callable swap.

A rate-capped swap is a specific type of interest rate swap that includes a cap on the interest rate that one party
will pay. This feature is designed to protect the party from rising interest rates beyond a predefined level. In
essence, if interest rates increase above this cap, the party's payment obligations will not exceed the cap rate,
thereby limiting their exposure to higher interest costs. This makes rate-capped swaps advantageous for entities
looking to manage interest rate risk while still benefiting from lower rates when they are available. By having this
cap in place, participants can stabilize their cost of borrowing and better manage cash flows, as they will not be
subject to the full volatility associated with floating interest rates. This feature effectively allows for a balance
between benefiting from favorable rate movements while also providing a safeguard against adverse movements
in interest rates. In contrast, the other options do not provide the same level of protection against rising interest

rates that a rate-capped swap does, making the rate cap a distinctive feature that serves to limit potential interest
rate exposure effectively.

6. Which method limits foreign investment through economic policies?
A. Direct market trading

B. Currency stability measures

C. Increasing money supply
D. International trading agreements

Currency stability measures are designed to limit foreign investment through economic policies by maintaining the
stability and value of a currency. When a country implements policies to stabilize its currency, it can deter
speculative foreign investments that seek to profit from currency fluctuations. By creating a stable economic
environment, these measures reduce volatility, making it less attractive for investors who thrive on movement in
currency values. In contrast, direct market trading does not necessarily restrict foreign investment; rather, it
facilitates it by providing a platform for buying and selling securities. Increasing the money supply usually aims to
stimulate economic growth and can attract more foreign investment rather than limit it. International trading
agreements, while they can set the terms of trade, often do not directly restrict foreign investment but instead
promote it by providing more favorable conditions for trade and investment flows. Thus, currency stability
measures serve as a critical mechanism for regulating foreign investment through focused economic policy aimed
at maintaining a consistent and reliable currency value.
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7. Which of the following is true about plain vanilla swaps?

A. Only variable payments are exchanged.

B. They involve a fixed-rate payment for a floating-rate payment.

C. They are the least common type of swap.
D. They are only used by private entities.

The statement that plain vanilla swaps involve a fixed-rate payment for a floating-rate payment is accurate
because it captures the fundamental characteristic of these financial instruments. Plain vanilla swaps are typically
structured as interest rate swaps where one party pays a fixed interest rate while receiving a variable rate (often
tied to a benchmark like LIBOR or SOFR). This structure allows institutions to hedge interest rate risk or to
speculate based on their expectations of future interest rate movements. In a plain vanilla swap, the simplicity of
this exchange makes it widely used in the financial markets, especially for managing exposure to fluctuating
interest rates. The fixed payment gives predictability for one counterparty, while the variable payment allows the
other to benefit if interest rates decline. The other options misrepresent aspects of plain vanilla swaps: they do not
solely exchange variable payments, they are very common in practice compared to more complex structures, and
they are not limited to private entities as both public and private entities engage in such arrangements.

8. What does a declining interest rate environment typically encourage banks
to do with their asset allocation?

A. Invest in short-term loans
B. Prioritize rate-sensitive assets
C. Allocate to cash equivalents

D. Focus on more rate-insensitive assets

In a declining interest rate environment, banks often find it advantageous to focus on more rate-insensitive assets.
When interest rates decrease, the income generated from variable-rate loans or short-term investments tends to
decrease as well. As a result, banks may seek to stabilize their returns by investing in assets that are less
sensitive to fluctuations in interest rates. Rate-insensitive assets, such as fixed-rate securities or long-term
bonds, may provide a more consistent yield, enhancing the bank's overall return in a low-rate environment. This
strategy can help banks manage their interest rate risk effectively while still generating revenue, enabling them to
achieve more predictable income streams. Furthermore, investing in rate-insensitive assets allows banks to lock
in higher yields from existing assets before rates potentially fall further. In contrast, shifting towards short-term
loans or rate-sensitive assets could expose banks to increased risk as those returns would likely decline with
falling rates. Thus, focusing on more rate-insensitive assets is a prudent strategy during periods of declining
interest rates.
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9. What does Universal Life Insurance combine?

A. Only guaranteed death benefits and no cash value

B. Features of term and whole life insurance with cash value

C. Investment strategies with term life features
D. Short-term insurance with no investment component

Universal Life Insurance is a type of permanent life insurance that uniquely blends features of both term and whole
life insurance. This combination allows policyholders to enjoy a flexible premium structure, which can be adjusted
over time, in addition to accumulating cash value as the policy matures. Unlike term insurance that offers only
death benefits without any cash accumulation, universal life insurance provides both a death benefit component
and a cash value component that grows over time based on interest crediting strategies. This cash value can
sometimes be accessed by the policyholder through loans or withdrawals, which adds to the flexibility and utility of
the insurance. Moreover, universal life insurance allows for premium payments that aren't fixed, giving
policyholders the ability to pay just the cost of insurance while allowing the cash value to grow with excess funds.
This characteristic distinguishes it from other insurance products, which may not provide such adjustable features.
Thus, the correct answer illustrates the core attributes of universal life insurance, ensuring policyholders have a
blend of flexible insurance coverage along with the potential for growth in cash value.

10. In Deliverable Swap Futures, who is the fixed rate receiver?
A. The lender or borrower

B. The buyer or long choice

C. The seller or short choice
D. The bank acting as intermediary

In Deliverable Swap Futures, the fixed rate receiver is correctly identified as the buyer or long position holder in
the contract. This role is crucial because, in a swap agreement, one party agrees to pay a fixed interest rate while
receiving a floating interest rate, typically linked to a benchmark like LIBOR. By entering into a long position in a
Deliverable Swap Future, the buyer establishes a commitment to receive fixed payments, benefiting from a stable
rate in a fluctuating interest rate environment. This expectation aligns with investors seeking to hedge against
future interest rate movements or to speculate on rate changes. The buyer's position amplifies the importance of
understanding interest rate dynamics, particularly how fixed and floating rates interact over time, impacting the
value of the swap. It's essential for the buyer to analyze yield curves and market conditions to make informed
decisions when taking on this role. In contrast, the lender or borrower generally would not specify a fixed rate
position as tied exclusively to one side of the trade. Similarly, the seller or short position typically pays the fixed
rate, while the bank acting as an intermediary facilitates the trade but does not directly receive the fixed payments
in the context of the swap.
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