Financial Institutions and Markets
Week Three Exercises

1) Calculate the weighted average lending rate, weighted average deposits rate, and interest rate spread in the following scenario:
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2) Complete the balance sheet and calculate the reserve ratio for ABC Bank:
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3) 
a. Prepare the new balance sheet and calculate the new reserve ratio for ABC Bank.
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b. Prepare the new balance sheet and calculate the new reserve ratio for 123 Bank.
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c. Calculate the new aggregate reserve ratio using total reserves (add both banks) and total deposits (add both banks).
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d. [bookmark: _GoBack]Is the aggregate reserve ratio closer to the reserve ratio of ABC Bank or that of 123 Bank?  Why?  ABC Bank; ABC is much larger (total assets) and has a larger weighting.

image5.emf
Reserves 7,685 $    

Deposits 38,670 $  

Reserve ratio 19.9%

Aggregate Reserve Ratio
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Deposits $ % Rate W/Avg.

Class A 900 $         29% 0.80% 0.23%

Class B 2,200 $     71% 2.40% 1.70%

Total 3,100 $     100% 1.94%

Loans $ % Rate W/Avg.

Class A 300 $         15% 4.00% 0.60%

Class B 500 $         25% 5.50% 1.38%

Class C 1,200 $     60% 7.80% 4.68%

Total 2,000 $     100% 6.66%
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New deposits: 620 $        

New loans: - $        

Notes/coin 1,255 $     Notes/coin 1,875 $    

Central bank deposits 4,200 $     Central bank deposits 4,200 $    

Loans 24,500 $   Loans 24,500 $  

Total assets 29,955 $   Total assets 30,575 $  

Deposits 26,400 $   Deposits 27,020 $  

Equity 3,555 $     Equity 3,555 $    

Total liabilities and equity 29,955 $   Total liabilities and equity 30,575 $  

Reserves 5,455 $     Reserves 6,075 $    

Deposits 26,400 $   Deposits 27,020 $  

Reserve ratio 20.7% Reserve ratio 22.5%

ABC Bank
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New deposits: 900 $        

New loans: 850 $        

Notes/coin 1,875 $     Notes/coin 1,925 $    

Central bank deposits 4,200 $     Central bank deposits 4,200 $    

Loans 24,500 $   Loans 25,350 $  

Total assets 30,575 $   Total assets 31,475 $  

Deposits 27,020 $   Deposits 27,920 $  

Equity 3,555 $     Equity 3,555 $    

Total liabilities and equity 30,575 $   Total liabilities and equity 31,475 $  

Reserves 6,075 $     Reserves 6,125 $    

Deposits 27,020 $   Deposits 27,920 $  

Reserve ratio 22.5% Reserve ratio 21.9%

ABC Bank
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New deposits: 650 $        

New loans: 950 $        

Notes/coin 620 $         Notes/coin 320 $        

Central bank deposits 1,240 $     Central bank deposits 1,240 $    

Loans 9,890 $     Loans 10,840 $  

Total assets 11,750 $   Total assets 12,400 $  

Deposits 10,100 $   Deposits 10,750 $  

Equity 1,650 $     Equity 1,650 $    

Total liabilities and equity 11,750 $   Total liabilities and equity 12,400 $  

Reserves 1,860 $     Reserves 1,560 $    

Deposits 10,100 $   Deposits 10,750 $  

Reserve ratio 18.4% Reserve ratio 14.5%

123 Bank


