1.  Draw a Money Market Graph showing this market at a starting equilibrium.   Assume the economy is in a recession.  
a. What Open Market Operation would the Federal Reserve conduct in this situation?

b. What would the Federal Reserve do in terms of the Reserve Requirement? 

c. What would the Federal Reserve do in terms of the Discount Rate?

d. What would happen to the Federal Funds Rate (increase or decrease)

e. Show on the graph the result of the policies the Federal Reserve implemented.

2. Draw a Money Market Graph showing this market at a starting equilibrium.   Assume the economy is in an inflationary period.  

a. What Open Market Operation would the Federal Reserve conduct in this situation?

b. What would the Federal Reserve do in terms of the Reserve Requirement? 

c. What would the Federal Reserve do in terms of the Discount Rate?

d. What would happen to the Federal Funds Rate (increase or decrease)

e. Show on the graph the result of the policies the Federal Reserve implemented.

3. The Federal Reserve BUYS a $10,000 bond from Mr. Hayward.  I deposit all the proceeds into my bank.   The current Reserve Requirement is 25%.  

a. How much can my bank increase it loans by?

b. How much will the amount of loans made by the banking system increase by?
c. How much will the total Money Supply increase by as a result of my deposit?

d. How much will the Money Supply increase by if my bank withholds an additional 25% from my original deposit?

4. I win Teacher of the Century and get a $25,000 cash award.  I deposit all the proceeds into my bank.  The current Reserve Requirement is 5%.  

a. How much can my bank increase it loans by?

b. How much will the amount of loans made by the banking system increase by?

c. How much will the total Money Supply increase by as a result of my deposit?

d. How much will the Money Supply increase by if my bank withholds an additional 5% from my original deposit?

e. Explain what would happen to the money supply if on my way to the bank I stop off at Economics R’  US and buy $1,000 worth of VERY interesting economics books

