Mini-Federal Open Market Committee (FOMC) Monetary Policy Activity
You will be part of a small group (3-4 people) that will represent a smaller version of the Federal Open Market Committee, which conducts monetary policy for the United States. Below your group will find five (5) different scenarios that will have the country facing at least one (1) difficult problem affecting the economy. You and your group are to: determine what part(s) of the economy are facing (or could soon be facing) a problem, why it is a problem, and what monetary policies your group would recommend to correct the problem.
Each group will need to turn in a separate sheet of paper with its answers to each scenario below. Be sure to include each group member’s name on the separate answer sheet. Also remember to check to see you have met each condition and addressed each problem.
There will be one scenario that will be difficult, if not impossible, to solve with monetary policy alone. Be sure to indicate that in your answer for that scenario.
Remember, the three (3) traditional monetary policies of the Federal Reserve are: open market operations (OMO); raising/lowering of the discount rate (or, to be exact, the federal funds rate); and raising/lowering of the reserve ratio that all banking institutions must follow.

One last item--under federal law, the Fed must adhere to the following goals for the U.S. economy:

1. Maintain stable prices. That is, keep inflation between zero (0) and three (3) percent.

2. Maintain full employment. That is, keep the unemployment rate below five (5) percent.

3. Maintain a stable money supply. That is, the money supply should grow at a rate that matches the growth of the nation’s potential GDP, which needs to grow at least two-to-three percent each year to match our increase in population. However, if it GDP grows too quickly, runaway inflation may occur.

*******************************************************************************************************************
Scenario #1 / Inflation is at 10%; GDP is growing at 6%; and the unemployment rate is at 3%

Scenario #2 / Inflation is at 1%; GDP is growing at 0%; and the unemployment rate is at 8%

Scenario #3 / Inflation is at 2%; GDP is growing at 10%; and the unemployment rate is at 5%

Scenario #4 / Inflation is at 10%; GDP is falling at 2%; and the unemployment rate is at 10%

Scenario #5 / Inflation is at 2%; GDP is growing at 2%; and the unemployment rate is at 9%
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*******************************************************************************************************************
Scenario #1 / Inflation is at 10%; GDP is growing at 6%; and the unemployment rate is at 3%

· Problem is inflation, which more than triple the goal of 0-3%

· Monetary policy: OMO (sell Treasuries), increase interest rates, or increase reserve ratio
Scenario #2 / Inflation is at 1%; GDP is growing at 0%; and the unemployment rate is at 8%

· Problem is both GDP growth (too low) and the UE rate (too high)

· Monetary policy: OMO (buy Treasuries), decrease interest rates, or decrease reserve ratio
Scenario #3 / Inflation is at 2%; GDP is growing at 10%; and the unemployment rate is at 5%

· Problem is GDP growth (too fast), which could indicate future inflation, esp. w/ low UE

· Monetary policy: OMO (sell Treasuries), increase interest rates, or increase reserve ratio
Scenario #4 / Inflation is at 10%; GDP is falling at 2%; and the unemployment rate is at 10%

· Problems are inflation (too high—runaway inflation), GDP growth (falling), & UE (too high)

· Monetary policy: No good monetary policy. Any attempt to control inflation (see Treasuries) will lead to decrease in AD, worsening GDP growth and the UE rate. Any attempt to increase consumption (to increase GDP growth and/or employment) will lead to even higher inflation
Scenario #5 / Inflation is at 2%; GDP is growing at 2%; and the unemployment rate is at 9%

· Problem is unemployment, which more than triple the goal of 0-3%

· Monetary policy: OMO (buy Treasuries), decrease interest rates, or decrease reserve ratio
