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Week 6 Homework: Monetary Policy Tools

1. Suppose the Federal Reserve conducts an open market sale of bonds. De-
scribe and illustrate the impact on the market for reserves.

2. Suppose the Federal Reserve decreases the interest rate on reserve balances.
Describe and illustrate the impact on the market for reserves.

3. Suppose there is an increase in financial volatility and lenders are less willing
to make loans.

A) Describe and illustrate the impact on the market for reserves.

B) Suppose the Fed wants to counteract the impact on federal funds rate
from the previous answer. What defensive open market operation should
it conduct? Describe and illustrate the impact of this policy on the market
for reserves. Redraw your answer from part (a) and add the impact of
this policy.
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