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MONEY & BANKING &
MONETARY POLICY

1. What does the money supply consist of?

2.

)

4.

Draw a balance sheet for one of
Canada’s chartered banks.

a) Show the main assets and liabilities
on the balance sheet.

b) Suppose the R/D = 0.3 and the C/D =
0.15. You have a cheque in the amount
of $1000. What amount would you
deposit in the bank?

¢) Redraw your balance sheet and show
your deposit transaction on the bank’s
balance sheet.

d) What is the money multiplier for this
situation?

¢) By how much will the money supply
increase if using the deposit multiplier?
f) By how much will the money supply
increase using the money multiplier?

. You own a 5-year $100 bond with a

coupon of $8. After two years you
decide you want to sell the bond.
Market interest rates are at 6%. Would
you be able to sell your bond at a price
higher than $100 or lower than $100?
Show the yield on your bond if you sold
it at a price higher than $100. Show the
yield on your bond if you sold it at a
price lower than $100.

What are the instruments of monetary
policy? What is the goal of the Bank of
Canada when it uses these instruments?
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5. If the Bank of Canada wanted to try to
increase the money supply using Open
Market Operations, how would it do
this? Explain this procedure in detail in
your own words, not in my words.)

Explain how and why this procedure
would affect interest rates.

6. How does the Bank of Canada use the
overnight interest rate as an instrument
of monetary policy? Explain specifically
how it does this.

7. What is the transmission mechanism?
Why is it important?

. What is the definition of the Bank
Rate?
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