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 Econ 520 F11
Homework 8
11/10, 15 17, due 11/18
(5 HW points each)  Use the following key to give the best answer for each question 1- 8: 


a)  Civil War


b) World War I


c)  World War II


d)  Vietnam


e)  None of the above

1.  Which war was the first to be financed with the help of Open Market Operations?

2.  Which wartime episode saw heavy use of the Discount Window?  

3.  During which war was the National Banking Act passed? 

4.  Which wartime experience had two sharp deflations after the war?  

5.  Which wartime experience had a prolonged, gradual deflation after the war?  

6.  Which wartime experience had continuing inflation after the war? 

7.  Which wartime experience had relatively stable prices after the war?  

8.  During which war were unlimited international purchases and sales of gold at an official gold price terminated? 

9  (15 HW points)  Burning River National Bank has $100 billion in assets, $95 billion in deposits and other debt liabilities, and $5 billion in shareholder equity or net worth.   
a)  What is the Leverage Ratio of Burning River National Bank?  
b)  If Burning River National Bank makes a windfall profit equal to 1% of its assets, what is the percentage change in the value of its equity?  
c)  A separate corporation, Burning River Bancshares, Inc., buys a 100%  interest in Burning River National Bank stock, and itself has a leverage ratio of 3:1.  If Burning River National Bank makes a windfall profit equal to 1% of its assets, what is the percentage change in the value of the equity of Burning River Bancshares? 
10  (15 HW points)  Oval Federal Savings and Loan Association starts with $100 billion in assets, $95 billion in deposits, and $5 billion in shareholder equity or net worth.  Its assets are entirely 30-year fixed-rate amortized mortgages with an average Duration of 10 years, while its liabilities are entirely passbook savings accounts with a Duration of 0 years.  

a)  If market interest rates of all maturities rise by 1 percentage point, what will be the approximate change in the market value of its assets, both as a percent and as a dollar value?  

b)  What will be the approximate percentage change in the market value of its liabilities, both as a percent and as a dollar value?   

c) What will be the approximate dollar change in the economic value of its net worth  (i.e. in terms of the market value of its assets and liabilities, not necessarily their book value)?   The new dollar value of its equity?  

11.  (10 HW points)  The Federal Reserve System recently (11/17/10) held $1195 billion in mortgage-backed securities ($1,046B) and mortgage-based Fannie Mae and Freddie Mac debt ($149B).  This is almost entirely financed by interest-bearing bank excess reserves ($973B) and Treasury deposits ($222B), both of which have essentially 0 maturity, so that the Fed, rather than private investors, is bearing the interest rate risk of these assets.  If these assets have an average duration of 10 years, and interest rates of all maturities rise by 1 percentage point, what will be the approximate change in the market value of the Fed’s Net Worth from this position?  
12  (40 HW points)  Connect each legislation in the left column with one of its effects in the right column

Glass-Steagall Act of 1933


Strengthened capital standards for federally insured 






  banks & thrifts

Riegle-Neal Act of 1994


Authorized “Net Worth Certificates” to keep 






  insolvent thrifts in business.

FIRREA Act of 1989



Funded purchases of preferred stock in bank 







  holding companies

FDICIA Act of 1991



Permitted interstate branching 

DIDMCA Act of 1980


Separated Commercial and Investment Banking – 






  repealed 1999

Garn-St Germain Act of 1982
Restricts Fed from using emergency lending to bail

   out individual companies 



TARP Act of 2008



Bailed out FSLIC-insured depositors at taxpayer 






  expense

Dodd-Frank Act of 2010 


Eliminated deposit interest ceilings on savings 






  accts.

