The Fractional Reserve Banking System
Topic 4: Banks and creation of money
Difficulty Level 1
1. What are bank reserves?
(A) Deposits that are held in the form of gold reserves
(B) The sum of all loans a bank makes to borrowers
(C) The value of investments a bank keeps in excess of the value of deposits
(D) The fraction of deposits kept as currency or on deposit at the Federal Reserve
(E) The value of owner’s equity in the bank

2. The reserve ratio is the fraction of deposits that banks
(A) have loaned to borrowers.
(B) invest in securities.
(C) hold as reserves.
(D) are required to loan.
(E) hold as gold reserves.
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3. If the required reserve ratio is 10% and $200 is deposited into a bank, by how much can that bank increase its loans?
(A) $10
(B) $20
(C) $180
(D) $190
(E) $200
4. If the required reserve ratio is 10 percent, what is the maximum change in demand deposits possible in the banking system if Denise deposits $25 into her checking account?
(A) $10
(B) $25
(C) $50
(D) $250
(E) $400
5. What action must a bank take to create money?
(A) Lend excess reserves to customers
(B) Print currency at the Federal Reserve
(C) Keep all deposits in reserve
(D) Use all deposits to purchase stocks and bonds
(E) Purchase Treasury bills from the government
6. If the reserve requirement is 20 percent, then $50 worth of excess reserves in the banking system can lead to a maximum expansion of the money supply equal to
(A) $20
(B) $50
(C) $100
(D) $250
(E) $500
7. If the public increases its desire to hold money as currency, what will the effect on the banking system?
(A) Banks would be more able to control interest rates.
(B) Banks would be less able to control interest rates.
(C) Banks would be more able to expand credit.
(D) Banks would be less able to expand credit.
(A) Banks would be more able to increase reserves.
8. A bank with no excess reserves receives a $200 deposit from a new customer. If the required reserve ratio is 20 percent, this bank now has excess reserves equal to
(A) $20
(B) $40
(C) $80
(D) $160
(E) $200
9. A bank with no excess reserves receives a $10,000 cash deposit from a new customer. If the required reserve ratio is 20 percent, what is the maximum amount by which this bank may increase its loans?
(A) $2,000
(B) $8,000
(C) $10,000
(D) $20,000
(E) $40,000
Use the table below to answer the following question.
	Assets
	
	
	Liabilities
	

	Required reserves:
	$15,000
	
	Demand Deposits:
	$100,000

	Excess reserves:
	5,000
	
	
	

	Loans:
	80,000
	
	
	


10. According to the information in the table above, what is the required reserve ratio in this economy?
(A) 5%
(B) 15%
(C) 20%
(D) 80%
(E) 100%
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11. Upon receiving a demand deposit of $1000 a bank’s excess reserves increased by $850. The required reserve ratio must be
(A) 5%
(B) 10%
(C) 15%
(D) 85%
(E) 150%
Use the table below to answer the following question.
	Assets
	
	
	Liabilities
	

	Reserves:
	$13,000
	
	Demand Deposits:
	$100,000

	Securities
	75,000
	
	
	

	Loans:
	12,000
	
	
	



12. [bookmark: _GoBack]A bank is facing the conditions given in the table above. If the reserve requirement is 11 percent and the bank does not sell any of its securities, what is the maximum additional amount that this bank can loan?
(A) 0
(B) $1430
(C) $2000
(D) $11,000
(E) $13,000
13. If the reserve requirement is 10 percent but banks voluntarily keep some excess reserves, a $5,000 increase in new reserves will result in
(A) an increase in the money supply of $5,000
(B) an increase in the money supply of $50,000
(C) an increase in the money supply of less than $50,000
(D) a decrease in the money supply of $50,000
(E) a decrease in the money supply of more than $50,000
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