You are Special
Monday, March 4 and Tuesday, March 5

Warm up: Talk to your neighbor about what you can do to
study for the Economics EOCT--how will you study?
Learning target: | can use bank balance sheets to show the
effects of deposits, OMO, and the money multiplier
working through the magic of fractional reserve banking.
Text your parents NOW if you haven’t registered for AP test!!
Missed quiz last week (expect 1 quiz per week!):

o A-1: Mercedes, Kai, Liv, Jeheil, Reese
o A-2: March, Idris
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EOCT is getting close! April 23 and 24!

How can we best prepare for the EOCT?
1. Start studying now!

a. Just a little bit each day: watch one or two videos about
econ; read over your notes; review your note cards; have
your family ask you questions from the yellow and pink
unit overview sheets.

b. Come to tutorial on Tuesdays and Thursdays after school.

2. Do the EverFi online personal finance course. This will be
graded AND it will cover most of the personal finance
standards that we are required to learn.

3. Complete all of your homework and classwork so that your
class grade is strong going in to the EOCT.



Bank B h

Asse;s L}abilities & 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

If the Fed buys $1000 of bonds:

1.How much is the required reserves?

2.How much is the excess reserves?

3.How much more can the bank initially lend out?
4.Maximum change in the money supply?
S.Maximum change in demand deposits(all banks)?
6.Maximum change in req. reserves (all banks)?



Bank B h

Asse;s L}abilities & 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

If Bob withdraws $3000 from this bank:
1.Will M1 money supply initially 7, |, stay same?
2.How much is the required reserves?
3.How much is the excess reserves?
4.Assume Bob burned the money, what is the maximum

change in money supply?





http://www.youtube.com/watch?v=aZA6nLTHQuE&list=PLD7C33AB80B405B9A&index=18

Practice FUN!!




You are Gapable! Wednesday, March 6
and Thursday, March 7

Warm up: Create an index card about excess and required
reserves.

Learning target: | can use bank balance sheets to show the
effects of deposits, OMO, and the money multiplier
working through the magic of fractional reserve banking.
Missed quiz last week (expect 1 quiz per week!):

o A-1: Kai, Liv, Reese

o A-2: March, Idris

o B-1:LilyF

o B-2:Jacob
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2012 FRQ #2

The following is a simplified balance sheet for Mi Tierra Bank in the United States.

Mi Tierra Bank

Assets Liabilities
Required reserves $10.000 | Demand deposits $100.000
Excess reserves $5.000
Loans $85.000 | Owner’s equity $0

(a) What is the reserve requirement?
(b) Assume that Luis withdraws $5.000 in cash from his checking account at Mi Tierra Bank.
(1) By how much will Mi Tierra Bank’s reserves change based on Luis’ withdrawal?

(11) What is the initial effect of the withdrawal on the M1 measure of money supply? Explain.

Mi Tierra Bank based on the reserve requirement from part (a) ?

(c) Assume that the next day John withdraws from Mi Tierra Bank an amount that exceeds the bank’s excess
reserves. Assuming that no loans are called in, how can Mi Tierra Bank cover its required reserves?
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2012 FRQ #2

5 points (1 + 3+ 1)

(a) 1 point:
e One point is earned for calculating the correct reserve requirement of 10 percent
($10,000/$100,000).

(b) 3 points:
e One point is earned for stating that total bank reserves will decrease by $5,000.

e One point is earned for stating that the $5,000 withdrawal has no effect on the M1 measure of the
money supply because it only changes the composition of M1 between cash and demand deposits.

e One point is earned for stating that the new value of the excess reserves is $500.

(c) 1 point:
e One point is earned for stating that the bank can borrow from the Federal Reserve or from another
bank.
Copyright ° 12
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http://www.youtube.com/watch?v=p5oF2CcpJIE

2011 FRQ #3

3. Sewell Bank has the simplified balance sheet below.

Assets Liabilities
Required reserves $2.000 Demand deposits $10.000
Excess reserves $0 Owner’s equity $10.000
Customer loans $8.000
Government securities (bonds)  $7.000
Building and fixtures $3.000

(a) Based on Sewell Bank’s balance sheet. calculate the required reserve ratio.

(b) Suppose that the Federal Reserve purchases $5.000 worth of bonds from Sewell Bank. What will be the
change in the dollar value of each of the following immediately after the purchase?

(1) Excess reserves
(i1) Demand deposit

(c) Calculate the maximum amount that the money supply can change as a result of the $5.000 purchase of
bonds by the Federal Reserve.

(d) When the Federal Reserve purchases bonds. what will happen to the price of bonds in the open market?
Explain.

(e) Suppose that instead of the purchase of bonds by the Federal Reserve, an individual deposits $5,000 in
cash into her checking (demand deposit) account. What is the immediate effect of the cash deposit on the
M1 measure of the money supply?
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2011 FRQ #3 -- RUBRIC

6 points (1 + 2+ 1 + 1+1)

(a) 1 point:
e One point is earned for calculating the correct required reserve ratio of 0.2.

(b) 2 points:
e One point is earned for stating that the excess reserves will increase by $5,000.
e One point is earned for stating that the change in demand deposits is zero.

(c) 1 point:
e One point is earned for calculating the increase in the money supply:
5 x $5,000 = $25,000.

(d) 1 point:

e One point is earned for stating that the price of bonds will increase because the purchase of bonds
increases the money supply, which decreases the interest rate.

(e) 1 point:
e One point is earned for stating that the cash deposit will not immediately change the money
supply.
Copyright 14
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Why does Ms. Brown
give us so many
darn quizzes?
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