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Chapter 13

13. There are three main types of off-Balance Sheet activities banks dabble in: 

· Standby letters of credit – When a bank promises to lend the borrower money to pay off its maturing commercial paper (if necessary). 

· Loan commitments – When a bank agrees to provide the borrower with a pre-stated amount of money during some specified period of time. 

· Loan sales – When a bank sells the expected future returns from an underlying bank loan to a third party. 

 Because of deregulation, banks had to come up with other sources of income. For example: from 1960 to 1980 the non-interest income from fee and traditional income contributed about 19% of a total banks income. During periods of vast deregulation (80s and 90s) that share climbed to almost 30%.

19. Banks would appreciate a decrease in the reserve requirements because that means that they don’t have to keep as much cash on hand in the vault and at the Fed. This means banks can use their new found unused reserves in more efficient ways like loaning it out and making profits on the interest payments. 

A bank that holds more cash on hand than required would still be affected by a decrease in the reserve requirements. Assuming the reserve requirement is 10%, and the bank voluntarily holds 5% more than required, the bank would hold 15%. If the reserve requirement dropped to 5%, then the bank would hold 10%. So, yes, they would be affected. 

20. 

	 
	Mega Bank A
	Mega Bank B

	 
	In Millions
	In Millions

	 
	Assets
	Liabilities
	Assets
	Liabilities

	PRE SALE
	 
	 
	 
	 

	Reserves
	 
	 
	 $       10 
	 

	Checkable Deposits
	 
	 $           10 
	 
	 $            10 

	Loans
	 $        10 
	 
	 
	 

	POST SALE
	 
	 
	 
	 

	Reserves
	 $        10 
	 
	 
	 

	Checkable Deposits
	 
	 $           10 
	 
	 $            10 

	Loans
	 
	 
	 $       10 
	 


21. 

	 
	First Bank (Ann's Bank)
	Melon Bank (Bill's Bank)

	 
	Assets
	Liabilities
	Assets
	Liabilities

	Check Un-cleared
	 
	 
	 
	 

	Reserves
	 $    1,000 
	 
	 
	 

	Checkable Deposits
	 
	 $       1,000 
	 
	 

	Check Cleared
	 
	 
	 
	 

	Reserves
	 
	 
	 $   1,000 
	 

	Checkable Deposits
	 
	 
	 
	 $        1,000 


