EOCT Review
Part 8
Below are the standards that we will cover as part of today’s review. You need to review these standards and make sure that you are familiar with concept or idea connected to each of them.

SSEMA2 The student will explain the role and functions of the Federal Reserve System. 
1 a. Describe the organization of the Federal Reserve System. 

2 b. Define monetary policy. 

3 c. Describe how the Federal Reserve uses the tools of monetary policy to promote price 

4     stability, full employment, and economic growth. 

SSEMA3 The student will explain how the government uses fiscal policy to promote price stability, full employment, and economic growth. 
1 a. Define fiscal policy. 

2 b. Explain the government’s taxing and spending decisions. 

EOCT Content Descriptors
On the EOCT, students will be required to show an understanding or be able to apply the following concepts related to the above standards.

- Federal Reserve System organization: Board of Governors, district banks, and the

   Federal Open Market Committee (FOMC)

- specific functions of the Federal Reserve System: control the money supply;

   supply the economy with paper money (Federal Reserve Notes); hold bank

   reserves; provide check-clearing services; supervise member banks; serve as the

   lender of last resort

- monetary policy as an economic tool

- reading and interpreting scenarios, tables, and graphs related to monetary policy

- fiscal policy as a tool to combat inflation

- fiscal policy as a tool to combat recession

- reading and interpreting scenarios, tables, and graphs related to fiscal policy
Concept 1: The Federal Reserve System

Standard(s): 

Describe the organization of the Federal Reserve System.

Content Descriptor(s): 
- Federal Reserve System organization: Board of Governors, district banks, and the

   Federal Open Market Committee (FOMC)

- specific functions of the Federal Reserve System: control the money supply;

   supply the economy with paper money (Federal Reserve Notes); hold bank

   reserves; provide check-clearing services; supervise member banks; serve as the

   lender of last resort
What to know: 

The Federal Reserve (The Fed) regulates our nation’s banks and controls the money supply through monetary policy. The Fed is owned by member banks and is run by the Board of Governors, who are appointed by the President of the United States. The Fed has district banks located in the larger cities. The Federal Open Market Committee (FOMC), a component of the Federal Reserve System, is charged under U.S. law with overseeing open market operations in the United States, and is the principal tool of US national monetary policy. Open market operations are the buying and selling of government securities.

Practice Questions:
(1) The Federal Reserve (The Fed) is owned and run by whom?

A   owned and controlled by the people 

B   owned by member banks and publicly controlled

C   controlled by member banks and owned by shareholders

D   controlled and owned by the government
(2) The primary responsibilities of the Federal Reserve System is to 

A   control the money supply and regulate banks

B   print paper currency and prosecute counterfeiters

C   control the nations economy and lower government deficits

D   use taxing and spending to manipulate the economy



(3) The group of individuals who run the Federal Reserve System are known as 
A   district banks

B   Chairmen of the Board

C   member banks

D   the Board of Governors
(4) What is the FOMC and what does it do? ________________________________________

____________________________________________________________________________

____________________________________________________________________________

Concept 2: Monetary Policy

Standard: 

1 Define monetary policy. 

2 Describe how the Federal Reserve uses the tools of monetary policy to promote price 

3 stability, full employment, and economic growth. 

Content Descriptor(s): 
- monetary policy as an economic tool

- reading and interpreting scenarios, tables, and graphs related to monetary policy
What to know: 

Monetary Policy is the ability of The Fed to control the money supply. By controlling the money supply, The Fed can control the economy. There are two types of monetary policy. Tight  money policy is used when there is inflation in the economy. Easy (loose) money policy is used when the economy is in recession. If the unemployment rate goes up, then The Fed will use easy money policy to put more money into the economy. If prices start increasing too rapidly, then The Fed will institute tight money policy to take money out of circulation. Both types of policy are enforced using the tools of The Fed. These tools include open market operations (the buying and selling of government securities), the discount rate (interest rate charged to banks who borrow money from The Fed), and the reserve requirement (the percentage of each deposit that a bank must save and not loan out). If prices increase (inflation), The Fed will sell government securities to take money out of circulation and stabilize prices. If the economy is in recession (high unemployment), then the government will buy government securities to put more money in circulation and help the economy start growing again.

Practice Questions:


(1) The Federal Reserve Systems ability to control the money supply is known as 

A   fiscal policy

B   monetary policy

C   government policy

D   board policy

(2) The Fed decides to lower the discount rate. What is the likely result of this action?

A   The rate of inflation will decrease because there will be less money in circulation.

B   The unemployment rate will increase due to lower levels of consumer spending.

C   The auto industry will suffer, because interest rates will be too high.

D   The homebuilding industry will grow as more people are willing to borrow money.

(3) The inflation rate has been growing too quickly over the past several months. What courses of action should the Fed take to deal with this problem? 

A   cut the reserve requirement and the discount rate, while buying government securities

B   increase taxes and decrease government spending

C   increase the reserve requirement and the discount rate, while selling government securities

D   the Fed will use easy money policy to decrease the money supply

(4) The unemployment rate has increased from 4.6% to 6.1% since Christmas. What courses of action should the Fed take to deal with this problem?

A   cut the reserve requirement and the discount rate, while buying government securities

B   increase taxes and decrease government spending

C   increase the reserve requirement and the discount rate, while selling government securities

D   the Fed will use easy money policy to decrease the money supply

(5) The GDP has been growing slower than the population over the last six months. What type of monetary policy should the Fed use to combat this problem?
A  expansionary policy

B   tight money policy

C   easy money policy

D   recessionary policy

(6) Which of the following would the Fed likely do to reduce the unemployment rate?
A   reduce the rate of inflation

B   increase the reserve requirement

C   increase the discount rate

D   reduce the discount rate

(7) Define monetary policy. List and describe the two types of monetary policy.
____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________
(8) Describe how the Federal Reserve uses the tools of monetary policy to promote price stability, full employment, and economic growth. 
____________________________________________________________________________

____________________________________________________________________________
____________________________________________________________________________

____________________________________________________________________________
Concept 3: Fiscal Policy

Standards: 

3 Define fiscal policy. 

4 Explain the government’s taxing and spending decisions. 

Content Descriptor(s): 
- fiscal policy as a tool to combat inflation

- fiscal policy as a tool to combat recession

- reading and interpreting scenarios, tables, and graphs related to fiscal policy
What to know: 

Fiscal Policy is the government’s ability to control the economy through taxing and spending. If the economy is in recession (with high unemployment), then the government can spend more and cut taxes. By cutting taxes, the government can allow people to keep more of their income, which they will spend. Increased consumer spending and increased government spending will stimulate the economy and create new jobs. If there is an increase in prices (inflation), then the government can cut spending and increase taxes. This will slow down the economy and stabilize prices.

Practice Questions:
(1) Which of the following would be the government’s likely response to a decrease in GDP?

A   increase taxes and government spending

B   decrease taxes and government spending

C   increase taxes and decrease government spending

D   decrease taxes and increase government spending

(2) Which of the following is likely to occur if the government increases spending and decreases taxes?

A   the rate of inflation will decrease

B   the unemployment rate will increase

C   the National Debt will increase

D   GDP will decrease
(3) What do we call the government’s ability to manipulate the economy using taxing and spending?
A   fiscal policy

B   monetary policy

C   open market operations

D   GDP
(4) What could the government do to promote a higher GDP and a lower unemployment rate?

A   increase spending and taxes

B   decrease spending and taxes

C   increase spending and decrease taxes

D   decrease spending and increase taxes
(5) What could the government do to stabilize prices during a time of high inflation? 
A   increase spending and taxes

B   decrease spending and taxes

C   increase spending and decrease taxes

D   decrease spending and increase taxes
(6) What should the government do if the unemployment rate increased from 4.6% to 6.7% and the GDP had been in decline for more than a year? Defend your answer.

______________________________________________________________________________

______________________________________________________________________________

(7) What should the government do if CPI rises from $100 in 2007 to $117 in 2008? Defend your answer.

______________________________________________________________________________

______________________________________________________________________________

