Money & Banking


Name_____________________________________
Final Exam
Summer 2009


       Due Date: ________June 27, 2009_(Saturday)_____
The Final Exam is worth 20 total points (with 75 actual points).  This is a take-home, electronic exam.  Each question tries to focus on the primary theme of a chapter after the mid-term, so examine the tree rather than all the individual branches.  This is not a team  project, although you can consult with your neighbor but you must write your own exam.  If you have any questions along the way while writing the paper, or if anything is unclear, please contact your instructor.  Be as thorough as possible in your explanations.  Students have fallen short on answering some of these questions because they fail to go into adequate detail.  All the best!

Correct:   /75  =   .00   =   /20

Answer all four questions below
1.  Why is loan banking a healthy, productive, and noninflationary institution?  

(10 points)

Answer: 
2.  Is deposit banking 100 percent reserve banking or fractional reserve banking? Explain and be specific in terms of actual banking practice and law.  (10 points)

Answer: 

3.  The prevailing view by the public is that free banking would be banking out of control, subject to wild inflationary bursts in which the supply of money would soar almost to infinity.  Explain or evaluate this statement.  (10 points)

Answer: 

a)  What are the primary ways the Central Bank determines bank reserves in our banking 

system?  (5 points)

 Answer: 
b)  Explain the effects of the public drawing down its deposits from banks, especially the 

effects on the money supply.  (Note:  explain the successive steps of the transactions.   

 (10 points)

Answer: 

c)  Suppose the Fed’s System manager does an open market purchase of $10,000,000 of 

government bonds from a private bond dealer whose bank is Bank of America.  Explain 

this transaction step by step as it affects a banks demand deposits, reserves, assets, along 

with the assets and demand deposits at the Federal Reserve Bank.  How is the supply of 

money affected in this example?  (10 points)

Answer:  

4.  Under a central banking or fractional reserve banking system, won’t an expanding Bank A quickly lose reserves to Bank B, and face bankruptcy?  Explain.  (10 points)

Answer:

5.  With the creation of the First Bank of the United States (first central bank of the U.S.), explain what happened to monetary inflation, wholesale prices, speculation and the newly created commercial banks from 1791 to 1796?  Did the BUS bring stability to the economy or not?  Explain.  (10 points)

Answer:

THE END

