AP Macroeconomics (Jones)





Name ________________________

Unit 4
(Ch.12  p.228-240, Ch. 13 p.244-254,  Ch. 14 p. 258-279)

Period _____   Date _____________

Money, Monetary Policy, and Economic Stability
“Money and Banking”, “Money Creation”, “Interest Rates and Monetary Policy”
Organize your unit assignments into a three-brad folder in the order in which they appear on this unit sheet, with this sheet being the first page.  Each unit portfolio should represent your highest quality effort.

1)  Terms:  Select one of the following options:  Divide paper into six squares OR make flash cards. Label each square or card with the idea/term.  On one side, define the term.  On the other side use a picture, practical example, headline from a newspaper, or current event topic to demonstrate your knowledge of the term and its’ application to our society.

Chapter 12 
1.  M1
      
2.  M2
3.  time deposits
4.  money market mutual funds
5.  MZM
6.  $V=1/P
7.  The Federal Reserve


8.  Board of Governors



9.  FOMC
Chapter 13

10. fractional reserve system
11. balance sheet
12. reserve ratio
13. liquidity

14. federal funds rate
15. monetary multiplier

Chapter 14

16. monetary policy
17. open market operations
18. discount rate
19. prime rate
20. expansionary monetary policy
21. restrictive monetary policy
22. Taylor Rule
23. cyclical asymmetry
24. inflation targeting

2)  Current Events:  Search the internet, newspaper, or magazines for a current event article that focus on the main topics of this unit (banking, the Federal Reserve System or its actions, monetary policy, etc.) and complete the following assignment: Write a paragraph summarizing the main ideas in the article, write a paragraph explaining how these ideas or concepts relate to everyday life (give an example of practical application in the real world), and a paragraph explaining your personal opinion.

3) Federal Reserve System Pamphlet: Make a pamphlet or brochure describing the Fed. Include historical background, the role of the district banks, Board of Governors, and Federal Open Market Committee. Also include the functions of the Fed as they relate to monetary policy and controlling the money supply. Make sure your pamphlet is informational AND pretty!
4)  Handouts: worksheets, video guides, class activities, etc.

5)  Notes:  class notes, book notes, etc.

6)  Unit Questions: Answer the following questions with thoughtful, complete sentences. You do not need to re-write the questions. Quality responses will be several sentences or a small paragraph.

1.  What are the components  of the M1 money supply?  What is the largest component?  Which of the components of M1 is legal tender? Why is the face value of a coin greater than its intrinsic value?  What near‑monies are included in M2 money supply?  What distinguishes the M2 and MZM money supplies?

2. Suppose the price level and value of the dollar in year 1 are 1.0 and $1.00, respectively.  If the price level rises to 1.25 in year 2, what is the new value of the dollar?  If instead the price level had fallen to .50, what would have been the value of the dollar?  What generalization can you draw from your answer?
3. What is meant when economists say that the Federal Reserve Banks are central banks, quasi-public banks, and bankers’ banks?  What are the seven basic functions of the Federal Reserve System?

 ----------------------------------------------------------------------------------------------------------------------------------------------------
4. Why does the Federal Reserve require commercial banks to have reserves?  Explain why reserves are an asset to commercial banks but a liability to the Federal Reserve Banks.  What are excess reserves?  How do you calculate the amount of excess reserves held by a bank?  What is the significance of excess reserves?
5.  “When a commercial bank makes loans, it creates money; when loans are repaid, money is destroyed.”  Explain.
6. Assume that Jones deposits $500 in currency into her checkable deposit account in First National Bank.  A half‑hour later Smith obtains a loan for $750 at this bank.  By how much and in what direction has the money supply changed?  Explain.

7.  Suppose the National Bank of Commerce has excess reserves of $8,000 and outstanding checkable deposits of $150,000.  If the reserve ratio is 20 percent, what is the size of the bank’s actual reserves?

8.  Suppose the simplified consolidated balance sheet shown below is for the  entire commercial banking system.  All figures are in billions.  The reserve ratio is 25 percent.


	
	
	

	Assets


	
(1)
	Liabilities and Net Worth


(2)

	
	
	
	
	

	
	
	
	
	

	Reserves

Securities

Loans
	$  52  ___

48  ___

100  ___


	
	Checkable deposits
	$200  ___


a.
What amount of excess reserves does the commercial banking system have?  What is the maximum amount the banking system might lend?  Show in column 1 how the consolidated balance sheet would look after this amount has been lent.  What is the monetary multiplier?

b.
Answer the questions in part a assuming that the reserve ratio is 20 percent.  Explain the resulting difference in the lending ability of the commercial banking system.
-----------------------------------------------------------------------------------------------------------------------------------------------------

9. What is the basic determinant of (a) the transactions demand and (b) the asset demand for money?  Explain how these two demands can be combined graphically to determine total money demand.  How is the equilibrium interest rate in the money market determined?  Use a graph to show the impact of an increase in the total demand for money on the equilibrium interest rate (no change in money supply).  Use you general knowledge of equilibrium prices to explain why the previous interest rate is no longer sustainable.

10. What is the basic objective of monetary policy?  What are the major strengths of monetary policy?  Why is monetary policy easier to conduct than fiscal policy in a highly divided national political environment?

11. Suppose that you are a member of the Board of Governors of the Federal Reserve System.  The economy is 
experiencing a sharp rise in the inflation rate.  What change in the Federal funds rate would you recommend?  How would your recommended change get accomplished?  What impact would the actions have on the lending ability of the banking system, the real interest rate, investment spending, aggregate demand, and inflation?  

