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INSTRUCTION: Attempt section A and any other two (2) questions in section_l_l_ B

SECTION A

1. Price stability is desirable because (A) inflation creates uncertainty. making it difﬂcul.z.t
plan for the future. (B) Everyone is better off when prices are stable. (C) Price stabiliny
increases the profitability of the Central Bank. (D) It guarantees full employment.
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2. A central feature of monetary policy strategies in all countries is the use of a nominal
anchor, which is a nominal variable that monetary policymakers use as an (A) operating
target, such as the federal funds interest rate. (B) Intermediate target. such as the federal
funds interest rate. (C) Intermediate target to achieve an ultimate goal such as price stabiliny.
(D) Operating target to achieve an ultimate goal such as exchange rate stability.

3. The time inconsistency problem with monetary policy tells us that, if policymakers use
discretionary policy, there is a higher probability that the will be higher. compared
to policy makers following a behaviour rule. (A) Inflation rate (B) unemployment rate (C)
interest rate (D) foreign exchange rate

4. The three players in the money supply process include (A) banks. depositors. and
borrowers. (B) Banks, depositors, and the central bank. (C) Banks, Insurance Company. and
PFAs. (D) Banks, borrowers and PFAs

5. Both and are Central Bank of Nigeria's assets. (A) Currency in
circulation; Reserves (B) currency in circulation; Government securities (C) government
securities; Reserves (D) government securities; Discount loans i

6. Reserves are equal to the sum of (A) required reserves and excess reserves. (B) Required
reserves and vault cash reserves. (C) Excess reserves and vault cash reserves. (D) Vault cash
reserves and total reserves.

7. .Thc percentage of deposits that banks must hold in reserve is the (A) excess reserve ratio.
(B) Required reserve ratio. (C) Total reserve ratio, (D) Currency ratio.
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commercial banks. (A) Sell; Extend (B) sell; Call in (C) purchase; Extend (D) purchase; Call
in (O

11. \‘\,:'hen the Central Bank supplies the banking system with an extra naira of reserves,
fi&po§lts Increase by more than one naira a process called (A) extra deposit creation. (B_)
Multiple deposit creation. (C) Expansionary deposit creation. (D) Stimulative deposit
Creation. e

12. The Central Bank can exert more precise control over than it can over

- (A) High powered money: Reserves (B) High powered money; The monetary base
(C) the monetary base: High powered money (D) reserves: High powered money

13. The variable that reflects the effect on the money supply of changes in factors other than
the monetary base is the (A) currency checkable deposits ratio. (B) Required reserve ratio.

(C) Money multiplier. (D) Non -borrowed base.

14. The CBN uses three policy tools to manipulate the money supply: . which affect
reserves and the monetary base; Changes in . wWhich affect the monetary base; and

changes in . which affect the money multiplier. (A) Open market operations;
Borrowed reserves; Margin requirements (B) open market operations; Borrowed reserves;
Reserve requirements (C) borrowed reserves; Open market operations; Margin requirements
(D) borrowed reserves; Open market operations; Reserve requirements

15. The opportunity cost of holding excess reserves is the federal funds rate . (A)
Minus the discount rate (B) plus the discount rate (C) plus the interest rate paid on excess

reserves (D) minus the interest rate paid on excess reserves (30 Marks)

SECTION B

la. Briefly discuss monetary policy. (5 Marks)
b. Discuss the assumptions of J.M Keynes on monetary theory (10 Marks)

2a. Identify the five (5) trade-off faced by the Central Bank of Nigeria (CBN) (5 Marks)

2b. Distinguish between Irving Fisher theory of demand for money and Minton Friedman
theory of demand for money. (10 Marks)

3a. Identify five (5) indicators of economic growth in Nigeria (5 Marks)

3b. Discuss four (4) global effects of monetary Policy (10 Marks)



