Lecture 1

The Changing Bank Environment
1. Historically, a commercial bank was defined as a firm that:

a. accepted NOW accounts and made consumer loans.

b. accepted demand deposits and made commercial loans.

c. accepted government deposits and made public loans.

d. accepted demand deposits and made consumer loans.

e. is regulated by the Federal Reserve.

Answer: b

2. Which Act separated commercial banking, investment banking and insurance into three separate industries?

a. Glass-Steagall Act

b. Bank Holding Act

c. McFadden Act

d. Federal Reserve Act

e. Competitive Equality Banking Act
Answer: a

3. Which Act limited the activities a company could engage in if it owned a bank?

a. Federal Reserve Act

b. Bank Holding Act

c. McFadden Act

d. Glass-Steagall Act

e. Competitive Equality Banking Act

Answer: b

4. Which Act allowed the individual states to determine if a bank could branch within or outside its home state?

a. Competitive Equality Banking Act

b. Federal Reserve Act

c. McFadden Act

d. Glass-Steagall Act

e. Riegle-Neal Interstate Banking and Branching Efficiency Act

Answer: c

5. Which Act allowed banks to locate offices anywhere in the country?

a. Competitive Equality Banking Act

b. Federal Reserve Act

c. McFadden Act

d. Riegle-Neal Interstate Banking and Branching Efficiency Act

e. Bank Holding Act

Answer: d

6. The first bank with branches coast to coast was:

a. Wells Fargo
b. BankOne
c. Merrill Lynch
d. Chase
e. Bank of America

Answer: e

7. Which of the following is not a purpose of bank regulation?

a. Guarantee minimal profitability of the banking system.

b. Provide monetary stability.

c. Ensure safety and soundness of banks.

d. Provide a competitive financial system.

e. Protect consumers from abuses by banks.

Answer: a

8. Which of the following is not a bank regulator?

a. Resolution Trust Corporation

b. Federal Reserve

c. Office of the Comptroller of the Currency

d. State Banking Authorities.

e. Federal Deposit Insurance Corporation.

Answer: a

9. A primary purpose of maintaining the safety and soundness of banks is to:

a. encourage loan growth.
b. protect depositors.

c. ensure liquidity for the stock market.
d. prevent discrimination.
e. minimize bank losses.

Answer: b
10. Which of the following is not represented in the CAMELS ratings.

a. Cash adequacy

b. Asset quality

c. Management quality

d. Liquidity

e. Sensitivity to market risk.

Answer: a

11.  A formal regulatory document that prescribes corrective action for a problem institution is a:
a. cease and desist order
b. capital request.
c. memorandum of understanding.
d. quality assurance directive.
e. national bank order.
Answer: c
12. A new charter to start a state bank must be obtained from the:

a. Federal Reserve.

b. Federal Deposit Insurance Corporation.

c. Office of the Comptroller of the Currency.
d. Office of Thrift Supervision.

e. State banking department.
Answer: e

13. A new charter to start a federal savings association is obtained from the:

a. Office of the Comptroller of the Currency.

b. National Credit Union Administration.

c. Office of Thrift Supervision.

d. State banking department.
e. Federal Reserve
Answer: c
14. National and state charters are available for all of the following except:

a. credit unions.

b. commercial banks.

c. savings associations.

d. Federal Reserve banks.

e. National and state charters are available for all of the above.

Answer: d

15. The primary federal regulator of state banks that are not members of the Fed is the: 

a. FDIC.

b. Office of the Comptroller of the Currency.

c. Office of Thrift Supervision.

d. state banking department.

e. National Credit Union Administration.

Answer: a

16. The primary regulator of national banks is the:

a. Resolution Trust Corporation

b. Federal Reserve

c. Office of the Comptroller of the Currency

d. State Banking Authorities.

e. Federal Deposit Insurance Corporation.

Answer: b

17. Commercial banks mostly specialize in:

a. mortgages.

b. mutual loans.

c. short-term business credit.

d. savings accounts.

e. share draft accounts.

Answer: c

18. Savings and loans have historically specialized in:

a. commercial loans.

b. auto loans.

c. mutual loan.

d. real estate loans.

e. demand deposit accounts.

Answer: d

19. Savings institutions must maintain what percent of their assets in housing-related assets to be considered a “Qualified Thrift Lender”?
a. 100%
b. 15%
c. 70%
d. 85%
e. 65%
Answer: e
20. Which of the following institutions’ customers have a “common bond”?

a. credit union

b. commercial bank

c. mortgage company
d. savings bank

e. thrift

Answer: a

21. Which of the following is considered a non-depository financial institution?

a. savings bank

b. mutual fund
c. commercial bank
d. credit union
e. thrift
Answer: b
22. Which of the following is considered a depository financial institution?

a. mortgage company

b. mutual fund

c. savings and loan associations

d. Federal Reserve

e. insurance company

Answer: c

23. Originally, the FDIC insured deposits up to:
a. $100,000
b. $50,000
c. $25,000
d. $10,000
e. $5,000
Answer: e
24. Which of the following officially designates a bank as insolvent?

a. Office of the Comptroller of the Currency.

b. Federal Reserve.

c. Office of Thrift Supervision.

d. Office of National Charters.

e. Resolution Trust Corporation.

Answer: a

25. Which of the following primarily regulates state banks that are not members of the Federal Reserve System, but do carry federal deposit insurance?

a. Federal Reserve

b. Federal Deposit Insurance Corporation

c. Office of the Comptroller of the Currency

d. Office of Thrift Supervision

e. Federal Savings and Loan Insurance Corporation

Answer: b

26. Which of the following is not one of the fundamental forces that have transformed modern financial markets and institutions?

a. financial innovation

b. deregulation

c. decreased competition

d. securitization

e. changes in technology

Answer: c

27. Bank regulations:

a. can prevent bank failures.

b. can eliminate economic risk for banks.

c. Serve as guidelines for sound operating policies.

d. guarantee bankers will make sound management decisions.

e. guarantee bankers act in an ethical manner.

Answer: c

28. Which of the following is not a fundamental function of the Federal Reserve?

a. Conduct the nation’s monetary policy.

b. Provide an effective payments system.

c. Regulate banking operations.

d. Ensure bank profitability.

e. All of the above are fundamental functions of the Federal Reserve.

Answer: d

29. The Federal Reserve has Reserve Banks and branches in ___ districts across the country.

a. 10

b. 12

c. 14

d. 16

e. 18

Answer: b

30. Which of the following is not one of the Fed’s monetary policy tools?

a. Open market operations

b. Changes in the fed funds rate

c. Changes in the discount rate

d. Changes in the required reserve ratio

e. All of the above are monetary policy tools of the Fed

Answer: b

31. Which of the following is the most flexible of the Fed’s tools for implementing monetary policy?
a. Changes in the fed funds rate
b. Changes in the required reserve ratio
c. Changes in the discount rate
d. Open market operations
e. Private placements
Answer: d
32. Currently, the Fed sets the discount rate __________ the target fed funds rate. 

a. 1% - 1.5% below

b. 2% - 2.5% below

c. 3% - 3.5% above

d. 2% - 2.5% above

e. 1% - 1.5% above

Answer: e

33. Which type of financial institution has seen the largest drop in their share of financial assets? 

a. Depository institutions

b. Mutual funds

c. Insurance companies

d. Pension plans

e. Finance companies

Answer: a

34. The reason some individual states restricted bank branching was to:

a. encourage the formation of one-bank holding companies.

b. prevent outside funds from financing community growth.

c. prevent the formation of multi-bank holding companies

d. help keep deposits in local communities.

e. encourage diversification in local banks.

Answer: d

35. Branch banking generally does all of the following except:
a. lower expenses.
b. allow for greater asset diversification.
c. expand each bank’s consumer deposit base.
d. reduce the likelihood of a run on deposits.
e. increase the number of competitors.
Answer: e
36. After passage of the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994, which were the only two states to originally “opt out” of interstate banking?

a. Illinois and Indiana

b. Montana and Texas

c. Hawaii and Alaska

d. California and New York

e. Alabama and Florida

Answer: b

37.  ____________ can only deal in international transactions.
a. Edge Act corporations
b. Loan production offices
c. Consumer banks
d. One-bank holding companies
e. Cliff corporations
Answer: a
38. ___________ accept deposits and make loans to firms with international business.

a. Investment Edges

b. Banking Edges 

c. Consumer banks

d. Loan production offices

e. Bank holding companies

Answer: b
39. ___________ make commercial loans but do not accept deposits.

a. Investment Edges

b. Banking Edges 

c. Consumer banks

d. Loan production offices

e. Bank holding companies

Answer: d
40. ___________ accept deposits and only make consumer loans.

a. Investment Edges

b. Banking Edges 

c. Consumer banks

d. Loan production offices

e. Bank holding companies

Answer: c
41. Prior to the advent of interstate banking, a benefit of forming a multi-bank holding company was:

a. the ability to open a full-service bank in any state.

b. the ability to operate in any non-bank activity desired.

c. to acquire more prestige in the local community.

d. the ability to compete in different geographic markets.

e. to help the Federal Reserve control the money supply.

Answer: d

42. Which regulatory agency must approve all bank holding company formations?

a. Federal Reserve

b. Office of the Comptroller of the Currency

c. The appropriate state banking board

d. Resolution Trust Corporation

e. Federal Deposit Insurance Corporation

Answer: a

43. After the enactment of interstate branching, the primary motivation behind forming a bank holding company is:

a. to reduce competition.

b. the ability to circumvent restrictions on branching.

c. to broaden the scope of products the bank can offer.

d. to increase deposit concentration.

e. All of the above are motivating factors today for forming a bank holding company.

Answer: c
44. Banks create Section 20 affiliates to:

a. underwrite securities.

b. make international loans.

c. purchase savings and loans.

d. invest in junk bonds.

e. compete with general-purpose finance companies.

Answer: a

45. What is the primary motivation today of forming a financial holding company?

a. To increase speculation.

b. To branch across state lines.

c. To engage in activities not permitted in a bank holding company.

d. To branch within a particular states boundaries.

e. To reduce the risk of bank failures.

Answer: c

46. A bank holding company’s income is derived from:

a. dividends from bank subsidiaries.

b. dividends from non-bank subsidiaries.

c. interest from subsidiaries.

d. All of the above.

e. a. and c. only.

Answer: d

47. Bank holding companies generally do not pay income tax because:

a. they are always chartered as non-profit corporations.

b. most of their income is subsidiary paid dividends, of which 80% is tax-exempt.

c. the subsidiaries always operate at a net loss.

d. bank holding companies must carry deposit insurance.

e. bank holding companies are not subject to Internal Revenue Service regulations.

Answer: b

48. 1st State Bank is proposing to take over 2nd National Bank, to form 1st State MegaBank, which will be a state Fed-member bank and carry federal deposit insurance.  Which regulatory agency must approve the merger?

a. Office of the Comptroller of the Currency

b. Federal Deposit Insurance Corporation

c. The state banking board where 1st State MegaBank will reside

d. Federal Reserve

e. U.S. Treasury

Answer: d

49. 1st National Bank is proposing to take over 2nd State Bank, to form 1st National MegaBank, which will be a national bank.  Which regulatory agency must approve the merger?

a. Office of the Comptroller of the Currency

b. Federal Deposit Insurance Corporation

c. The state banking board where 1st State MegaBank will reside

d. Federal Reserve

e. U.S. Treasury

Answer: a

50. Federal Reserve Reg. ____ makes it illegal for any lender to discriminate on the basis of national origin.

a. AA

b. BB

c. Z

d. C

e. B

Answer: e

51. Federal Reserve Reg. ____ requires disclosure of as to why a costumer was denied credit.

a. AA

b. BB

c. Z

d. C

e. B

Answer: c
52. Which of the following was a goal of the Depository Institutions Deregulation and Monetary Control Act of 1980?

a. To reduce the range of banking services offered.

b. To allow banks to pay market rates on deposits.

c. To allow banks to make long-term mortgage loans.

d. To allow banks to offer Money Market Deposit Accounts.

e. To reduce the number of leveraged buyouts.

Answer: b

53.  The _________ authorized money market deposit accounts.

a. Depository Institutions Act  (Garn-St. Germain)

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act
e. Depository Institutions Deregulation and Monetary Control Act
Answer: a

54. The _________ expanded the FDIC’s authority for open bank assistance.

a. Depository Institutions Act  (Garn-St. Germain)

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: b

55. The _________ created the Office of Thrift Supervision.

a. Depository Institutions Act  (Garn-St. Germain)

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: c

56. The _________ mandated that the FDIC take prompt corrective action in dealing with bank failures.

a. Depository Institutions Act  (Garn-St. Germain)

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: a

57. FASB 115 requires historical costs to be used for:

a. trading account securities.

b. available-for-sale securities.

c. retained earnings.

d. held-to-maturity securities.

e. net income.

Answer: d

58. The _________ allows adequately capitalized bank holding companies to acquire banks in any state.

a. Riegle-Neal Interstate Banking and Branching Efficiency Act

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: a

59. The _________ requires disclosure of a bank’s privacy policy.

a. Riegle-Neal Interstate Banking and Branching Efficiency Act

b. Gramm-Leach-Bliley Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Federal Deposit Insurance Corporation Improvement Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: b

60. The _________ established to Public Company Oversight Board to regulate public accounting firms that audit publicly-traded companies.

a. Riegle-Neal Interstate Banking and Branching Efficiency Act

b. Competitive Equality Banking Act

c. Financial Institutions Reform, Recovery and Enforcement Act

d. Sarbanes-Oxley Act

e. Depository Institutions Deregulation and Monetary Control Act

Answer: d
61. Which of the following statements is/are correct?

a. Higher capital requirements often result in a higher cost of capital for banks.

b. Small banks have greater access to the equity markets than large banks.

c. Higher capital requirements encourage small banks to consolidate into larger banks.

d. All of the above are correct.

e. Only a. and c. are correct.

Answer: e 

62. Banks with less than _______ in assets are generally called community banks.

a. more than $1 billion

b. less than $1 billion 

c. more than $5 million

d. less than $1 trillion 

e. more than $1 trillion

Answer: b

63. __________ have a large international presence.

a. Global banks

b. Nationwide banks

c. Super regional banks

d. Regional banks

e. Specialty Banks

Answer: a

64. __________ have a coast-to-coast presence.

a. Global banks

b. Nationwide banks

c. Super regional banks

d. Regional banks

e. Specialty Banks

Answer: b

65. __________ have extensive operations in a limited geographic region of the United States.

a. Global banks

b. Nationwide banks

c. Super regional banks

d. Community banks

e. Specialty banks

Answer: d

66. An “independent” bank is:

a. an “independent” subsidiary of a multi-bank holding company.

b. another name for a one-bank holding company.

c. a bank that is exempt from paying federal income taxes.

d. a bank that is specifically created to underwrite corporate debt issues.

e. not controlled by a multi-bank holding company or any other outside interest.

Answer: e

67. A “specialty” bank is:

a. a “special” subsidiary of a multi-bank holding company.

b. another name for a one-bank holding company.

c. a bank that is exempt from paying federal income taxes.

d. a bank that is specifically created to underwrite corporate debt issues.

e. generally an independent or community bank.

Answer: e

68. Which of the following is not a typical bank director’s committee?

a. Profitability committee

b. Loan committee

c. Trust committee

d. Audit committee

e. Asset and liability committee

Answer: a
69.  At a independent bank, the __________ would typically be responsible for implementing the bank’s credit policy.

a. Cashier

b. Senior credit officer

c. Senior operations officer

d. Senior investment officer

e. Branch area executive

Answer: b

70. In response to an increase in capital requirements, banks have responded by:

a. replacing fee income with interest income.

b. increasing the number of high-risk loans made.

c. moving assets off their balance sheet.

d. paid higher dividends.

e. lowered interest rates.

Answer: c

71. Historically, why have banks been among the safest businesses?

a. Banks invest heavily in risk management technologies.

b. Banking is one of the most regulated businesses.

c. The government has never allowed a bank to fail.

d. The products of a bank, loans and deposits, are always in strong demand.

e. Banking has traditionally employed conservative risk‑averse managers.

Answer: b

72. Regulatory dialectic can be described as:

a. the consolidation of the banking industry.

b. the process by which banks respond to regulations and the imposition of new regulations.

c. the investment banking process.

d. the securitization of bank assets.

e. the facilitating of corporate mergers.

Answer: b

73. The securitization  of credit card receivables is an example of:

a. deregulation.

b. re-regulation.

c. regulatory dialectic.

d. financial innovation.

e. monopoly powers.

Answer: d

74. Money market mutual funds experienced rapid growth in the 1970s because:

a. banks were subject to usury laws.

b. banks were considered financially unstable.

c. savings rates in the United States fell dramatically.

d. reserve requirements on demand deposits fell.

e. banks were subject to Regulation Q, which limited the amount of interest the banks could pay.

Answer: e

75. Which of the following is not in competition with U.S. banks for deposits?

a. American Express
b. A local credit union

c. Bank of Montreal, a major Canadian bank.

d. Fidelity Investments 

e. All of the above are in competition with U.S. banks for deposits.

Answer: e

76. What impact has the growth in the commercial paper market had on banks?

a. Banks can raise low-cost funds more easily.

b. Banks have lost corporate borrowers.

c. Banks can invest in more corporate equities.

d. Banks can now fund junk bonds.   

e. All of the above are a result of the growth in the commercial paper market.

Answer: b

77. What was the major factor influencing the collapse of the junk bond market that began in 1989?

a. An abnormally high default rate experience of junk bond issues scared away potential investors.

b. A shrink in the demand for funds by potential borrowers.

c. The collapse of the secondary market with the bankruptcy of Drexel Burnham Lambert.

d. Banks offered better rates for borrowers.   

e. All of the above.

Answer: c

78. Which of the following is not an advantage of issuing junk bonds over obtaining banks loans for medium-size, lower quality borrowers?

a. Firms have greater access to larger amounts of funds.

b. Firms can typically borrow for longer periods of time.

c. Junk bonds may have interest costs lower than quoted loan rates at banks.

d. Junk bonds are considered investment quality securities.

e. Junk bonds can serve as substitutes for bank loans.

Answer: d

79. General purpose finance companies often make all of the following types of loans except:

a. commercial loans.

b. home improvement loans.

c. first mortgage loans.

d. second mortgage loans.

e. automobile loans.

Answer: c

80. Captive automobile finance companies:

a. are owned by auto manufacturers.

b. make loans to car buyers.

c. often write mortgages to capitalize on economies of scale.

d. all of the above.

e. a and b only.

Answer: d

81. Finance companies have a history of higher loan default rates and higher profits than commercial banks because:

a. finance company loans typically carry higher interest rates than banks.

b. finance companies have a better record of converting collateral into cash.

c. banks have a higher cost of core deposits.

d. banks have less control over administrative costs.

e. all of the above.

Answer: a

82. The payment method with the smallest transaction size is:

a. cash.

b. check.

c. debit card.

d. credit card.

e. ACH.

Answer: a

83. Why do banks consider investment banking so attractive?

a. Investment banks already provide banking services to prime commercial customers. 

b. Investment banks can compete in any geographic location without regulation.

c. Commercial bank returns are negatively correlated with investment bank returns. 

d. Investment banks have a higher return on assets than commercial banks.

e. All of the above.

Answer: e

84. Which of the following is not a function of investment banking?

a. Underwriting public offerings of new securities.

b. Accepting demand deposits from customers.

c. Trading securities in the secondary market.

d. Advising and financing mergers and acquisitions

e. All of the above are investment banking functions.

Answer: b

85. When an investment banker matches prospective buyers and sellers, the investment banker is acting as a(n):

a. dealer.

b. trustee.

c. broker.

d. trader.

e. investor.

Answer: b

86. Which of the following is an example of re-regulation?

a. Repeal of interest rate ceilings.

b. Passage of the section of the Depository Institutions Monetary Control Act, which required all financial institutions that offered interest bearing checking accounts to hold reserves against them.

c. Passage of the Reigle-Neal Interstate Banking and Branching Efficiency Act.

d. Passage of usury laws. 

e. Denying a bank charter application.

Answer: b

87. Which of the following is not a cause of financial innovation?

a. Banks may want to increase their capital base.

b. Advancement in technology.

c. A decrease in competition.

d. Entering new geographic markets.

e. New regulations.

Answer: c

88. Securitization is the process of:

a. increasing security at banks.

b. underwriting municipal securities.

c. converting bank deposits to Treasury securities.

d. converting bank assets into marketable securities.

e. converting bank liabilities into marketable securities.

Answer: a

89. The gradual evolution of markets and institutions such that geographic boundaries do not restrict financial transactions is known as:

a. deregulation.

b. integration.

c. re-regulation.

d. globalization.

e. implementation.

Answer: d

90. Which of the following advances in technology was most quickly adapted by U.S. households?

a. Automobile

b. VCR

c. Electricity

d. Cell phone

e. Internet

Answer: e

True/False

91. The McFadden Act of 1927 forbids national banks from underwriting equities.

Answer: False

92. A memorandum of understanding is a legal document that orders a firm to stop an unfair practice.

Answer: False

93. A function of investment banking is to facilitate corporate mergers and acquisitions.

Answer: True

94. Most banks have the ability to easily raise new capital by issuing new equity.

Answer: False

95. The number of bank failures since 1988 has increased dramatically.

Answer: False

96. Regional banks are similar to super regional banks except their scope is more geographically limited.

Answer: True

97. State-chartered banks must be members of the Federal Reserve System.

Answer: False

98. A bank holding company is a shell organization that owns subsidiary firm. 

Answer: True

99. The Federal Reserve directly controls the discount rate.

Answer: True

100. The FDIC insures credit union accounts up to $100,000.

Answer: False

Essay

101. How has regulatory dialectic influenced financial innovation?

102. How has the passage of the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 affected the structure of the U.S. banking system?
103. What are the advantages and disadvantages of the increased consolidation that is occurring in the banking industry?

104. Why are banks highly regulated?

105. Discuss two of the shortcomings of restrictive bank regulation.

