ECO 301: Money and Banking
Week 3 Homework: Federal Reserve System

Directions: Provide written answers for the following questions and prompts. You may print these sheets and put
your answers in the space provided or you may use your own paper to write your answers.

When you have finished, scan or take pictures of your work, combine all images to a single PDF file, and upload your
work as a single PDF file to the Canvas Assignment area. There are apps available for Apple and Android mobile
devices that can create PDF documents using your device’s camera, including the Apple iPhone’s native Notes app
(use the scan document feature) and Adobe Scan app available for Android and Apple mobile devices. There are also
free online tools such as Online2PDF and EasyPDFCloud.

1. Thomas Hoenig, former president of the Federal Reserve Bank of Kansas City, remarked about the Federal
Reserve System: "It was designed as a public-private partnership, accountable to, and yet independent of, the
government."

(a) In two to four sentences, describe in what sense is the Federal Reserve System a public-private partnership.

(b) In two to four sentences, describe what sense is the Federal Reserve System both accountable to the govern-
ment and independent of it?


https://online2pdf.com/
https://www.easypdfcloud.com/

2. In 2020, in response to the economic effects of the COVID-19 pandemic, The Bank of England (the central bank
of the United Kingdom) announced it would engage in "monetary financing" to help the government finance its
increased spending, in which the British government would receive funds directly from the Bank of England, and
then issue bonds to pay back the Bank of England. An article in The Economist described "Monetary financing,
with its echos in Weimar Germany and Zimbabwe, raises fears that investors will lose confidence in a central bank
seen to be under the thumb of [the government]."

(a) Explain the reference to Zimbabwe and Weimar Germany.

(b) Describe what macroeconomic outcomes investors may fear could happen in response to a policy of monetary
financing. Describe potential impacts on inflation, lending, and investment (i.e. investment in physical
capital).

(¢) Describe two benefits of an independent central bank.





