Macroeconomics

Instructor: Mark Tomass

Review Questions H15

The Federal Reserve System and Its Influence on Money and Credit

 1.
In what sense is the Federal Reserve System independent of Congress and the president of the United States?  How can the president influence the Fed’s policies despite the fact that the president has no direct control over the central bank?

2.
The Fed increases its liabilities.  Explain why this means that the monetary base will increase.  How does the monetary base differ from the money stock?

3.
Suppose the Fed wishes to increase the money stock by $100 billion over the next three months.  What technique can it use to accomplish its objective?

4.
On a certain day the Fed buys $30 billion worth of government securities and sells $20 billion worth.  Show the changes in the Fed’s and the banking system’s balance sheets.  What effects will the Fed’s operations have on securities prices and interest rates that day?

5.
Suppose on another day the Fed sells $80 billion worth of government securities and buys $30 billion worth.  Show the changes in their balance sheets and the impact on securities prices and interest rates that day.

6.
When the economy moves into a recession, bank demand for excess reserves increases.  How can the Fed use open market operations to increase the money supply under these circumstances?  Use supply and demand analysis to show the impact of the Fed’s policies, assuming the demand for money is given.

7.
The Fed decreases the monetary base.  Show the impact of the Fed’s action on the supply of money in the economy and the likely impact of the action on the level of interest rates.

8.
Under what circumstances will open market sales and purchases by the Fed have no effect on the level of interest rates in the economy?

9.
Suppose the demand for money increases.  How can the Fed act to prevent the market rate of interest from increasing?

10.
Explain why Federal Reserve System open market operations can increase bank reserves but do not guarantee an increase in the money supply.
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