Questions for PROBLEM SET 08

Name: _______________________________
Section: ________

Use your worksheet and graphs to answer the following questions as carefully and complete as you can.

1. a)  According to the calculations in your worksheet, what is the money supply in Tenbank after the Fed purchases 50 (million dollars) in securities with a reserve requirement of 20%?

____________________

b) What is the new money supply when you apply the (simple) money multiplier equation instead?  What is your money multiplier under these conditions?

____________________

c) What accounts for the difference between your answers to (a) and (b) above?

d) Under what economic circumstances might the Fed choose to buy bonds?  What is the outcome of such an open market purchase by the Fed?

2. a)  Using the information in your worksheet, what is the money supply in Tenbank after the central bank sells 50 (million dollars) in bonds?

______________________

b) Under what economic circumstances might the Fed choose to sell bonds?  What is the outcome of such an open market sale by the Fed?

3.  Do you think the Fed is buying or selling bonds to support its current monetary policy objectives?  Explain.

4. If we expand the definition of the money supply in Tenbank to include currency, would the money multiplier be larger or smaller than you calculated in above with your simple money multiplier?  Explain.

5. a)  In Step 5 of this Problem Set, you considered the effects of various changes in reserve requirements.  Use your worksheet to complete the table below for an Open Market purchase.

Reserve requirement
.05    .20    .30    .75    .90

Change in M1

    ____    ____   ____   ____   ____

Change in M1 via 
    ____    ____   ____   ____   ____

money multiplier

b) As the reserve requirement gets larger, what happens to the relationship between the change in M1 via the banks in Tenbank in your spreadsheet and the change in M1 via the money multiplier in cell E18?  What is the explanation for the change in the relationship as the reserve requirement changes?

c) If the Fed wants to pursue expansionary policy using changes in reserve requirements, would they increase or decrease the reserve requirements?  Explain.

6. Go to the Fed website at http://www.federalreserve.gov. 
a. The chairperson of the Federal Reserve is ___________.

b. Fairfield County is in the _________________ Federal Reserve District.

c. What is the Federal Open Market Committee?  What are the responsibilities of this group within the Federal Reserve system?  Explain.

d. After reviewing the contents of this site, write a paragraph describing the Fed's current policy direction.  Carefully explain why this set of policies is appropriate for the economy at this point in time.  (You might want to try clicking on Monetary Policy in the left-hand column and then Monetary Policy Report to the Congress.)  Is this monetary policy working with or against current fiscal policy?  Explain.
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