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Problem Set 5
Due: April 17, 2008

Show All Your Work

1.
Show the balance sheet of the Third Savings Bank.  The bank has  $100,000 in checkable deposits, $50,000 in time deposits, $5,000 in bank capital, a 12 % required reserve ratio and $70,000 in loans (and securities).  What is the amount of excess reserves? (1 point)

2.
Now using T - accounts show what happens to this bank if they decide that too many reserves are being held in the vault, say $5,000, and the manager loans them out.  (2 points)

3.
Show how this increase in loans will work though the banking system to increase the money supply though the multiple deposit creation process (the next three banks must be shown).  Assume that the public and banks do not hold any more currency or that any of this is held in time deposits.  (3 points)

4.
How much of an impact will this have on the reserves held at the Fed? (2 points)

5.
How much of an impact will this have on the money supply? (2 points)

