
Too Much Tuesday, February 26
Whoah Wednesday, February 27
Warm up: Create an index card that contains information about fractional reserve 
banking and the money multiplier.

Learning target:  I can use bank balance sheets to show the effects of deposits, 
OMO, and the money multiplier work through the magic of fractional reserve 
banking. 

Expect a quiz at the end of this week!  Expect a unit 4 test around March 11 
and 12.

Test corrections due today!



Tutoring is every 
Tuesday and 

Thursday in this 
room!  There are 

busses!
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Who thought this 
unit could be so 

much fun?!

Welcome to Fun Set 4.4 
. . .



Fractional Reserve Banking
When banks hold only a small portion of deposits 
to cover potential withdrawals and then loans the 

rest of the money out. 
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http://www.youtube.com/watch?v=JG5c8nhR3LE&index=12&list=PLD7C33AB80B405B9A


2009B Practice FRQ  
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So, the change in demand deposits in the banking system. Demand 
deposit is the amount deposited into a bank and payable back to 
the customer upon demand. The whole $100 is owed to Kim. 

Excess reserves x money multiplier = max. change in 
loans
                  $80 x 5 = $400
Max. change in loans + original deposit = max. change 
in demand deposits
                  $400 + $100 = $500                 

So, $100 is deposited which makes demand deposits increase by 
$100 and then money creation happens within the banking system.
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http://www.youtube.com/watch?v=42sX3VDwAu4


Thrill-a-minute Thursday, February 28
You are loved Friday, March 1
Warm up: Quiz your neighbor on the index cards we have created recently.

Learning target:  I can use bank balance sheets to show the effects of deposits, 
OMO, and the money multiplier work through the magic of fractional reserve 
banking. 

Expect a unit 4 test around March 11 and 12.

HW4-4 due NOW!



Why does Ms. Brown
give us so many 
darn quizzes?



Bank Balance Sheets
Balance Sheet- A record of a bank’s assets, liabilities, 
and net worth (AKA retained earnings, owners’ equity). 

•Assets- Anything tangible or intangible that is owned.
•Liability- Anything that is owed.
•Loan- An agreement between a lender and a borrower, 
usually at a fee called the interest rate.

A loan is an asset for the lender and a liability for the 
borrower.
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Bank Balance Sheets
Demand Deposits- Money deposited in a commercial 
bank in a checking account.
Required Reserves- The percentage of deposits that 
banks must hold by law.
Excess Reserves- The amount of excess reserves that 
banks can loan out.

Are demand deposits in a bank an asset or a liability?
Liability for the bank, asset to the depositor.
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Bank Balance Sheets

It is “balanced” because the total assets must equal 
total liabilities & equity.

If the bank is holding no excess reserves, how much is 
the required reserve ratio?
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Assets Liabilities & Equity
Loans $8,000 Demand Deposits $5,000
Reserves $500 Owner’s Equity $5,000
Treasury Bonds $1,500

Total Assets $10,000 Total Liabilities & Equity $10,000



Bank Balance Sheets

If Bob deposits $1000 into this bank:
1.What is the required reserve ratio? 
2.Will M1 money supply initially ↑, ↓, stay same?
3.How much is the required reserves?
4.How much is the excess reserves?
5.How much more can the bank initially lend out?
6.Maximum change in money supply from deposit?
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Assets Liabilities & Equity
Req. Reserves $2,000 Demand Deposits $20,000
Excess Reserves $3,000 Owner’s Equity $5,000
Treasury Bonds $5,000
Loans $15,000


