Unlocking Financial Wisdom

Finance - Practice Test - 8 Questions

1. What is the most significant advantage of compound interest over simple interest?

A) It is exclusively offered by government banks.

B) Interest is calculated only on the initial principal amount.

C) Interest is earned on both the principal and any accumulated interest.
D) It guarantees a return that never decreases the total amount.

2. What is the primary effect of inflation on the purchasing power of money over time?

A) It increases the purchasing power, allowing money to buy more goods.
B) It decreases the purchasing power, meaning money buys fewer goods.
C) It has no impact on the purchasing power of money.
D) It only affects the price of luxury goods and services.

3. In finance, what is the main purpose of diversifying an investment portfolio?

A) To ensure an immediate and guaranteed profit for all investments.
B) To spread investments across different assets to reduce overall risk.
C) To concentrate all capital into a single, high-performing asset.

D) To avoid paying any taxes on investment earnings or growth.

4. Which of the following factors is most commonly and heavily weighted when
calculating an individual's credit score?

A) The number of social media followers an individual has.

B) Their history of making timely payments on debts and bills.
C) The color and make of their personal vehicle.

D) The total amount of money held in their savings accounts.

5. When an individual buys a company's stock (or share), what does that action
typically represent?

A) A type of loan made to the company that must be repaid with interest.
B) A small percentage of ownership in that specific company.

C) A guarantee of a fixed annual salary paid by the company.

D) A right to receive all of the company's products for free.

6. What is the primary benefit of diligently creating and adhering to a personal
budget?

A) It allows for unlimited spending without any financial consequences.

B) It provides a clear overview of income and expenses, aiding financial planning.
C) It automatically increases an individual's salary or wages each month.

D) It completely eliminates the need for maintaining a separate savings account.
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7. Why do governments primarily collect various forms of taxes from their citizens and
businesses?

A) To provide free luxury goods and services to all citizens regardless of need.

B) To fund public services and infrastructure such as roads, schools, and healthcare.
C) To encourage citizens to spend less money and save more of it.

D) To exclusively increase the wealth of specific private corporations.

8. What is one of the main financial services that a commercial bank typically
provides to its customers?

A) Printing new physical currency for the national economy.

B) Offering deposit accounts (like savings and checking) and various types of loans.
C) Regulating the national stock market and setting investment rules.

D) Determining the national interest rates for all financial products.
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