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Bank of Nova Scotia
Assets Liabilities

$100 Vault Cash
640 Reserves w/ Fed

_??? Notes
300 Securities
400 Stocks
120 Gold

$2880 Demand Deposits
(And lots of other stuff)

 
1. Given the information above for the Bank of Nova Scotia.  Assume a reserve requirement of 20%.  

This bank will: 
 a. lend $120. 
 b. lend $164. 
 c. lend $984. 
 d. call in loans of $2140. 
 e. the money supply will increase by $600. 
 f. the money supply will increase by $820. 
 g. the money supply will increase by $4920. 
 h. the money supply will decrease by $2140.`    
 i. the money supply will decrease by $10,700    Answer:               . 
 
 Given the situation in the question above, what will happen to the money supply for the banking 

system as a whole?  (Use the same set of answers.) 
        Answer:               . 
 
2. A bank has $2500 in vault cash, $7,500 in reserves on deposit with the Fed, $1500 in gold, $500 

in U.S. government securities, and $500 in other securities, and $52,500 in demand deposit 
liabilities. The reserve requirement for this bank is 20%.  In this situation, what will tend to 
happen with this bank? 

 a. a loan for $7,500 will be made. 
 b. a loan for $2,500 can be made. 
 c. $500 in loans must be called in. 
 d. $2,500 in loans must be called in. 
 e. the money supply will shrink by $12,500. 
 f. the money supply will increase by $12,500. 
 g. the money supply will increase by $2,500. 
 h. the money supply will decrease by $2,500.`    Answer:               . 
 
 Given the situation in the question above, what will happen to the money supply for the banking 

system as a whole?  (Use the same set of answers.) 
        Answer:               . 
°°°° 
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3. a. If I pay $936 for a bond with a face value of $1000, what is the interest rate?  
 b. If the price of this bond increases to $983 what is the interest rate? ° 
 
 
 
 
 
 
 
 
4. If I withdraw $100 in cash from my savings account, what happens to: 
 
 M1? 
 
 M2? ° 
 
5. Show and explain what happens to bond prices, interest rates and aggregate demand when the 

demand for bonds increases. °°° 
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6. Assume that interest rate yields on assets in the US decrease compared to the interest rate yields 

on assets in SOC.  (This means that the same quality bond purchased in the US will yield a 
lower interest return than an equivalent bond purchased in SOC.  US people will now want to 
buy more SOC bonds and SOC people will want to buy fewer US bonds.)   

 As a result of this, what will happen in the foreign exchange markets where Dollars are 
exchanged for SOCs? 

 a. The demand for dollars in the foreign exchange market is based on the demand by 
 
  ____________________ for the goods, services, or assets of ___________________. 
 b. How will this affect the supply of dollars in the foreign exchange market? 
  Increase Decrease No Change (Circle One) 
 
 c. How will this affect the demand for dollars in the foreign exchange market?   
  Increase Decrease No Change (Circle One) 
 
 d. What effect will this have on the exchange rate?  (The number of SOCs per dollar) 
  Increase Decrease No Change (Circle One) 
 
 e. What will happen to US Net Exports when the exchange rate changes (as in part c, above? 
  Increase Decrease No Change (Circle One) 
 
 f. What effect will this have on Aggregate Demand? 
  Increase Decrease No Change (Circle One) °° 
 
7. Explain the effects of a decrease in the money supply on the bond markets, the money markets, 

real GDP and the price level? Explain and show these effects on the diagram below. °°° 

 
 


