Handouts from previous SI section held by Grad student Brittany Teahan

There is no answer sheets available, use at your discretion.

Econ 102 SI Money Market Handout 

1.  Draw the Money Market

2.   Show on the graph what would happen if the Fed purchased bonds.

3. What shifts the money demand curve?

4. What shifts the money supply curve?

5.  Members of the Fed Reserve System’s Board of Governors:

A) are elected for life

B) are elected at large by district banks

C) are a special subcommittee of the the Senate

D) hold 14-year staggered terms

6. The reserve ratio is a bank’s reserves as a fraction of its

a) currency      b) total loans       c) total assests       d) total deposits

7.  What is the relationship between actual, desired and excess reserves? (write an equation)

8.   What is the equation of exchange?

9.  What is the quantity theory of money?

10. What is the definition of the velocity of money?

11.  If the Fed does an open market purchase of $5B and the money multiplier is 7 what will be the effect on the money supply?

12.  What does it cost to have cash in the form of money?

13.  If the face value of the bond is $10,000 and the bond pays $1200 annually for 5 years what is the initial interest rate of the bond?

14.  What is the value of the bond if the current interest rate is 10%?

15.  What is the effect of a decrease in the real interest rate on the price of a bond?

John found a check written to him for $10,000.  Feeling it was worth the risk, he cashed the check immediately and is the holding the money in the form of currency.

a.  If the required reserve ratio is .2 what is the maximum amount the money supply could change by? (be careful and show your work)

b.  John began to feel uncomfortable holding $10,000 so he decided to buy some Baht, the currency of Thailand.  If e=10 B/$, how many Baht will he own?

c.  If the Demand for US exports decreases while John Holds Baht, will he have more or less than $10,000 when he finally sells Baht?  Explain your answer using a graph.  

d.  If a watch costs 150 euros in Italy while the same watch costs $100 US Dollars in Ames, Iowa; Assuming purchasing power parity holds what must the exchange rate (e) be?  Make sure to show your work and carefully label your answer.

Draw the Goods Market.

Show the effects of the following on RGDP and the price level using the Goods Market.

Draw a new graph for each situation.

1.  Decrease in Oil Prices

2. Increase in Foreign Demand for US Exports

3.  Increase in Government Spending

4. Fed Open market sale of bonds

Is the gap resulting from an decrease in oil prices an inflationary or recessionary gap?

How could the government intervene to close this gap?

1. What is the quantity theory of money?

2.  Draw the currency market below to show that the equilibrium exchange rate is e=2 euros/$.

3.  If the exchange rate decreases to e=1.5, has the dollar appreciated or depreciated relative to the euro?

4.   Why do foreigners demand US dollars?

5.  If the rest of the worlds demand for US goods falls, what happens to the strength of the US dollar?

6.  If the US interest rate differential decreases what happens to the US dollar?

7.  If people expect the exchange rate to increase tomorrow, what happens to the exchange rate today?

8.  Who are the suppliers in the currency market?

9.  What happens to the dollar if the US demand for imports (ID) increases?

10.  What is the real exchange rate If e=100 y/$ and the price of food is $90,000 $/food and the price of cars is 3,000,000 yen/car?

