[image: ]﻿APQB Unit 4 – Bank Transactions, T Accounts and Money Supply

Multiple Choice
1. [bookmark: _GoBack]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
2. Assume that Atlantic National Bank has demand deposits of $100,000 and no excess reserves, and that the reserve requirement is 10 percent. A customer withdraws $5,000 from the bank. To meet the reserve requirement, the bank must increase its reserves by
A. $500
B. $1,000
C. $2,000
D. $4,000
E. [image: ]$4,500
3. A commercial bank is facing the conditions given above. If the reserve requirement is 12 percent and the bank does not sell any of its securities, the maximum amount of additional lending this bank can undertake is
A. $15,000
B. $12,000
C. $3,000
D. $1,800
E. $0
4. Based on the balance sheets below for three different banks, which of the following is true, if the reserve requirement is 10 percent? 
A. Bank A has no excess reserves.
B. Bank B has no excess reserves.
C. Bank B can increase its loans by $500.
D. Bank B can increase its loans by $40.
E. Bank C has excess reserves.
5. A commercial bank's ability to create money depends on which of the following?
A. The existence of a central bank
B. A fractional reserve banking system
C. Gold or silver reserves backing up the currency
D. A large national debt
E. The existence of both checking accounts and savings accounts
6. Commercial banks can create money by
A. transferring depositors' accounts at the Federal Reserve for conversion to cash
B. buying Treasury bills from the Federal Reserve
C. sending vault cash to the Federal Reserve
D. maintaining a 100 percent reserve requirement
E. lending excess reserves to customers
7. Banks expand the money supply when
A. issuing credit cards
B. printing money
C. cashing checks
D. making loans
E. accepting deposits
8. Suppose that all banks keep only the minimum reserves required by law and that there are no currency drains. The legal reserve requirement is 10 percent. If Maggie deposits the $100 bill she received as a graduation gift from her grandmother into her checking account, the maximum increase in the total money supply will be
A. $10
B. $100
C. $900
D. $1,000
E. $1,100
9. A bank has $800 million in demand deposits and $100 million in reserves. If the reserve requirement is 10 percent, the bank's excess reserves equal
A. $10 million
B. $20 million
C. $80 million
D. $100 million
E. $200 million
10. If the required reserve ratio is 10 percent, actual reserves are $10 million, and currency in circulation is equal to $20 million, M1 will at most be equal to
A. ﻿$20 million
B. $30 million
C. $90 million
D. $120 million
E. $150 million
11. 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 money supply can increase by a maximum of
A. $800
B. $900
C. $1,000
D. $1,100
E. $1,200
12. The required reserve ratio is 0.2 and the Federal Reserve sells $1 million in securities. If 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
13. 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
14. 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
15. Suppose that the Federal Reserve 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
16. If on receiving a checking deposit of $300 a bank's excess reserves increased by $255, the required reserve ratio must be
A. 5%
B. 15%
C. 25%
D. 35%
E. 45%
17. Assume that the public holds part of its money in cash and the rest in checking accounts. If the central bank lowers the reserve requirement from 16 percent to 8 percent, the money supply will
A. decrease by more than half
B. decrease by half
C. decrease by less than half
D. exactly double
E. increase by less than double
18. If the central bank raises the required reserve ratio, the money multiplier and the money supply will change in which of the following ways?
Money Multiplier	Money Supply
A. Increase	Increase
B. Increase	Decrease
C. Increase	No change
D. Decrease	No change
E. Decrease	Decrease
19. ﻿Assume that banks hold no excess reserves. A decrease in the required reserve ratio will cause total reserves in banks, the money multiplier, and the money supply to change in which of the following ways?
Total Reserves		Money Multiplier	Money Supply
A. Increase	Increase	Increase
B. Increase	No change	Increase
C. No change	Increase	Decrease
D. Decrease	Decrease	Decrease
E. No change	Increase	Increase
20. Which of the following is a determinant of the amount of money the commercial banking system can create?
A. The marginal propensity to consume
B. The marginal propensity to save
C. The total number of banks
D. The size of the federal debt
E. The reserve requirement


Free Response
21. Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes. If the question prompts you to "Calculate," you must show how you arrived at your final
The central bank buys $10,000 worth of bonds in the open market from Elaine, who deposits the proceeds in her checking account at MSM Bank. The required reserve ratio is 5%.
(a) What is the amount by which MSM Bank's liabilities have changed? Explain.
(b) Calculate the change in required reserves for MSM Bank. Show your work.
(c) What is the dollar value of the maximum amount of new loans MSM Bank can initially make as a result of Elaine's deposit? Explain.
(d) Based on the central bank's open-market purchase of bonds, calculate the maximum amount by which the money supply can change throughout the banking system. Show your work.
(e) How will the change in the money supply in part (d) affect aggregate demand and the price level in the short run? Explain.
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22. In answering the question, you should emphasize the line of reasoning that generated your results; it is not enough to list the results of your analysis. Include correctly labeled diagrams, if useful or required, in explaining your answer. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes.
The Bank of Uchenna has the following balance sheet.
[image: ]
Assume that the reserve requirement ratio is 20 percent.
a. Calculate the dollar value of the reserves that the Bank of Uchenna is required to hold.
b. Given the current reserves, calculate the maximum value of additional loans that the Bank of Uchenna can make.
c. Assume that Elke raises $5,000 in cash from a yard sale and deposits the cash in his checking account at the Bank of Uchenna. By how much does the money supply immediately change as a result of Elke's deposit?
d. Calculate the maximum change in demand deposits in the banking system as a whole resulting from Elke's deposit.
e. If the Bank of Uchenna is not meeting its reserve requirement, what action can it take to meet the reserve requirement without calling in loans or selling property?
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