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We will break Chapter VII into two parts—Parts I & II, since it is a fairly long chapter.  For those of you doing consistent work in this course week by week, please realize it is all down hill at this point since midterm week is passed.  

This chapter is a very important chapter on Money & Banking; for it is within this chapter we learn how banks create money and embark upon a system of institutionalized inflation or legalized counterfeiting.  Our author does an exceptional job in his discussion of Deposit Banking.

CORRECT:   /130  =  .00  =  /15

Chapter VII_____DEPOSIT BANKING
1.  WAREHOUSE RECEIPTS

Question 1:    If loan banking was a way of channeling savings into productive loans to earn interest, deposit banking arose for what fundamental purpose?  (2 points)

Answer 1:

Question 2:  What were the needs of people holding coin, and how did deposit banks function in responding to these needs?  (5 points)

Answer 2:

Question 3:  Explain how “warehouse receipts” originated.  (5 points)

Answer 3:  

Question 4:  

a)  How is money in a warehouse distinguished from other deposited goods, such as wheat or jewelry?  (5 points)

b)  Under what condition(s) did warehouse receipts begin functioning as “gold-certificates”?  (2 points)

c)  Once gold certificates emerge and are used as money, the total money supply is then composed of what parts?  (2 points)

d)  Is deposit banking eminently productive and noninflationary when banks really act as genuine money warehouses?  Yes or No  (2 points)

Answer 4:

a)

b)

c)

d) 

Question 5:  

a)  How can deposit banks charge for this important service?  (2 points)

b)  How do these warehouse receipt transactions relate to the T-account balance sheets of the deposit banks?  Explain.  (5 points)

c)  If you deposit a piano worth $10,000 in a warehouse, in law and in justice, is the piano considered a loan or a bailment?  Explain.  (5 points) 

Answer 5:

a)

b)

c)

Question 6: 

a)  Distinguish a credit transaction from a claim transaction.  (5 points)

b)  What was the experience like in England after 1640 with respect to deposit banking or money warehousing?  (5 points)

Answer 6:

a)

b)

Question 7:  

a)  The warehouse profession is confronted with the temptation to commit theft or fraud in one of two ways.  Explain both ways.  (5 points)

b)  Is the warehouseman always in trouble from the get-go?  Explain.  (2 points)

c)  Explain the essential difference between a “general” and “specific” deposit warrant?  (2 points)

d)  The temptation to embezzle is greater under what type of deposit warrant?  (2 points)

e)  What about the severe legal penalties for embezzlement?  (2 points)

Answer 7:

a)

b)

c)

d)

e)

2.  DEPOSIT BANKING AND EMBEZZLEMENT

Question 8:  Gold coin and bullion—money—provides an even greater temptation for embezzlement to the deposit banker than grain to the warehouseman.  Explain.  (5 points)

Answer 8:  

Question 9:  

a)  The gold in the English goldsmiths’ vaults was covered by two or more receipts.  Explain.  (5 points) 

b)  Was there defrauding that took place in China and Venice?  Yes or No.  (2 points)

c)  Why, then, were the banks and goldsmiths not cracked down on as defrauders and embezzlers?  (2 points)

Answer 9:  

a)

b)

c)

Question 10:  

a)  What did the Case of Carr v. Carr in 1811 conclude with respect to deposit banking law—claim transaction or credit transaction, deposit or debt?  Explain.  (5 points)

b)  What did the Case of Devaynes v. Noble in 1816 conclude?  (5 points)

c)  How about Foley v. Hill and Others in 1848 in the House of Lords conclude, especially Lord Cottenham? (5 points) 

d)  In short, the banks were given carte blanche.  Explain.  (5 points)

e)  American banking law has been built on what case?  Are the courts in a state of confusion?  Yes or No.  (2 points)

Answer 10:

a)

b)

c)

d)

e)

3.  FRACTIONAL RESERVE BANKING

Question 11:  

a)  When a bank receives a deposit of $50,000 of gold for which the depositor receives a warehouse receipt for the same amount of gold which he can redeem on demand at any time, what type of banking system is this called?  (2 points)

b)  Define reserves.  (2 points)

c)  Define the supply of money at this point?  (2 points)

d)  Define fractional reserve banking?  (2 points)

Answer 11:

a)

b)

c)

d)

Question 12:  

a)  Under fractional reserve banking, distinguish the deposit banker from the loan banker (from Chapter VI, Loan Banking).  (5 points)

b)  There are other names used for fractional reserve banking, list them.  (3 points)

c)  In Figure 7.2 Fractional Reserve Banking, describe how fractional banking works in the T-account of The Rothbard Bank.  (5 points)

d)  Has the money supply increased or decreased?  By how much?  (2 points)

e)  What will be the fractional reserves under fractional reserve banking?  (2 points)

Answer 12:

a)

b)

c)

d)

e)

Question 13:  

a)  If the fraction of reserve is lower, will more or less money be created?  (2 points)

b)  Where did the money come from?  (2 points)

c)  What is another name for Commercial banks?  (2 points)

d)  What is the difference between Commercial banking and counterfeiting?  (5 points)

Answer 13:

a)

b)

c)

d)

THE END

