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Economics Case 4
1. Are credit cards or debit cards money? Explain your answer. 
Money refers to any method or medium of exchange, which allows, intermediates, or facilitates the purchase of different forms of goods and services. Additional functions or features of money include: a store of value and a unique unit of account (Chand, n.d.). In this respect, prior to establishing whether or not debit and credit cards money, it is prudent to distinguish a credit card from a debit card. In particular, a credit card refers to a card banks or financial institutions give their clients to secure a loan that allows them to make a purchase. In other words, when the merchant swipes the card, the bank pays the bill as opposed to the customer, which means the credit card owner owes their bank the amount of money involved. On the other hand, a debit card remains inextricably linked to the card owner’s checking account such that any transactions made through the use of the card are deducted from account and transferred to the merchant (Beattie, 2002). Ultimately, a debit card can only work when the owner has money in their checking account.
The Federal Bank of New York (The NYFed) provides three major definitions of money: M1, M2, and M3. M1 involves currency that circulates in the hands of the members of the public, such as demand deposits and travelers checks against which banks and other financial institutions can write a check. M2 consists of M1, time deposits below $100,000, money in savings accounts, as well as balances in market mutual funds or retail money. The third definition, M3, includes: M2; Eurodollars that have been held by American citizens and residents at all banks in Canada, foreign U.S. bank branches, and he United Kingdom (U.K.); large-denomination time deposits; repurchase liabilities; and especially those issued by various depository institutions (Beattie, 2020; Chand, n.d.). Concisely, it is evident that both credit and debit cards do not belong to any of these three definitions, which means they are not money. 
2. “When the Fed makes an open market purchase of government securities, the quantity of money will eventually decrease by a fraction of the initial change in the monetary base.” Is the previous statement correct or incorrect? Explain your answer. 
Open market operations as would be discussed in the next section, refers to a monetary policy tool that the Federal Reserve, commonly known as the central bank by other countries worldwide, uses to exercise its control over money supply, inflation, as well as interest rates (Kennon, 2020). Unfortunately, the description provided by the previous statement is incorrect because open market operations allow the purchase and sale of government securities, which, in turn, increases the quantity or amount of money in circulation (The Federal Reserve Bank, n.d.; The Federal Reserve, 2020). Given the Fed Reserve requires every commercial bank to deposit up to 10 percent of their money either with it or the bank’s vaults, this cumulative amount becomes useful when the Fed wants to decrease or increase the money supply. In essence, these reserves allow the bank to remain an active participant in the open market. Typically, open market participation revolves around buying and selling of the various treasury bills, notes, as well as bonds (Amadeo, 2020). As a result, this process and activity play a fundamental role in increasing total reserves necessary for more money to lend by commercial banks. 
While the statement talks about a decrease in the monetary base, the Fed’s direct participation in the open market increases the initial base of the money due to the buying and selling processes. A typical case in point involves the Fed buying bonds worth $30 million from a given commercial bank, for example Bank A, which translates to an increase in the bank’s reserves by the same amount. Once the Fed meets its goal in the form of additional reserve, it proceeds to disburse the funds by loaning commercial banks at a given interest rate, in most cases, lower rates (Amadeo, 2020; The Federal Reserve Bank, n.d.). Consequently, clients that receive the money as loans either spend it by loaning others or goods and services. In this way, the multiplier process does not only work but also repeats itself in a manner that there is a general or systematic increase in the amount of money in circulation. 
3. Monetary policy is action taken by the Fed to influence the level of real GDP. Suppose the Fed wants to increase the money supply. What three tools could the Fed use to achieve this goal? Be specific in your answer and discuss the implications of this policy. 
The Federal Reserve has four major tools at its disposal when it comes to achieving any of its monetary policy objectives: interest on reserves, the discount rate, open market operations, as well as reserve requirements. Some of these monetary policy goals comprise increasing and decreasing the money supply (The Federal Reserve, 2020). In this context, the Fed should consider the use of the discount rate, open market operations, and reserve requirements to increase the amount of money in the market or banking system. The discount rate refers to the interest rate charged by the Fed on short-term loans given to commercial banks. To increase the money on circulation, the Fed can lower the discount rate, which, in turn, allows these commercial banking institutions to consider lowering their rate. Lower interest rates by individual commercial banks have a trick-down effect on lending and spending. In other words, the decision to led commercial banks at the discount rate goes a long way in complementing open market operations by encouraging the public to borrow and spend (The Federal Reserve Bank, n.d.). Concisely, the Fed uses the discount rate as an expansionary method for influencing other interest rates. 
While the discount rate remains the most preferred option, the Fed tends to be reluctant in changing reserve requirements. Reserve requirement comprises the amount of money a commercial bank has to hold in cash by either depositing or keeping it at the Reserve Bank or its vaults respectively (Amadeo, 2020). In this case, the Fed through its Board of Governors would ensure an increase in money supply by decreasing reserve requirements. Lower reserve requirements allow commercial banks countrywide to have more money to lend to individuals and business organizations (The Federal Reserve Bank, n.d.; Amadeo, 2020). While the approaches are different, both the discount rate and reserve requirements have expansionary and contractionary characteristics.
Open market operations that is directed and implemented by the FOMC and the Federal Reserve Bank of New York has proved to be one of the most reliable tools to meet monetary policy goals both in the short –and long-term. It involves the whole purchase and sale of the United States (U.S.) government securities (Amadeo, 2020). The buying and selling process occurs in the country’s free market, which means it plays a central role in increasing the amount of money at the disposal of commercial banking entities. Concisely, each of the monetary policy tools become instrumental in two major scenarios: when the Fed seeks to decrease or increase money supply. 
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