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Sample Questions

1. The reserve requirement is 10 percent. Bank A has $2000 in demand deposits and $200 in vault cash and $200 in their account at the Federal Reserve Bank. What is the amount of Bank A’s excess reserves? 

What amount of deposits can their reserves support? In other words, what is the Total Deposit Creation?
2. When a company wants to raise funds typically they contact …

3. If money is transferred from a checking account to a savings account then what happens to the amount of M2? What happens to the amount of M1? What happens to the potential amount of M2?

4. CDs and Commercial paper are instruments in which market?

5. What is the connection between the money market and the goods market?

6. What is the connection between the money market and the labor market?

7. What is velocity?

8. What is a lag? Explain how lags impact monetary policy. 
9. From what you can ascertain from the data, does there appear to be a correlation between M1 and inflation? 

10. Who controls the growth of money through the banking system?

What is the role of consumers? What is the role of banks?

11. What is the difference between the primary market and the secondary market?
12. What is the difference between the capital market and the money market?

13. When reserves are increased banks are more likely to lend, interest rates are more likely to fall and inflation is more likely to rise. Yet, reserves have increased over the last year but inflation has not risen. Why?
14. How can reserves increase? How can reserves decrease?

15. If the reserve requirement is increased from 10 percent to 20 percent then the money multiplier will change from ____ to _____. The amount of Total Deposit Creation will (increase/decrease/stay the same). If the Federal Reserve Bank was to implement this policy of raising reserve requirements they would be sending a message of (easy money/ tighter monetary policy).
