Central bank and control of the money supply
Topic 1: Tools of central bank policy
Difficulty Level 1
1. Which of the following is not a monetary policy tool of the Federal Reserve System?
(A) setting the reserve requirement
(B) open market operations
(C) minting bills and coins
(D) setting the discount rate and federal funds rate
(E) regulating the banking system
2. The discount rate refers to the price the Federal Reserve System charges for:
(A) goods and services
(B) loans to state governments
(C) loans to banks
(D) newly printed currency
(E) U.S. Treasury bills
Difficulty LEVEL 2
3. Which of the following best describes the result of a sale of U.S. Treasury bills on the open market by the Federal Reserve?
Money supply	Interest rates
(A) Increase	Increase
(B) Increase	Decrease
(C) No change	Increase
(D) Decrease	Decrease
(E) Decrease	Increase
4. What will likely occur if the Federal Reserve acts to increase the money supply with open market operations?
(A) Bank reserves will decrease.
(B) Bond prices will increase.
(C) The discount rate will increase.
(D) The federal funds rate will increase.
(E) The government budget will move toward surplus
5. Which combination of actions by the Federal Reserve System will cause the greatest increase in the money supply?
Reserve requirement	Discount rate
(A) Increase	Increase
(B) Decrease	No change
(C) Increase	Decrease
(D) No change	Decrease
(E) Decrease	Decrease
6. Which of the following best describes the result of a decrease in the discount rate?
(A) The demand for money increases and interest rates increase
(B) The demand for money decreases and interest rates decrease
(C) The supply of money increases and interest rates decrease
(D) The supply of money increases and interest rates increase
(E) Both the demand for money and the supply of money increase and interest rates increase






7. What change in monetary policy can the Federal Reserve enact to reduce the ability of the banking system to create money?
(A) Decreasing the federal funds rate
(B) Buying government bonds on the open market
(C) Decreasing income taxes
(D) Decreasing the reserve requirement
(E) Increasing the discount rate
8. Contractionary monetary policy can affect the economy through which of the following chains of events?
(A) Decreasing government spending lowers the interest rate, which lowers consumption.
(B) Increasing the discount rate lowers the real interest rate, which raises investment.
(C) Selling bonds decreases the money supply, which increases the interest rate.
(D) Increasing taxes increases the reserve requirement, which decreases investment.
(E) Buying bonds increases the money supply, which lowers the interest rate.
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