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Module APReview

Solutons appear atthe bk ofthe book.

Check Your Understanding

1. Assume that any money lent by 3 bank s deposited back in the
banking system a5 a checkable deposic and chat the reserve raio.
is 10%.Trace out the effects of a $100 million open-market

puschase of U.S. Treasury bill by the Fed on the value of
checkable bank deposits. What is the size of the money
multiplies?

Tackle the Test: Multiple-Choice Questions

1. Which of the following s a function of the Federal Reserve.
System?
L examine commercial banks
IL prine Federal Reserve notes
L. conduce monetary policy
a Tonly
b Tonly
< Monly
. Tand Ml only.
e LiLandml

2. Which of the following financialservices does the Federal
Reserve provide for commercial banks?
L clearing checks
1L holding reserves
1L making loans
Tonly
only
only
Tand Il
LiLand 11t

fen e

When the Fed makes a losn to a commereial bank, it charges

b
o

the prime rate.

the federal funds rac.

the discount ate.

the market interest rate.

Ifthe Fed purchases U.S. Treasury bill from a commercial
bank, what happens to bank reserves and the money supply?
Bank resrves

b
o

decrease
decrease

Moy apply

decrease
decrease
o change

When banks make loans to cach other,chey charge the

b
o

prime rate.
discount rate.
federal funds rate.
CDrate.
motegage tate.
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Tackle the Test: Free-Response Questions

1. & What are the three major tools o the Federal Reserve 2. What are the four basic funcions of the Federal Reserve
System? System and what part of the system is rsponsible for each?
b What would the Fed do with each tool to increase the money
supply? Explain for each.




