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Chapter 19

Bank Management

. 'Whch of the following statements 15 Incorrect?

A) Managers may be tempted to make decsions that are in their own best interests rather than
shareholder mterests.

B) The compensation of bank loan officers may be tied to loan volume, which encourages a loan
department to extend loans with a very high concem for nsk.

C) To prevent agency problems, some banks provade stock as compensation to managers.

D) The underdying goal belond the managenal policies of a bank 1s to maxumze the wealth of the
bank’s shareholders.

ANSWER: B

. 'When cash outflows temporanly exceed cash inflows, banks are most ikely to expenence:
A) hgher dividend payments.

B) ilhqudity

C) a negative durafion on its assets.

D) an excess of capital.

ANSWER: B

. Banks can resolve cash deficiencies by
A) creating addifional liabilibes.
B) selling assets.
C) buwving back common stock.
D) increasing dividend payouts.
E) creating addifional habilifies or selling assets.

ANSWER: E

. As the secondary market for loans has become active, banks are more able to sabsfy thewr homdity
needs with a proportion of loans while achieving profitabality.

A) hgher; igher

B) lower; lower

C) hagher; lower

D) lower; higher

ANSWER: A



432 + Chapter 19/Bank Management

3. If a bank that relies heavily on short-termn deposits expects interest rates to consistently decrease over

time, it would allocate most of its loans with rates if it desires to maximmze 15 expected

returns. It could reduce its exposure to interest rate nsk by sethng rates on 1ts loans.

A) hxed; fixed

B) wvanable; fixed
C) wvanable; variable
D) fixed; varable

ANSWER: D

6. Dunng a peniod of nsing interest rates, a bank's net interest margin will ikely

are 1tz assets.

A) Increase; more rate-sensitive than
B) decrease; more rate-sensitive than
C) increase; equally rate-sensifive as
D) decrease; equally rate-sensiove as

ANSWER: B

o |

funds to rate- assets.
A) decrease; sensitive

B) decrease; insensitive

C) increase; insensifive

D) none of these

ANSWER: B
The following information refers to guestions & through 10.

Petri Bank had interest revenues of 570 million last year and $30 million in interest

if 1ts habalities

If a bank expecied interest rates to consistently over time, 1t will consider allocating most

_About $300

million of Petri’s 3800 mullion in assets are rate-sensiive, while $600 mlhon of 1ts habilies are rate-

sensitrve.
8. Pein Bank's net interest margin is percent.
A) 40
B) 36
C) 6.7
Dy 3.0
ANSWEER: D

8. Pen Bankspgapis § milhion.

ANSWER: A



10.

11

12

13.

14.
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Peim1 Bank's gap rafio 1s percent.
A) 375
B) 300
C) 1000
) 400

ANSWER: B

The measure of interest rate risk that uses the difference between rate-sensifive assets and rate-sensitive
hahilities 15 called:

A) gap measurement.

B) durabon measurement.

C) the duration rafio.

D) the gap rato.

ANSWER: A

A pgap ratio of less than one suggests that:

A) rate-sensifive assets exceed rate-sensitive liabilifies.

B) an increase mn interest rates would increase the bank’s net inferest margin
C) rate-sensitive liabilifies exceed rate-sensitive assets.

D) a decrease in interest rates would decrease the bank’s net interest margin

ANSWER: C

The duration of zerc-coupen bonds will be the duration of coupon bonds with the same
matunty.

A) lower than

B} hgher than

C) the same as

D) gher than or lower than, depending on the size of the coupon payment

ANSWER: B

In general, the duration of zero-coupon securities with short maturities is than the duration of
Zero-ooupon securifies with long matines.

A) hugher than

B) lower than

C) equal to

D) hgher than or lower than, depending on the 1ssuer of the secunbes

ANSWER: B



