Name ____________________________________________________________ Date_____________ Period ____________
Chapter 10 + 16 Study Guide
Chapter 10 – Money and Banking
1. ___________________________________ are the assets people use to buy goods and services.
2. Money is a ___________________________________________ , which serves as payment for products; buyers give sellers in exchange for goods/services.
3. An economy that relies on trade of one product for another uses a ____________________________ sytem.
4. An expression of worth; a means for comparing the values of goods and services is money as a ___________________________________________________
5. Money as a _____________________________________ keeps its value if you decide to store it instead of spend it.
6. The combination of all stores of value; both money and nonmonetary assets is a  person’s _____________________
7. Money that has alternative use as a commodity such as gold, silver, oil, corn, wheat, cotton, etc.  “order/decree” government issued money is known as a ________________________________________.
8. Money that can be exchanged for something of value IOU, Paper Receipts, bonds, etc. coins and paper bills used as money is ______________________________________________ money.
9. The total quantity of money in the economy is the __________________________________________.
10. __________________________________ represents the ease with which an asset (liquid asset) can be converted into money/medium of exchange.
11. Money that people can gain access to easily and immediately are known as  _________________________deposits.  
12. M____ represents the balances in bank accounts that have high liquidity - checking accounts, traveler’s checks 
13. M____ consists of all the assets in M1 plus assets that are not as liquid that are slightly less liquid, savings accounts, money market
14. List the 6 characteristics of money
1) ____________________________________________
2) ____________________________________________
3) ____________________________________________
4) ____________________________________________
5) ____________________________________________
6) ____________________________________________
Chapter 16 – The Federal Reserve and Monetary Policy
Section 1 – The Federal Reserve System
15. The Federal Reserve was established in ________________ , the nickname for the system is ___________________ and is composed of ______________________________________________________________________________
16. The Federal Reserve System is overseen by the _______________________________________________________, which is headquartered in ________________________________________________________________________
17. How are the seven members appointed? ____________________________________________________________
______________________________________________________________________________________________
18. The process by which the government, central bank, or monetary authority of a country controls the supply of money, availability of money, and cost of money or rate of interest, in order to promote growth and stability of the economy is known as ________________________________________________ policy.
19. The Federal Reserve Act divided the United States into _______________ regional banks, one each serving their district.
20. What purpose does each Federal Reserve Bank in its district serve? _______________________________________
______________________________________________________________________________________________
21. What is the advantage to having the Fed independent of a governmental agency? ___________________________
______________________________________________________________________________________________
22. The Federal Open Market Committee makes key decisions about the nation’s money _________________________ 
Section 2 – Federal Reserve Functions 
Briefly describe each of service based roles of the Federal Reserve below:
23. Service Roles 
a. Federal Government’s Banker_____________________________________________________________________
b. Government Securities Auction ___________________________________________________________________
c. Issuing Currency________________________________________________________________________________
d. Check Clearing _________________________________________________________________________________
e. Supervising Lending Practices _____________________________________________________________________
f. Lender of Last Resort ____________________________________________________________________________



24. Regulatory Roles 
g. Reserves ______________________________________________________________________________________
_____________________________________________________________________________________________
h. Bank Examinations______________________________________________________________________________
_____________________________________________________________________________________________
i. Regulating the Money Supply_____________________________________________________________________
_____________________________________________________________________________________________
Section 3 – Monetary Policy Tools
25. The ___________________________________________________ is responsible for manufacturing money, while the ________________________________________________ is responsible for putting dollars into circulation.
26. How does the bank make money on your $1,000? _____________________________________________________
27. The amount that the bank is allowed to lend is determined by the ________________________________________
28. If you deposit $1,000 of borrowed money in a bank checking account, how much is the bank allowed to lend? ______________________________________________________________________________________________
29. The amount of money created in the end by an initial investment is the ____________________________________
30. Reserves that are greater than the required amounts are known as _______________________________________
31. How do banks respond to a lowered discount rate? ____________________________________________________
______________________________________________________________________________________________
32. How does a raised discount rate affect bank loans and the money supply? __________________________________
______________________________________________________________________________________________
33. What effect does the Fed’s purchase of government bonds have on the money supply? _______________________
______________________________________________________________________________________________
34. How does the Fed’s sale of the bonds reduce the money supply? _________________________________________
____________________________________________________________________________________________
Math Practice – Required Reserve Ratio and the Money Multiplier
35.  If $2,000 is deposited in the bank, calculate how much the bank must hold in reserve for each of the following reserve ratios, then calculate how much the bank can lend for each of the following reserve ratios. 

	Required Reserve Ratio
	Required Reserves (Assets)
	Excess Reserves (Liabilities)

	1%
	
	

	5%
	
	

	10%
	
	


36. To illustrate how money can be "created", fill in the form shown below. We will begin with a few assumptions.  The Reserve Ratio is 10%.  The bank lends all of its excess reserves to the next person on the list.  That person deposits the loan into their checking account.

	Required Reserve Ratio
	Checking Deposit 
(Money Supply)
	Required Reserves (Assets)
	Excess Reserves (Liabilities)

	Person A
	$2,000
	
	

	Person B
	
	
	

	Person C
	
	
	

	Totals
	
	


37. Calculate the money multiplier for each of the following reserve ratios.
	Required Reserve Ratio
	Initial Deposit
	Money Multiplier
	Increase in Money Supply

	1%
	$2000
	
	

	5%
	$2000
	
	

	10%
	$2000
	
	


 
