APQB 4.4 Questions – Money Supply, Fractional Reserve Banking
1. 
2. Banks expand the money supply when
A. issuing credit cards
B. printing money
C. cashing checks
D. making loans
E. accepting deposits
3. Assume that the reserve requirement is 20 percent. If a bank initially has no excess reserves and $10,000 cash is deposited in the bank, the maximum amount by which this bank may increase its loans is
A. $2,000
B. $8,000
C. $10,000
D. $20,000
E. $50,000
4. If the required reserve ratio is 10 percent, what is the maximum change in the money supply from John’s deposit of $50,000 cash into his checking account?
A. $5,000
B. $45,000
C. $55,000
D. $450,000
E. $500,000
5. A bank has $200 million in demand deposits and $150 million in reserves. The reserve ratio is 20 percent. What is the maximum amount of loans the bank can make from its reserves?
A. $750 million
B. $150 million
C. $110 million
D. $50 million
E. $40 million
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6. The table gives the value of selected assets and liabilities of a commercial bank’s T-account.
What is the maximum amount of new loans the bank could lend with the given amounts of reserves?
A. $10,000
B. $20,000
C. $30,000
D. $50,000
E. $70,000
7. ABC Bank is a commercial bank in Country X. Assume the required reserve ratio is 25% and banks in Country X keep no excess reserves. If Maria deposits $1,000 in cash at ABC Bank, what will happen to the money supply after all adjustments are made in the banking system?
A. The money supply will increase by a maximum of $250.
B. The money supply will increase by a maximum of $750.
C. The money supply will increase by a maximum of $1,000.
D. The money supply will increase by a maximum of $3,000.
E. The money supply will increase by a maximum of $4,000.
8. Assume that the required reserve ratio is 10 percent, banks keep no excess reserves, and borrowers deposit all loans made by banks. Suppose you have saved $100 in cash at home and decide to deposit it in your checking account. As a result of your deposit, the total money supply can increase by a maximum of
A. $800
B. $900
C. $1,000
D. $1,100
E. $1,200
9. Assume that the required reserve ratio is 10 percent, banks keep no excess reserves, and borrowers deposit all loans made by banks. Suppose you have saved $100 in cash at home and decide to deposit it in your checking account. As a result of your deposit, the total deposits in the banking system can increase by a maximum of
A. $800
B. $900
C. $1,000
D. $1,100
E. $1,200

10. Assume a country’s banking system has limited reserves. Suppose that the central bank buys $400 billion worth of government securities from the public. If the required reserve ratio is 20 percent, the maximum increase in the money supply is
A. $1,600 billion
B. $1,800 billion
C. $2,000 billion
D. $2,200 billion
E. $2,400 billion[bookmark: _GoBack]1
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11. The required reserve ratio is 0.2 and the central bank sells $1 million in securities. Assuming the banking system has limited reserves, there are no leakages, and banks do not hold excess reserves, then which of the following is the change in the money supply?
A. An increase of $1 million
B. An increase of $1.2 million
C. An increase of $5 million
D. A decrease of $1.2 million
E. A decrease of $5 million
12. The table gives the value of selected assets and liabilities of a commercial bank’s T-account.
[image: ]What is the money multiplier?
A. 1
B. 2
C. 4
D. 5
E. 20
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