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Up to this point, we have discovered: 1) how prices are determined, 2) that the money supply is the major determinant in changing prices, 3) while the demand for money is reactive either to long-term conditions or to changes in supply, 4) that the cause of our chronic inflation is continuing increases in the supply of money, which eventually generate inflationary expectations that aggravate and accelerate the inflation, and 5) that eventually, if unchecked, the inflation runs away into a crack-up boom and destruction of the currency.  

In the next few chapters, you will investigate how banking fits into this, in what way banking generates part of the supply of money, whether banking is inflationary, and if so, in what sense, and how loan banking works, which is where we begin right now.

Chapter VI
Loan Banking
Question 1:  Banking consists of two operations.  List them.  (2 points)

Answer 1:

1)  

2)

Question 2:  Define the following terms:  a) loan banking, b) double-entry bookkeeping, c) T-account balance sheet, d) equity capital, e) liabilities.  (10 points)

Answer 2:

a)

b)

c) 

d)

e)

Question 3:  Explain the T-account transactions you see in Figure 6.1 in Starting the Loan Bank.  (5 points)

Answer 3:

Question 4:  

a) What is the purpose of the Rothbard Loan Company?  (2 points)

b)  If Rothbard lends $9,000 to Joe’s Diner for a new counter, keeping $1,000 as a cash reserve, explain the T-account transaction you see in Figure 6.2 Making a Loan.  

(5 points)

c)  Explain why total assets and equity are now $10,900?  How did Joe’s Diner fund the $900? (4 points)

d)  Has there been a change in the total money supply so far?  Yes or No?  (2 points)

e)  What happens when the loan is repaid?  (2 points)

Answer 4:

a)

b)  

c)

d)

e)

Question 5 & Answer 5:  Fill in the two blanks:  

Loan banking is a ______________, _________________ institution.  (2 points)

Credit, and loan banking, is ________________, and benefits both the ____________ and the ________________, and causes _________ inflationary increase in the money supply.  

(4 points)

Question 6:  

a) What happens to the Rothbard Loan Company when it is changed from a Sole Proprietorship to a Partnership, as in Figure 6.4?  (5 points)

b) Has there been a change in the money supply?  (2 points)

Answer 6:

a)

b)

Question 7:  

a)  Suppose the Rothbard Loan Company becomes the Rothbard Loan Bank Corporation.  Explain the T-account transactions in Figure 6.5 Bank Going Public.  (5 points)

b)  What has actually happened by the Rothbard Loan bank going public?  (2 points)

c)  Has there been a change in the money supply?  (2 points)

Answer 7:

a)

b)

c)

Question 8: 

a)  In addition to shareholders, the Rothbard Bank decides to float bonds or other debentures (unsecured promissory notes) and borrow from some people (or investors).  Explain the T-account transaction selling $50,000 worth of bonds, repaid in 20 years, paying 10% per year on their face value.  (Note:  Build upon or continue on with Figure 6.5.)  (5 points)

Answer 8:  

Question 9:  If our bank decides to sell $20,000 of certificates of deposits to Jones over six months, at 10%, explain the T-account transaction of this exchange.  (5 points)
Answer 9:

Question 10:  

a) Again, who has legal ownership and control of this bank?  (2 points)

b) How does the Rothbard Bank use the newly acquired cash?  (2 points)

Answer 10:

a)

b)

Question 11: 

a) What role or function does our bank perform in the loan banking business?  (5 points) 

b)  Considering all the transactions made by the Rothbard Loan Bank Corporation (a joint-stock company), why did the money supply not change (i.e., no inflation)?  

(5 points)

Answer 11:

a)

b)

Question 12:  Trace the history of loan banking, in the sense of intermediaries, borrowing from savers to lend to borrowers.  (5 points)

Answer 12:

THE END

