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[0 O Accounting n. an information system that measures[] processesl] and communicates financial information
about an identifiable economic entity [0 [0 [0 00 00 O O O financial a. connected with money [0 [0 00 00 0 O

[0 program n. plan of what is to be done [0 [0 [0 00 O O O O O O evolution n. gradual change and development
000000 O primitive a. simpled not greatly developed [0 [ 00 0 O O O O O clay tablet n. a thin sheet of
clay used as a writing surface in ancienttimes 0 O 0 0 0O 0O O O O O O O city-state n. O esp. in formerd times a
city which[J with the surrounding country areal] formed an independent state (1 (1 00 0 O O O O O ascertain v.
discover [ the facts of somethingd O 0 O O O 0O 0O O O O O O O O transaction n. piece of business dealing [
O000000DOOdouble-entry n. O O O O O O Franciscan a.n. of a Christian religions group founded in 1209
bySt.FrancisO O 0O 0O 0O 0O 0O O OO O O In 1913 Congress passed the Federal Reserve Act[] dividing the
country into 12 districts with a Federal Reserve Bank in each. A seven-member Board of Governors [ Federal
Reserve Board in WashingtonJ D.C.0 coordinates these banks[] which in fact constitute a central banking
system. AS in other major countriesl] the central bank is set up by the government to handle its transactions(]
coordinate and control commercial banks[] and help regulate the nations money supply.J O The Federal Reserve
system is responsible directly to Congress(] although by law the Governors are independent of political pressure
from either Congress or the President. The Board isl] of course[] expected to coordinate its policies with those of
the Administration and the Congress. When a conflict arises between making a profit or serying the public interest
[ the "Fed." as itis called is supposed to choose the latter.[] (1 The Federal Reserve is a system of banks of
bankers[J a government operated central bank. It has one main purposel] to control the supply of money and
creditd including all coins and currency in circulation plus checking accounts. This control is exercised
through "monetary policy”. When business worsens[] the Federal Reserve Board expands the amount of money
and credit. But if prices start] [J rising too rapidly[] the Fed will do all it can to put on the brakes and reduce the
supply of money and credit.[1 0 How? The first step is to require the nations banks to keep a larger amount of their
deposits on reserve. With less money to lendd credit becomes "tight". Tight credit causes less money to be
available for prospective borrowersd thus increasing the rate of interest.[] O When interest rates go up[]
businesses do not expand so rapidly as befored families cannot afford to buy new houses or carst] and other
forms of buying slow down. During a period of high interest] the customer is forced to make a larger down
payment on his purchases. For exampled when money is plentifuld the buyer of a $ 4000 000 house would have
no trouble getting a 90 percent loand or $ 3601 000. His cash outlay (0 down payment[] would be only $ 400 000
plus legal expenses. But when money is in short supplyd the bank will want to get the safest loans possible with
limited money[J so it may require a 25 percent down payment. In that case[] a prospective home buyer would
need to pay $1000 000 down rather than $ 41 000. Such a large cash investment would prevent many families from
buying[] thus slowing the rate of building houses and contributing to a slowdown of the economy. When the Fed
diagnoses the country as being in an inflationary period it requires banks to increase their reserves as a way of
slowing inflation. Finally when the economy cools the Fed reverses the process and make more money available.
Changing the amount of reserves required is a powerful tool that the Fed uses cautiously.[] (I In addition to
requiring a larger or smaller reserve for member banks the Fed possesses two other weapons in its war against
inflation or depression. First[] it can go into the market and "buy” money[] in what are called "open market
operation". Usually this money is in the form of short term bonds. Suppose the Fed thinks a depression is coming.
The members meet and say[] "Lets buy a thousandJ [J million dollars worth of government bonds from
insurance companies] banks[] and big business firms.” These institutions are then free to invest the money they
receive in exchange for the bonds. The bulk of this investment will be with banks. Thus because of the chain
processl] the Fed will have created excess reserves for its member banks. More money becomes available for loans.
Sol] 0 O the interest rates go down[] and down payments decrease. With a 20 percent reserve requirementd one
thousand million dollars spent in the marketplace would add up to five thousand million dollars of new money.[]
(0 The way the Federal Reserve banks lend money to member banks constitutes the final weapon in the Feds
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arsenal. These loansl] called "discounts"[] carry an interest rate. By regulating the discount rate] or the interest
banks pay to borrow from the Fed[d they encourage or discourage borrowing. People who buy and sell stocks or
bonds keep a close watch on the discount rate. Even interest rates and and investment spending abroad are
influenced by changing discount rates. These discount rates are usually tied to interest rates on the open market. In
an effort to tighten or loosen credit] the Fed will raise or lower the discount rate.[1 [ True / False Statements[]

(0 1. The president of the U.S. directly controls the Federal Reserve system.[ [ 2. Supply of money is defined as
the total quantity of bank deposits in the economy.[1 [0 3. During recessiond the Fed will expand the money
supply and credit.[1 [0 4. Higher interest rates can stimulate the spending activity.[D [ 5. By rising the required
reserve ratiol] the Fed can reduce the lending capacity of the banking system.d O 6. By raising or lowering the
discount rate[] the Fed changes the cost of money for banks and therewith the incentive to borrow reserves.[1 [1 7.
When the Fed buys bonds[] it causes an increase in bank reserves.[] [J 8. When the Fed wants to slow the rate of
consumer and investor spending] it lowers reserve requirement and discount rate[J and sells bonds. Additional
00 OO Words & Expressions] [J checking account O O O [ O [0 depression [ 0 0 O O O O O Open Market
Operation 0 0 00O 00O O Obonds O O [0 0O excess reserve [0 0 0 0 0 0 O O O discount rate 0 O [0 [

[ fiscal year 0 FYO 0O 0O 0O O O O factor market 0 0 O 0O 0O O 0 O budget surplus 0 O O O O O GNP per
capita0 00O 0O ODOOOOopportunitycost 1 0 O 000 OO OO O budgetdeficit 0 O 0O O O

[J exchange rate [1 O O [0 marginal propansity to consume [0 MPCO 0O O O O O O O O marginal propensity to
saved MPSO 0O O 0O 0O O O O O natural rate of unemployment O [0 0 O O O O optimal mix of output [J [ O
00 0O O O automatic stabilizer O 0 O 0 O O O derived demand O U O O O O O consumption function O [J
O 0O O O market mechanism O O O O O O externality 0 O O O
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