Chapter 10: Money, Banking,
and the Federal Reserve System

Section 2: The Money Supply

Section 3: The Federal Reserve System

What Is the Federal Reserve System?

26. What is the Federal Reserve System, or "the Fed"? (p. 270)

Board of Governors

27.  Who comprises the Board of Governors and what does it do? (p. 270)

The 12 Federal Reserve District Banks

28. How many "branch offices" does the Federal Reserve System have? (pp. 270-271)

An Important Committee: The FOMC

29.  Who makes up the Federal Open Market Committee (FOMC)? (p. 271)

What Does the Fed Do?

30.  What are the six major responsibilities of the Fed? (pp. 271-273)

Section 4: The Money Creation Process

Different Types of Reserves

31.  What are total reserves? (p. 274)

32.  What are required reserves? (p. 274)

33. Explain the Fed's reserve requirement. (p. 274)



34, How do excess reserves relate to total reserves and required reserves? (p. 275)

How Banks Increase the Money Supply

35. How do banks increase the money supply? (p. 275)

Creating Checking Account Deposits

36. How do banks use checking account deposits to increase the money supply? (pp. 275-276)

What Does the Bank Do with Excess Reserves?

37.  What do banks do with excess reserves? (pp. 276-277)

What Happens After a Loan Is Granted?

38. Explain what happens after a loan is granted. (pp. 277-278)

How Much Money Was Created?

Section 5: Fed Tools for Changing the Money Supply

Changing the Reserve Requirement

39. How does a change in the reserve requirement affect the money supply? (p. 280)

Open Market Operations

40.  What are open market operations? (p. 281)

Open Market Purchases

41. How does the Fed create money "out of thin air"? (pp. 281-282)

42.  Why does the overall money supply increase with an open market purchase? (p. 282)

Open Market Sales

43.  Why does the overall money supply fall with an open market sale? (p. 282)



Changing the Discount Rate

44, What is the federal funds rate? (p. 282)
45.  What is a discount rate? (p. 282)
Chapter 11:

Measuring Economic Performance

Section 1: National Income Accounting

What Is Gross Domestic Product?

1. What is gross domestic product (GDP)? (p. 288)

Why Count Only Final Goods?

2. What is double counting? (p. 289)

Does GDP Omit Anything?

3. What are a few exchanges that are omitted from the GDP measurement? (p. 290)

Illegal Goods and Services

4, Why are illegal goods not capable of being counted? (p. 290)

Transactions of Legal Goods and Services with No Record

5. Give an example of a legal goods transaction with no record. (p. 290)

Some Nonmarket Goods and Services

6. What are nonmarket goods and services? (pp. 290-291)

Sales of Used Goods

7. Why are used goods not counted in the current year's GDP? (p. 291)

Stock Transactions and Other Financial Transactions



8. Why are stocks excluded from the GDP measurement? (p. 291)

Section 2: Measuring GDP

How Is GDP Measured?

11.  What is consumption? (p. 293)

12.  What is investment? (p. 293)

13. Government purchases are made at which levels of government? (p. 293)

14.  What is the difference between export spending and import spending? (pp. 293-294)

Is Every Good That Is Produced Also Sold?

15.  Why are goods that are produced but not sold included in the GDP? (p. 295)

GDP Versus Quality of Life

16. Explain why a bigger country GDP does not necessarily mean a bigger per capita GDP. (p. 296)

Section 3: Real GDP

The Two Variables of GDP: P and Q

17.  What is a base year? (p. 297)

18.  What is real GDP equal to? (p. 297)

Section 4: Measuring Price Changes and the Unemployment Rate

Calculating the Change in a Single Price



19.  What is the formula used to calculate the change in a single price? (p. 301)

The Consumer Price Index

20.  What is a price index? (p. 301)

21. Explain the two step process in calculating the CPI. (p. 302)

Determining the Quantity of Goods and Services and the Price Level

22.  What is the difference between the aggregate demand curve and the aggregate supply curve? (p. 304)

Who Are the Unemployed?

23. Explain the breakdown in determining who the unemployed are. (p. 306)

The Unemployment and Employment Rates

24. What is the unemployment rate? (p. 307)

25.  What is the employment rate? (p. 307)

Chapter 12: Economic Changes and Cycles

Section 1: Inflation and Deflation

What Is Inflation?

1. What is inflation? (p. 312)

How Do We Measure Inflation?

2. How does one determine whether an economy has experienced inflation? (p. 312)

3. What formula measures inflation? (pp. 312-313)

Demand-Side Versus Supply-Side Inflation



4. What is the difference between demand-side inflation and supply-side inflation? (pp. 314-315)

The Simple Quantity Theory of Money

Velocity

5. What is velocity? (p. 315)

6. Give an example of velocity in real life. (p. 315)

The Exchange Equation

7. What is the exchange equation and what does each letter stand for? (p. 315)

Explaining Inflation

8. What does the simple quantity theory of money say? (p. 316)

In Theory

9. What will the money supply bring about in theory? (p. 316)

Real-World Application

10. How is the real-world application different from the theory? (pp. 316-317)

The Effects of Inflation

Inflation and Individuals on Fixed Incomes

11. How does inflation affect people who live on fixed incomes? (p. 317)

Inflation and Savers

12. How does inflation hurt savers? (p. 317)

Inflation and Past Decisions

13. In what way does inflation turn past decisions into mistakes? (pp. 318-319)

Inflation and Hedging Against Inflation



14.  What does it mean to hedge? (p. 319)

What Is Deflation?

15.  What is deflation? (p. 319)

16. How is deflation measured? (p. 319)

Demand-Side Versus Supply-Side Deflation

17.  What is the difference between demand-side deflation and supply-side deflation? (p. 319)

Simple Quantity Theory of Money and Deflation

18. What theory is used to explain deflation? (p. 320)

A Major Effect of Deflation

19.  What problem occurs if prices do not all fall at the same time? (pp. 320-322)

Section 2: Business Cycles

What Is a Business Cycle?

20.  What is a business cycle? (p. 323)

21.  What are the five phases of the business cycle? (pp. 323-324)

22.  What is a recession? (p. 323)

Forecasting Business Cycles

23. Economists trying to predict changes in the economy is compared to what three steps of a flu? (p.
324)

Flu Signs

24. Explain the three steps and the three conditions that come with them. (p. 324)



Economic Indicators

25.  What do the three conditions do in terms of the economy? (p. 324)

What Causes the Business Cycle?

26. How many cycles has the United States gone through since World War 11?7 (p. 325)

Money Supply

27.  What effects occur due to a change in the money supply? (pp. 325-326)

Business Investment, Residential Construction, and Government Spending

28. How do changes in business investment, residential construction, and government spending create a
business cycle? (p. 326)

Politics

29.  Why would politicians trying to get reelected to office cause a business cycle? (pp. 326-328)

Innovation

30.  Give an example of how major innovations cause a business cycle. (p. 328)

Supply Shocks

31.  Give an example of major supply-side changes that bring about a business cycle. (p. 328)

Section 3: Economic Growth

What Is Economic Growth?

32.  What is absolute real economic growth? (p. 329)

33.  What is per capita real economic growth? (p. 329)

Per Capita Real GDP Growth and the Rule of 72

34.  What is the Rule of 72? (pp. 329-330)



Economic Growth and a Production Possibilities Frontier

35.  Where does absolute real economic growth occur on the PPF? (p. 331)

Economic Growth from a Position Below the PPF

36.  What does an economy look like if it is located below the PPF? (p. 331)

Economic Growth from a Position on the PPF

37.  What does an economy look like if it is located on the PPF? (p. 331)

What Causes Economic Growth?

38.  What factors cause economic growth brought on by a rightward shift in the PPF? (pp. 331-332)

Natural Resources

39. How do more natural resources affect a country's economic growth? (p. 332)

Labor

40. How is labor productivity measured? (p. 332)

Capital

41.  What must be sacrificed to produce more capital goods? (p. 333)

Human Capital

42.  What is human capital? (p. 333)

Technological Advances

43. How do technological advances make it possible to obtain more output from the same amount of
resources? (p. 334)

Incentives

44.  Why would economic growth develop where people are given the incentive to produce and innovate?
(p. 334)

Two Worries About Future Economic Growth



45.  What are two worries about future economic growth? (pp. 334-335)

Chapter 13: Fiscal and Monetary Policy

Section 1: Fiscal Policy

Two Types of Fiscal Policy
1. What is fiscal policy? (p. 342)

2. What is expansionary fiscal policy? (p. 342)

3. What is the difference between expansionary and contractionary fiscal policy? (p. 342)

Expansionary Fiscal Policy and the Problem of Unemployment

4. How can expansionary fiscal policy be used to help the unemployment rate go down? (pp. 342-343)

The Issue of Crowding Out

5. What is crowding out? (p. 343)

Contractionary Fiscal Policy and the Problem of Inflation

6. How do some economists describe inflation? (p. 345)
7. How does contractionary fiscal policy reduce spending and decrease prices in the economy? (pp. 345-
346)

The Issue of Crowding In

8. What is crowding in? (p. 346)

Fiscal Policy and Taxes

9. How are changes in taxes different from spending changes? (p. 347)



How Taxes Can Affect the Spending (Demand) Side of the Economy

10.  What is after-tax income? (p. 348)

11. How do taxes affect the spending side of the economy? (pp. 347-348)

How Taxes Can Affect the Producing (Supply) Side of the Economy

12. How do taxes affect the producing side of the economy? (pp. 348-349)

Tax Rates and Tax Revenues

13.  What is the Laffer curve? (p. 350)

Section 2: Monetary Policy

Two Types of Monetary Policy

14.  What is monetary policy? (p. 351)

15.  What is expansionary monetary policy? (p. 351)

16. What is the difference between expansionary and contractionary monetary policy? (p. 351)

Expansionary Monetary Policy and the Problem of Unemployment

17. In what way does expansionary monetary policy work to lower the unemployment rate? (p. 351)

Contractionary Monetary Policy and the Problem of Inflation

18. In what way does contractionary monetary policy work to reduce inflation? (p. 353)

Monetary Policy and the Exchange Equation

19.  What is the exchange equation? (p. 353)

Section 3: Stagflation: The Two Problems Appear Together



Rising Unemployment and Inflation (at the Same Time)

20. What is stagflation? (p. 357)

How Money Changes Affect the Economy

21.  What is a stop-and-go, on-and-off monetary policy? (pp. 357-360)

What Causes Stagflation?

22. Describe the steps that cause stagflation. (p. 360)

Chapter 14: Taxing and Spending

Section 1: Taxes

Three Major Federal Taxes

1. What are the three major federal taxes? (p. 366)

Personal Income Tax

2. What is the federal personal income tax? (p. 366)

Corporate Income Tax

3. What is the corporate income tax? (p. 366)

Social Security Tax

4, How is the social security tax divided? (p. 367)

Three Other Taxes

5. What are three other state taxes? (p. 367)

Sales Tax

6. What types of goods have a sales tax? (p. 367)



Excise Tax

7. Name two goods that have an excise tax. (p. 367)

Property Tax

8. Why is property tax important? (p. 367)

The Alternative Minimum Tax

9. What was the idea behind the alternative minimum tax? (p. 369)

How It Works

10. How does the alternative minimum tax work? (p. 369)

Why It Is Affecting More People

11. What two factors are responsible for the alternative minimum tax affecting increasingly more people?
(p. 369)

Inflation

12.  What happens when the AMT is not adjusted for inflation? (p. 369)

Tax Cuts

13. How did the 2001 and 2003 tax cuts cause more people to be subject to the AMT? (p. 369)

Proportional, Progressive, and Regressive Income Taxes

Proportional Income Taxation

14. What is a proportional income tax? (p. 370)

Progressive Income Taxation

15. What is a progressive income tax? (p. 370)

Regressive Income Taxation

16.  What happens with a regressive income tax? (p. 370)



How Long Do You Have to Work to Pay All Your Taxes?

17. On average, how long must a person work for each year to pay off all of his or her taxes? (p. 372)

Who Pays What Percentage of Federal Income Taxes?

18.  What three issues are important in the discussion of taxes and the share paid by different income
groups? (p. 373)

Section 2: The Budget: Deficits and Debt

How Does the Federal Government Spend Money?

19.  What are a couple categories into which the federal government has broken down its spending? (p.
376)

National Defense

20.  What is the money for national defense and homeland security largely spent on? (p. 376)

Income Security, Retirement, and Disability

21.  What does income security refer to? (p. 376)

Social Security

22.  What percent of total federal spending goes to social security? (p. 376)

Medicare

23.  What does Medicare pay for? (pp. 376-377)

Net Interest on the National Debt

24.  What is the national debt? (p. 377)

The Costs and Benefits of Government Spending Programs

25.  Why does the government buy things where the total benefits are less than the costs? (p. 378)



The Budget Process

26.  What is the federal budget? (p. 380)

It Begins with the President

27.  What is the process for the president's budget recommendations? (p. 380)

Disagreements and Compromises

28. How does the Congress play a part in preparing the budget? (p. 380)

Public Opinion Counts

29.  What role do American citizens play in the budget? (p. 380)

The Budget Becomes Law

30.  What is the difference between a fiscal year and a calendar year? (p. 380)

31. How does the budget become a law? (p. 380)

What Is a Fair Share?

32.  What are the two historical principles of taxation that decide what a fair share is? (p. 382)

Benefits-Received Principle

33.  What is the benefits-received principle? (p. 382)

Ability-to-Pay Principle
34.  What is the ability-to-pay principle? (p. 382)

Budgets: Balanced and in Deficit

35.  What are budget deficits? (p. 383)

36. How is a budget surplus different from a budget deficit? (p. 383)

The Great Depression



37.  What did the Great Depression do to the accepted notions about budgets? (p. 383)

Reducing Unemployment

38.  What do budget deficits have to do with reducing unemployment? (p. 383)

National Debt

39. How is the national debt incurred? (p. 384)

Higher Future Taxes

40. How does debt lead to higher future taxes? (pp. 384-385)



