
Webcast Wednesday, February 20
Thought-experiment Thursday, February 21
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Tutorial is today!
There are busses!



Unit 3 Test Corrections!
A. With your neighbors beside and in front/behind you, review the test questions 

that you missed.  You have three goals during this activity, and you should 
make some kind of note to yourself about each question that you 
missed:

1. Recognize test-taking mistakes that you made--e.g., were you not reading 
carefully?

2. Look for patterns in the questions that you missed--e.g. Did you miss a lot of 
questions on the spending multiplier or on fiscal policy? 

3. Talk to your neighbors about content--can they help you understand a 
concept that you missed on the test?

B. At home on your own time, complete the test correction sheet for each 
question that you missed.  



Video: Open Market Operations
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https://www.youtube.com/watch?v=jvRwFkDdWZU
http://www.youtube.com/watch?v=jvRwFkDdWZU


Money multiplier with deposits
When using multiplier on deposits, you only use the amount of excess reserves in 
the initial deposit.

Amount of excess reserves from initial deposit X 
money multiplier = Total money created

E.g., an initial deposit of $1,000 with a RR of .10.  Money multiplier is 10, excess 
reserves are $900, so total money created: 

10 X $900 = $9,000



Money multiplier with OMOs
When using multiplier on open market operations (either purchases or sales of 
bonds), you only use the entire amount of the OMO.

Amount of bonds bought or sold X money multiplier = 
Total money created

E.g., an OMO bond purchase of $1,000 with a RR of .10:

$1,000 X 10 = $10,000 total money created 



If the Fed increases the money 
supply, a temporary surplus of 

money will occur at 5% interest.
The surplus will cause the interest 

rate to fall to 2%.
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If the Fed decreases the money supply, a 
temporary shortage of money will 

occur at 5% interest.
The shortage will cause the interest rate 

to rise to 10%.

Decreasing the Money Supply
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Federal Funds Rate

9

The Federal funds rate is the interest rate that banks 
charge one another for one-day loans of reserves. 
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Federal Funds Rate
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Explain the cause for the differences between the 
year 1979 and the year 2007.
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Freedom Friday, February 22
Mashed-up Monday, February 25
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http://www.youtube.com/watch?v=RaeIBeJT5hY&list=PLD7C33AB80B405B9A&index=9
https://www.youtube.com/watch?v=RaeIBeJT5hY&list=PLD7C33AB80B405B9A&index=9
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Putting It All Together
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https://www.youtube.com/watch?v=bv-uNNkE39I&list=PLD7C33AB80B405B9A&index=21
http://www.youtube.com/watch?v=bv-uNNkE39I&list=PLD7C33AB80B405B9A&index=21


Practice
Don’t forget the Monetary Multiplier!!!!

1. If the reserve requirement is .5 and the Fed sells $10 
million of bonds, what will happen to the money 
supply?

2. If the reserve requirement is .1 and the Fed buys $10 
million bonds, what will happen to the money supply? 

3. If the Fed decreases the reserve requirement from .50 
to .20 what will happen to the money multiplier?
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Fun Set 4.3!!



2008 Audit Exam
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2012 Audit Exam
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