MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the question.
1) The four players in the money supply process include
A) banks, depositors, borrowers, and the U.S. Treasury.
B) banks, depositors, the central bank, and borrowers.
C) banks, depositors, the central bank, and the U.S. Treasury.
D) banks, borrowers, the central bank, and the U.S. Treasury.
2) Federal reserve assets include
A) government securities.
B) discount loans.
C) currency in circulation.
D) all of the above.
E) both A and B of the above.
3) Both _____ and _____ are Federal Reserve assets.
A) government securities; bank reserves
B) currency in circulation; discount loans
C) discount loans; bank reserves
D) currency in circulation; government securities
E) government securities; discount loans
4) The monetary base consists of
A) reserves and government securities.
B) currency in circulation and Federal Reserve notes.
C) currency in circulation and discount loans.
D) currency in circulation and government securities.
E) currency in circulation and reserves.
5) The sum of vault cash and bank deposits at Federal Reserve banks is called
A) reserves.

B) the money supply.

C) discount loans.

6) By making discount loans
A) the Fed increases its assets.
B) the Fed earns interest income.
C) the Fed provides reserves to the banking system.
D) all of the above.
E) both A and B of the above.
7) The interest rate the Fed charges banks borrowing from the Fed is the
A) Treasury bill rate.
B) federal funds rate.
C) discount rate.
D) prime rate.
E) mortgage rate.
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D) the monetary base.

8) When the Federal Reserve purchases a government bond from a bank,
A) reserves in the banking system decline.

B) reserves in the banking system increase.

C) Federal Reserve liabilities decline.

D) Federal Reserve liabilities remain unchanged.

9) When the Federal Reserve sells a government bond to a bank,
A) reserves in the banking system increase.
B) reserves in the banking system remain unchanged.
C) reserves in the banking system decline.
D) Federal Reserve liabilities remain unchanged.
10) The effect of open market operations on _____ is much more uncertain than the effect on _____.
A) monetary base; reserves

B) reserves; monetary base

C) reserves; reserves

D) monetary base; monetary base

11) When the Fed extends a $100 discount loan to the First National Bank, reserves in the banking system
A) decrease by more than $100.

B) increase by $100.

C) increase by more than $100.

D) decrease by $100.

12) When the Federal Reserve extends a discount loan to a bank,
A) the increase in the monetary base equals the increase in the borrowed base.
B) both the monetary base and reserves decrease.
C) the monetary base changes two-for-one with the change in borrowings from the Fed.
D) all of the above occur.
13) A simultaneous extension of discount loans and sale of government bonds by the Fed
A) decreases the monetary base.
B) has an uncertain effect on the money supply because the two actions are offsetting.
C) unambiguously increases the money supply.
D) unambiguously decreases the money supply.
E) both B and D of the above.
14) The formula for the simple deposit multiplier can be expressed as
A) ∆r = (1 d rT) ˛ ∆T

B) ∆R = (1 d rT) ˛ ∆D

C) ∆R = (1 d rD) ˛ ∆D

D) ∆D = (1 d rD) ˛ ∆R

15) If reserves in the banking system increase by $100, then checkable deposits will increase by $1000 in the simple
model of deposit creation when the required reserve ratio is
A) 0.10.

B) 0.01.

C) 0.05.

D) 0.20.

16) If the required reserve ratio is 20 percent and the Fed increases reserves by $100, checkable deposits can
potentially expand by
A) $500.

B) $1,000.

C) $250.

D) $100.

17) A bank has excess reserves of $6,000 and demand deposit liabilities of $100,000 when the required reserve ratio
is 20 percent. If the reserve ratio is raised to 25 percent, the bank's excess reserves will be
A) $1,000.

B) $5,000.

C) -$1,000.
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D) -$5,000.
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