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NAME:________________________	STUDENT ID:__________________


Question on Operation of the Federal Reserve System Chapter 12


Select the option that provides the single best answer.


_____1.  A Federal Reserve sale of securities to the banks will cause all of the following except: 


a fall in bank reserves


an increase in the interest rate.


a fall in the money supply


a fall in the value of the money multiplier.





_____2. The money market starts in equilibrium.  Now the Federal Reserve buys short term Treasury Bills.  As a result, commercial  banks now hold _____reserves. The bank____ lending interest rates to _____loans.


too few reserves, raises, reduce			B. too few reserves, decrease, reduce


C.   excess reserves, lowers, increase			D. excess reserves, raises, increase





_____3.    One of the following event will encourage the public from holding money balances


an rapid increase in the price level.


a decrease in the interest rate


an increase in the opportunity cost of holding money.


an increase in the dollar volume of transactions.





______4.   Ceteris paribus, there is an expansion in the money supply.  This will cause the interest rate to ______ and the quantity of money demanded to ______


increase, increase.			B. decrease, increase.


C.  decrease, decrease.			D. increase, decrease.





_____5.     When the interest rate rises,


the opportunity cost of holding money increases.


the transactions cost of holding money is not affected by this.


the transactions cost of holding money decreases.


the opportunity cost of holding money decreases.





_____6.    The Federal Reserve’s ability to control the money supply is due to its ability to


encourage banks not to borrow too heavily.


Change the reserves available to the commercial banking system


sell Treasury bonds at a profit


buy Treasury bonds at a profit.





_____7.     Given an interest rate increase,


optimal money balances will increase.


optimal money balances will decrease.


the equilibrium supply of money will increase.


the equilibrium supply of money will decrease.





_____8.     As the value of economic transactions as GDP rises,


more money will be demanded.


less money will be demanded.


more money will be supplied.


less money will be supplied.





_____9.  The Federal Reserve sells government bonds on the open market.  Which one thing would NOT usually �	happen? (Ask yourself, how do the corporations and people buying the bonds from the Fed pay for them?)


a decrease in the money supply.


an increase in the interest rate.


an increase in the price of bonds


a decrease in the quantity of money demanded.





_____10.  When the Federal Reserve does open market operations, the interest rate that it watches most closely 


is the prime rate. 			B. is the discount rate.


 C.   is the federal funds rate		D. is the government bond rate.


