David Youngberg

Econ 310 

Homework 4
Please answer all the following on a typed, stapled separate sheet of paper. Make sure that you justify your answers and use your own words.
1. We often discussed that the fundamental goal of a central bank is stability. Reiterate the key reason for this goal and why the pursuit of this goal could have negative unintended consequences. Which claim (the advantage or the disadvantage) do you find more important to prioritize? Why?
2. What is the main strategy (not tool, but strategy) the US Federal Reserve uses to achieve stability?  Describe an advantage and disadvantage of this system. Which of the two do you think is more important? Why?
3. Carefully describe how the US Federal Reserve alters the interest rate.

4. Carefully describe the two ways how expansionary monetary policy can lead to a short term increase in GDP via an increase in consumption.
5. At the end of When Genius Failed, what role (if any) did the Federal Reserve play with LTCM? What do you think would have happened if they had not intervened?
