BCC-Macroeconomics

Study Guide 
Ch. 14-16 Exam #4
Chapter 14 – Money and the Fed
Barter – “coincidence of wants”
Primary functions of money:

· medium of exchange

· unit of account

· store of value

currency – paper money & coins

M1 and M2 – definitions

The Federal Reserve:

· structure

· FOMC – securities (bonds)
Functions of the Fed

FDIC – insured deposits up to $250,000

Chapter 15 – Money Creation
Balance sheet:

- Assets: 


     - Required Reserves (Ratio)


     - Excess Reserves (Loans)


-  Liabilities:


     - Checkable Deposits

[image: image1.png]Typical Bank - Balance Sheet 1

Required  $5 million

Checkable $50 million

Reserves Deposits

Excess o

et $45 million

Total $50 million |  Total $50 million

Note: The Fed requires the bank to keep 10% of its
checkable deposits in reserve.





Actual Change in the Money Supply:

Δm = ΔER x $ Multiplier (1/$ multiplier)

Monetary Policy

· required reserve ratio

· discount rate

· open market operations

*increase or decrease the money supply

Chapter 16 – Monetary Policy
Role of Money – Keynesian View
1. transactions demand

2. precautionary demand

3. speculative demand
Demand and supply of money – interest rate and quantity of money

· demand – does not change

· supply – changed by monetary policy (vertical – Fed uses its tools to set it at $1000 billion)

Keynesian View: focuses on how changes in the money supply affect interest rates and investment spending -> changes in Agg Demand which affects prices, real GDP and unemployment

Monetarist View: focuses on how changes in the money supply directly causes changes in Agg Demand which affects prices, real GDP and unemployment

*Take a look at the notes you/we have taken and the textbook that corresponds.  Also, take a look at questions that we have answered from the end of each chapter…it will help you with the short answer portion of the test.  The practice multiple choice questions will help you with that part of the test too!  Good Luck!
